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The Pandemic Recession uC
RIVERSIDE

= Covid-19: Tracking the Disease
—Over 22 million cases globally, 780,000 deaths
—US roughly one quarter of all cases, deaths

—UItima;er US will experience ~200,000 additional deaths this year (typical year ~ 3
million

= The Pandemic Recession
—Consumer Fear / Health Mandates sharply slowed economic activity
—Q4 19 to Q2 20 ~11% decline in real GDP (Great recession 6% decline over 6 quarters)
—Unemployment still in double digits

= The big question: where from here?
—The “U” or “V” or “whatever” debate
—Driver 1: the path of the virus itself
—Driver 2: The economic response to the presence of the virus
—Driver 3: Damage to the economy from pandemic driven closures
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How Bad? [

RIVERSIDE
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The Great Recession vs today RWEES,DE

= Subprime Lending Bubble = The Pandemic Recession
—Driven by consumer fear

—Very large, rapid, but not sustained
—No reason for structural shift

—$15 trillion in borrowing 01-07
—~Collapse of lending standards

= Caused massive imbalances in = Harm to economy is building now

econom
Hous?;g and consumer spending —Loss of revenue / incomes
bubbles —Supply chain effects

Broad range of possible outcomes
1. How healthy the economy?
2. How much of the economy was closed?

3. What has the government done to
intervene?

4. How long will the pandemic impact
economic activity?

5. Will there be a major shift in post-
pandemic spending patterns

—Record low savings, massive trade
deficit, consumer debt levels
= 8 years to recovery

—Truly lost jobs, rebuilding incomes,
careers

—Flow-Stock problems (housing, cars)
—Balance sheet issues
—Financial markets near collapse
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Economic Outlook: How we have shifted [

= April 2020: Call the “V”

—Economy is resilient: can withstand a
large shock without long-run damage

—The US has moved past the peak of

cases, with good public policy we should
have it under control by Q3

—Recovery can take place by end of year

= June 2020

—*“U” camp caught off guard by May jobs
surprise

—Spending numbers verify jobs

—Warning sign: new cases no longer falling,

wider “V*?

RIVERSIDE
= July 2020: Good / Bad News

—The recession is over, we are already on
the path to recovery

—Massive government stimulus has
supercharged potential demand

—Little signs of long run damage to
economy

—The US did not have good public policy,

and the US experienced a second surge in
cases

= August 2020: Good News

—Silver lining #1: The new surge looks to
have peaked

—Silver lining #2: The new surge did not
cause a double dip recession

UCR Center for Economic Forecasten8ohdvetopmeérst |

9/3/2020



9/3/2020

Where are we now? T
RIVERSIDE
2020 2020
2019 Q1 Q2 2019 Q1 Q2
GDP 2.4 -5.0 -32.9 (PCE) 25 -6.9 -34.6
Final Demand 2.4 -4.8 -29.6
: Health care 06 -29 -137
Consumption 1.7 -48  -251 Food accommodations 01 -24 -7.8
g°°§’s gg 22 2;; Recreation services 01 -15 -6.7
ervices . -4. -22. -

Investment 03 02 5.4 Other serwc_:es _ 03 -11 -56
Transportation services 01 -1.0 -4.1

Structures 0.1 -0.1 -1.2 .
. Clothing and footwear 01 -11 -13
Equipment -0.1 -0.9 -2.1 Gasoli d 00 -04 12

PP 0.2 0.1 03 asoline and energy .0 -0. -1.

Residential 0.1 07 18 Other durable goods 0.1 -03 -1.0
Inventories 04 1.3 4.0 Food and beverages 01 20 -04
Trade 03 11 0.7 Furnishings 0.1 -0.1 -0.2
Exports 0.0 11 94 Other nondurable goods 04 1.0 0.0
Imports 0.3 2.3 10.1 Motor vehicles and parts 0.0 -1.1 0.3
Government 0.5 0.2 0.8 Financial services 0.2 -0.2 0.4
Federal 0.3 0.1 1.2 Housing and utilit 0.2 -0.1 1.0
State local 0.2 0.1 -0.4 Recreational good 04 02 1.2

