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NORTH CAROLINA ECONOMIC CONDITION AND OUTLOOK, 2nd QUARTER 2022 
Prepared by Dr. Michael L. Walden, William Neal Reynolds Distinguished Professor Emeritus, Department of Agricultural and Resource Economics, North Carolina State University.  Released May 27, 2022.

	Contact Methods: phone: 919-219-8923; e-mail: michael_walden@ncsu.edu


   
                                                              PAY-BACK TIME? 

              HOW AN UPCOMING RECESSION COULD IMPACT NORTH CAROLINA

Top Ten Headlines

1. The economic recovery from the Covid-19 recession in North Carolina continues.  Both the aggregate level of goods and services production and total employment now exceed pre-pandemic levels.

2. The recovery in North Carolina has not been consistent across all economic sectors.  Information, professional services, and finance have performed the best, while hospitality/leisure, transportation/warehousing, and personal services have had the slowest recoveries.

3. The recovery has also varied by region in the state.  Interestingly, rural North Carolina has had the fastest job recovery, followed by the Triangle metro region. Goldsboro and Rocky Mount have experienced the slowest job recovery.

4. The increase in building permits in North Carolina has outperformed the national increase in building permits.

5. The state’s unemployment rate has fallen to pre-pandemic levels, but the state’s labor force participation rate, while improved, is still under its pre-pandemic level.

6. The inflation rate has surged from near an annual 2% rate prior to the pandemic to an annual rate of over 8% in Spring, 2022.

7. As a result of the higher inflation rate, the amount by which pay raises in North Carolina exceed inflation has become smaller.

8. The massive federal financial assistance during the past two years has helped inflation-adjusted personal income and retail sales in North Carolina continue to trend upward.

9. To reduce the inflation rate, the nation’s central bank – the Federal Reserve – is expected to raise interest rates and withdraw cash from the economy in coming months.  Economists increasingly believe the Federal Reserve’s actions will increase the chances of a recession in late 2022 and early 2023.

10. If a recession does occur, it is expected to be relatively mild, with the unemployment rate in North Carolina peaking at slightly over 5% in early 2023.



THE RECOVERY CONTINUES, BUT UNEVENLY

	The economy continued its recovery in late 2021 and early 2022 from the Covid-19 recession.  Based on the aggregate production of goods and services (real GDP, or Gross Domestic Product), North Carolina’s recovery has been stronger than the national economy recovery (Figure 1). From the bottom of the Covid-19 recession to the end of 2021, North Carolina’s aggregate production gained 16% compared to 15% in the nation.	

Figure 1.  Paths of US and North Carolina real GDP.
[image: ]
Source: US Bureau of Economic Analysis. Based on inflation-adjusted values. Values for North Carolina in the first quarter of 2022 are not yet available.

	Still, the economic recovery has not been consistent across all economic sectors in the state.  Figure 2 shows each economic sector’s GDP value at the end of 2021 (IV quarter 2021) as a percentage of the sector’s pre-pandemic GDP level at the end of 2019 (IV quarter, 2019).  

	Information and professional services have had the largest gains, while construction, hospitality/leisure, transport/warehousing, and personal services have experienced the smallest gains – indeed, their GDP levels are still lower than prior to the pandemic. The differences are easily explainable.  Information and professional services have benefited by the shift in the use of services such as remote communication, distance education, and engineering during the pandemic.  In contrast, construction, transport/warehousing, and personal services are activities relying on relatively close personal interaction, which was minimized as the economy adjusted to Covid-19. 

	Figure 3 looks at the labor market and shows North Carolina has also recovered jobs faster than the nation.  Comparing total employment in April 2022 to the employment during 



	
Figure 2.  IV Quarter, 2021 GDP as a Percentage of IV 2019 Level by Sector, North Carolina.
[image: ]
Source:  US Bureau of Labor Statistics.

Figure 3.  Employment Change in North Carolina Regions.
[image: ]
Source:  US Bureau of Labor Statistics.

the deepest part of the Covid-19 recession in February 2020 shows North Carolina had 2% more jobs while the nation had 1% fewer.

	However, Figure 3 also shows the job recovery varies by region in North Carolina. Areas of the state outside metropolitan regions – labelled Rural North Carolina – led the state with a 6% gain. The two metros in the Triangle – Raleigh/Cary and Durham/Chapel Hill – had 5% and 3% employment gains respectively.  Goldsboro and Rocky Mount had the poorest performance, with employment in April 2022 2% and 3% lower respectively than in February 2020.

