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Purpose(s) of this
presentation

1. Provide a few tools for you to
track the economy and integrate
into your business decision
making process (i.e. complement
bottoms up with top down)

2. Give our opinions on the outlook
for the US economy

Intended Audience

No macro knowledge is required
Familiarity with profitability drivers

Non-technical, but sophisticated
understanding of use cases




AGENDA

* Tips for Tracking the Economy
 Where are we today?

* Where might we be headed?




AGENDA

This is where we’ll
spend most of our time

] today.
* Tips for Tracking the Economy

* Where are we today?

* Where might we be headed?




Tips for tracking the economy




Forecasting or Nowcasting

Diagnostics Planning

Nowcasting Forecasting

T

Today Future Time
Period

Past
(Known Data)




Tips for tracking the economy

e Are you forecasting or nowcasting?

Purpose




Structural or Cyclical

Structural

— (10-30yrs)
Cyclical
(3mths-5 y»;s) \

time

Not our focus



Why Horizon Matters

Strong Structural Trajectory
% Weakening Cyclical Trajectory

m Structural Model Perspective

mm Cyclical Model Perspective

“It might be time to use free cash flow
and cheap cost of capital to acquire
new targets and proceed with
expansion plans.”

If I didn’t know the structural path, | wouldn’t have the conviction.
If I didn’t know the cyclical path, | wouldn’t be aware of this opportunity



Purpose

Tips for tracking the economy

e Are you forecasting or nowcasting? J

e Are you planning for cyclical or structural activity ? }

WARNING:
All models are wrong, but some are
more useful than others
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Connecting Macro to the Botto

Macro

Industry

Company

"

b

GDP Consumer Produ.cer
Inflation Inflation
Output Pricing Power Labor & COGS

|

Volumes !
SOld \

Unit
Price

Unit
Costs /

m Line

How are these macro drivers
of profits determined for
i) Cyclical, and ii) Structural?
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Cyclical Model of Activity

Output
/ Volumes Sold \
Exchange
Rates
International Sales & Sourcing Labor Costs &/Customer Demand

Interest

Inflation
Rates S8

Cost of Capital COGS & Pricing Power
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A Self Reinforcing and s .
Self-Regulating A Beautiful Machine
process that is prone
to Exogenous Shocks

...driving the dollar

Output

The economy starts to strengthen, so ...

, 4

Work From Home

4

higher, adding to
/7 cost pressures and/

War in Europe lowing growth

V Exchange

Rates

..prompts the Fed to hike ...businesses need more workers,
interest rates in order to which ...
cool the econo/n% [7

Fiscal Stimulus Interest Inflation Supply Chain Disruption

Rates V

...increases wages and prices, which....
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Structural Model of Activity

Structural
Labor Force
Growth Output

Growth

Money Goods & Services

S — Demand

Demand

Structural

Inflation
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Labor Force

Growth

Fertility &
Mortality

Immigration

— Social
Preferences

Structural Model of Activity

Productivity

Capital

J

-

-

Technology

N

J
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Labor Force StrUCturaI StrUCtu ral MOdEI Of

Growth Productivity Output

Growth Activity

Money Goods & Services

Demand

Structural
Inflation




Purpose

Tips for tracking the economy

e Are you forecasting or nowcasting? }

e Are you planning for structural or cyclical activity ? }

e Model should be aligned with horizon and purpose J
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What are the KPIs for the Economy?

WARNING:

* All economic statistics are WRONG
* They are delayed

* The contain estimation errors

* Economic statistics are simply PROXIES of the truth
* Use with caution
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What are the KPIs for the Economy?

Y Y |

% «  Volumes Unit s #isrel Unit nnualized Rate
g Sold \ Price Quarte Costs /

. Y Seasonally Adjusted

19
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What are the KPIs for the Economy?

%

Inflation

GDP Consumer
Inflation

Producer

Output

Pricing Power de Labor & COGS
\ /

—

Sold ased on monthly basis, but
/usually leverage annual

/\( comparisons
Consuzaimgrice Index

Price Costs

Note: There are myriad s of Consumer and Produ ion. We list here only the

opular (CPI) measure.



