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Winter Is Coming 

The pandemic keeps on going. A late fall and winter 
wave now appears likely, as significant waning of vac-
cine-induced protection against infection and slow up-
take of booster shots leaves a large proportion of the 
vaccinated population susceptible. Fortunately, the 
vaccines' high initial efficacy against hospitalization 
appears to be quite durable. The likely forthcoming ap-
proval of novel antivirals that are highly effective at 
preventing hospitalizations should dramatically limit 
the COVID-19-related healthcare load. Consequently, 
we do not expect the return of costly public health in-
terventions, but private precautions in parts of the 
country will likely dampen the pace of economic 
growth late this quarter and early in 2022. 

Spending Firepower  

As of 2021Q2, households were sitting on roughly 
7,000 dollars per person of excess savings thanks to 
stimulus checks, unemployment benefits, skipped 
rental and mortgage payments, and limited spending 
opportunities. The ongoing spend-down of these ex-
cess savings will support demand over our forecast. 

The pace of the labor market recovery remains strong. 
While payroll job gains have cooled in recent months, 
perhaps reflecting a large wave of infections, August–
October gains still averaged 442,000 jobs per month. 
The unemployment rate has declined 0.8 percentage 
points since July and currently sits at 4.6 percent. Fur-
ther brisk declines of unemployment rolls are likely, as 
a rebound in labor force participation remains elusive. 

The Inflation Dragon  

What initially looked like isolated price spikes (such as 
for used vehicles earlier this spring) have snowballed 
into broader-based inflation. The all-item Consumer 
Price Index (CPI) posted a 6.2 percent year-over-year 
increase in October, the fastest reading since Decem-
ber 1990. Higher energy and food prices are only par-
tially responsible for the headline, with core CPI infla-
tion rising to 4.6 percent, the highest since 1991. On-
going supply-chain disruptions, as well as sharply 
higher apartment rents, imply that consumer price in-
flation is unlikely to taper off in the near term.  
 

Supply Chain Matters  

Normally, supply chains are largely hidden from public 
view. Since September 2020, the surge in demand for 
manufactured goods has led to an unprecedented vol-
ume of imports at West Coast ports. Imbalances have 
been building for more than a year and are now pro-
ducing dramatic delays for international freight. These 
delays are likely to cascade through domestic supply 
chains, disrupting both production and consumption 
and exerting additional pressure on prices. 

Sales of light vehicles—products with long and com-
plicated supply chains—have suffered dramatic de-
clines in recent months owing to extreme parts short-
ages, highlighting the risks from supply-chain disrup-
tions. The annualized light vehicle sales pace col-
lapsed from 18.3 million units in April to just 12.2 mil-
lion units in September, before ticking up to about 13 
million units in October. Fortunately, the global silicon 
chip shortage that has plagued vehicle manufacturing 
now appears to have peaked. That should allow most 
manufacturers to ramp up output soon, but a return to 
full production and the rebuilding of inventories will 
likely take many months, if not years. Vehicle prices 
will likely remain high in the meantime. 

Fed Off the Accelerator 

With consumer price inflation at 6 percent, house price 
appreciation near 20 percent, and the unemployment 
rate down to 4.6 percent, the Federal Reserve is finally 
taking its foot off the gas pedal, announcing that it will 
start tapering its purchases of Treasuries and mort-
gage-backed securities. The Fed has now acknowl-
edged that substantial progress has been made to-
ward its twin goals of maximum employment and infla-
tion that is on track to moderately exceed 2 percent for 
some time. 

Consistent with our inflation and labor market outlook, 
we expect the first hike in the target range of the fed-
eral funds rate to come in June 2022, followed by grad-
ual increases, with the effective federal funds rate 
climbing to 1.1 percent by the end of 2023. 

The Biden Agenda Meets Inflation 
In a November surprise, the House of Representatives 



 
 

passed the Bipartisan Infrastructure Investment and 
Jobs Act. The progressive caucus had previously in-
sisted on tying the infrastructure bill to the fate of the 
Biden Administration’s Build Back Better proposal.  

While high inflation is likely to complicate the passage 
of the rest of the Biden agenda, we still expect a large 
reconciliation package to become law late in 2021, 
suspending the debt ceiling at the same time. Details 
remain fluid, but we expect an extension of the child 
tax credit, earned income tax credit, and healthcare 
subsidies for the duration of the forecast.  

We do not expect increases in corporate or personal 
tax rates, while other revenue provisions are likely to 
be slimmed down considerably during upcoming ne-
gotiations. Additionally, the cap on the state and local 
tax deduction is likely to be greatly relaxed. 

The federal deficit declined to 13.3 percent of GDP in 
fiscal 2021, only slightly lower than the 13.6 percent in 
2020. Strong growth in current receipts, both from real 
growth and from high inflation, combines with a sizable 
reduction in expenditures to produce a sizable reduc-
tion in the deficit. It falls to 5 percent of GDP in fiscal 
2022 and 3.8 percent in 2023. 

The 2022–23 Outlook 
The annualized real GDP growth pace rebounds par-
tially, to 3.6 percent in 2021Q4, as consumption 
growth recovers but remains constrained by supply-
chain difficulties. Another wave of the pandemic slows 
growth in the first quarter of 2022. Growth picks up to 
an average of over 5 percent in the second and third 
quarters. The quarterly growth pace then declines to 
2.2 percent by the end of 2023. Calendar-year real 
GDP growth registers 5.4 percent in 2021, 4.0 percent 

in 2022, and 3.1 percent in 2023.  

Annualized core CPI inflation falls to 3.4 percent in 
2021Q4, but it holds above 2.8 percent throughout 
2022, as the shelter component rises and certain sup-
ply shortages prove challenging to resolve. Further in-
creases in food prices cause all-item CPI inflation to 
run above core in the near term. On an annual basis, 
core CPI inflation picks up to 3.9 percent in 2022 be-
fore cooling down to 2.7 percent in 2023. Headline an-
nual CPI inflation stays flat at 4.5 percent in 2022. It 
falls to a much more comfortable 2.5 percent in 2023, 
helped along by sliding energy prices.  

The light vehicle production outlook is improving as the 
semiconductor shortage starts to ease. The light vehi-
cle sales pace rises to 13.8 million units in the fourth 
quarter of 2021 and climbs all the way to 16.2 million 
in 2022Q2. Elevated prices delay the return to the pre-
pandemic sales pace until 2023, though. Light vehicle 
sales total 15.2 million this year, 16.1 million in 2022, 
and reach 17.3 million in 2023. 

Overcoming material shortages and propped up by 
high prices, the annual pace of single-family housing 
starts increases by 50,000 in 2021Q4. In 2022, single-
family starts increase by 91,000 units. As housing 
prices flatten out in 2023 and mortgage rates top 4 per-
cent, single-family housing starts stabilize at an annual 
pace of 1.26 million. Multi-family starts average about 
460,000 during 2022–23. 

Monthly payroll job gains stay around 300,000–
400,000 through 2022. That pace brings employment 
above its pre-pandemic level in 2022Q3. Slow growth 
of the labor force contributes to fast further declines in 
the unemployment rate, which falls to an average of 
4.0 percent in 2022 and 3.5 percent in 2023. 


