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Where the U.S. economy is now

1/19/22 Dynan—What's Next for the U.S. Economy 2



16000

17000

18000

19000

20000

2017 2018 2019 2020 2021

Real GDP has experienced an impressive recovery

GDP is now approaching its 
pre-pandemic trend

(For comparison, it took 
nearly a decade for the 
economy to normalize after 
the last recession)

1/19/22 Dynan—What's Next for the U.S. Economy 3

Data from BEA via FRED (assuming GDP grew 6% in 2021:Q4) and CBO; 

Real GDP
Billions of 2012 dollars

Actual

CBO forecast as
of early 2020

https://fred.stlouisfed.org/series/GDPC1
https://www.cbo.gov/system/files/2020-01/51135-2020-01-economicprojections_0.xlsx


Demand fundamentals are strong

Levels of wealth (of course) vary 
greatly by group 

But all groups have seen 
significant financial gains since
the pandemic started because 
of more saving and stock/home 
price appreciation
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Data from Federal Reserve

Percent Change in Wealth since 2019:Q4
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https://www.federalreserve.gov/releases/z1/dataviz/dfa/distribute/chart/


Demand has shifted to goods from services
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Consumer Spending on Goods
Billions of 2012 dollars

Consumer Spending on Services
Billions of 2012 dollars

pre-pandemic 
trend

Data from BEA via FRED

pre-pandemic 
trend

Data from BEA via FRED

https://fred.stlouisfed.org/series/PCESC96
https://fred.stlouisfed.org/series/DGDSRX1


Supply is not meeting demand because of bottlenecks
and supply chain issues
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Supply is not meeting demand because of worker 
shortages
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Data from BLS via FRED

Civilian Labor Force
Thousands

About 2¼ million fewer people are 
in the labor force than prior to the
pandemic because of the “Great 
Resignation” and other factors 
holding back would-be workers   

https://fred.stlouisfed.org/series/CLF16OV


Amid strong demand and limited supply, inflation has 
jumped, reaching its highest level in four decades
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Data from BLS via FRED

CPI Inflation
Percent change in prices from 12 months earlier

CPI inflation hit 7.1 percent
in December 2021

https://fred.stlouisfed.org/series/CPIAUCSL


Some components of inflation have seen particularly 
large increases
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Data from BLS via FRED (here and here)

CPI Inflation for New and Used Cars
Percent change in prices from 12 months earlier

used car prices are 
up 37% over the 
past year

new car prices are 
up 12% over the 
past year

https://fred.stlouisfed.org/series/CUSR0000SETA02
https://fred.stlouisfed.org/series/CUUR0000SETA01


But inflation has also picked up more broadly
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Data from Cleveland Fed via FRED (here and here)

Alternative Measures of CPI Inflation
Percent change from 12 months earlier

Measures of inflation that
exclude the categories that are 
surging haven’t risen as much 
but are still well above their 
pre-pandemic norms

median 
CPI

trimmed 
CPI

https://fred.stlouisfed.org/series/MEDCPIM159SFRBCLE
https://fred.stlouisfed.org/series/TRMMEANCPIM159SFRBCLE


Key questions for 2022
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Will demand remain strong in 2022?

Yes—very likely it will

Federal government support has dropped from heightened pandemic levels 
but …

Most households have considerable excess saving (as noted earlier)

State and local governments are flush with cash 
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Will bottlenecks and supply chain issues ease in 2022?

Probably although the easing may occur quite gradually

As one would expect—ports are clearing, semi-conductor production is 
increasing rapidly, and so on

But remember it’s a slow time of year for businesses, which may be 
making things appear better than they are

Things could get worse before they get better if China shuts down 
because of Omicron
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Will people come back into the labor force in 2022? (I)

To some extent, as some of the contributing factors are unlikely 
to persist

Virus fears—should recede if Omicron is the last big wave

Financial buffers—likely to dwindle for workers who traditionally have 
little savings

Childcare shortage—workers in this sector should come back as wages 
rise 
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Will people come back into the labor force in 2022? (II)

But other factors suppressing 
the labor supply may be more 
permanent

For example, older people have not 
returned at all (on net) to the labor
force, suggesting many may have 
retired
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Data from Bureau of Labor Statistics

Labor Force Participation by Age
Percent of population

55 and older
(right scale)

25-54
(left scale)

https://beta.bls.gov/dataViewer/view/timeseries/LNS11324230


Will people come back into the labor force in 2022? (III)

But other factors suppressing 
the labor supply may be more 
permanent

Because of increased 
restrictions on immigration 
and travel, there are about 2 
million fewer working-age 
people in the United States 
than if the pre-2020 trend had 
held up
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Working-age Foreign Born Population
Millions

Screenshot from EconoFact

https://econofact.org/labor-shortages-and-the-immigration-shortfall?utm_source=EconoFact+Subscribers&utm_campaign=0e57c20ce7-Immigrant+Shortfall+-+Peri+Zaiour+Memo&utm_medium=email&utm_term=0_ec9f988e33-0e57c20ce7-82792737


Will inflation decline in 2022? (I)
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Probably—but it is unlikely to recede all the way back to the Fed’s 
goal of 2 percent

The demand-supply imbalance will take time to correct

Inflation expectations have risen—not as much as actual inflation but enough 
to get built into wage and price increases this year



Will inflation decline in 2022? (III)
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Interestingly, the people 
expecting the highest inflation
are those who have lived 
through periods of high 
inflation in the past! 
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Data from Federal Reserve Bank of New York

https://www.newyorkfed.org/microeconomics/sce


What will the Federal Reserve do? (I)
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Background: monetary policy has been very supportive of economic 
growth over the past two years

Federal Funds Rate
Percent

Data from Federal Reserve via FRED

Federal Reserve Balance Sheet
Percent

the policy
rate has
stayed close
to zero

Quantitative 
easing has 
expanded 
the balance 
sheet

Data from the Federal Reserve via FRED

https://fred.stlouisfed.org/series/FEDFUNDS
https://fred.stlouisfed.org/series/WALCL


What will the Federal Reserve do? (II)
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The days of supportive 
monetary policy are ending

This was made clear after the 
last meeting of the Federal 
Open Market Committee

And tightening may occur yet 
more rapidly if inflation stays 
high or rises further



Possible risks ahead
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Risk 1—new virus variants
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Screenshot from Our World in Data

https://ourworldindata.org/grapher/covid-vaccination-doses-per-capita?tab=map


Risk 2—a “hard landing” for the economy
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With monetary policy tightening,

The hope is that inflation will gradually recede with the economic recovery 
somewhat slower than it otherwise would be

But we can’t rule out the possibility that financial markets will be surprised 
by Fed action (particularly if it is more hawkish than currently expected)—
leading to sharp declines in asset prices, sharp rises in private interest rates, 
abrupt capital outflows from lower-income countries and so on



Risk 3—a different “black swan” event that unsettles 
financial markets
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Some argue that we have an “everything bubble” given the high levels of 
stock prices, home prices, commodity prices, crypto prices, etc. 

We don’t know what’s next (a major cyber attack? a geopolitical 
disruption?) but it could deflate this bubble 

The 21st century has seen two black swans with 
the global financial crisis and the pandemic

photo from 
Wikimedia Commons

https://commons.wikimedia.org/w/index.php?title=File:Black_Swans.jpg&oldid=488450320


Thank you!
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