A Free Repository of Macro Data

FRED -~/

ECONOMIC DATA | ST.LOUIS FED

https://fred.stlouisfed.org/

FOPULAR SERIES LATEST RELEASES TOOLS MEED HELP?

Consumer Price Index for All Urban Consumers: All Items U.S. / Euro Foreign Exchange Rate
+8.2 % Chg. from Yr. Ago on Sep 2022 09785 U5 5to1 Eurc on 2022-10-07

Real Gross Domestic Product Unemployment Rate
-0.6 % Chg. from Preceding Period on Q2 2022 3.5 % on Sep 2022

Industrial Production Index All Employees: Total Nonfarm Payrolls
-0.2 % Chg. on Aug 2022 +263 Chg., Thous. of Persons on Sep 2022

10-Year Treasury Constant Maturity Rate Initial Claims
3.97 % on 2022-10-13 228,000 on 2022-10-08




Purpose

Tips for tracking the economy

e Are you forecasting or nowcasting?

e Are you planning for structural or cyclical activity ?

e [dentify key metrics to summarize relevant activity

e Model should be aligned with horizon and purpose J
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Simple Scale

Indifferent

Like

Benefits of a simple scale
1) Easy comparison across metric/countries/industries of interest
2) Permits a holistic view; i.e. qualitative information is important as well.




Simple Scale

DM | 2 | 1 | o | ] 2




Purpose

Tips for tracking the economy

e Are you forecasting or nowcasting?

e Are you planning for structural or cyclical activity ?

e Model should be aligned with horizon and purpose

e [dentify key metrics to summarize relevant activity

N S R S

e Use a simple scale to track and compare

25



AGENDA

 Where are we today?
 Where are we in the Cycle?
 What is our Structural baseline?




NOWCASTING — WHERE ARE WE IN THE CYCLE?

Cyclical




Where are we in the Cycle?

e N

Exchange
Rates
SIIERESE Inflation
Rates
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Where are we in the Cycle? - Labor

FRED ~/# — Unemployment Rate

15.0

12.5

7.5

Percent

5.0

25

0.0

1950 1955 1960 1965 1970 1975 1980 1985 1990 1595 2000 2005 2010 2015 2020
Shaded areas indicate U.S5. recessions. Source: U.S. Bureau of Labor Statistics

fred.stlouisfed.org



Where are we in the Cycle?

Output
| 3 bor Labor market is
very tight

Exchange
Rates
SIIERESE Inflation
Rates
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Where are we in the Cycle? - Inflation

FRED n/#_a*“ — Consumer Price Index for All Urban Consumers: All ltems in U.S. City Average

Fercent Change from Year Ago

15.0

125

10.0

[

2.0

25

0.0

Shaded areas indicate U.S. recessions.

A V

1930 1855 1960 1965 1970 1975 1930 1985 18580 1995 2000 2003 2010 2013 2020

Source: U.S. Bureau of Labor Statistics fred.stlouisfed.org
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Where are we in the Cycle?

e N

Exchange
Rates
Inflation
Rates

| 3 bor Labor market is
very tight

Inflation is at 40yr highs
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Where are we in the Cycle? — Interest Rates

FRED ﬁfj — Market Yield on U.5. Treasury Securities at 10-Year Constant Maturity, Guoted on an Investment Basis
17.5

12.5

Percent

TS5

3.0

25

0.0

1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020
Shaded areas indicate U.S. recessions. Source: Board of Governors of the Federal Reserve System (US) fred.stlouisfed.org



Where are we in the Cycle?

e N

Exchange
Rates

| 3 bor Labor market is
very tight

Inflation is at 40yr highs

Interest Rates are Interest Inflation
rising rapidly Rates
S




T
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Where are we in the Cycle? — US Dollar
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The USD is noticeably
strong

Where are we in the Cycle?

-

Exchange
Rates

Interest Rates are
rising rapidly

Interest
Rates

Output

N

Inflation

/

Labor market is
very tight

Inflation is at 40yr highs
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Where are we in the Cycle? — Output

FRED ~/7 — Real Gross Domestic Product

40
30

20

%M%PW\MMM&MUMAM e

-10
|

Fercent Change from Preceding Period

-30
1950 1955 1960 1865 1970 1975 1980 1985 1980 1995 2000 2003 2010 2013 2020

Shaded areas indicate U.S. recessions. Source: U.S. Bureau of Economic Analysis fred.stlouisfed.org
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Where are we in the Cycle?

