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Commentary

February 8, 2021

February brings the first monthly employment figures of 2021. Nonfarm payrolls increased by 49,000 in January, compared to a decline
of 227,000 in December (revised downward from a 140,000 decline). The vast majority of the gains — 43,000 jobs — were in the government
sector, a sign that schools are moving more quickly to bring students and educators back into classrooms. In addition, we continue to see
indications of an unequal, “K-shaped” recovery. For example, leisure and hospitality payrolls fell by 61,000, while professional and business
services payrolls grew by 97,000. February’s employment report also revealed that the impact of the COVID-19 resurgence in late 2020 was
worse than initially believed, with the previous two months’ payroll employment figures revised downward by 159,000. Overall, the labor
market recovery from the pandemic remains far from complete, with payroll employment remaining more than 9.8 million jobs below February
2020 levels.

Despite payroll employment remaining below the pre-pandemic peak, the unemployment rate improved to 6.3 percent in January from
6.7 percent in December. However, this partly reflected a drop in labor force participation to 61.4 percent in January versus 61.5 percent in
December. The participation rate remains below the pre-pandemic level of 63.3 percent. Among those not in the labor force, 4.7 million people
reported they did not look for work due to COVID-19. January saw the third straight monthly increase in people who did not look for work due
to COVID-19, suggesting there is a growing pool of people that could potentially return rapidly to the labor force if mass vaccination efforts are
successful. If all these people had been counted as part of the labor force, the participation rate would have reached 63.2 percent.

The composition of unemployed workers will be key to the labor market recovery this year. An important distinction is between
workers laid off for temporary reasons, who may be easier to rehire, versus those laid off for other reasons. In January, temporary layoffs
contributed 1.7 percentage points to the headline unemployment rate, with nontemporary layoffs contributing the remaining 4.6 percentage
points. This composition was similar to the December report, and workers who suffered nontemporary layoffs may face a more difficult road
ahead. Another key watch area is the share of long-term unemployed (those who have been out of work for 27 weeks or more), who may
experience more challenges in being rehired. In January, the long-term unemployment share rose to 39.5 percent from 37.1 percent in
December — moving closer to the share we experienced following the Great Recession.

Unemployment that remains elevated versus the pre-pandemic unemployment rate of 3.4 percent, and a significant share of
nontemporary and long-term unemployed are among the considerations that led the Federal Open Market Committee to maintain monetary
policy at accommodative levels at its January 26-27 meeting. — John O Trakoun

Views expressed are those of the author and do not necessarily reflect those of the Federal Reserve Bank of Richmond or the Federal Reserve
System.
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Real Gross Domestic Product

2019 2020
Q4 Q1 Q2 Q3 Q4

CHANGE FROM PREVIOUS QUARTER AT COMPOUND ANNUAL RATE [Percent]:

Gross Domestic Product 2.4 -5.0 -31.4 33.4 4.1
Personal Consumption Expenditures 1.6 -6.9 -33.2 41.0 2.4
Nonresidential Fixed Investment -0.3 -6.7 -27.2 22.9 14.0

Structures -5.3 -3.7 -33.6 -17.4 1.1
Equipment -1.7 -15.2 -35.9 68.2 25.7
Intellectual Property 4.6 2.4 -11.4 8.4 8.4
Residential Fixed Investment 5.8 19.0 -35.6 63.0 35.8
Exports of Goods & Services 3.4 -9.5 -64.4 59.6 21.8
Imports of Goods & Services -7.5 -15.0 -54.1 93.1 29.6
Government Consumption Expenditures & Gross 24 13 25 48 11
Investment
Final Sales to Domestic Purchasers 1.6 -4.6 -27.1 29.8 4.4

LEVEL IN QUARTER AT SEASONALLY ADJUSTED ANNUAL RATE [Billions of Chained (2012) Dollars]:
Change in Private Inventories -1.1 -80.9  -287.0 -3.7 48.0