	Figure 4 shows trends in another important aggregate indicator, building permits.  To allow easier comparisons between North Carolina, the South Atlantic states, and the nation, permits in each year are expressed as a percentage of permits in 2019.  Permits in 2022 are annualized based on actual permits in the first quarter.  

	North Carolina’s building permits have trended upward in recent years, being 33% higher in 2021 than in 2019.  This gain exceeded that for the country (25%) and for the South Atlantic states (31%).[footnoteRef:1]  If the same trends in permits during the first quarter of 2022 continue for the entire year, then the growth rate in North Carolina building permits will again exceed those for the nation and the South Atlantic states.  However, the condition of the construction industry in 2022 will be highly dependent on the economic policy of the Federal Reserve, a topic discussed later in this report. [1:  The South Atlantic states, as designated by the U.S. Census, include Delaware, the District of Columbia, Florida, Georgia, Maryland, North Carolina, South Carolina, Virginia, and West Virginia.] 



Figure 4.  Trends in Building Permits.  (Annual Permits as a Percent of 2019 Permits).
[image: ]
Source: U.S. Bureau of the Census.


CONTINUING ISSUES:  LOW LABOR SUPPLY BUT HIGH PRICES

	The unemployment rate in both North Carolina and the nation has continued to drop.  In early 2022 both rates had fallen to under 4%, near the rate prior to the pandemic (left-side graph of Figure 4).  Why, then are many firms in the economy continuing to experience labor shortages?

	One part to the answer is provided in the right-side graph in Figure 5.  It shows the labor force participation rate (LFPR) in the nation and North Carolina.   The LFPR measures the percentage of the potential labor force – defined as everyone age 16 and over not in the military or institutionalized– who is employed or looking for work.  The graph shows the tremendous drop in the LFPR at the height of the pandemic in early 2020.

	However, once restrictions were moderated and the economy began to recover, the LFPR rose.  But – in contrast to the unemployment rate – the LFPRs in the nation and North Carolina


Figure 5. Unemployment and Labor Force Participation Rates in the US and North Carolina.
[image: ]
Source:  U.S. Bureau of Labor Statistics.
 

are well below pre-pandemic level.  If the LFPR was at the same level in early 2022 as in early 2020, North Carolina’s labor force would be 65,000 higher.

	If Covid remains under control and becomes similar to the annual flu in its medical impacts, then many of those who have stayed out of the labor force due to the disease will likely return to work.  Also, some older workers who retired due Covid may choose to un-retire and re-join the labor force.  

	Yet, concurrent with the labor shortage has been a labor reallocation.  For example, it is estimated at least 10% of workers in hospitality, warehousing, and manufacturing firms prior to the pandemic have acquired new skills that have allowed them to move to better paying occupations.[footnoteRef:2]  This change will not be reversed, meaning hospitality, leisure, and similar firms will continue to face hiring challenges. [2:  Fuhrmans, Vanessa and Kathryn Dill, “From Blue Collar to ‘New Collar’”, The Wall Street Journal, April 9-10, 2022, pp. B1, B6.] 


	The second on-going economic issue is more rapidly rising prices.  Figure 6 shows the annual inflation rate rose from a range of mostly between 1% and 2% in 2019 and 2020 to ever higher levels in 2021 and to above 8% in early 2022.  Figure 7 also shows that change in average hourly wage rates in North Carolina - after subtracting the inflation rate – have been positive in recent years, but have become significantly smaller in 2021 and 2022.   In both years, gains in average wage rates have barely kept up with the rising inflation rate.



Figure 6. Annualized Inflation Rate (Consumer Price Index).
[image: ]
Source: U.S. Bureau of Labor Statistics.


Figure 7.  Percentage Change in Real (Inflation-Adjusted) Hourly Wage Rates in North Carolina.
[image: ]
Source:  U.S. Bureau of Labor Statistics.  Average of monthly changes; 2022 is through April.
	Despite the challenges of a lower labor force participation rate and rising inflation, two important metrics show North Carolina households have weathered the economic storm created by the pandemic rather well.  Figure 8 shows trends in two aggregate household measures, personal income (left graph) and retail sales (right graph).  Importantly, values in both graphs have been adjusted for inflation. 

	Usually during a recession these measures fall.  Yet, as the graphs show, both measures trended upward in both 2020 and 2021.  The reason is the massive federal financial assistance that was provided to households and, as well, to businesses and institutions, during these years.  Households received stimulus checks, augmented unemployment compensation checks, money tied to the number of children in a household, enhanced SNAP (supplemental nutrition assistance program) funds, enhanced and expanded health care assistance from the Affordable Care Act, as well as funds from other programs.  The total federal financial assistance since the beginning of the pandemic is estimated at $5.5 trillion.  Adjusted for inflation, this spending exceeded the total of federal assistance during any recent recession, and also surpassed the value of federal assistance during the Great Depression of the 1930s.[footnoteRef:3] [3:  Data for federal spending during the Great Depression of the 1930s are from Fishback, Price, “US Monetary and Fiscal Policy in the 1930s,” Oxford Review of Economic Policy, Vol. 26, No. 3, 2010, pp. 385-413.  ] 





Figure 8.  North Carolina Personal Income and Retail Sales.
[image: ]
Source:  US Bureau of Economic Analysis; NC Dept. of Revenue.  



THE FED CHANGES COURSE

	Worries about high inflation now dominate household concerns.  Economists argue that a rise in the inflation rate – the pace at which average prices are increasing – result from an imbalance between demand (buying) and supply (production).  Specifically, if demand is increasing faster than supply, then the inflation rate will rise.

	Demand growing faster than supply is exactly what has been occurring during the past two years.  Demand has been expanding due to the massive infusion of cash into the economy from multiple federal Covid relief legislation.  Indeed, the money supply in the nation jumped 46% between 2020 and 2022.[footnoteRef:4]	 [4:  The money supply measure is M2.] 


	At the same time, world production has suffered from “supply chain” issues.  Disruption to production and delivery of products as a result of Covid and policies designed to deal with Covid caused unfilled orders to range between 12% and 15% during most of 2021.[footnoteRef:5] [5:  Wells-Fargo, “Wells-Fargo Pressure Gauge,” February 2022.] 


	The Federal Reserve (the “Fed”) controls two policies that can influence demand.  These policies are the level of interest rates and the amount of money in the economy.  During the past two years of the Covid pandemic, the Fed has used these policies to back-up the economy and stimulate economic growth.  Specifically, the Fed has pumped cash into the economy and pushed interest rates to historically low levels.

	Now that the economy has recovered and inflation is a problem, the Fed has turned its attention to moderating inflation.  The Fed does this by reversing the policies it has followed during the past two years to stimulate the economy.   Now the Fed wants to de-stimulate the economy by raising interest rates and pulling cash out of the economy.  The Fed will increase interest rates by directly raising its key interest rate, the federal funds rate.[footnoteRef:6]  It will reduce cash in the economy by selling Treasury securities from its investment portfolio. [6:  The federal funds rate is the rate charged for loans between banks.] 


	The Fed’s goal is to slow the economy enough to reduce inflationary pressure, but without slowing the economy so much as to cause a recession.   A recession means the economy is shrinking (“negative growth”).  The Fed still wants the economy to expand, but just at a slower pace than it has. 

	Some say the goal is really a “hope.”  The Fed’s policy tools are not necessarily precise.  The Fed doesn’t know exactly how much it will need to raise interest rates in order to reduce the inflation rate to a desired level.  The reason is economics is still a behavioral science.  While the Fed can examine how the economy responded in the past to a given interest rate hike, the response to the same hike today could be different.

	As a result, anytime the Fed uses its tools to reduce the rate of economic growth, worries arise that the Fed will over-use its tools and create a recession.   A recent survey of economists put the likelihood of a recession within the next year at 30%, double the percentage given in March.[footnoteRef:7] [7:  Pickert, Reade and Sarina Yoo, “Recession Odds Within Next Year now 30%, Survey Says,” Bloomberg, May 13, 2022.] 


HOW WOULD NORTH CAROLINA FARE IN A RECESSION?

	If a recession does occur in coming months, how would North Carolina fare compare to the nation?   Table 1 compares North Carolina’s performance to the national performance on key measures during the three recessions that have occurred in the 21st century.

	The column headed “drop in real GDP” shows the reduction in the aggregate production of goods and services after adjusting for price changes.   It is the key gauge to identify and date recessions.  For all three of the 21st century recessions, North Carolina’s reduction has been less that the national reduction.  The column labelled “quarters to recover to pre-recession GDP” indicates how long it took from the bottom of the recession for real GDP to return to its pre-recession level.  For two of the three recessions, North Carolina’s recovery time was faster than the nation’s recovery time.

	The “increase in unemployment rate” column gives the rise in the unemployment rate from the beginning of the recession to the peak jobless rate during the recession.  In the “tech” and “subprime” recessions North Carolina’s increase was larger, but the difference was narrower in the “subprime” recession.  During the “Covid” recession, the jump in North Carolina’s


Table 1.  Comparison of Performances of the US and North Carolina During 21st Century Recessions.

	Recession
	Drop in Real GDP
	Quarters to Recover to Pre-Recession GDP
	Increase in Unemployment Rate (% Points)

	

	      US          NC         
	         US        NC
	          US          NC

	Tech (2001)

	   -1.1%      -0.8%
	           2          1
	           1.5         2.7

	Sub-prime
(2007-09)

	   -13.8%    -7.0%
	          6         19
	           5.6        6.2

	Covid (2020)


	   -11.1%    -9.3%
	          4          3
	           11.2     10.5


Source:  US Bureau of Economic Analysis; US Bureau of Labor Statistics.


	
 jobless rate was smaller than the rise in the nation.

	The conclusion is North Carolina’s relative economic performance during recessions has improved in the 21st century.  The reason is related to the state’s changing economic structure.  For most of the 20th century North Carolina’s economy was dominated by manufacturing.[footnoteRef:8]  As recently as 1980 almost one-third of the state’s aggregate production came from manufacturing.  However, by 2021 (latest data available), manufacturing’s share of aggregate North Carolina production had been cut by almost half, to 17%.  Manufacturing’s share of aggregate production has also decreased nationally, but at a much slower pace.  Between 1980 and 2021, manufacturing’s share of aggregate national production dropped half as fast as in North Carolina. [8:  Walden, Michael L., North Carolina in the Connected Age, Chapel Hill: The University of North Carolina Press, 2008.] 


	This comparison is important because numerous studies have found states with a higher dependence on manufacturing experience deeper recessions.[footnoteRef:9]  Consequently, as North Carolina’s economy has moved away from manufacturing faster than the nation, the state’s relative performance during recessions has improved. [9:  Walden, Michael L., “Explaining Differences in State Unemployment Rates During the Great Recession,” The Journal of Regional Analysis and Policy, Vol. 23, No. 3, pp. 251-257, 2012.
] 




FORECASTS:  2022 AND 2023 COULD BE CHALLENGING  

	Figures 9 and 10 give forecasts for North Carolina real GDP and unemployment rate under two scenarios:  a recession does not occur through 2023, and a recession does occur
in late 2022 and early 2023.  Under the “no recession” scenario, North Carolina real GDP increases at an annualized rate of 2.5%.   The state unemployment rate continues to decline, reaching 3.2% by the end of 2023.   

	With the recession scenario, real GDP declines for two quarters – the fourth quarter of 2022 and the first quarter of 2023.  On an annualized basis, real GDP declines by slightly more than 3%, which suggests a relatively mild recession.  The unemployment rate peaks at 5.2%, but then falls to 4% at the end of 2023.

	If a recession happens, it is expected to be modest for several reasons.  Household debt payments as a percentage of their income are at forty-year lows.  This frees up more household funds for day-to-day spending, which means sellers won’t suffer as much with reductions in sales compared to a situation where relative debt payments are high, as they were prior to the sub-prime recession of 2007-09.





Figure 9. North Carolina GDP Forecasts (2012 $ billions).

[image: ]

Source: US Bureau of Economic Analysis and author’s projections.



Figure 10. North Carolina Unemployment Rate Forecasts (%)
[image: ]
Source: US Bureau of Labor Statistics and author’s projections.

	A second reason is households are flush with cash (see Figure 8) as a result of the massive federal financial assistance programs of the last two years.  And a third reason is that households have built up substantial savings during 2020 and 2021.  This was again partially due to the large federal financial assistance, but it is also a result of limited buying opportunities for households during the full and limited lockdowns in 2020 and 2021.


NORTH CAROLINA’S LONG-RUN OUTLOOK IS UPBEAT

	Despite the economic challenges the entire country could face in 2022 and 2023, looking beyond these years shows a North Carolina future that is very positive, for several reasons.

	First, North Carolina’s population is expected to continue to grow, due to all three factors that contribute to population growth: an excess of births over deaths, in-migration from other states, and foreign immigration. The State Demographer’s most recent forecasts show a state population increasing from 10.5 million in 2020 to 11.5 million in 2030 to 13.8 million in 2050.  

	As a result of population growth, North Carolina’s labor force will also expand, hence reducing the worries of a permanent labor shortage.  In fact, one recent study estimated North Carolina’s labor force growth will be sufficient to fill the expected new jobs developing in upcoming decades.[footnoteRef:10] [10:  Walden, Michael L, “Future Prosperity in North Carolina:  The Roles of Labor, Technology, and Growth,” Background Paper for the North Carolina State University Institute of Emerging Issues, March 2022.] 


	New technology and new ways of working could also spread economic development more widely in North Carolina, thereby reducing housing price pressures and traffic congestion in fast-growing metro regions.  With new options for internet provision – such as provision from low-orbiting satellites – as well as public support for both the provision and affordability of internet usage, it is possible that universal offering of high-speed internet in North Carolina will be accomplished by 2030.   This achievement, combined with the greater use of remote-working, could make small-town and rural living in North Carolina both more possible and attractive.  A shift in growth to these regions and away from metro areas could reduce the competition for scarce land in metros that leads to soaring real estate prices.

	The biggest challenges for North Carolina in future decades – indeed, the biggest challenges for most states – will relate to the labor market.  One challenge will be monitoring the changing skill needs of the workforce as the future economy evolves at a faster pace than in the past.  Educational institutions, including high schools, community colleges, and 4-year colleges and universities, will need to coordinate their training and educational programs so they continually align with the demands of businesses.

	The second labor market challenge will be training and transitioning workers who lose their jobs as a result of working in a declining industry, or due to technology or automation replacing them.  North Carolina needs to have systems in place that rapidly identify these workers and them re-train for alternative jobs that are in demand.  For many of the displaced workers who are middle-aged and/or have families to support, the training will need to be fast, focused, and financially-affordable.


LAST WORD

	The Covid-19 pandemic has been an extraordinary part of our lives and history.  We’ve experienced nothing like it since the “Spanish flu” a century ago.  It has had enormous economic, social, health, and cultural impacts.

	On the economic side, a case can be made that the unprecedented federal financial aid pushed into the economy during 2020 and 2021 is at least partially responsible for the rising inflation rate seen in today’s economy.  It can be argued that with no guideposts and with extreme uncertainty about how the pandemic would unfold, it made sense to inject trillions of dollars into the economy so that – to paraphrase former Federal Reserve Chair Ben Bernanke in 2008, “we would have an economy left” once the pandemic passed.  If accurate, then today’s inflation can be viewed as “payback” for insuring the economy – along with households, businesses, and institutions – survived.  

[bookmark: _GoBack]	The challenge both the national and North Carolina economies face is reducing the adverse effects of the payback while preserving prosperity.  The next year will see if we’re successful.

2

1

image3.emf



THE ECONOMY HAS RECOVERED FROM THE PANDEMIC
(QUARTERLY GDP AS PERCENT OF 2019 IV GDP)
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LEADING AND LAGGING SECTORS IN THE NC ECONOMY



Information                    126%                                         
Professional Services      119% 
Finance 108% 
Manufacturing                      107%
Health Care                           103%
Trade                                      102%
Agriculture 100%
Construction                           99%                                          
Hospitality/Leisure                 98%                                        
Transport/Warehousing        97%                                          
Personal Services 96%
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RECOVERY HAS ALSO VARIED WITHIN NORTH CAROLINA
EMPLOYMENT IN APRIL 2022 AS % OF EMPLOYMENT IN FEBRURAY 2020
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TREND IN BUILDING PERMITS: RATIO TO 2019 LEVELS
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TW0 PICTURES OF THE LABOR MARKET
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ISSUE: INFLATION (annualized % change of CPI)



0



1



2



3



4



5



6



7



8



9



20
19 2 3 4 5 6 7 8 9 10 11 12



20
20 2 3 4 5 6 7 8 9 10 11 12



20
21 2 3 4 5 6 7 8 9 10 11 12



20
22 2 3 4










ISSUE: INFLATION 

(annualized % change of CPI)

0

1

2

3

4

5

6

7

8

9

2

0

1

923456789

1

0

1

1

1

2

2

0

2

023456789

1

0

1

1

1

2

2

0

2

123456789

1

0

1

1

1

2

2

0

2

2234


image9.emf



CHANGE IN NORTH CAROLINA AVERAGE REAL WAGE RATE,%
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NORTH CAROLINA PERSONAL INCOME & RETAIL SALES
Inflation-Adjusted $Billions 
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FORECASTED PATH OF NORTH CAROLINA’S REAL GDP
(red solid line: no recession;  blue dotted line: with recession)
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FORECASTED PATH OF NORTH CAROLINA’S REAL GDP

(red solid line: norecession;  blue dotted line: with recession)
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NORTH CAROLINA’S FORECASTED PATH OF THE UNEMPLOYMENT RATE
(red solid line: no recession; blue dotted line: with recession)
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NORTH CAROLINA’S FORECASTED PATH OF THE UNEMPLOYMENT RATE

(redsolid line:norecession; blue dotted line: with recession)
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