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The U or V Debate
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2019: The Year of the Bear
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Not all negative shocks are an existential crises
o Congress and the Fed vastly over-reacted to the 

pandemic
o The are now over-reacting to inflation, but 

dangerously in opposing directions

The US is not in a recession; it is cooling from 
white hot to lukewarm 

o Problems in economy driven by rapid shifts in 
structure of demand

o Plenty of pent-up consumer demand to keep the 
economy moving forward for now

o Inflation will just have to burn out on its own accord

Labor supply problem here to stay
o Demographic realities have given workers market 

power
o Earnings growth will fuel demand, squeeze profits

Real Estate: Not a collapsing bubble, more a 
frozen pipe

o Rising rates creating sticker shock
o RE fundamentals are solid, demand strong

Things are not fine
o The best policy is no policy, yet politics continues to 

panic over everything
o Economy dangerously brittle
o Long run issues are Federal debt and growing trade 

deficit

Navigating a World of Public Hysteria
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Warning signs?
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This is not a recession. 
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The Pandemic V…

What is a recession?
§ It is not two quarter of negative 

growth
§ A period of time when the economy 

performs at a level significantly 
below capacity

Why the “V”?
§ Pre-pandemic economy was healthy 

and well-balanced
§ Supply shock recession, rather than 

a demand shock
§ Pandemic shifted spending over 

time and across sectors, not 
canceled
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Real GDP Growth
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Final Demand GDP

2019 2020 2021 2022
Consumers 1.45 0.39 4.74 1.15

Durables 0.40 1.40 0.59 0.20
Non-Durables 0.32 0.81 1.04 -0.52
Services 0.74 -1.82 3.11 1.46

Investment 0.42 0.51 0.67 -0.05
Structures 0.20 -0.50 -0.14 -0.23
Equipment -0.18 0.06 0.28 0.22
IPP 0.33 0.22 0.56 0.50
Residential 0.08 0.74 -0.02 -0.54

Inventories -0.38 0.79 0.93 -0.88
Net Trade 0.40 -0.79 -0.72 -0.99

Exports 0.11 -0.83 0.70 0.49
Imports 0.29 0.03 -1.41 -1.48

Government 0.69 0.29 0.12 -0.35
Federal 0.26 0.42 0.04 -0.29
S&L 0.43 -0.13 0.08 -0.05
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The shift back to services…
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Still Pent-Up Goods Demand
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Federal Fiscal (Over)reaction
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Govt Benefits 2091.2
Income Hit -818.8
Ratio 2.5

Cumulative Excess $Billions 
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Mr. Powell’s War

Source: FRED 13
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QE: Then and Now

Problems of Excess Money
§ Short run: Money illusion 

causes lower interest rates, 
asset bubbles, national 
spending binge

§ Long run: inflation and 
inequality, transfers from savers 
to borrowers, investments 
become difficult to cost out, 
uncertainty hurts markets

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%
Ja

n-
67

Ju
l-6

9
Ja

n-
72

Ju
l-7

4
Ja

n-
77

Ju
l-7

9
Ja

n-
82

Ju
l-8

4
Ja

n-
87

Ju
l-8

9
Ja

n-
92

Ju
l-9

4
Ja

n-
97

Ju
l-9

9
Ja

n-
02

Ju
l-0

4
Ja

n-
07

Ju
l-0

9
Ja

n-
12

Ju
l-1

4
Ja

n-
17

Ju
l-1

9
Ja

n-
22

Money Supply (M2) Growth Rates

1 Year Growth 3 Year Growth



Beacon EconomicsBeacon Economics

The “wealthiest” generation ever?

0

500

1000

1500

2000

2500

3000

3500

4000

4500

5000

19
95

-0
1-

01
19

96
-0

8-
01

19
98

-0
3-

01
19

99
-1

0-
01

20
01

-0
5-

01
20

02
-1

2-
01

20
04

-0
7-

01
20

06
-0

2-
01

20
07

-0
9-

01
20

09
-0

4-
01

20
10

-1
1-

01
20

12
-0

6-
01

20
14

-0
1-

01
20

15
-0

8-
01

20
17

-0
3-

01
20

18
-1

0-
01

20
20

-0
5-

01
20

21
-1

2-
01

Wealth in bottom 50%, $Billion

-20.0%

-10.0%

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

0

20000

40000

60000

80000

100000

120000

140000

160000

19
85

-0
1

19
87

-0
5

19
89

-0
9

19
92

-0
1

19
94

-0
5

19
96

-0
9

19
99

-0
1

20
01

-0
5

20
03

-0
9

20
06

-0
1

20
08

-0
5

20
10

-0
9

20
13

-0
1

20
15

-0
5

20
17

-0
9

20
20

-0
1

US Household Net Worth

US Households Net Worth 3 Yr Growth %



Beacon EconomicsBeacon Economics

A Binging Economy…
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When trade constraints are a good thing…
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Inflation nation…
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The Inflation Conversation 

Excuses for inflation
⏤Supply chain issues
⏤The federal deficit
⏤Greedy corporations and profiteering
⏤Not enough manufacturing jobs in the US
⏤Biden’s bad green energy policies
⏤It’s Mr. Putin’s fault!
⏤Saturn isn’t aligned with Jupiter
⏤Disco is making a comeback
⏤Its that new host on Jeopardy!