Output

Consumer is the firewall.

growth is meager.

The USD is noticeably
strong

Pz

Exchange
Rates

Interest Rates are
rising rapidly

Interest
Rates

Output

N

Inflation

/

Labor market is
very tight

Inflation is at 40yr highs
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Where are we in the Cycle?

Note: This is our subjective assessment.



AGENDA

* Tips for Tracking the Economy

 Where are we today?
* Where are we in the Cycle?
 What is our Structural baseline?

* Where might we be headed?




NOWCASTING — WHAT IS OUR STRUCTURAL BASELINE?

Structural




Labor Force

Growth

Productivity
]

e R
| Fertility &
Mortality
N\ J
e R
| Immigration
N\ J
e )
— Social
Preferences




A slowdown in population growth...

Population Change and the Components of Change: 2001-2021

% Change ====Births = —~~ Deaths - -—-—- International Migration

Percent Population Change
1:2

1.0

0.8

0.6

0.4

0.2

2001 '02 '03 '04 05 '06 '07 08 '09 10 11 12 13 ‘14 '15 '16 ‘17 '18 '19 '20 ‘21

* Components of change include births, deaths and net international migration,
Note: Only data to the right of the line are from Vintage 2021.
Source: U.S. Census Bureau, Vintage 2020 Estimates; Vintage 2021 Estimates; 2000-2010 Intercensal Estimates.
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..and increase in retirements/social preferences..

Percentage of Retirees in the U.S. Population and the
Baby Boomer Retirement Trend

Percent of U.S. population

19
Retirees, percent of U.S. population
—— Baby Boomer trend -
18
17
16
15
| | I ! ! 1
Jan1995 Jan2000 Jan2005 Jan2010 Jan2015 Jan 2020

Among employed adults whose workplace is currently open, % saying each is
a major reason why they are working from home all or most of time

m0ct.2020 wJan. 2022

17

Prefer Concerns about Child care Relocated

working from being exposed  responsibilities* ~ away from
home to coronovirus workplace**

*Among those with children younger than 18.

**Either permanently or temporarily

MNote: Based on those who say the responsibilities of their job can mostly be done from
home.

Source: Survey of U.S. adults conducted Jan. 24-30, 2022.

“COVID-19 Pandemic Continues To Reshape Work in America”

PEW RESEARCH CENTER
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..are manifesting in a smaller Labor Force

FRED ~~% @ Civilian Labor Force Level
4
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Cyclical issues-
2
1950 1955 1960 19865 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020
Shaded areas indicate U.S. recessions. Source: U.S. Bureau of Labor Statistics fred.stlouisfed.org
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Labor Force
Growth

Productivity

&

Capital

J

-

&

Technology

~
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Industrial capacity relatively flat since 2000...

FRED #} — Industrial Capacity: Total Index
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Shaded areas indicate U_S. recessions. Source: Board of Govemnors of the Federal Reserve System (US) fred stlouisfed org
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..but IP investments are picking up..

Percent Change From Year Ago

14.0
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200
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—Intellectual Property
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..combining for modest structural Productivity

FRED :-:/'j — Monfarm Business Sector: Labor Productivity (Output per Hour) for All Employed Persons

&

(i)l

M\»

Fercent Change fram Quarter QOne Year Ago

2 Cyclical issues-
-3
1950 1955 1960 1965 1970 1975 1980 1385 1280 1995 2000 2005 2010 2015 2020
Shaded areas indicate U.S. recessions. Source: U.S. Bureau of Labor Statistics fred.stlouisfed.org
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Percent

4.0

1950~
1973

1974-
1981

Are we structurally stable?- Output

1982-
1990

1991-
2001

2002-
2007

2008-
2020

Potential
Labor Force
Productivity

Potential
Labor Force

Labor Force

Growth

Fertility &
Mortality

Immigration

Capital

L Social
Preferences

Technology
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What is our Structural baseline? - Output

