
Economic Growth in 
a Time of 
Disequilibrium:
Examining supply and demand 
imbalances caused by COVID-19 

Constance L. Hunter, CBE
Chief Economist 
Twitter: @constancehunter
constancehunter@kpmg.com

KPMG Economics

May 27, 2021

Henry Rubin
Economic Analyst
henryrubin@kpmg.com

Kenneth Kim, CBE
Senior Economist 
kennethkim2@kpmg.com

Timothy Mahedy
Senior Economist 
tmahedy@kpmg.com



2© 2021 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG 
International Limited, a private English company limited by guarantee. All rights reserved.

• The COVID outbreak in China and our resulting February 2020 forecast for negative U.S. GDP drove our first COVID chart book, “Mapping 
& Analyzing the Possible Impact of COVID-19,” released on March 4, 2020.

• Our third chart book, “A Bridge Past COVID-19” released on April 1, 2020, discussed the importance of fiscal assistance in preventing a 
depression by building a firewall around the COVID-impacted parts of the economy. We updated this chartbook several times as the
CAREs Act was passed into law and its implications became better understood.

• “V-U-L-nerability: How to Emerge from the Great Lockdown,” released on  June 3, 2020, explored the various shapes the recovery would 
likely take with a modified U seeming more likely than a V or an L. The Congressional Budget Office (CBO) expected more of an L shape, 
anticipating the recovery would take more than a decade. The recovery surpassed most expectations, especially for goods consumption.

• As the recovery took twists and turns, we released two editions of “Riding the COVID-Coaster,” with the first released on August 19, 
2020, that highlighted the emerging K-shaped recovery and challenges in connection with continued outbreak surges in the U.S. and 
around the world. 

• When it became clear that the fall and early winter surge in cases would take a dent out of the recovery’s progress, we issued two chart 
books, “Ruff Going for GDP,” on November 2, 2020, and “The Darkest Hour,” on December 12, 2020, to illustrate that the soft patch 
would likely be temporary if vaccination progress could accelerate.

• So far this year the story has been the uneven, K-shaped recovery and on February 22, 2021, we released  “A Tale of Two Economies,” 
detailing the myriad of impacts a K-shaped recovery has on the contour of the path of the economy.

• This chart book delves into current state of disequilibrium and what this means for the recovery. Due to the fiscal assistance and the 
demand coming from households in the upper leg of the K, goods demand has grown. Normally, this would cause the supply curve to 
eventually catch up, shifting down and to the right; more supply and softer prices. However, due to the pandemic, supply has been 
constrained while demand has continued to rise. This disequilibrium is causing bottlenecks and rising prices. We do not think it will last. 

A Year in Retrospective – Reviewing past chart books 
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Global Outlook
• The asynchronous recovery is contributing to supply chain bottle necks and harms the outlook for the global recovery. As the 

OECD astutely modeled in late March 2021, the trajectory is dependent on the virus. The virus is the arbiter of growth. 
U.S. Overview
• Due to a strong vaccination program and the fiscal and monetary firewall built around the COVID-impacted parts of the economy, 

the U.S. is seeing a surge in demand as re-opening progresses. 
Inflation Overview
• The lack of vaccinations in many emerging market economies is leading to supply disruptions in everything from plastics to palm 

oil. This is causing supply to shrink, rather than rise, as it normally would in the face of rising demand. As illustrated in the cover 
graphic, many products are seeing a spike in prices. While many economists expect the price increases to be either on-off jumps or 
transitory (likely to fall in future quarters), there is growing concern that the disequilibrium may bring about more than just a 
temporary rise in inflation expectations.

Labor Market Overview
• The disequilibrium in the prices for goods and the friction in the labor market will govern how quickly the recovery can advance. At 

present many surveys suggest firms are having difficulty re-hiring workers as the economy opens. This could lead to higher wages, 
bolstering concerns about the possibility that inflation expectations will become durably unanchored. 

Looking Past the Pandemic
• In order to parse the signal from the noise within the disequilibrium, we examine past episode of disequilibrium as well as some of 

the supply/demand dynamics in the current cycle. We also explore the antifragile nature of firms and economies, and suggest that 
their ability to adapt and respond to stressors has the potential to unleash significant productivity growth in the years to come. 

Where are we now? A state of disequilibrium
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Vaccination rollout highly varied

Source: KPMG Economics, Our World in Data, Johns Hopkins University (May 26, 2021), Haver Analytics
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Recession

— If we consider the trajectory of the 
global economy from late 2019 to 
late 2022, most economists 
forecast a modest but steady 
pace of growth. 

— The pandemic changed this and 
the global economy experienced 
a severe contraction. 

— The scenarios forecast by the 
OECD highlight that the virus is 
the arbiter of growth. 

— The sooner the virus is defeated, 
the less economic scarring and 
the faster a full recovery can 
commence. 