“Inflation is always and 
everywhere a monetary 
phenomenon in the 
sense that it is and can 
be produced only by a 
more rapid increase in 
the quantity of money 
than in output.”

Milton Friedman
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Its Demand, not Supply
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QT or FF? The Fed’s Inflation Fighting Decision…
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The era of cheap money is ending…
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Gravity still works…
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Contradictory Efforts
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Context please
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Can Consumers keep going?
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Business is fine as well…
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Business’s real issue.

Source: VisitCalifornia

Job Openings Rate by Sector Jul-19 Jul-22
Total private 4.2 7.7
Health care 2.8 9.3
Leisure hospitality 6.7 9.3
Professional 5.4 9.0
Logistics 3.9 8.0
Other services 3.7 7.5
Financial activities 2.6 7.0
Information 3.9 7.0
Retail trade 4.9 6.5
Manufacturing 2.5 6.2
Education 2.6 6.0
Mining and logging 3.7 5.7
Government 1.5 5.2
Wholesale trade 2.8 4.9
Local education 1.6 4.7
Construction 5.1 4.7
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Where are the workers?
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Wages and Supply
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Regional Labor Markets

Source: FRED, BLS
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§Solutions
—Extensive: Increasing labor 

force through immigration (SR) 
or birthrates (LR)

—Intensive: Raising 
participation rates among the 
existing population

—Productivity enhancements: 
capital investments / skill 
training

Labor Shortage Solutions
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Residential Markets
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New Construction (Smoothed)
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Sticker Shock
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Market Collapse? Not a chance…
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Vacant Year 
Round 2022 7.6% 7.4% 9.6% 6.6%
For Sale / Rent 2.0% 2.4% 2.7% 2.0%

Vacant Year 
Round 2012 8.9% 9.9% 12.6% 9.0%
For Sale / Rent 3.3% 4.0% 4.7% 3.5%

Vacant Year 
Round 2008 8.6% 9.8% 12.3% 8.4%
For Sale / Rent 3.6% 4.9% 5.3% 3.6%

Overall Housing Vacancy
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Non-Residential Markets
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Date Change from 2019Aug-22p

Total Private Construction 40.5% 1425963

Residential 70.6% 912913

Nonresidential 6.4% 513051

Commercial 32.0% 108870

Power 6.3% 98013

Manufacturing 21.2% 96649

Office 0.8% 73784

Health care 16.2% 41386

Communication 4.5% 24332

Total Public Construction 7.0% 355314

Highway and street 4.2% 101969

Education -4.5% 77633

Transportation 7.1% 40610

Sewage and waste disposal 25.0% 31931

Public Water supply 37.4% 23723
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Non-Res Markets?
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California Non-Res Permits (Values)
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Office
Cost of Rent Vacancy Rate

Q3-21* ($) 1-Yr % Chg Q3-21* (%) 1-Yr Abs Chg
Phoenix 27.5 1.7 21.6 -0.5
Inland Empire 23.6 0.8 17.6 0.2
Los Angeles (MD) 40.9 0.5 15.8 1.2
Las Vegas 25.5 0.0 22.8 -0.6
Orange County (MD) 33.9 -2.1 18.3 1.1

Nonresidential Rents and Vacancies

Source: REIS

Retail
Orange County (MD) 34.3 0.0 5.8 0.1
Las Vegas 22.7 -0.1 12.8 -0.2
Los Angeles (MD) 33.5 -0.2 7.6 0.2
Phoenix 20.7 -1.1 9.6 0.0
Inland Empire 22.5 -2.7 9.9 0.0
Warehousing

Las Vegas 7.3 4.4 5.3 -1.8
Phoenix 6.5 3.7 9.6 -5.8
Inland Empire 6.0 3.6 5.0 -5.8
Los Angeles (MD) 8.2 3.4 3.8 -2.3
Orange County (MD) 7.8 2.9 3.9 -3.8

*YTD Q3
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The Fiscal Problem
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Interest Payments Deficit

New Fed Debt 
per person

5 Years $         30,000 
20 years $         60,000 
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The Long Run Still Matters

• The Economy is all right
• The “V” was the only logical outcome
• Recovery hampered by lack of supply
• Problem is overuse of stimulus
• Consumers are pushing inflation, not being hurt by it
• Global geopolitics are mainly a dangerous distraction

• Potential Scenarios
• 1: Dramatic Fed action, stops inflation and excess 

consumption but causes mild recession but 
quicker return to low rates

• 2: Let inflation burn itself out—a couple years of 
higher inflation until things settle out occurs. 
Rates and inflation remain higher

• Wild cards: Fiscal situation, $US, crazy politics• The Outlook: Expansion to Continue
• Wealth and income will drive consumer spending
• Construction to go into deep freeze
• On net US economy will grow, albeit slowly
• Inflation will continue to be hot, unclear when / if 

rates will reflect reality
• Economy is brittle—small shocks can have big 

consequences

• Construction: Chilly yet hot
• Transaction volumes, prices to subside
• Demand to remain solid, little sign of financial 

distress
• How long until things thaw? Depends on buyers 

and sellers
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