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Tracking the Economy

— Eric Makela, Economist

— Phil Cummins, Senior Economist
Overview

The national economy continued to show signs of improving health in September. The
pace of recovery has slowed. Nonfarm payroll employment increased by 661,000 in September.
American employers have 22.7% of employed persons working remotely. Industrial production,
as measured by the Federal Reserve Board’s (FRB’s) industrial production index (IPI), was up 0.4%
in August, the fourth consecutive month of expansion. Gross domestic product adjusted for
inflation (real GDP) decreased at a 31.4% annual rate in the second quarter of 2020, according to
the Bureau of Economic Analysis (BEA).

Ohio employers added 45,500 nonfarm payroll workers in August, and the state’s
unemployment rate edged down to 8.9%; employment totals generally rose across industries.
The state’s real GDP fell at an annualized rate of 33.0% in the second quarter of 2020 in response
to COVID-19 and its fallout, leading to a sharp drop in wage income and proprietor’s income
during the quarter. The market for existing housing remains heated, as demand for homes
remains high despite challenges posed by the pandemic, and as of August 2020 the YTD dollar
volume of existing home sales in Ohio was 4.9% greater than in 2019.

The National Economy

Nonfarm payroll employment increased by 661,000 in September, and the national
unemployment rate declined by 0.5 percentage point, to a seasonally adjusted 7.9%. In April, at
the height of the national pandemic response, the unemployment rate stood at 14.7%. Rates of
unemployment decreased among all age and racial groups during September. The seasonally
adjusted number of persons in the civilian labor force decreased by 695,000 during the month.!8
The labor force participation rate declined for both men and women in September.® The trend
in the national unemployment rate can be seen in Chart 6.

The increase in nonfarm payroll employment in September followed substantially larger
increases in May through August. Nevertheless, the recovery in employment in the latest five
months totaled only about half of the jobs lost in March and April. Among industries, seasonally
adjusted employment growth in September in leisure and hospitality (+318,000) and retail trade
(+142,000) was sizable, while employment increased in health care and social assistance
(+108,000), professional and business services (+89,000), transportation and warehousing
(+74,000), and manufacturing (+66,000). Government employment decreased by 216,000 in
September, seasonally adjusted, mostly the result of fewer than usual employees returning to
work with both local and state government education employers. Compared to September 2019,
seasonally adjusted employment has decreased in the significant majority of industries. Some

18 The civilian labor force equals employed persons plus unemployed persons who have searched
for work during the previous four weeks.

¥ The labor force participation rate equals the civilian labor force divided by the civilian,
noninstitutionalized adult population.
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exceptions are general merchandise stores (+212,000), couriers and messengers (+111,300), and
warehousing and storage (+60,600). The trend in national employment can be seen in Chart 5.

A new segment of the U.S. Census Bureau’s household survey attempts to document
pandemic-specific changes to work practices. In September, around 19.4 million persons
reported either not working or working fewer hours because their employer lost business due to
the pandemic. In addition, 22.7% of employed persons worked remotely during the month, down
from 24.3% in August.

Nationally, initial and ongoing claims for unemployment insurance (Ul) remain elevated
but have declined significantly since the early onset of the pandemic. For the week ending
October 3, a seasonally adjusted 840,000 initial unemployment claims were filed, down 9,000
from the previous week and well above the average of about 213,000 weekly claims filed from
the last full week in December 2019 through March 7, 2020. Insured unemployment, a measure
of the number of continued Ul claims, was 11.0 million during the week ended September 26,
down from a high of 24.9 million the week of May 9, and the lowest number of continued claims
since March.

Real GDP decreased at an annual rate of 31.4% nationally during the second quarter of
2020, according to the third estimate released by the BEA. During the second quarter, personal
consumption expenditures (PCE) on goods decreased at a seasonally adjusted annual rate of
10.8%; the most notable decreases in this spending category were in clothing and gasoline and
energy goods. PCE on services decreased at a rate of 41.8% during the quarter, led by a drop in
spending on health care as consumers delayed elective procedures and hospitals focused on
pandemic readiness. After-tax corporate profits during the second quarter of 2020 were 18.8%
lower than during the same quarter a year prior.