— A resurgence of the virus will 
derail global growth, something 
several countries have 
experienced so far this year. 

Returning to trend growth depends on virus trajectory
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U.S. likely to be the first to reach pre-pandemic trend
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— The U.S. will be the sole country to 
return to its pre-pandemic trend by 
the end of 2021, according to the 
OECD.

— While China saw only one quarter 
of negative growth, the pandemic 
was sufficient to derail the trend 
growth rate such that China is 
anticipated to be below its 2019 
trend pace of growth at the end of 
2021.

— Other countries have fared worse 
due to resurgent COVID 
outbreaks, stalled vaccination 
rollouts and interdependencies on 
economies that are still embattled 
by the pandemic. 

— These forecasts correspond to the 
dark blue trend line on the 
previous slide, it is well below the 
light blue trend line established 
prior to the pandemic. 
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Recession

— Emerging market countries are 
less equipped to deal with the 
health impacts of the virus and to 
date have ordered fewer 
vaccines.

— The continued vulnerability of 
many emerging markets to the 
pandemic is causing supply chain 
shortages in everything from palm 
oil to plastics. 

— Evidence suggests that economic 
scarring in emerging markets is 
likely to be significantly greater 
than in developed markets.

— Efforts to deploy vaccines around 
the world are critical to achieving 
a full economic recovery in 
developed economies as trade 
linkages expose them to 
emerging markets.  
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Lower-income countries remain vulnerable due to fewer vaccinations
— The high-income OECD 

countries have purchased 
vaccines in excess of their 
populations and they have the 
highest vaccination rates. 

— Meanwhile, countries such as 
Kazakhstan and Belarus have 
only ordered enough for less 
than one dose per person. 

— The lack of vaccines for those in 
the emerging markets threatens 
to hold back growth, disrupt 
global supply chains, and 
prolong the disruptive impact of 
the pandemic. 

— Even upper middle income 
countries such as Mexico, 
Hungary, Indonesia are 
significantly under-resourced. -30%
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SAAR% Q/Q% Y/Y%
1 U.S. 6.4 1.6 0.4
2 China 2.3 0.6 18.5
3 Japan -5.1 -1.3 -1.8
4 Germany -6.6 -1.7 -3.0
5 India* 11.0 2.6 1.0
6 U.K. -5.9 -1.5 -6.1
7 France 1.8 0.4 1.5
8 Italy -1.6 -0.4 -1.4
9 Brazil* 1.2 0.3 0.3
10 Canada* 6.0 1.5 0.1

Real GDP Growth Rates %

Top 10 Countries by GDP 2021 Q1 

Country reporting standard

Many countries faced challenges in Q1 as COVID cases surged

* Bloomberg consensus forecast
Source: KPMG Economics, National Statistics Agencies, Bloomberg, Haver Analytics

— The U.S. reports quarterly GDP on a 
Seasonally Adjusted Annualized Rate 
(SAAR) basis in order to gauge the 
trend pattern in growth. This reporting 
standard magnifies the trend and is not 
useful during a shock such as a 
pandemic. EU countries report quarter-
over-quarter growth. Emerging 
markets, such as China and India, 
often report year-over-year growth.

— The table to the left allows for 
comparison across methodologies.

— Using SAAR we can see that China’s 
growth momentum has slowed 
markedly. India is likely to see a 
downside surprise with negative 
growth y/y, despite consensus 
forecasts to the contrary.

— The variation in global GDP is causing 
economic disequilibrium. Supply 
bottlenecks due to the pandemic are 
increasing risks to the U.S. recovery.
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The U.S. economic firewall minimized economic scarring 

Fuel Oxygen

Heat 

Fire Triangle

Three Components of Fire Three Components of Recession

Income 
Loss

Business 
Exit

Financial 
Intermediation 

Impairment

Recession 
Triangle

By targeting the three elements of a recession with fiscal and monetary assistance, it is anticipated
that economic scarring will be substantially lower than it would have been without this assistance.
This may come with a trade off of higher price pressure due to strong demand and a risk the rise in
prices is not as transitory as most policy makers currently expect.
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2008 recession was a severe debt overhang with a tepid recovery
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— Key economic indicators used by 
the National Bureau of Economic 
Research (NBER) to conduct 
business cycle dating reveal three 
important facts about the recovery 
from the global financial crisis.

— While the American Recovery 
and Reinvestment Act of 2009 
extended unemployment 
benefits, its impact on 
personal income was 
negligible.

— Employment took just over 
three years after the recovery 
began to reach pre-recession 
levels. Thus, economic scars 
from the financial crisis 
remained.

— Industrial production was 
impacted by China’s 2015 
slowdown, which caused the 
Fed to delay lift-off. 
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Fiscal support targeted income which has helped spur recovery 
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— The NBER does not normally 
look at personal income including 
transfers; however, in this 
recession the impact is material. 