FRED r,_,,,: @ Real Potential Gross Domestic Product

Ln

Fercent Change from Year Ago
L

2015

1955 1960 1965 1970 1975 1980 1985 1950 1985 2000 2005 2010 2020

1960 T 20 2o

Shaded areas indicate U.5. recessions. Source: U.5. Congressional Budget Office fred.stlouisfed.org b




Structural
Labor Force Productivity OUtpUt

Growth

Growth

Money Goods & Services

Amazon Effect
Demand

Structural
Inflation

Globalization

Fed PoIicx |



What is our Structural baseline? - Inflation

Strong Long Term Deflationary Drivers.. ..have overwhelmed Inflationary Drivers

“Amazon Effect” --- online competition drives prices lower Central bank - era of large balance sheets

Poor Structural Outlook --- e.g. shrinking
labor forces curtail demand and prices

Globalization --- increased global competition throughout the Sneak Peak
supply chain drove prices lower for decades.




What is our Structural baseline?

Note: This is our subjective assessment.
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* Tips for Tracking the Economy

* Where are we today?
* Where are we in the Cycle?
* What is our Structural baseline?

* Where might we be headed?




FORECASTING — WHERE MIGHT WE BE HEADED?

Economic Outlook




Here’s our outlook

%

Peak of the cycle amid a

74 Structural slowdown
This is the scariest place to be.
Biggest potential drop.

Time
Nowcast Forecast
Cyclical  Structural Cyclical  Structural

Output

Inflation



Economic
Outlook:

Are we in a recession?

Output




FREn 4% @ Real Gross Domestic Product

Percent Change from Preceding Period

8

7

6

B

L

P

-

Q4 2020 Q12021 Qz 2021

Source: U.5. Bureau of Economic Analysis

Q3 2021

ARE WE IN A RECESSION?

il

Q4 2021

NO

Q12022 Q2 2022

myf.red/g/UJQj0

Caveats:

1)

2)
3)

Rule of thumb:
2 negative qrts of GDP =
recession

Much of the drop was due to
unusual items (e.g. inventories)
These numbers will be revised
NBER (official arbiter) hasn’t
decided yet.
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https://fred.stlouisfed.org/graph/?g=UQj0

Yes

Bloomberg

US Edition ~

o Live Now | Markets Economics Industries  Technology Politics Wealth  Pursuits  Opinion  Businessweek

LIVENOW

UK Prime Minister Liz Truss Resigns Waich

Equality Green

Polties Forecast for US Recession Within Year
Hits 100% in Blow to Biden o
» Bloomberg Economics sees near certainty downturn will star] v 01:11 096 o
® Tightening conditions, inflation, hawkish Fed weigh on outlooK 20
15
10
. “ ” 5
As an economist | hate to say “Yes”. =
.- . L 5 O
But, the probability of a recession within b
the next 18mths is high. 10 sop. 22
15 : :"L:m:rglﬁg:-:;rnth growth rate (%, annualized)
20 mm— Hocession signal
-25
Source: The Conference Board
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022
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Why are we likely to enter recession?

Soft Landing Recession

61



WHY ARE WE LIKELY HEADED FOR A RECESSION?

Interest rates are expected to keep rising rapidly...

FRED ‘f,x;‘j = Market Yield on U.S. Treasury Securities at 10-Year Constant Maturity, Quoted on an Investment Basis
— Federal Funds Effective Rate

F)
6 I
L b
4_. 4
=
]
|-
i
o 3
2 \
U
1.
1
0 = — =
1956 1998 2000 2002 2004 20056 2008 2010 2012 2014 2016 2018 2020 2022
1960 7 2 . 2020
Shaded areas indicate U.5. recessions. Source: Board of Governaors of the Federal Reserve System (U5S) fred.stlouisfed.org i
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WHY ARE WE LIKELY HEADED FOR A RECESSION?

..Which is already impacting housing...

re:venture New Buyer Traffic for Homebuilders
et e Source: NAHB

Homebuyer Demand
Collapse

o
E

e
—

-
3

m

2008 Housing
Crash

| Lockdowns -
104

0|
2000 2002 2004 2006 2008 2010 2014 2016 2018 2020 2022

63



WHY ARE WE LIKELY HEADED FOR A RECESSION?