The FRB’s Open Market Committee (FOMC) decided to keep the federal funds interest rate
steady at a range between 0% and 0.25% during their most recent meeting from September 15-16.
In a press release, the FOMC anticipated the committee would keep interest rates at this level until
the labor market approached maximum employment and inflation had trended above 2% for a
period of time. FRB members projected a drop in real GDP of between 3% and 4% in the four
quarters ending in the current quarter, followed by growth between 3.6% and 4.7% in the four
quarters of CY 2021, above the economy’s longer-run growth trend.?°

National industrial production, as measured by the FRB’s IPI, rose by a seasonally adjusted
0.4% in August, following postcontraction growth of 1.0% in May, 6.1% in June, and 3.5% in July.
In August, the total IPl was 7.7% below its level a year prior. Among major industry groups,
manufacturing production increased by 1.0% in August; mining (-2.5%) and utilities (-0.4%)
contracted during the month.

The manufacturing purchasing managers index, derived from a survey of manufacturers
by the Institute for Supply Management, measured growth in September for the fourth
consecutive month, though employment decreased at more firms than it increased. Input prices
increased for the fourth straight month, and firms reported shortages of intermediate inputs
such as aluminum, capacitors, and lumber.

20 projections derived from Table 1 of the Federal Reserve Board’s “Projection Materials”:
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20200916.pdf.
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The rise in prices for goods and services continued in August, as the consumer price index
(CPI) for all items increased by 0.4% during the month. During August, the price of food increased
by 0.1% while the price of energy increased by 0.9%. Prices of commodities, less food and energy
commodities, increased by 1.0%, the largest monthly increase of the year. Compared with a year
earlier, prices for all items were 1.3% higher in August, while prices for all items less food and
energy were up 1.7% year over year.
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The Ohio Economy

Ohio’s economy added a seasonally adjusted 45,500 nonfarm payroll jobs in August, and
the state unemployment rate decreased by 0.1 percentage point, to 8.9%. States with the highest
unemployment rates during the month were Nevada (13.2%) and Rhode Island (12.8%). The
states with the lowest unemployment rates during the month were Nebraska (4.0%) and Utah
(4.1%). Ohio’s unemployment rate has declined from a high of 17.6% in April, though much of
the decrease occurred in the months immediately following the initial rollback of COVID-19
lockdown orders. Chart 6 displays Ohio’s unemployment rate.

Nonfarm payroll employment in Ohio increased across a range of industries in August.
Among private sector industries, the most job gains were measured in educational and health
services (+12,300), professional and business services (+7,500), and trade, transportation, and
utilities (+6,800). The seasonally adjusted number of manufacturing jobs increased by 4,500, with
gains almost evenly split between durable goods (+2,300) and nondurable goods (+2,200)
segments. Total job gains in the private sector in August were 37,700. Payroll employment by the
federal government in Ohio increased by 8,200 in August, likely due to a rise in the number of
temporary Census workers. Chart 5 shows Ohio nonfarm payroll employment.??

Ohio’s real GDP fell at a seasonally adjusted, annualized rate of 33.0% during the second
qguarter of 2020, according to new data released by the BEA; the rate of contraction among all
states in the Great Lakes region was 32.8%.22 Among industries, reductions in activity in durable
goods manufacturing and in health care and social assistance had the greatest impact on the
measured decrease in Ohio’s GDP. Shutdowns in response to the health crisis brought about
economic strain across the nation, as real GDP contracted at more than a 21% rate in each state.?

The personal income (Pl) of Ohioans increased at a seasonally adjusted annual rate of
37.8% during the second quarter of 2020, an increase in total personal income that ranked 20t
among states.?* During the first quarter of this year, Pl grew at a rate of 3.6%. During the second
quarter, net earnings, equal to worker compensation plus proprietors’ income minus
government social insurance taxes, plummeted at a 28.3% rate, while income from dividends,
interest earnings from financial holdings, and rent payments decreased at an 8.5% rate.
Unemployment compensation and other transfer payments soared, accounting for the overall
increase in PI.

Earlier this year, Opportunity Insights, a consortium of businesses, nonprofits, and
academic institutions, began collaborating to publish select indicators of economic recovery from
the recent economic contraction.?® In the week ending September 25, the number of job postings

21 During the COVID-19 pandemic, the Ohio Department of Job and Family Services produced a
county-level count of job-posting trends by occupation and employer. The County Job Trends Report is
available on the Department’s website at: ohiolmi.com/Home/COVID-19.

22 States in the Great Lakes region are lllinois, Indiana, Michigan, Ohio, and Wisconsin.
2 The annual rate of GDP change was 20.4% in the District of Columbia.

24 personal income is direct income from wages and salaries, rental income, business income,
income received from ownership of financial assets, and government transfers.

% https://tracktherecovery.org/.
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was down 31.2% compared to January 4-31.26 Opportunity Insights’ measures of consumer
spending suggest that, as of September 20, Ohioan’s weekly spending on restaurants and hotels
was down 20.5% compared to January, while spending on transportation was down 48.6%.
Spending on general merchandise and groceries were up 15.4% and 20.8%, respectively, during
the same time frame.?’