— High demand for goods has 
helped fuel a recovery in 
manufacturing output while 
manufacturing employment still 
remains 4% below pre-pandemic 
levels. 

— The rise in demand that has been 
facilitated by targeted transfer 
payments has not been matched 
by equal reopening and rehiring, 
causing disequilibrium in many 
goods markets and the labor 
market. 

— Disequilibrium is often present 
coming out of a recession; 
however, this episode is greater 
than recent past recoveries. 
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5. Relaxation of social distancing restrictions and behavior

9. Global 
Demand 
Recovers

Firewall allowed U.S. demand to recover despite global problems
— The recovery continues to 

broaden as vaccination rates 
rise and restrictions relax.

— Loosening restrictions means 
businesses are reopening, 
causing a surge in labor 
demand. Yet disequilibrium in 
labor supply is creating friction 
in getting back to full reopening.

— Supply chains for goods 
continue to experience 
disruptions, exacerbated by 
rolling waves of the virus in our 
trading partners.

— The differing stages of recovery 
globally are causing 
disequilibrium; strong demand 
and restricted supply are 
causing price pressures for a 
myriad of input goods, which are 
being passed on to consumers.

Source: KPMG Economics, Baldwin (2020)

Households Government Businesses

Financial 
Sector

Trading Partners

Discretionary Spending

Non-discretionary Spending

Wages, Salaries, etc.

Transfers

Taxes Taxes

Govt.
Purchases

Savings

Investments

Payments for Imports Payments for Exports

8. Domestic 
Demand 
Recovers

1. Fed restores market 
functioning

2. Cash 
Crunch 

Minimized Domestic Supply 
Chains

International 
Supply 
Chains

3. Unemployment has 
declined and 
government 

assistance maintained 
salaries

6. Production 
Restarts

7. Relaxation 
of travel/trade 

restrictions

4. Fiscal 
Stimulus
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Variable Average change 
in recession

Number of recessions 
in which variable falls

Current 
Recession to 

Date

Real GDP* -4.2% 11/11 -0.9%

Employment* -2.3% 11/11 -5.4%

Unemployment rate (percentage points) +1.9ppt. 0/11 +2.6ppt.

Average weekly hours, production workers, 
manufacturing -2.8% 11/11 0.0%

Output per hour, nonfarm business* -1.6% 10/11 4.1%

Inflation (GDP deflator; percentage points) -0.2ppt. 4/11 +0.1ppt.

Real compensation per hour, nonfarm business* -0.4% 7/11 5.8%

Public Debt Outstanding (% of GDP) +3.8ppt. 1/10 +20.9ppt.

Real money stock (M2/GDP deflator)** -0.1% 3/8 26.0%

*Change in recessions is computed relative to variables average growth over the full postwar period. Q1-1947-Q4-2016

The pandemic is a severe recession by every measure

**Available only beginning in 1959, M2 is U.S. money supply of currency plus savings deposit and deposits less than 
$100,000, and money market mutual funds
Source: KPMG Economics, BEA, BLS, Federal Reserve Board, David Romer, Haver Analytics

— Looking at recessions in the post-war 
era, there are several consistencies:

— Recessions are punctuated by 
declines in GDP, employment, 
output per hour, compensation, 
and money supply, and a decline 
in the GDP deflator, which 
accounts for actual purchases 
and substitution effects.

— The current recession has 
included many of these factors 
with a notable exception for 
money supply and output per 
hour.

— The rise in wages is due to a 
compositional effect—it was low 
income jobs that experienced 
the majority of the loss. This will 
likely reverse during the 
remainder of the year. 
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— Normally in recessions, the 
growth of services consumption 
slows but it does not decline 
below pre-recession levels. 

— This is because demand for 
many services, such as utilities 
and healthcare, is maintained 
even if unemployment is high, 
largely due to a broad social 
safety net.

— During the pandemic, health care 
services consumption dropped 
along with the consumption of 
many other services such as 
restaurants and in-person 
entertainment. 

— While consumption is back at 
pre-pandemic levels, employment 
is not, causing disequilibrium.
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COVID-19 shock caused dramatic shift to goods consumption
— Multiple factors contributed to 

the increase in consumption of 
goods.

— Pandemic fiscal 
assistance boosted 
spending power, which 
contributed to the strong 
rebound in autos and 
other goods.

— More time at home 
boosted demand for goods 
that improved the quality 
of home life.

— Increased churn in the 
housing market boosted 
demand for furniture and 
other home goods.

— The pandemic has set a new 
level of goods consumption and 
we expect modest growth to 
continue through the recovery.  