..Which is a bad sigh (Housing Leads in Downturns)

FRED /) — Private Nonresidential Fixed Investment

— Private Residential Fixed Investment
— Personal Consumption Expenditures

Notice how the blue tends to move down BEFORE red/green.

a0

. |

Fercent Change from Year Ago
=

W/ Y "'ﬂ\] W V K *' \V -

1950 1955 1960 1965 1970 1975 1980 1985 1590 1995 2000 2005 2010 2015 2020

Shaded areas indicate LL5. recessions. Source: U.5. Bureau of Economic Analysis fred.stlouisfed.org



WHY ARE WE LIKELY HEADED FOR A RECESSION?

USS expecting to keep rallying with interest rates...

FRED ~/0 — Nominal Broad U.S. Dollar Index

130

| PrNP
eV L

Index |an 2006=100

20
2008 2010 2012 2014 2016 2018 2020 2022
0 008 [z i oL 0
Shaded areas indicate LL5. recessions. Source: Board of Governors of the Federal Reserve System (US) fred.stlouisfed.org
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WHY ARE WE LIKELY HEADED FOR A RECESSION?

..Which is already impacting profits

BUSINESS | EARNINGS

P&G Rides Higher Prices but Says Strong Dollar to Slow Growth

Maker of Tide detergent and Gillette razors now predicts a sales decline for its fiscal year

i % Reuters + rollow View Profile

J& sales grow but strong dollar tugs at expectations
Levi Strauss cuts 2022 profit forecast on softening demand, strong dollar

By TOM MURPHY  October 18

By Ananya Mariam Rajesh - Oct 6

(g React  (J Comments

|~ IN THIS ARTICLE ---

&= LEVi v

By Ananya Mariam Rajesh
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WHY ARE WE LIKELY HEADED FOR A RECESSION?

Consumers have ~S$2trln in excess savings...

Percent
25 A

Personal Saving Rate

------- GS Forecast

Percent

- 25

- 20
- 15
- 10
5
D111|'|r1r1r1r rﬂ
EEEEEEEE EEREEER:
@2 2 22 22 2 28288 & 8 8

15 1

1.0

0.5 1

0.0

Excess Savings*

Incremental Saving (+)/Spending (-)
= Previous Savings
- Total

*Excess savings defined
by aobserved savings minus
savings level implied by

pre-pandemic saving rate

T T T L3 T T T T

T
= a =
@ & B |&
= w =2 o

Jan
Jul

Mar

2020

% of 2022 Income

1.5

15.0

12.5

10.0

15

5.0

2.5

0.0

-2.5

Source: Bureau of Economic Analysis, US Bureau of Labor Statistics, Federal Reserve Board, Goldman Sachs Global Investment Research



WHY ARE WE LIKELY HEADED FOR A RECESSION?

..but continued price hikes causing a drawdown

Households Spending out of Excess Savings
Monthly savings rate, share of U.S. disposable personal income

35%
30%
25%
20%
15%
10%

Above trend savings $2.1 trillion

5%

0%
2019 2020 2021 2022

Latest Data: August 2022 | Source: BEA, Oregon Office of Economic Analysis

Below trend savings $700 billion
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WHY ARE WE LIKELY HEADED FOR A RECESSION?

Fiscal Drag is a.......Drag

Contribution to Economic Growth (percent)

14

Fiscal Impact Measure

o o3 & 3 o o3 3 &
& S S N % 5 &
> P P > > > >
B Quarterly Fiscal Impact = Four-Quarter Moving Average

Source: Hutchins Center
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WHY ARE WE LIKELY HEADED FOR A RECESSION?

We might talk ourselves into a recession

100
90
80
70
60
50
40
30
20
10

° | e awnmanal R ittt

2004 2006 2008 2010 2012 2014 2016 2018 2020 2022




How could this Cycle play out? - Output

2 | 4 | o | ] 2

Fed breaks something Keeps raising rates, fearful that Consumer remains strong amid tight
actions have been ineffective. Inflation could turn quickly labor market. Rate sensitive sectors are hit the hardest, but
to deflation. rate increases are moderate.

