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Mild Recession Is Most Likely 2023 Outcome as Fed Continues to
Aggressively Tighten
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The U.S. Economy Is Expanding... EPNC

Length of expansion, months, by starting date of recovery
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...And Small Businesses Are Feeling Optimistic... S PNC

Expectations for own company’s prospects, next 6 months, %
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...But Interest Rates Are Increasing Across the

Board... EPNC
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...And the Market Is Nervous
. ®PNC
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Stimulus of About One-Quarter of GDP GPNC

CARES, Paycheck Protection Program and Health Care Enhancement, Consolidated

Appropriations Plan, and American Rescue Plan Acts, spending, $ bil
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Pandemic

Employment Has Fully Recovered From the

Establishment employment, mil
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Economic Activity Now Above Pre-Pandemic Peak...

®PNC

110

Real, index, 2019Q4=100

105

100

95

20

/\V/

Gross domestic income

85

Final sales of domestic product Gross domestic product

80

75

Source: BEA

o6 '07 ‘08 09 10 M1 12 "3 "4 M5 "6 M7 M8 "9 20 21 22

George Hamlrrzlond, director
Economic and Business Research
ghammond@eller.arizona.edu

Center

12-9-22



2022 Economic Outlook Luncheon
Eller College of Management
University of Arizona

...But Consumer Spending on Services Continues to
Lag

Real, % change

Consumer services

Consumer durables m2019Q4 to 2020Q2
Consumer nondurables u2019Q4 to 2022Q3
Business fixed investment
Residential investment
Government cons./invest.

Exports

Imports

After-tax personal income

Source: BEA
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Global Supply Chain Pressures Elevated, But Lower ®PNC

Global Supply Chain Pressure Index, standard deviations from average value

5

Ay

-

15 16 "7 18 19 20 21 22

Source: New York Fed

George Hamlr#ond, director
Economic and Business Research Center
ghammond@eller.arizona.edu

12-9-22



2022 Economic Outlook Luncheon
Eller College of Management
University of Arizona

Acceleration in Core Services Inflation Is a Big

Concern @PNC
Consumer price index, % change year ago

50

40 A

" Energy A

20 N

-30
10 12 14 16 18 ‘20 ‘22
10
15
Fed Is Shrinking Its Balance Sheet... O PNC
Federal Reserve assets, $ tril
9
8 - u Treasury Bills (1 year maturity or less)
7 m Longer-Term Treasurys
6 u MBS/GSA Debt
5 u Other
4 -
3
2
1
0
‘05 ‘06 '07 ‘08 09 10 11 14 16 19 20 21 22

Source: Federal Reserve Board

George Hamlrgond, director
Economic and Business Research Center
ghammond@eller.arizona.edu

12-9-22



2022 Economic Outlook Luncheon
Eller College of Management
University of Arizona

...And the Big Jump in Mortgage Rates Is Already S PNC
Weighing on the Housing Market
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Yield Curve Has Inverted GPNC

Yield spread, percentage points
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Accumulated Savings and Great Balance Sheets Will GPNC
Limit Hit to Consumer Spending
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Structurally Tighter Labor Market Will Limit Layoffs G PNC

Labor force participation rate, %
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The Housing Market Has Been Undersupplied for
Years

Single-family housing starts, seasonally-adjusted annualized rate, 6-month moving average, ths
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Credit Quality Is in Great Shape... ®PNC

Delinquency rate, %
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...And Banks Are Well Capitalized

Commercial banks, core capital ratio, %
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Most Likely Outcome Is Mild Recession in 2023 GPNC
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Modest Downturn in the Industrial Sector
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What I’'m Pretty Sure About

= Very steep recession in 2020
= Not in recession now
= Fed will do what’s necessary

= Structural shifts
— Retail, supply chains, commercial real estate

22

27

Open Questions

= Recession not inevitable

= What happens with inflation
= Russia/Ukraine

= Path of pandemic

= Longer-run growth

= Housing market

23

George Hamzrslgond, director
Economic and Business Research Center
ghammond@eller.arizona.edu 14
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QB EPNC