Net Exports of Goods & Services -861.5 -788.0 -775.1 -1019.0 -1123.0
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Real Gross Domestic Product

Real Gross Domestic Product
Percent change from previous quarter at annual rate
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Decomposition of Real GDP

Decomposition of Real GDP
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Retall Sales

Retail Sales
12 Month Percent Change
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Consumer Spending and Income

Consumer Spending and Income
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Sales of Automobiles & Light Trucks

Sales of Automobiles & Light Trucks
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Personal Saving Rate

Personal Saving Rate

Percent of Disposable Personal Income
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Household Net Worth

Household Net Worth
Percent of disposable income
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Existing Single-Family Home Sales

Existing Single-Family Home Sales
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New Single-Family Home Sales

New Single-Family Home Sales
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Private Single-Family Housing Starts & Permits

Private Single-Family Housing Starts and Permits
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Private Multi-Family Housing Starts & Permits

Private Multi-Family Housing Starts and Permits
3-Month Moving Average, Millions
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Real Investment in Nonresidential Structures

Real Investment in Nonresidential Structures
Percent change from previous quarter at annual rate
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Real Private Construction Put In Place

Real Private Construction Put in Place
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Real Nonresidential Fixed Investment

Real Nonresidential Fixed Investment
Percent change from previous quarter at annual rate
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Real Investment in Equipment

Real Investment in Equipment
Percent change from previous quarter at annual rate
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Real Investment in Intellectual Property

Real Investment in Intellectual Property
Percent change from previous quarter at annual rate
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Balance of International Trade

Balance of International Trade
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Exchange Value of the USD

Exchange Value of the USD
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Industrial Production

Industrial Production
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Capacity Utilization Rate: Manufacturing

Capacity Utilization Rate: Manufacturing
Percent

801 -80
Jan

761 74.6% |76

72 -72

68 -68

64 64

60 -60

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

FEDERAL RESERVE BANK
OF RICHMOND* Source: Board of Governors via Haver Analytics 25

Richmond = Baltimore = Charlotte



Indexes of Manufacturing Activity

Indexes of Manufacturing Activity

Diffusion Index, Percent Richmond Fed Manufacturing Survey:
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Indexes of Non-Manufacturing Activity

Indexes of Non-Manufacturing Activity
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ISM: Business Survey Indexes

MANUFACTURING BUSINESS: NON-MANUFACTURING BUSINESS:

Jan. Feb. Jan. Feb.
Purchasing Managers Index 58.7 60.8 Non-Manufacturing Index 58.7 55.3
Production 60.7 63.2 Business Activity 59.9 55.5
New Orders 61.1 64.8 New Orders 61.8 51.9
Employment 52.6 54.4 Employment 55.2 52.7
Supplier Deliveries 68.2 72.0 Supplier Deliveries 57.8 60.8
Inventories 50.8 49.7 Inventories 49.2 58.9
Prices 82.1 86.0 Prices 64.2 71.8
Backlog of Orders 59.7 64.0 Backlog of Orders 50.9 55.2
New Export Orders 54.9 57.2 New Export Orders 47.0 57.6
Imports 56.8 56.1 Imports 53.5 50.5

DIFFUSION INDEXES: Numbers above 50 percent indicate more favorable responses towards
FEDERAL RESERVE BANK .onomic activity.

OF RICHMOND

_ : : : o8
richmond « Baltimore » Charlotte Source: Institute for Supply Management via Haver Analytics



Manufacturers’ New Order

Manufacturer's New Orders

$, Billions == 12-Month Moving Average

600 600

5504 Jan e
509.4b

500 500
\

450 1450

400 400

350- 350

300- 300

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

FEDERAL RESERVE BANK
OF RICHMOND* Source: Census Bureau via Haver Analytics 29

Richmond = Baltimore = Charlotte



Core Capital Goods

Core Capital Goods
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Business Inventory/Sales Ratio

Business Inventory/Sales Ratio
Percent — Total Business == Manufacturers - -+ Retailers