The Rebound: Overall Activity [

RIVERSIDE
Our June Current Activity Indicator now stands at -1.3% (vs. -9.0% in May):
Percent change, annual rate Percent change, annual rate Peak to
re— [° Cycle  Trough Total
0 1 ro 08-09 -5.8% -27.2%
5 | ] 80-82 -7.5% -15.0%
0 1 I 91 2.8% -10.2%
15 | L 15 74-75  -42% -7.5%
01 -0.9% -5.7%
20 1 Gurrent Activity Indicator* (CAI) [ -20
25 | u Manufacturing Consumer L 25
. IE)?::; u Housing 20 -2.6%
-30 -30

Jun Aug Oct Dec Feb Apr Jun Aug Oct Dec Feb Apr Jun
2018 2019 2020

*First principal component of 37 key weekly and monthly US economic indicators.
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The Rebound: Spending

UC

Auto / Light Truck Sales Retail Sales to July Total Growth July-July 27
SAAR to July 500000
220 Nonstore retailers 24.7
480000 . .
20.0 Sporting goods, hobby, musical 17.8
18.0 460000 Building material & garden eq & 14.8
Food & beverage stores 1.1
16.0 440000 Grocery stores 10.6
. M hicl | A
14.0 420000 otor vehicle & parts dealers 6
12.0 Auto & other motor veh d 5.8
400000 Miscellaneous store retailers 4.5
10.0 Health & personal care stores 3.2
8.0 380000 Furniture & home furn stores -0.7
6.0 360000 Electronics & appll.ance stores -2.8
5. 8. 5. 5. 8. 8. 5. 5. 8. 5. 5. 5. 5. 5. 5 5 S‘ S‘ 8. 5. 5. 5 General merchandise stores -13.4
5885883538588 5 5883:-83588 Gasoline stations -15.6
388332 2FTeEeR LOoO~~o 222 Food services & drinking places -18.9
O O O OO0 OO0 OO0 O O O O O O O O O O ©o O
NN AN NANNNNNN A NN NN NN N Clothing & clothing accessories -20.9
UCR Center for Economic Forecasting & Development |
9
RIVERSIDE
Total Nonfarm Employment
1600 — June 2020 Change
1550 Emp (000s) o, |Absolute | Feb-Jun
(000s)
5}‘1500 Total Nonfarm 1,394 -10.0 -156 -11.0
4 1450 Hospitality 118 -31.6 -55 -30.8
S Information 9 -16.4 2 -12.9
= Retail Trade 159 -12.4 -23 -11.6
= 1400
GEJ Manufacturing 90 -8.8 -9 -7.4
2 1350 Admin Support 97 -8.8 -9 -11.5
TE?- Edu/Health 239 -64 -16 -7.0
w 1300 Construction 102 -6.2 7 5.4
1250 Government 243 6.1 -16 -8.6
Wholesale Trade 64 -43 -3 -6.5
1200 Prof/Sci/Tech 39 -39 -2 -4.8
d\% N,\b «,\b Q/,\Go Q',\« \',(\ d’\ X\% NI «,19 dg Elna.n::e 1:2 g? 2 -:.:
S o R @R (@ W @7 QT P @ O ogistics 3. N 6.
Yo« N = R Management 9 -02 0 -4.6
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Labor Market

Labor Force

113
June 2020 Labor Force (1-Yr % Chg)
111" nland Empire: 2.0 Mil (-1.0%)
109 Los Angeles: 4.9 Mil (-4.0%)
107 Orange County: 1.6 Mil (-2.3%)
3 San Diego: 1.6 Mil (-1.1%)
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Unemployment Rate
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Real Estate?

As many as 30% of Americans with home loans —
about 15 million households — could stop paying if
the U.S. economy remains closed through the
summer or beyond, according to an estimate by

Mark Zandi, chief economist for Moody's Analytics.
Apr 2, 2020

Forecasting an economic tsunami as foreclosures
rise and mortgages sink underwater

As household incomes decline due to unprecedented job losses, mortgage payments will
be difficult or impossible for millions of people.

By Rachel Bratt Updated April 16, 2020, 3:00 a.m.

= fYyEe

UC

RIVERSIDE

Home prices rosé in June, but they’ll
likely fall in 2021: Corelogic

By Paul Centopani  August 04,2020, 452p.m. EDT  1MinRead

n Price appreciation jumped 4.9% annually in June and 1% month-over-month, according to

Carllcahn Says Commercial Real
Estate Market Will ‘Blow Up’

March 16, 2020 =

UCR Center for Economic Forecasting & Development |
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Housing Permits b
RIVERSIDE

Permits to July New Home Sales
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Housing Case Shiller HPI (SA) mﬂ

DI\,
2019 2020 Ann% /ERSIDE

Existing Homes Sales U.S. N_atlonal 3.9% 4.7%
Phoenix 6.9% 10.8%
7000000 Cleveland 4.0% 10.5%
Tampa 4.8% 8.7%

6000000
Minneapolis 3.7% 8.2%
5000000 Miami 2.9% 5.1%
Charlotte 4.8% 5.1%
4000000 San Diego 5.1% 5.1%
Las Vegas 3.2% 4.8%
3000000 Boston 4.5% 4.3%
Los Angeles 3.4% 4.2%
2000000 Seattleg 51% 3.9%
Denver 3.7% 3.9%

1

000000 Chicago 0.4% 3.3%
0 L _ New York 0.9% 3.0%
5555555555555 BE Blallo 2 flifo
géggéécﬁg‘g‘ggg‘g Atlanta 4.5% 2.0%
P G s G (i Portland 4.3% 2.0%
S ocooood88y8y984g98 San Francisco 3.1% 1.8%
AN AN AN AN A Dallas 2.6% 0.9%
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Number of Permits Issued
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*year-to-date as of Q2

Source: CIRB

City of Riverside Residential Permits

Single-family

Permits

YTD
Q2-2020

Riverside 3,970
Los Angeles 2,654
San Bernardino 1,621
Orange 1,287

UCR Center for Economic Forecasting & Development |
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Multifamily Permits

m |
Q2-2020 Chg’

102 -1,077
6,702 -632
485 -309

1,660 -1,117
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Home Prices and Sales

Median Prices and Sales
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400 95
|
2 2]
gBOO \ e | 85 S
el " A I T il 50 =
S 250 \ A 1 1 »
| (| 75 2
' ©
gZOO | A 70 n
8150 1] | g
o 65 2
100 6.0
50 5.5
0 5.0
NN TN N TN T I S\
> F FFSIFFFS
= Prices Sales

Source: CorelLogic

City

Median Prices
($, 000s)

Riverside 454.0
Temecula 495.0
Moreno Valley 3515
Perris 339.5
Corona 547.3
Murrieta 450.0

UCR Center for Economic Forecasting & Development |
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8.8

8.2

7.8

7.3

6.4
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Yr %
g

713 9.2
432 19.7
440 1.7
171 -8.6
513 -3.2
464 26.8

16



Financial problems? [
RIVERSIDE

Quarterly Transition Rates for 30-60 Day
Late Mortgage Accounts

Delinquency (30+) by Loan Type

16 16
14 | 1147 60
Student 12
10 | To 90+ days
8
6
4
To Current
Revolvin 2
g
0 \\\\\\\\\\\\\\\ 0 05\\&\@\@0\@@@0\0\@@60\0\ 0
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Source: New York Fed
Source: New York Fed Consumer Credit Panel/Equifax
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Daily Hotel Occupancy Office-Using Employment
Year-over-Year Percent Change
85% 85% 10% 10%
75% t75%
5% T T 5%
65% b 65%
55% L 559 0% 1 [ 0%
45% t45% 5o 1 5o
35% t+ 35%
-10% + -10%
25% [ 25% —Office-Using: Apr @ -6.8%
—Total, Ex-Office: Apr @ -14.6%
15% 15% -15% ' —_— - —L -15%
10-Feb 2-Mar 23-Mar 13-Apr 4-May 25-May 71 75 79 83 87 91 95 99 03 07 11 15 19
Source: Wells Fargo UCR Center for Economic Forecasting & Development |
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Industrial and Retail: Push and Pull

UC

E-commerce share retail sales Real Trade Flows
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o Cost of Rent ($) Vacancy Rate
ice
Q2-2020 1-Year % Change Q2-2020 1-Year Change
3

Nonresidential Rents and VVacancies

San Diego 34.2 X 16.1 0.4
Los Angeles 40.6 2.7 14.4 0.1
Inland Empire 23.3 1.3 16.6 -0.4
Orange County 34.9 1.1 16.9 0.4

Cost of Rent ($) Vacancy Rate
Q2-2020 1-Year % Change Q2-2020 1-Year Change
0.5 71

Los Angeles 33.8 . -0.1
San Diego 32.5 0.3 6.3 0.3
Orange County 34.3 0.2 5.5 -0.3
Inland Empire 23.2 -0.7 9.8 -0.1

Cost of Rent ($) Vacancy Rate
Q2-2020 1-Year % Change Q2-2020 1-Year Change
9.2 2.1 9.6 0.7

San Diego . .

Inland Empire 5.8 1.6 10.5 1.9

Los Angeles 8.0 1.5 6.1 1.3

Orange County 7.6 0.5 7.9 0.5
Source: REIS UCR Center for Economic Forecasting & Development |
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City of Riverside Commercial Permits T
RIVERSIDE
Total Permit Valuations
200 Permit Tvpe Year-to-date 1-Year Abs.
o yp Q2-2020 (000s) | Change (000s)
S 160
= 140
‘i:; 120 | Commercial 4,347.4 -5,635.7
5 100
S 80
= 60
£ 40 I ‘ ‘ | ‘ Alterations 20,1495 -10,233.3
[0)
o 20
0 _ ! I ! ‘ I ! l ! _ l =
O DO O NI YD X0 0 A DO x &
FESESTTFFTSSTSTTS 8% offce 1.844.2 576.9

= Commercial Alterations

*year-to-date as of Q2

Source: CIRB UCR Center for Economic Forecasting & Development |
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Policy (Over)reaction Eﬂ

RIVERSIDE
CARES Act: $3.5 trillion in a $5.5 trillion =« The Fed
quarter —Rate cuts
= Households —Full QE efforts
—3$300 billion direct payments .
—$250 billion unemployment expansion OthleRrSEffortS' lavi
—Potential benefits = median weekly income _L , Istates. de aytlng tax payments
. . —1Local government moratorium on
Bus,$r)1§83600 billi Il busi I evictions
— - illion small business loans o
—L landl t
—3$500 billion economic stabilization for d:fg?afnd ords providing ren
airlines, national security important .
industries etc —Large public mortgage holders

allowing owners to defer mortgages

= Local government support —Food programs expanding

—$350 billion, direct payments to
governments, hospitals, airports, transit

UCR Center for Economic Forecasten8ohdvetopmeérst |
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The Balance between spending and incomes [
RIVERSIDE
2020 Personal saving as a % of DPI
Q4 Q1 Q2 35
Personal income 18,761 18,954 20,340 30
Compensation of employees 11,565 11,678 10,883
Proprietors' income 1,698 1,706 1,482 %
Government social benefits 3,109 3,190 5,609 20
Less: Personal current taxes 2,221 2257 2,109 15
Equals: Disposable personal income 16,540 16,697 18,232 10
Less: Personal outlays 15,336 15,103 13,538 5
Personal consumption exp 14,759 14,546 13,018
Equals: Personal saving 1,204 1,594 4,694 0 g % % 3 %I Erl-, E,?, $ 8. g E,Ir 8 Oo? “:. Q ﬁl '_T OF?
Personal saving as a %DPI 73 9.5 25.7 g § ‘§ E‘ §§ = <%’ §g é é g § g g- §§

23

Who is behind? [

RIVERSIDE

Spending by Income from Opportunity Insights

1o Aug 02,2020

-4.2%

Low Income

-11.5%

High Income

Jan 15 Mar1 Aprl May 1 Junl Jull Aug 11
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16000

15000

14000

13000

12000

11000

Commercial Bank Deposits: Billions

The Banking Conundrum

Bank credit
Treasury and agency securities: Mortgage-
backed securities (MBS)

Treasury and agency securities: Non-MBS
Loans and leases in bank credit
Commercial and industrial loans

Real estate loans

Real estate loans: Closed-end residential
loans

Real estate loans: Commercial real estate
loans

Real estate loans: Construction and land
development

Real estate loans: Secured by multifamily
properties

Real estate loans: Secured by nonfarm
nonresidential properties

Consumer loans

2.9%

4.5%

10.1%
2.3%
1.3%
2.0%

2.9%

2.3%

0.7%

4.3%

2.4%
3.2%

UC

RIVERSIDE

Feb to Aug Aug-Feb

2.6%

6.6%

3.0%
1.9%
-0.3%
2.6%

2.1%

4.0%

2.0%

7.2%

3.9%
2.5%

Feb-Aug
7.0%

9.4%

24.6%
4.9%
19.3%
1.2%

0.7%
2.5%
4.9%
3.2%

1.9%
-5.0%

UCR Center for Economic Forecasting & Development |
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Gov Debt as % of GDP Total Borrowing (Annual Billions)
140 5000
120 4000
100 3000
2
80 000
o
S 1000
) [\
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40
-1000
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© O - F MO MOODNLWD=—MODNDN L 0 PP I TP DD S D D D D S
PERENGRDIGPIPIQRIIG LT T Y SESSRRSSRSRRIREIRRRRR
§85558935555858538855953 nancial = Finandi
S 0z0px>?S5=s<=L->0z0nx" m Household = State Local m Federal m Non-Financial = Financial
Source: FRED UCR Center for Economic Forecasting & Development | 26
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The New Surge [
RIVERSIDE

= New US Cases running 50,000 plus per day
—This is not a second wave, only expansion of the first into new places
—Government re-instituted some mandates
—Little Economic Reaction this time

= Difference between market behavior and public health mandates
—~Consumer have reacted faster than government
—Businesses are learning to mitigate
—Broad health data shows far less serious outcomes of surge 2
—NPV on closures suggest they may not have been worth it

= Q4 should see continued reopening of business
—Number of new cases falling
—Air travel / large events lagging
—Some lagging behavioral issues
—Full recovery not until 2021 now

UCR Center for Economic Forecasting & Development |
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New Cases 1
RIVERSIDE

New confirmed cases of Covid-19 in New York, California, Florida, Texas and Arizona

Seven-day rolling average of new cases (per million), by number of days since 0.1 average daily cases (per million) first recorded
550 n
500
450
400
350
300

250

200
® California

150 Ariz‘urna’

100

50

a2 = =
— e S 8 New York

20 40 60 80 100 120 140 160 180 —
Number of days since 0.1 average daily cases (per million) first recorded
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COVID Cases

Statewide vs National
New cases per 1000 people

27-Jan 27-Feb 27-Mar 27-Apr 27-May 27-Jun 27-Jul

—California National

Source: Opportunity Insights/New York Times

UC

RIVERSIDE

County Level
New cases per 1000 people

27-Jan  27-Feb 27-Mar 27-Apr 27-May 27-Jun  27-Jul

—Los Angeles Orange County
—Riverside —San Bernardino

UCR Center for Economic Forecasting & Development
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No New Recession Eﬂ
) RIVERSIDE
-s%-
Total
i v\ﬁ
‘/\/J\_"\n
5P,000 cases 7-day
average
0 __/
= 1 I 1 1
Margh April May June luly Aug.
UCR Center for Economic Forecasting & Development |
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tv Insi ug
Opportunity Insights IVERSIDE

Debit/Cred Spending by Income Level All Debit/Credit Spending
California

0.1
0.05

-0.05
-0.1
-0.15
-0.2
-0.25
-0.3
-0.35
-0.4
-0.45

—Los Angeles Orange County
—High Income Low Income =—Middle Income —Riverside —San Bernardino

Source: Opportunity Insights/Affinity Solutions UCR Center for Economic Forecasting & Development
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Statewide vs National County Level
Ul Claims per 100 people Ul Claims per 100 people
6 6
5 5
4 4 \
3
3
2
1
0
O SR B R R N O T T T T AN N QLS
B A R SRt A ARG S
RPN BGYP NP IR VS GBS CORP)
—|os Angeles Orange County
—California National —Riverside =—San Bernardino
Source: Opportunity Insights/Department of Labor UCR Center for Economic Forecasting & Development
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2020: The Long Run Still Matters b

RIVERSIDE

= It ain’t good, but it ain't that bad.. = Wildcards

—The “V” is the only logical outcome —True Second round of outbreaks /

—Speed of recovery dictated by pace at shutdowr]s .

which virus gets under control again —Global S|tuat|9n _

—Behavior, not policy at center of issue —How long until travel gets going
= Baseline Forecast — Govemment budgets

—4.8% Q1. -32%Q2. 26% Q3. 8% Q4 = The true enemy: Miserabilism

—Unemployment below 7% by year end —Mo;e tt)ad policy driven by a basic lack of

contex

—Moderate upticks in debt distress
—Stock market—who knows

—Little impact on long run real estate
values

—Retail / restaurants / tourism to lag

—Health needs conflated with culture wars

—Uncomfortable math: A lot of economic
damage relative to health outcomes

—NMuore targeted policies needed

UCR Center for Economic Forecasiten8ondvetopmérs |
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Thank You

chris.thornberg@ucr.edu | ucreconomicforecast.org
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