For more information from PNC Economics visit
Pnc.com/economicreports

Twitter:
@GusFaucherPNC

24

29

Disclaimer: The material presented is of a general nature and does not constitute the provision of investment or economic advice to
any person, or a recommendation to buy or sell any security or adopt any investment strategy. Opinions and forecasts expressed
herein are subject to change without notice. Relevant information was obtained from sources deemed reliable. Such information is

©2022 The PNé Financial Services Group, Inc. All rights reserved.
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Our region
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V Key Topics

» Phoenix inflation shows early signs of deceleration
» But prices are still rising much faster than nationally

» Tucson housing affordability dismal again

» Arizona’s unemployment rate is low
» But labor market churn, wage growth, and open jobs are high
» Tucson jobs are still recovering

» Baseline forecast calls for significantly slower growth in
Arizona
» U.S. forecast assumes a mild recession

gég Eller College
.| of Management

George Ham?ﬁ%ond, director
Economic and Business Research Center
ghammond®@eller.arizona.edu 16
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Phoenix Inflation Is Outpacing the U.S.

All-Items CPIU, Over the Year
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Phoenix Shelter Inflation Far Above U.S.

Shelter CPIU, Over the Year
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20
Phoenix

|16 October
2022
12 u.S. 6.9%
Phoenix 18.2%

-8

N\%\/—/&
L4
0
18 19 20 21 22

gég Eller College
.| of Management

George Ham3Fr410nd, director

Economic and Business Research Center
ghammond@eller.arizona.edu

12-9-22

17



2022 Economic Outlook Luncheon
Eller College of Management
University of Arizona

L

House Prices Have Begun to Drop

Phoenix and Tucson
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Housing Affordability Trends

NAHB-Wells Fargo

The share of homes sold
that are affordable to a
family making the
median income.
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Housing Affordability

NAHB-Wells Fargo
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Tucson MSA Housing Permits

Seasonally Adjusted Annual Rate
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L Arizona’s Labor Market Is Tight

Arizona and U.S. Unemployment Rates, Seasonally Adjusted,
Through October 2022
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Tucson Jobs Are Still Recovering

Thousands, Seasonally Adjusted
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390 As of October, Tucson
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Tucson MSA Jobs by Industry

Change from February 2020 to October 2022
Thousands, Seasonally Adjusted

Trade, Transportation, and Utilities
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Employment Cost Index

Total Private-Sector Compensation for U.S. and Phoenix MSA
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Tucson MSA and U.S. Job Growth

Annual Job Growth in Percent
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7 Tucson MSA Income and Sales Growth

Before Adjustment for Inflation

Percent
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Tucson MSA Housing Permits

And Population Change

Permits,
Population Change
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Three Scenarios for Tucson MSA Jobs

Thousands, Seasonally Adjusted
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Key Takeaways

» Inflation is still rapid but the slowdown may have begun
» Housing affordability is down massively
» Which has put downward pressure on sales and prices
» Arizona’s labor market remains tight
» But will loosen as the economy slows next year
» The baseline forecast calls for Tucson growth to slow
significantly
» But to outperform the nation
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Visit the award-winning
Arizona’s Economy

@ ARIZONA'S ECONOMY
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New features now available!
The Arizona’s Economy App
Real-time data at your fingertips.

Free at the Apple App Store and Google Play.
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l; Explore data for border economies.

Arizona-Mexico Economic Indicators

, Sponsored by
About  Library  Report

EXPORTS~ IMPORTS~ COMMODITY FLOWS~ BORDER CROSSINGS~  BORDER ECONOMY~  ARIZONA-MEXICO TOURISM~  RESEARCH

ELLER COLLEGE OF MANAGEMENT
Arizona-Mexico
Economic Indicators

2 ARIZONA-MEXIC

c OM M I S S I O N

ARIZONA

COMMERCE AUTHORITY

ADOT

TRADE MATTERS.

Track Arizona's trade and competitiveness = =
in the U.S.-Mexico border region. r&‘ g
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azmex.eller.arizona.edu
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