External Shock Fed cuts back on rate hikes. Inflation under
control. But we have an exogenous shock: geopolitical

tensions with China, war in Europe, renewed supply chain
disruptions, food crisis, etc... sends us into stagflation.
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Regardless, Structural Outlook is Poor

Composition of the Growth of Real Potential GDP
Percent

Projected

2.4

Average Annual Growth in . ..

Real Potential GDP

Potential Labor Force Productivity

Potential Labor Force

1992-2021 2022-2032 2033-2042 2043-2052

Source: Congressional Budget Office

New investments in capital stock
prompted by Fiscal policies /
Green Initiatives / High Tech
Race / Re-Shoring etc..might
alter the outlook.
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Economic
Outlook:

Prices

Will prices return to normal?
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WILL PRICES RETURN TO NORMAL?

No

FRED ﬁ — Consumer Price Index for All Urban Consumers: All ltems in LS, City Average

15.0

12.5

10.0

7.5

5.0

25

Percent Change from Year Ago

0.0

-2.5

Shaded areas indicate U5 recessions.

Aggregate prices seldomly fall.
They just stop rising.

Rising Prices

Falling Prices

1950 1955 1960 1965 1970 1975 15980 1985 1530 1955 2000 2005 2010 2015 2020

Source: .5, Bureau of Labor Statistics fred.stlouisfed.org i
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Will Inflation Stop Rising so Rapidly?

Continued Hot Inflation

Cooler Inflation
(But Not Stable Prices)

75



WHY WILL INFLATION COOL?

Fed was late to the party.....

20.00

15.00

10.00

5.00

0.00

-5.00

)

—Fed Funds Rate
—Taylor Rule

Q122 Fed still had 0%
interest, but these “rules”
suggested they should have
been ~7%.

19

P\

54 1959 1964 1969 1974 1979

1984

1989

AN

1994 1999 2004 2009 2014 20739

[l |

Excessively low interest rates
stimulated goods, services,
and asset price inflation.

Source: Federal Reserve Bank of St. Louis
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WHY WILL INFLATION COOL?

...but is taking the punchbowl away now...

25.00
20.00
15.00
10.00

5.00 I-\

0.00
1954 1959 1964 1969 1974 1979 1984 1989 1994 1999 2004 2009 2014 2019 202¢

—Actual - - Projected (Fed Funds Futures)
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Satellite Images Show Massive
Armada Of Idle Cargo Ships
Waiting To Dock In Long Beach

8Y _TYLER ROGOWAY | UPDATED OC
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WHY WILL INFLATION COOL?

..triggering overordering and subsequent glut..

FRED &‘.'} — Retailers: Inventories to Sales Ratio

0.3

0.2

. Ww‘v‘www o, PN N W‘M‘uﬂ [

-0.1

-2

-0.3

Change frem Year Age, Ratic

-0.4
-0.5
-06

-0.7
15594 1996 1958 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

Shaded areas indicate UL5. recessians. Source: U.5. Census Bureau fred.stlouisfed.org
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WHY WILL INFLATION COOL?

...prompting steep discounting by retailers..

Retailers’ stockpiles mean deep holiday
discounts starting now

Stores are sitting on a record $732 hillion of merchandise — including computers, clothing and coffee tables — and
finding that consumers aren't interested

wa|mart e Walmart is slashing prices to get rid of excess

- SUpercen it 3

inventory

l

s*ﬁﬂ II-——”' L

Target's Surprise Inventory Clearout Sale Is
Happening Right Now
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WHY WILL INFLATION COOL?

...and even avocado prices are falling...

Avocado prices from the Mexican state of Michoacan have Avo?ado Surp lus. re§ults {ll gwea‘?’ay of
jumped 81% this year to $38 for a 20-pound box. 3803000 fruits in Phlladelphla
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Supply chain pressures are easing now..

Shipping Costs Slump
Cost to send a 40-foot container from Shanghai to Los Angeles has halved

in last three months

/ Shanghai to Los Angeles Shanghai to Rotterdam . Shanghai to New York

$ 15,000

10,000

5,000

-1tT r T _ __°rr 1" " " 0’/ ##—“—FJ«F/ : ®¥#ZemDe—,.e——
Jan May Sep Jan May Sep Jan May Sep Jan May Sep
2019 2020 2021 2022

Source: Drewry World Container Index Bloomberg
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WHY WILL INFLATION COOL?

...and with stabilizing sales, we expect slower inflation.

Autos is a prime example

FRED M‘,’} — Consumer Price Index for All Urban Consumers: New Vehicles in U.S. City Average (left)
= Auto Inventory/Sales Ratio (right)

15.0 100
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g 100 50 %
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3
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2 50 0 "%
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U 25 25 =
= i
t ~—/ N I~ / >

=25

£
|
:
J
;
<<m

-Ia
-5.0 -100
1998 2000 2002 2004 200& 2008 2010 2012 2014 2016 2018 2020 2022
Shaded areas indicate UL5. recessions. Sources: BLS; BEA fred.stlouisfed.org
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WHY WILL INFLATION COOL?

The labor market is super tight.....

FREn ~£% — Job Openings: Total Nonfarm/Unemployment Level 1.6 jOb
20 openings per
1.8 unemployed
16 worker

1.4

1.2

1.0

0.8

0.6

Lewvel in Thous./Thous. of Persons

0.4

0.2

0.0

2002 2004 2006 2008 2010 2Mm2 2014 2016 208 2020 2022

Shaded areas indicate U.5. recessions. Source: U.5. Bureau of Labor Statistics fred.stlouisfed.org



WHY WILL INFLATION COOL?

...but people are coming back to work...

FRED -2/ — Labor Force Participation Rate - 25-54 Yrs,, Feb 2020=100
— Labor Force Participation Rate - 55 Yrs. & over, Feb 2020=100

m
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WHY WILL INFLATION COOL?

..Which should slow wage gains a bit

/ Labor Demand / Supply imbalance
FRED 244 — (Job Openings: Total Nonfarm+All Employees, Total Nonfarm)/Civilian Labor Force Level (left)

— Employment Cost Index: Wages and Salaries: Private Industry Workers (right)
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How will this cycle play out? - Inflation

HENE BETE R N

L4

Keeps raising rates, fearful that
actions have been ineffective. Inflation could turn quickly

to deflation.

Resilient Consumer Consumer remains strong amid tight
labor market. Rate sensitive sectors are hit the hardest, but

External Shock Fed cuts back on rate hikes. Inflation under
rate increases are moderate.

control. But we have an exogenous shock: geopolitical

tensions with China, war in Europe, renewed supply chain
disruptions, food crisis, etc... sends us into stagflation.
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What is our Structural outlook? - Inflation

Strong Long Term Deflationary Drivers..

“Amazon Effect” --- online competition drives prices lower

Poor Structural Outlook --- e.g. shrinking
labor forces curtail demand and prices

Globalization --- increased global competition throughout
the supply chain drove prices lower for decades.

..have overwhelmed Inflationary Drivers

Central bank --- era of large
balance sheets

Globalization --- Reshoring and “supply
protection”




Here’s our outlook

%

Peak of the cycle amid a

74 Structural slowdown
This is the scariest place to be.
Biggest potential drop.

Time
Nowcast Forecast
Cyclical  Structural Cyclical  Structural

Output

Inflation



Purpose

€€€<E<L

Ta

eaways

GDP

Output

Volumes
Sold

————

Consumer Producer
Inflation Inflation
Pricing Power Labor & COGS
Unit | Unit
_—

Price Costs

Inflation

Labor Force
Growth

Money

-

Structural
Output
Growth

Structural

Inflation

Goods & Services

%

Cyclical
(3mths-5yrs)

Structural
(10-30yrs)

time

FRED ﬁ — Real Gross Domestic Product

— Consumer Price Index for All Urban Consumers: All ltems in U.S. City Average

15

)

Percent Change from YearAgo

1950 1955 1960 1965

Shaded areas indicate U_S. recessions.

1970 1975 1980 1985 1990

Sources: BEA; BLS

1995 2000

2005

\

2010 2015 2020

o
|

fred.stlouisfed.org

90




Mike Aguilar | aguilar-mike@outlook.com | LinkedIn: /in/mike-aguilar-econ
Daniel Soques | LinkedIn: /in/daniel-soques-99065b94/