Source: KPMG Economics, Bureau of Economic Analysis (Q1 2021), Haver Analytics
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Inflation Situation:

Unpacking the disequilibrium
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• During most of the expansion that followed the global financial crisis (GFC) economists and policy makers fretted that 
the recovery was tepid and that insufficient demand coupled with a myriad of structural issues risked disinflation that 
would further entrench low growth — these include a growing aging population (older households tend to spend less 
than young/growing households), reduction in employee bargaining power, globalization, the ecommerce effect 
(putting downward pressure on household goods prices), technological advances that push down prices, and a 
significant debt overhang from the global financial crisis. Thus, despite many rounds of quantitative easing, inflation 
failed to sustainably reach the Fed’s target rate of 2.0%.  

• Coming out of the pandemic-induced recession, household net worth has bounced back significantly, rising 17.3% 
Q1-Q4 2020, real personal income is up 21.6% since February 2020 due to the recent stimulus, while real personal 
income excluding government payments is up 0.8%. Unlike the GFC, there is no household debt overhang—indeed 
households have used surplus income to pay off $117bn in revolving credit since the start of the recession. On the 
heels of this recession, consumer buying power has been augmented in ways that suggest tepid demand will not be 
a problem coming out of this recession. 

• The relative financial health of many U.S. households caused good consumption to continue apace despite the worst 
recession since World War II. This spending, coupled with several factors impacting the global economy, such as 
waves of shutdowns and tariffs implemented prior to the pandemic, are combining to create bottlenecks and overall 
disequilibrium in the supply of goods. The result is that prices are being pushed up, in some cases significantly. 

• Additionally, employers reporting tight labor markets are raising wages, leading many to fear the rise in prices may be 
more than transitory. We will unpack these issues in the following charts. 

Be careful what you wish for

Source: KPMG Economics, Federal Reserve Board
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A combination of supply shocks and strong demand is a concern

Source: KPMG Economics

— Under normal circumstances, 
supply shocks following 
recessions that push up prices 
tend to be short lived.

— The pandemic is not a normal 
recession. Can we expect normal 
dynamics to play out? 

— Many of the supply shocks will 
likely end up being short lived 
even if there are more of them 
than normal and even though 
household income and demand is 
boosted by fiscal stimulus.

— Economists have long pined for 
rising real wages and greater 
demand. The new equilibrium 
could well be at higher growth and 
inflation levels than seen in the 
post-GFC years. 
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Inflation expectations are spiking in line with commodity prices
• Inflation expectations are 

simultaneously useful and 
obfuscating. 

• In the near term they tend to 
follow the volatile movement of 
commodity prices. 

• Consumers often overweight the 
price of goods they purchase 
frequently, such as  gasoline and 
food; they also overweight items 
they see in the news, even if 
they are not purchasing that 
item, such as houses, used cars, 
or lumber. 

• The long-term expectations are 
more useful, especially when it 
comes to monetary policy 
decisions. Dispersion between 
the one and five-year 
expectations suggests most 
consumers see price spikes as 
transitory. 

Recession
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Early-cycle inflation predictions typically fail to materialize
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Recession

— Financial market participants 
utilize the fed funds futures 
market to infer expectations for 
future changes in monetary 
policy.  

— As the graph shows, market 
participants can be a bit trigger 
happy, especially during 
inflection points. 

— At present, the federal funds 
rate is targeted at 0-0.25% and 
the Federal Open Market 
Committee, in providing forward 
guidance, has communicated 
that it intends to keep the policy 
rate at its current level through 
2023. 

— Market participants believe that 
rising inflation, if sustained, 
could force the Fed’s hand in 
2022.   
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A study in disequilibrium: used car prices are volatile 
• Used car prices are one of the 

few price indexes that displays 
no tendency to trend higher 
over time. Most inflation indices 
will show an upward trend over 
thirty years. 

• The supply of used car prices in 
the U.S. is limited and this 
contributes to the price volatility. 
The mechanism to respond to 
higher prices, more supply, has 
lots of friction as people need 
the used cars they own and are 
reluctant to sell.

• Early in the pandemic there was 
a glut of used cars as rental car 
companies sold fleets to raise 
cash. Once those cars were 
sold, this led to a shortage in the 
face of high demand; ergo 
prices rose. We expect used car 
prices to fall in coming quarters. 

Recession
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Recession

— Services prices are the largest 
driver of consumer prices and 
have slowed over the past 
year. 

— Goods prices surged higher as 
consumers used stimulus 
checks to buy more. 

— The April retail sales data 
indicated that consumers are 
moderating their goods 
consumption and shifting the 
consumer basket back to 
services.

— Correspondingly, we expect 
some of the pressure on goods 
prices to moderate over the 
course of the year while 
service prices are likely to 
gradually move back toward 
pre-pandemic levels. 
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Transportation prices up most due to base effects of April 2020

— Looking at the details of core 
services prices, we can see 
some interesting trends that will 
help determine the future pace 
of inflation.

— Core services is made up of 
three components; 
Transportation, