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SUMMER 2021 LOCAL ECONOMIC REPORT

EXECUTIVE SUMMARY November 2021

The Sonoma County Economic Development Board is pleased to present the Summer 2021 Local
Economic Report. Our research partner, Moody’s Analytics, provided the data for this report. For
additional information, questions, comments, or suggestions, please contact us at (707) 565-7170
or visit www.sonomaedb.org.

Disclaimer to the Reader: The forthcoming details in this report reflect trends sourced from data gathered

during the novel Coronavirus pandemic. Figures, such as employment rates and COVID-19 case rates, have
been susceptible to great variability and are ever-changing.

HIGHLIGHTS

Sonoma County’s economy is steadily recovering.
September’'s unemployment rate was 5.2%, down from
6.1% in April and just 1 percentage point above the pre-
crisis low. Labor force participation is at 60.4%, one
percent higher than April’s level. Gross metro product is
expected to finish at $30.1 billion in 2021 and increase to
$31.5 billion by 2022 (in 2012 inflation adjusted dollars).

House prices continue to rise, just slightly above the California
rate. Permit issuances have also increased tremendously in
2021, particularly for multi-family housing. Sonoma County
has long been dealing with housing shortages that were
exacerbated by the 2017, 2019, and 2020 fires. The recent
surge in housing permits may be due to rebuilding efforts.

Payrolls in the tourism industry are up 60% from January
levels, compared to only 30% for California. COVID-19 had
a massive impact on the industry, and its recovery will
continue to be dependent upon consumers’ willingness
to travel. Sonoma County has benefitted so far from its
proximity to highly populated areas, as consumers report
being more comfortable traveling by car than plane.
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In Recession At Risk

STRENGTHS & WEAKNESSES

STRENGTHS

World-class wineries and craft breweries are
magnets for tourism.
Leader in organic food production.
Climate draws outdoor enthusiasts.
High quality of life.

WEAKNESSES
Limited land availability for new wineries and
commercial construction.
High costs relative to emerging tech hubs.
Unfavorable age structure.

FORECAST RISKS
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UPSIDE
Consumers embrace organic foods with even
greater enthusiasm.
Marin County biotech firms expand in Sonoma
County.

v
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DOWNSIDE
COVID-19 does more economic damage.
Population trends fail to improve.
More wine enthusiasts flock to the Pacific Northwest.
Weaker trade with East Asia hurts medical device
and wine industries.
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EMPLOYMENT GROWTH RANK

SONOMA COUNTY CA

2020-2025 LIVING

Recent Performance. Sonoma County’s
economy is on the right track. Job growth has
outperformed the state and nearly doubled the
national pace on average since the start of the
year. The crucial tourism industry is roaring back
as the effects from the pandemic wane. Payrolls
have jumped 60% since January, compared with
just over 30% for California. Outside of tourism,
job growth is broad-based, save for some contin-
ued weakness in manufacturing. Meanwhile, the
unemployment rate is just a percentage point
above its precrisis low, and the labor force is be-
ginning to tick higher.

Finally, the housing market is heating up. Per-
mit issuance is surging thanks to a rapid rise in
the multifamily segment, and house price appre-
ciation is strong at 15%.

Tourism. The outlook for Sonoma County's
tourism industry will depend on the continued
abatement of COVID-19 cases nationally and
consumers’ willingness to travel. Traveler vol-
umes at the nation’s airports show a broadly im-

ment over the summer. Consumers’ professed
comfort in taking vacations has followed a
similar trend. According to Morning Consult, the
share of respondents who are willing to travel
is holding steady around 60%, after hovering
around 30% for much of January and February.
Respondents are more comfortable traveling by
car than through domestic air travel, and this
will likely help Sonoma recover more quickly
than other tourism-centric areas given its prox-
imity to large population hubs and a reliance
on visitors from neighboring counties within
driving distance.

Manufacturing. Consumers’ growing pref-

RELATIVE COSTS

U.5.=100%

VITALITY
RELATIVE RANK

U.5.=0% Best=1, Worst=402

BUSINESS

Sonoma County 205 (3rd quintile) 181 (3rd quintile) 134% 124% -0.21% 263
Santa Barbara County 242 (3rd quintile) 193 (3rd quintile) 133% 132% -0.09% 210
Santa Cruz County 373 (5th quintile) 177 (3rd quintile) 150% 129% -0.19% 257
Sacramento MSA 201 (3rd quintile) 149 (2nd quintile) 114% 124% 0.22% 122
Monterey County 47 (1st quintile) 64 (1st quintile) 129% 125% -0.46% 344

BUSINESS CYCLE STATUS ANALYSIS

sanal food products will play to the advantage
of Sonoma-based food and beverage produc-
ers, but the widespread damage felt by county
producers since the pandemic began will take
some time to heal. Producers were stung by a
pullback in restaurant spending, but some of
this was offset by increased demand at grocery
stores. Early indications suggest that Sonoma's
organic producers are reaping the benefits.
Despite the cost advantage that conventional
offerings hold relative to organic products,
consumers are demonstrating a willingness
to pay a price premium for organic produce,
meat, dairy and snack foods. U.S. organic sales
soared to new highs in 2020, jumping by a re-
cord 12.4% and surpassing $60 billion for the
first time.