According to the Ohio Association of Realtors, both the dollar value and number of
transactions for existing homes were greater in August 2020 than in August 2019. The total
number of existing home sales during the month was 4.2% above that a year prior, while the
average sale price was 12.3% greater. Despite some logistical challenges caused by the current
health crisis, the YTD dollar volume of existing home sales reached $21.2 billion in August, a 4.9%
increase over 2019.

Economic Forecast Update

The table below updates the economic forecast published in this space in July. Economic
weakness in this year’s first half was severe, but less so than it appeared to be three months ago.
Real GDP nationwide plunged at about a 31% annual rate in the April-June quarter, the sharpest
fall on record but short of the 42% rate of decline anticipated at that time. Other measures of
the economy in the nation and Ohio generally show similar patterns, as COVID-19-related
economic shutdowns depressed activity.

The table compares the current outlook for the economy with the outlook last year, as
predicted in forecasts from IHS Markit released in September of this year and in May 2019. The
May 2019 predictions as well as other variables were inputs to forecasts by LBO economists of
GRF revenues, for use by the legislature in enacting H.B. 166, the current biennium’s main
operating budget act.

As noted here three months ago, economic forecasts are inherently uncertain. This is so
even in the best of times. Current uncertainty is exacerbated by the COVID-19 pandemic. Efforts
to tamp down flare-ups of infections as they occur, and the extent of success in researching
effective treatments and vaccines, will substantially influence the future course of sales,
production, and employment

Figures shown in the table below are percent changes from the average of the four
quarters in FY 2019 to that for FY 2020 and from FY 2020 to FY 2021, except that unemployment
rates are averages for the four quarters of the fiscal year indicated.

On a fiscal year basis, comparing the May 2019 forecast with the September 2020
forecast, overall growth of U.S. real GDP was lower by 3.4 percentage points for FY 2020 and by
2.1 percentage points for FY 2021. Downward revisions for Ohio real GDP were 3.8 percentage
points and 1.4 percentage points, respectively, for those years. Wage and salary income was also
revised sharply lower for both the nation and the state, but total Pl growth is estimated to have
been stronger in FY 2020 than anticipated in May 2019 because of federal fiscal support through

26 All dates in this paragraph are in reference to the year 2020.

27 Consumer spending data for the Opportunity Insights project is based on purchase data from
consumer credit and debit card purchases. As compared to data published by the BEA, the sample is
smaller and is based on the state where the cardholder lives, rather than where the transaction occurs.
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expanded unemployment compensation and other transfer programs. Inflation, on average, is
generally below rates expected in May 2019.

Revisions to IHS Markit Economic Forecast for FY 2020 and FY 2021

_ Forecast for FY 2020 as of | Forecast for FY 2021 as of

Variable Name (National) x)i; Sepztgg'(n)ber Sepzt;;;:)ber
U.S. real GDP growth 2.3% -1.1% 2.0% -0.1%
U.S. wage & salary growth 4.6% 1.7% 4.7% 2.8%
U.S. Pl growth 4.3% 5.1% 5.0% 1.8%
U.S. CPl inflation 2.5% 1.6% 2.0% 1.7%
U.S. nonfarm employment growth 1.4% -1.9% 0.9% -1.9%
U.S. unemployment rate 3.5% 6.0% 3.5% 7.5%

Forecast for FY 2020 as of

Forecast for FY 2021 as of

Variable Name (Ohio May | September | May | September
Ohio real GDP growth 1.7% -2.1% 1.1% -0.3%
Ohio wage & salary growth 4.0% 0.2% 3.7% 2.1%
Ohio PI growth 4.1% 5.4% 4.2% 2.0%
Ohio nonfarm employment growth 0.9% -3.2% 0.2% -2.1%
Ohio unemployment rate 4.1% 6.8% 4.1% 8.1%

Chart 7 below shows the September 2020 quarterly forecast for Ohio real GDP.

Quarter-to-quarter changes are shown in the chart at annual rates, for FY 2019, FY 2020, and
FY 2021. BEA’s initial estimate, published subsequent to the forecast shown in the chart, is that
Ohio real GDP fell in the second quarter at a 33% annual rate, a smaller decline than anticipated
in IHS Markit’s forecast. Ohio real GDP is expected to begin recovering in FY 2021, but not to rise
above its prerecession peak until the last quarter of FY 2022.
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Chart 7: Ohio Real GDP
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