= ) 1.7
1.6
r1.5

1.4

r1.3

r1.2

1.11 1.1

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

FEDERAL RESERVE BANK
OF RICHMOND* Source: Census Bureau via Haver Analytics 31

Richmond = Baltimore = Charlotte



Nonfarm Payroll Employment

Nonfarm Payroll Employment
Millions of Persons
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Nonfarm Payroll Employment

Nonfarm payroll employment
Quarterly average of monthly changes, thousands of persons
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Unemployment Rate

Unemployment Rate
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Measures of Labor Utilization

Measures of Labor Utilization
Percent
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Non-Employment Index

Non-Employment Index
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Labor Market Flows
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Labor Force Participation

Labor Force Participation
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Aggregate Weekly Hours Index

Aggregate Weekly Hours Index
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Average Hourly Earnings

Average Hourly Earnings
Year over Year Percent Change
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Employment Cost Index

Employment Cost Index
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Labor Productivity, Nonfarm Business

Labor Productivity, Nonfarm Business
Year over Year Percent Change
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Unit Labor Cost, Nonfarm Business

Unit Labor Cost, Nonfarm Business
Year over Year Percent Change
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Gauges of Inflation

Expenditure Price Indexes [Percent Change from Previous Month at Annual Rate]:
Dec. Jan. YoY%
Personal Consumption Expenditures 4.5 4.2 1.5
Core (excludes Food and Energy) 3.7 3.1 1.5
Consumer Price Indexes [Percent Change from Previous Month at Annual Rate]:
Jan. Feb. YoY%
All Iltems 3.1 4.3 1.7
Core (excludes Food and Energy) 0.4 1.2 1.3
Producer Price Indexes [Percent Change from Previous Month at Annual Rate]:
Jan. Feb. YoY%
Finished Goods 13.6 20.1 2.5
Core (excludes Food and Energy) 4.0 2.3 1.6
Core Intermediate Goods 23.4 24.4 5.7
Crude Goods 55.9 66.5 19.1
Spot Commodity Price Index [Percent Change from Previous Month]:

Jan. Feb. YoY%

CRB Spot Commodity Price Index 3.3 6.1 23.1

FEDERAL RESERVE BANK
OF RICHMOND
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Notes: Core PCE Price Index includes expenditures on food services.

Source: BEA, BLS, & Commodity Research Bureau via Haver Analytics
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Personal Consumption Expenditure Price Index

Personal Consumption Expenditure Price Index
12 Month Percent Change
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Notes: FOMC projection is the median, range, and central tendency for Q4/Q4 percent changes,
FEDERAL RESERVE BANK from the December 2020 meeting. Red dots indicate median projections.
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Core Personal Consumption Expenditure Price Index

Core Personal Consumption Expenditure Price Index
12 Month Percent Change
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Notes: FOMC projection is the median, range, and central tendency for Q4/Q4 percent changes,
FEDERAL RESERVE BANK from the December 2020 meeting. Red dots indicate median projections. Core PCE Price Index
OF RICHMOND excludes expenditures on gasoline and food services.
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Consumer Price Indexes

Consumer Price Indexes
12 Month Percent Change
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Producer Prices Indexes

Producer Price Indexes

12 Month Percent Change — Core Finished Goods == All Finished Goods
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Commodity Price Indexes

Commodity Price Indexes
12 Month Percent Change
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Crude Oill Prices

Crude Oil Prices
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TIPS Inflation Compensation

TIPS Inflation Compensation
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Federal Reserve System Assets

Federal Reserve System Assets
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Monetary Policy Instruments

Monetary Policy Instruments

Percent — Federal Funds Target Range — Interest Rate Paid on Reserves — Primary Credit Rate
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Real Federal Funds Rate

Real Federal Funds Rate
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FOMC Statement

January 27, 2021

The Federal Reserve is committed to using its full range of tools to support the U.S. economy in this challenging time, thereby
promoting its maximum employment and price stability goals.