Wine. The end of business restrictions and
easing contagion fears will play a large role in
determining the fortunes of Sonoma County
vintners and spirit makers. Though they adapted
well to the changing landscape, the importance

SHORT TERM ’ LONG TERM ‘ proving trend. TSA traveler throughput numbers  of visitor spending at wineries and restaurants

have trended higher over the past six months. will help ease the pain after months of shut-
T 362 sthaintie Highest=1 | As of October, average daily volumes are just tered nonessential businesses. Average tasting
OCTOBER 2021 Lowest=403 | 189 shy of their 2019 figures, a solid improve- fees have roughly doubled since 2016, and lo-

cal wineries are benefiting from postponed visits
over the past two years. Hotel and wine visitor
statistics are rapidly approaching 2019 levels,
and with massive excess savings accrued during
the pandemic, next year will likely exceed pre-
pandemic levels.

Sonoma County's near-term outlook is
one of cautious optimism. The county's core
industries are beginning to heal, though this
will take some time. In the long run, a high
quality of life and highly educated workforce
will keep the county in line with the Califor-
nia average in job and income growth.

Colin Seitz 1-866-275-3266

N R SANTA ROSA erence for organically and locally sourced arti-  October 2021 help@economy.com
AS OF AUG 06, 2020

2015 2016 2017 2018 2019 2020 INDICATORS 2021 2022 2023 2024 2025 2026
275 28.0 29.0 29.9 30.2 28.4 Gross metro product (C12$ bil) 301 315 323 332 341 34.8
6.0 1.6 3.9 3.0 1.0 -6.2 % change 6.0 5.0 2.4 2.8 2.6 2.2
196.9 201.9 205.6 2087 2091 190.3 Total employment (ths) 1921 201.8 205.3 2075 2089 209.6
2.9 2.5 1.9 1.5 0.2 -9.0 % change 1.0 51 1.7 11 0.7 0.3
4.5 4.0 3.4 2.8 2.7 8.0 Unemployment rate (%) 5.2 2.9 23 2.5 2.8 3.0
7.8 3.6 41 41 4.4 8.2 Personal income growth (%) 79 1.0 4.9 51 4.6 43
70.4 74.5 79.2 83.5 87.8 87.0 Median household income ($ ths) 90.8 90.0 929 96.1 99.4 1027
500.9 502.5 5025 498.6 4943 493.4 Population (ths) 493.2 492.9 492.8 492.2 4912 4902
0.5 0.3 -0.0 -0.8 -0.9 -0.2 % change -0.0 -0.1 -0.0 -0.1 -0.2 -0.2
1.3 0.8 -0.7 -41 -4.4 -0.7 Net migration (ths) 0.5 -0.2 01 -0.4 -0.7 -0.6
431 621 840 3,169 2,079 17 Single-family permits (#) 1197 1,718 1,875 1,738 1,573 1,418
190 298 338 110 350 224 Multifamily permits (#) 713 756 857 825 M 579
259.6 281.0 3031 327.2 329.2 3341 FHFA house price (1995Q1=100) 3601 389.6 401.0 412.3 4231 4345
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PRECIS® U.S. METRO + Sonoma County CA

ECONOMIC HEALTH CHECK

BUSINESS CYCLE INDEX

3-MO MA

Employment, change, ths

Apr21 May21 Jun21  Jul21  Aug2l Sep2l

Unemployment rate, %

Labor force participation rate, %

Average weekly hours, #

32.0

Industrial production, 2012=100

ND

Residential permits, single-family, #

Residential permits, multifamily, #
Dec/Dec Dec 15

Dec 16 Dec 17 Dec 18 Dec 19 Dec 20

Employment, change, ths 6.1 43 3.8 19 0.8 -26.4

[ Bl than pioF3MOMAT | Unchanged rom prior 3-mo 1 | MAEEHSRBAGSAREIANN]

Sources: BLS, Census Bureau, Moody's Analytics

% CHANGE YR AGO % CHANGE YR AGO, 3-MO MA

10 A Jul20  Jan21  Jul21
Total -12.8 -121 5.4
| Mining -0.4 0.5 -01
Construction -6.4 -5.0 4.3
-5 N Manufacturing -6.9 -5.1 11
10 Trade -10.0 -4.0 5.8
Trans/Utilities -9.8 -2.5 7.6
-15 Information -15.8 -14.9 1.4
20 | | | : | Financial Activities -16.8 -151 2.6
Prof & Business Svcs. -6.3 -6.1 4.0
16 1718 19 20 21 gy g Health Sves. -6.3 -10.9 05
. Leisure & Hospitality -37.7 -391 25.4
e e caraood PIOAUCNG | Other Services 214 -207 8.7
Government -12.3 -11.2 4.5

Sources: BLS, Moody's Analytics Sources: BLS, Moody's Analytics

RELATIVE EMPLOYMENT PERFORMANCE

JAN 2011=100 FORECAST

VS. 6 MO PRIOR
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Sources: Census Bureau, BLS, Moody's Analytics
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Sources: FHFA, Moody's Analytics

JAN 2011=100
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Source: Moody's Analytics

CURRENT EMPLOYMENT TRENDS DIFFUSION INDEX

3-DIGIT NAICS LEVEL, 6-MO MA
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Sources: BLS, Moody's Analytics
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PRECIS® U.S. METRO + Sonoma County CA

EMPLOYMENT AND INDUSTRY ENTREPRENEURSHIP
TOP EMPLOYERS INDUSTRIAL DIVERSITY BROAD-BASED START-UP RATE
Kaiser Permanente 3,508 Most Diverse (U.S.) U.5.=100, 4-QTR MA
Graton Resort & Casino 2,000 1.00 1 2019
St. Joseph Health System 1,640
Keysight Technologies 1,300 0.80 +
Safeway Inc. 1,200 T T T T T T T T
Sutter Santa Rosa Regional Hospital 1,050 0.60 0 20 40 60 80 100 120 140 160
Medtronic CardioVascular 1,000 0.44 B soN W ca
Amy's Kitchen 988 0.40 1
Wells Fargo 916 Sources: Census Bureau, Moody's Analytics
Jackson Family Wine 800 EXPORTS
Cyan 700 0.00 - Product $ mil
Walmart Inc. 650 s Divare Food and kindred products ND
Hansel Auto Group 600 Chemical 102.4
ATRT 600 EMPLOYMENT VOLATILITY 1emicats : :
Lucky 550 | Dueto U.S. fluctuations Relative to U.S. Prlm.ary metal manufacturing ND
Santa Rosa Community Health Centers 523 | 100 1 Fabricated metal products 716
PGRE 500 Machinery, except electrical 265.2
Petaluma Acquisitions 455 80 | Computer and electronic products 438.0
Ghilotti Construction Co. 425 Transportation equipment ND
Sources: North Bay Business Journal Book of Lists, 2020, San Francisco 60 - Miscellaneous manUfaCturmg ND
Business Journal Book of Lists, 2017 Other products 284.5
Total 1,234.5
40
PUBLIC Destination $ mil
Federal 1,434 | 20 1 Africa 9.0
State 3,333 Asia 540.0
Local 22,293 0 - European Union 283.6
Canada & Mexico 2631
Not due to U.S. [ll Dueto U.S. u Hus.
2020 HiNotduetoUs. [l Dueto South America 15.0
COMPARATIVE EMPLOYMENT AND INCOME Restff world - 213227
Tota ) .5
% OF TOTAL EMPLOYMENT AVERAGE ANNUAL EARNINGS
Sector SON CA u.s. SON CA us. % of GDP 3.6
Mining 01 01 0.4 $3200  $91,376 $149,227 | Rankamongall metro areas 222
Construction 8.4 53 51 $91,624 985,588  $72,704 | Sources: BEA, International Trade Administration, Moody’s
Manufacturing 1.7 7.8 8.6 $95,048 $114,244  $87,349 | Analytics, 2019
Durable 39.2 64.8 62.2 nd $$131,654 ,;90,269 PRODUCTIVITY
Nondurable 60.8 35.2 37.8 nd 84,049 82,480
! : REAL OUTPUT PER WORKER
Transportation/Utilities 21 4.5 43 $61,107 $67,667 $64132 8
Wholesale Trade 3.9 4.0 4.0 $82,710 $94,038  $93,314
Retail Trade 11.9 9.4 10.4 $44,519 $45,619  $38,497
Information 1.2 33 1.9 $139,869 $209,720 $138,543
Financial Activities 4.0 51 61 $49,565 $75,533  $63,325
Prof. and Bus. Services 11.8 1621 14.2 $61,582  $90,236  $76,981
Educ. and Health Services 17.9 16.9 16.3 $64,811 $60,561  $59,276
Leisure and Hosp. Services 9.7 9.2 9.4 $33,392 $40,122  $31,583
Other Services 31 2.9 3.8 $51,971  $42,369  $39,692
Government 14.2 15.4 15.4 $90,806 $103172 $82,503 I soN M ca W ous.
Sources: Percent of total employment — BLS, Moody’s Analytics, 2020, Average annual earnings — BEA, Moody's Analytics, 2019 Sources: BEA, Moody's Analytics, 2019

BUSINESS COSTS
U.5.=100

Total

Unit labor

Energy

State and local taxes

Office rent

0 50

100 150 200

W 2013 [ 2018

Source: Moody's Analytics

250

‘ LEADING INDUSTRIES BY WAGE TIER

HIGH-TECH
EMPLOYMENT
Ths % of total
T
SON 8.6 4.5 )
I
u.s. 7,540.4 53
HOUSING-RELATED [a)
EMPLOYMENT =
Ths % of total
SON 27.4 14.4 g
us. | 143737 101 -
Source: Moody's Analytics, 2020