The COVID-19 pandemic is causing tremendous human and economic hardship across the United States and around the world.
The pace of the recovery in economic activity and employment has moderated in recent months, with weakness concentrated in the
sectors most adversely affected by the pandemic. Weaker demand and earlier declines in oil prices have been holding down
consumer price inflation. Overall financial conditions remain accommodative, in part reflecting policy measures to support the
economy and the flow of credit to U.S. households and businesses.

The path of the economy will depend significantly on the course of the virus, including progress on vaccinations. The ongoing
public health crisis continues to weigh on economic activity, employment, and inflation, and poses considerable risks to the
economic outlook.

The Committee seeks to achieve maximum employment and inflation at the rate of 2 percent over the longer run. With inflation
running persistently below this longer run goal, the Committee will aim to achieve inflation moderately above 2 percent for some
time so that inflation averages 2 percent over time and longer-term inflation expectations remain well anchored at 2 percent. The
Committee expects to maintain an accommodative stance of monetary policy until these outcomes are achieved. The Committee
decided to keep the target range for the federal funds rate at 0 to 1/4 percent and expects it will be appropriate to maintain
this target range until labor market conditions have reached levels consistent with the Committee’s assessments of
maximum employment and inflation has risen to 2 percent and is on track to moderately exceed 2 percent for some time. In
addition, the Federal Reserve will continue to increase its holdings of Treasury securities by at least $80 billion per month and of
agency mortgage-backed securities by at least $40 billion per month until substantial further progress has been made toward the
Committee’s maximum employment and price stability goals. These asset purchases help foster smooth market functioning and
accommaodative financial conditions, thereby supporting the flow of credit to households and businesses

FEDERAL RESERVE BANK
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Continued...

In assessing the appropriate stance of monetary policy, the Committee will continue to monitor the implications of incoming
information for the economic outlook. The Committee would be prepared to adjust the stance of monetary policy as appropriate if
risks emerge that could impede the attainment of the Committee’s goals. The Committee’s assessments will take into account a
wide range of information, including readings on public health, labor market conditions, inflation pressures and inflation
expectations, and financial and international developments.

\oting for the monetary policy action were Jerome H. Powell, Chair; John C. Williams, Vice Chair; Thomas I. Barkin; Raphael W.
Bostic; Michelle W. Bowman; Lael Brainard; Richard H. Clarida; Mary C. Daly; Charles L. Evans; Randal K. Quarles; and
Christopher J. Waller.
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Eurodollar Futures
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Summary of Economic Projections: Federal Funds Rate
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Note: Each dot in the chart represents the value of an FOMC participant’s judgment of the midpoint of
FEDERAL RESERVE BANK the appropriate target range (or the appropriate target level) for the federal funds rate at the end of
OF RICHMOND the calendar year. Projections made during the December 2020 meeting.
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Monetary Base

Monetary Base
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M2

M2
12 Month % Change
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Money Market Rates

Money Market Rates

— 3-Month LIBOR — Fed Reserves Repo _

Percent ; - I0ER
Rate on Treasuries
395 = + 3-Month T-Bill = Federal Funds Rate = * Primary Credit Rate L3 o5
34 [ - - 3
|
2751 - - L2.75
| |
25- P 105
) K |
2.25- e VL F2.25
; I
2 S 2
' \ |
1.751 - 1\ L1.75
1.5 " 15
|
1.25-*/\ ! 1,25
1- [ 1
0.75- L0.75
0.5- 0.5
0.25 14 0.25
Rl
0 0
Mar 12
-0.25- L.0.25
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

FEDERAL RESERVE BANK
OF RICHMOND

Richmond = Baltimore = Charlotte

Source: Board of Governors & Financial Times via Haver Analytics 61



Capital Market Rates

Capital Market Rates
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Treasury Yield Curve

Treasury Yield Curve
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Risk Premium

Risk Premium
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