NAICS Industry

6214
6221
6211
551
GVL
3121
GVS
2382
7225
6241
4451
FR

Source: Moody's Analytics, 2020

Location Employees

Quotient (ths)
Outpatient care centers 3.9 4.6
General medical and surgical hospitals 0.7 43
Offices of physicians 0.7 2.5
Management of companies & enterprises 0.7 2.3
Local Government 13 25.4
Beverage manufacturing 24.6 79
State Government 0.7 5.0
Building equipment contractors 11 3.0
Restaurants and other eating places 11 16.4
Individual and family services 25 7.8
Grocery stores 17 6.4
Farms 1.6 6.1

MOODY'S ANALYTICS / Précis® U.S. Metro / October 2021
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PRECIS® U.S. METRO + Sonoma County CA

SKILLS MISMATCH MIGRATION FLOWS
% OF TOTAL e ~ = INTO SONOMA COUNTY CA
Less than HS = Nurpber of
Undereducated Balanced Overeducated Migrants
High School W SON AUS. San Rafae.l CA 1,811
Some College San Francisco CA 1,413
Oakland CA 1,316
Associate’s ECONOMIC DISENFRANCHISEMENT _[Iisiavasn pi
) Los Angeles CA 581
Bachelor’s
IGn_d',EX ficient Zooli Ra;l;; San Jose CA 458
' ' ' ' ' ' : Vallejo CA 377
0,
0 5 10 15 20 25 30 | Povertyrate 6.8% 393 | san Diego CA 292
B Occupations [l Population “Most unequal=T; Most equal=403 Riverside CA 240
Sources: Census Bureau, ACS, Moody's Analytics, 2018 HOUSEHOLDS BY INCOME, % Total in-migration 13,891
PER CAPITA INCOME FROM SONOMA COUNTY CA
$THS 0-19,999 Sacramento CA 1,543
75 20,000-39,999 San Rafael CA 1,238
70 A 40,000-59,999 Oakland CA 1,108
65 / 60,000-74,999 San Francisco CA 834
60 75.000-99,999 Vallejo CA 705
100,000-124,999 Napa CA >82
55 ’ ’ Los Angeles CA 492
50 - 125,000-149,999 San Diego CA 383
45 150,000-199,999 Portland OR 365
40 200,000+ San Jose CA 364
T T T T T T T T T T . .
10 11 12 13 14 15 16 17 18 19 20 Total out-migration 18756
0 2 46 81012141618 Net migration -4,865

2020 SON $72,073 [RCAS71,480 U.S. $59,729 [l sON m—U.S.

Sources: BEA, Moody's Analytics Sources: Census Bureau, ACS, Moody’s Analytics, 20719
NET MIGRATION, #
RESIDENTS WHO WORK IN SON WORKERS WHO LIVE IN SON 01
-1,000 A
-2,000 -
-3,000 A
-4,000 -
84.1%
-5,000 -
Top Outside Sources of Jobs Top Outside Sources of Workers -6,000 T T T T
Sonoma County CA Share  Sonoma County CA Share 17 18 19 20
San Rafael CA 6.7  SanRafael CA 2.0
San Francisco CA 3.4  VallejoCA 13 b . fg;g ;’g;g :gg ;%252
Napa CA 1.9  NapaCA 11 omestic -1, -5, -5, -2,
Oakland CA 1.5 Oakland CA 09 | Foreign 363 83 -T2 -3
San Jose CA 0.5  San Francisco CA 0.5 | Total -707  -5315  -5165 -27m
Sources: Census Bureau, Moody's Analytics, avg 2011-2015 Sources: IRS (top), 2018, Census Bureau, Moody's Analytics
GENERATIONAL BREAKDOWN POPULATION BY AGE, %
POPULATION BY GENERATION, % % OF ADULTS 25 AND OLDER >75
100 6569
Gen Z
80 55-56
T 20) -
Millennial 50-54
60 — 45-49
2 40-44
Gen X 40 - 35-39
o7 30-34
Baby Boom 20 9 %g:gg
o L 10 11 15-19
Silent & 10-14
Greatest SON CA us. 5-9
- < High school High school 0-4
0 5 10 15 20 25 30 u 19h 8100 W "ion schoo
M Some college M College
Hson Wus = 0 2 4 6 8 10
3. Graduate school H soN —
Sources: Census Bureau, Moody's Analytics, 2019 Sources: Census Bureau, ACS, Moody'’s Analytics, 2019 Sources: Census Bureau, Moody's Analytics, 2020
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PRECIS® U.S. METRO + Sonoma County CA

GEOGRAPHIC PROFILE

POPULATION DENSITY

f

Residents per square mile

3 35,081

i

Sonoma

© Al
.
o=
= o
<
% .
% 35
e & :
kil
. & LS
- N

Zal )

MEDIAN HOUSEHOLD INCOME

A
U.S. Dollars XN
- AN
19,875 250,001 Ve
N
Minutes
9 43

POPULATION & HOUSING CHARACTERISTICS

Units Value Rank*
Total area sq mi 1,767.9 202
Total water area sqmi 1921 97
Total land area sq mi 1,575.8 21
Land area - developable sq mi 878.2 179
Land area - undevelopable sq mi 697.6 170
Population density pop. to developable land 561.5 116
Total population ths 489.8 127
U.S. citizen at birth % of population 83.4 335
Naturalized U.S. citizen % of population 72 62
Not a U.S. citizen % of population 7.8 61
Median age 431 50
Total housing units ths 208.3 131
Owner occupied % of total 56.9 235
Renter occupied % of total 34.6 86
Vacant % of total 8.5 278
1-unit; detached % of total 671 190
1-unit; attached % of total 71 66
Multifamily % of total 211 200
Median year built 1979

* Areas & pop. density, out of 410 metro areas/divisions, including metros in Puerto Rico;
all others, out of 403 metros.

Sources: Census Bureau, Moody's Analytics, 2019 except land area 2010

Sources: ACS, Moody's Analytics
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BROAD VIEW > Executive Summary

As Delta Fades, Optimism Appears

BY MARK ZANDI

The Delta wave of the pandemic, which
began in late June, has done meaningful
damage to the economic recovery. Real
GDP growth in the third quarter is set to
come in at only 2% annualized, and that is
in significant part due to less of an inven-
tory drawdown. At the start of the quarter,
before Delta was evident, we expected real
GDP growth of near 6%. Monthly job gains
that were close to 1 million at the start of
the quarter slowed to fewer than 200,000
by September. Scrambled global supply
chains were jumbled even more, exacerbat-
ing widespread shortages and inflation. And
the Alice-in-Wonderland job market charac-
terized by record open job positions but high
unemployment, with millions more out of
the workforce not looking for work and not
counted as unemployed, got even more out
of whack.

With the Delta wave definitively winding
down—daily infections are averaging about
half the 175,000 peak in mid-September—
the economy is quickly taking on a brighter
hue. Our Back-to-Normal Index, which
is a compilation of government data and
real-time third-party statistics indexed to
100 just prior to the start of the pandemic,
ended last week at 94.5%. That is, the
economy is operating at 94.5% of its pre-
pandemic normal. This is a new high for the
BNI and is up strongly from the nearly 90%
that prevailed a month ago at the height of

the Delta wave. Mobility at workplaces has
definitively picked up as more people go
back to offices, restaurants bookings have
firmed, and more people are going through
Transportation Security Administration
checkpoints and to movie theaters. The big-
gest gains in the BNI are in states that have
the farthest to go to get back to normal, in-
cluding California, Illinois and New York.

Full employment by 2023

Despite the economic detour caused
by the Delta wave, we continue to expect
the economy to return to full employ-
ment by spring 2023. Real GDP growth will
rebound strongly to a greater than 6% in
the fourth quarter and more than 4% next
year. Monthly job gains will average close
to 500,000 over this period, and two or
three months of job gains close to 1 million
are more than likely in the not-too-distant
future. Critical to this optimism is the as-

sumption that the pandemic will wind down.

Not that there will not be future waves of
infections, as that seems likely, but each
new wave will be less disruptive to the
healthcare system and economy than the
previous one as more of the population is
vaccinated or has gotten sick and developed
some immunity.

The economy's prospects thus remain
tethered to the pandemic, and as the pan-
demic winds down and the economic recov-

ery revs back up, the job market will steadily
get back into sync. Businesses have been
frustrated that they have not been able to
fill the extraordinary 10.4 million open posi-
tions, down from an all-time high of close to
11 million, but that is simply because of the
pandemic. According to the Census Bureau's
Pulse Survey, a large survey conducted every
several weeks since the pandemic hit, there
were more than 4 million people in late
September who were not working because
they were sick with the virus or were taking
care of someone who was (see Chart 1). Just
prior to the Delta wave, this number was
less than 2 million. This explains why labor
force participation has not budged in recent
months even while millions of parents pre-
viously stuck at home taking care of their
children got back to work this fall as schools
reopened with in-person learning. But with
infections now fading, there will be fewer
sick workers, participation will resume its
recovery, more open positions will be filled,
and employment will increase.

COVID-19's continuing impact

As Delta fades, an additional 3 million-
plus people who tell the Census Bureau
they are not working because of concerns
they might contract the virus or spread it
will also get back to work. Then there is the
more than 4 million who have been laid off
or furloughed because of the pandemic, and

Why Aren’t People Working?

Ths of people who aren’t working because...

8,000

7000 AN ™\

6,000 —Sick or caring for sick / \ \/\

5,000 + —Caring for children / \

4,000

3,000 f\ /

2,000 / \/

\ /
o/
1,000 t ; ; ; ; ;

May-20 Jul-20  Aug-20 Oct-20 Jan-21 May-21 Aug-21

Sources: Census Bureau Pulse Survey, Moody’s Analytics

Reasons for People Not Working
Household Pulse Survey, before and after Delta wave

Pre-Delta Recent

| was caring for children not in school or day care 7,784,636 4,980,736
| was laid off or furloughed due to coronavirus pandemic 6,642,088 4,221,804
My employer closed temporarily due to the coronavirus pandemic 2,818,076 2,165,463
My employer went out of business due to the coronavirus pandemic 1,955,596 1,736,962
| was caring for an elderly person 2,057,361 1,920,727
Other reason 18,103,747 17,971,543
| did not have transportation to work 1,167,026 1,061,389
| was concerned about getting or spreading the coronavirus 3,052,942 3,153,946
| was sick (not coronavirus related) or disabled 6,538,780 6,674,007
| did not want to be employed at this time 5,117,120 5,453,327
| am retired 42,379,700 43,186,726
| was caring for someone or sick myself with coronavirus symptoms 1,748,291 4,198,700

Sources: Census Bureau Household Pulse Survey, Moody’s Analytics
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another approximately 4 million who say
they are out of work because their previous
employer closed temporarily or have gone
out of business because of the pandemic.
And there are surely many still stuck at home
taking care of children because the pandemic
has disrupted the availability of day care and
eldercare (see Chart 2). This adds up to big
numbers, and even if it overstates the num-
ber of people who will get back to work as
the pandemic winds down, if only one-third
do, the job market will be in full swing.

Saving should be gone by year's end

Massive government support during the
pandemic has likely slowed the return to
work, but this will not be the case much
longer. This support, totaling more than $5
trillion and equal to almost 25% of GDP,
includes three rounds of stimulus checks,
expanded unemployment insurance, food
and rental assistance, and forbearance on
mortgage and student loan payments. This
support has been vital to help low- and
middle-income households navigate the
financial blow caused by the pandemic, but
some of these funds have not been spent. As
of September, households with incomes in
the 20% to 60% range of the income distri-
bution have an estimated nearly $500 bil-
lion in excess savings—savings greater than
would have been expected if there had been
no pandemic and if saving rates had re-
mained the same as they were pre-pandem-
ic (see Chart 3). This excess savings amounts
to about $10,000 per person in this income
group. However, this cash cushion is burning

Excess Saving by Income Group

off quickly. Based on the Bureau of Labor
Statistics’ Consumer Expenditure Survey,
expenses for this income group are close to
$4,000 per month. Those not working have
likely pared back their spending, but even so,
this suggests the excess savings will be gone
by the end of the year. The financial pressure
to return to work is thus quickly intensifying.

Participation will not recover

While the job market will rebound
strongly in coming months, the pandemic
will leave it somewhat diminished. The large
baby boomer generation, which is now in
its late 50s, 60s and mid-70s, was already
leaving the workforce when the pandemic
hit, but the pandemic has accelerated its
retirement (see Chart 4). According to the
BLS'’s Current Population Survey, the per-
cent of the population over 55 years old
that is not in the labor force and does not
want a job, which was stable at 58% prior
to the pandemic, has steadily risen during
the pandemic to its current 60%. The pan-
demic has not had an impact on the desire
of other age groups to leave the workforce.
Of course, retirement was on the minds for
those baby boomers still in the job market,
but the pandemic made it a reality. The
record stock prices and housing values,
and the bank accounts swollen by the sav-
ing they did while self-quarantining during
the height of the pandemic, have further
empowered the boomers’ exit. With boom-
ers leaving the workforce more quickly, the
overall labor force participation rate will not
return to its pre-pandemic rate of more than

63%, even when the economy is back to full
employment. We expect it to top out closer
to 62.5%, about a percentage point higher
than it is today.

Immigration will pick up

Foreign immigration, which is essential
to the working-age population, and thus
labor force growth, has been hammered by
the pandemic and will be slow to revive. Im-
migration was already significantly curtailed
by former President Donald Trump's restric-
tive immigration policies, but legally moving
across borders has become highly problemat-
ic during the pandemic as governments work
to stem the virus. Immigration, legal and
illegal, was routinely close to 1 million per
year in the quarter-century prior to the Trump
administration. Last year, we estimate it was
about one-fourth of that. The nation's work-
ing-age population grew by less than half a
percentage point, the slowest pace since the
Korean War, when it fell because of all of the
troops overseas. Immigration and working-
age population growth should pick up given
the Biden administration’s more relaxed
immigration policies and a post-pandemic
normalization of cross-border movement, but
this will not happen quickly.

Future of work

Arguably the most compelling reason
to be optimistic about the economy’s
prospects is the extraordinary number
of unfilled job positions. As long as the
pandemic sticks to script and continues to
wind down, workers sickened or scared off

Boomers Retire Early
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by the pandemic or who have lost their jobs
because of the pandemic will take those
positions. This may not happen as fast as
anxious employers would like, but they
should feel much better in the next few
months. Having said this, the number-one
problem businesses will face for the foresee-

able future is finding workers. The pandemic
has hastened demographic trends (boomer
retirements) and exacerbated others (less
foreign immigration) that make this an even
more difficult problem. Businesses will need
to pay their workers more, improve produc-
tivity so they can continue to deliver their
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products and services using fewer workers,
and better accommodate workers' needs.
This includes offering hybrid and remote
work, more flexible hours, and greater re-
spect for the balance between work and
home life. If there is one good thing that
results from the pandemic, this could be it.



BROAD VIEW

Forecast Assumptions

BY MARK ZANDI

Monetary policy

The Federal Reserve continues to main-
tain a highly accommodative monetary pol-
icy. Short-term rates are pinned to the zero
lower bound, and the Fed remains engaged
in quantitative easing—the monthly pur-
chase of $120 billion in Treasury and agency
mortgage-backed securities—to keep long-
term interest rates down.

Fed officials have begun to prepare finan-
cial markets for a tapering of its quantitative
easing policy before the end of the year as it
is evident the pandemic is fading, and the re-
covery continues apace. The actual tapering
of QE is expected to begin in December. The
Fed's zero-interest-rate policy will remain
in place until it is clear the economy is at
full employment and core inflation is firmly
above the Fed's 2% inflation target, which is
expected by early 2023.

Ten-year Treasury yields rebounded to
more than 1.5% as the Delta wave of the
pandemic fades, the economy appears to be
regaining traction, and investors anticipate
the Fed's tapering of QE. The passage of
additional fiscal legislation in the next few
weeks and the increase in the debt limit
late this year should also put upward pres-
sure on long-term rates. Ten-year yields are
expected to end this year near 1.75%, fin-
ish 2022 closer to 2.5%, and to reach their
estimated long-run equilibrium of 3.75% by
mid-decade.

Fiscal policy

Highly expansionary fiscal policy—defi-
cit-financed discretionary fiscal policy—will
provide a large boost to the economy this
year. The American Rescue Plan, which be-
came law in mid-March, and the COVID-19
relief fiscal package that lawmakers agreed
to in late December 2020, will together add
nearly $1.9 trillion in fiscal support to the
economy in calendar year 2021, and another
$800 billion in 2022.

Total fiscal support to the economy
throughout the pandemic, including the
massive CARES Act passed into law in March

2020, and several other smaller fiscal pack-
ages, will ultimately total well more than
$5 trillion. This is equal to an astounding
almost 25% of pre-pandemic 2019 GDP—
approximately three times that provided
during the global financial crisis, and sub-
stantially more than provided by any other
country in the world.

We expect that President Biden and
Congress will pass another fiscal package
later this year, fashioned on his campaign'’s
“Build Back Better” economic agenda. This
package, which we expect to include ap-
proximately $2.5 trillion in new spending
on infrastructure and social programs and
various tax law changes including higher
corporate tax rates and higher taxes on the
well-to-do, will add close to $1 trillion to
the deficit over the next decade. The tradi-
tional infrastructure part of the plan will be
passed on a bipartisan basis, and the human
infrastructure part of the plan will become
law using the arcane budget reconciliation
process, given the Democrats' 50-50 margin
in the Senate.

The federal government will have a defi-
cit of more than $3 trillion this fiscal year,
and more than $2 trillion in fiscal 2022.
The publicly traded debt-to-GDP ratio has
surged to near 100% and will soon breach
the all-time high of 106% reached briefly
after World War II. Lawmakers are appro-
priately not focused on the red ink given
the need to respond to the crisis. But, once
the pandemic is clearly behind us, address-
ing the nation’s fragile fiscal situation will
be critical.

U.S. dollar

The U.S. dollar has come off its
early-pandemic highs as the safe-haven
demand for the currency abated, but it
remains strong.

On a real broad trade-weighted basis,
the dollar is still more than half a standard
deviation above its long-run average since
it began to freely float in the early 1970s. Its
value is expected to remain strong while the
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pandemic is a threat, since the virus will do
more damage to the global economy than
to the U.S. economy. Emerging market cur-
rencies will be especially vulnerable.

The dollar will weaken further on the
other side of the pandemic, but geopoliti-
cal uncertainties, including the U.S. trade
war with China, will ensure that any de-
cline will be modest. The dollar's reserve
currency status will remain intact for the
foreseeable future.

Energy prices

Global oil prices have pushed to more
than $80 per barrel. Global oil demand has
firmed as the worst of the pandemic-related
global downturn is over, and the supply side
of the global energy market has significantly
reduced oil production. Further increases in
oil prices post-pandemic are likely, as the re-
covering global economy's stronger demand
for oil conflates with rationalized global sup-
plies. The potential for price spikes this year
and in 2022 are meaningful. However, given
ample global reserves, oil prices are expect-
ed to settle near their estimated long-run
equilibrium level of close to $60 per barrel
by this time next year.

COVID-19 pandemic

The Delta variant notwithstanding, the
pandemic is winding down in the U.S. and
much of the rest of the developed world,
and economic activity is normalizing. How-
ever, the pandemic persists in the emerging
world and vaccinations are going slowly. The
pandemic will thus continue to be disruptive
to global supply chains, tourism and busi-
ness travel, and global investment.

In our baseline outlook, the U.S. is close
to herd resistance, but we do not expect the
world to achieve this until summer 2022,
and in some parts of the world it will take
until mid-decade. Moreover, there remains
a significant amount of uncertainty around
the path of the pandemic given new variants
of the virus that could potentially elude cur-
rent vaccines.
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Forecast Risks

BY LINA BAROKAS

¥ COVID-19

The Delta variant of COVID-19 weighed
more on the economy in the third quarter
than previously anticipated. However, the
good news is that over the past couple of
weeks, a number of high-frequency data we
track have improved, suggesting Delta’s grip
on the economy is loosening. The pandemic
is winding down in the U.S. and much of the
rest of the developed world, and economic
activity is normalizing.

However, infection rates, though declin-
ing, are still high with 25 cases per 100,000
and vaccine resistance persists. Herd immu-
nity is not expected until the summer 2022
and in some parts of the world it will take
until mid-decade. Moreover, there remains
a significant amount of uncertainty around
the path of the pandemic given new vari-
ants of the virus that could potentially elude
current vaccines.

¥ Stimulus

Federal stimulus will provide a near-
term boost to the economy, but down-
side risks remain. The Moody's Analytics
assumptions around the Infrastructure
Investment and Jobs Act were unchanged
in October, but the amount of funding
Democrats are expected to seek as part
of the budget reconciliation process is ap-
proximately $2.5 billion. While this was a
positive for the economy, the infrastruc-
ture bill may have less of an impact on the
economy than anticipated, causing medi-
um-term growth to come in below expec-
tations. Additionally, though the bipartisan
bill signals a modest improvement in rela-
tions in Congress, Democrats' slim control
of the Senate and a still-highly contentious
political climate remain downside risks for
future negotiations. This will be put to the
test soon as Congress moves to budget and
debt-ceiling negotiations.

Longer term, the already-immense
size of the stimulus carries its own risks.
The extraordinary costs of the programs
and how they are eventually wound down

will be a source of downside risk in the
years ahead.

4 Consumer spending

Additional fiscal stimulus and a his-
torically high saving rate raise the upside
risk for a boom in consumer spending
next year.

Last year, a sharp drop in discretionary
spending and an increase in fiscal stimulus
drove the U.S. saving rate to a record high
in the second quarter. Though the saving
rate declined sharply in the second half of
2020, it jumped back above 20% in the
first quarter this year following the latest
round of fiscal stimulus. The Moody's Ana-
lytics forecast is for the saving rate to de-
cline gradually in coming years. However,
as the effects of the pandemic continue to
fade, there is an upside risk that consum-
ers will spend more of their savings than
expected, causing economic growth to
surpass expectations.

¥ Financial conditions

Rising long-term U.S. interest rates and
lofty equity valuations increase the odds
of a costly tightening in financial market
conditions. Though long-term interest
rates have been suppressed in recent
months, strong growth prospects and
more fiscal spending will drive long-term
yields higher in upcoming quarters. One
risk is that the rise in long-term interest
rates will precipitate a correction in equity
markets. Though a modest price correc-
tion can be healthy, a prolonged slump
and a tighter financial environment could
weaken the near-term recovery. Rising
long-term interest rates could also create
problems for asset classes, including real
estate and corporate debt. Nonfinancial
debt and loans sit near record high shares
of GDP, and higher rates could signifi-
cantly increase borrowing costs for highly
indebted corporations, many of which
are still struggling from the pandemic. A
string of corporate defaults or a signifi-

cant widening of corporate bond spreads
could dampen investor sentiment and
soften investment.

¥ Fed policy

Expected changes to U.S. monetary policy
also elevate downside risks to financial condi-
tions and the economic recovery. Moody's
Analytics expects the Federal Reserve to
begin reducing the amount of its monthly
asset purchases in December. While the Fed
will telegraph its decision well in advance, the
action could still cause backlash in financial
markets, as in 2013. The tapering of asset
purchases is just one of many actions the Fed
will need to carefully negotiate in a multiyear
process of normalizing monetary policy. If
the Fed is too early or late in its response to
changing economic conditions, it could unin-
tentionally constrict financial conditions and
weaken economic growth.

¥ Supply constraints

Supply constraints could cause near-term
job gains and economic growth to miss ex-
pectations. The reopening of businesses is
driving demand for workers, job gains have
picked up recently, but employers are strug-
gling to find workers to fill open positions.
The increasing demand for labor raises con-
cerns that special factors—including health
issues, family care obligations, and unem-
ployment benefits—have deterred some indi-
viduals from returning to work. Though these
factors are likely only a temporary headwind,
the supply mismatch could slow the pace
of hiring.

Supply constraints outside of the labor
market also pose a downside risk. The pan-
demic continues to disrupt supply chains;
when combined with shortages of raw and
intermediate goods, these factors could
limit production and force producers to raise
prices. With the pandemic still devastating
many parts of the world, there is a risk that
supply-chain troubles will take longer to re-
solve, resulting in a more extensive period
of high inflation.
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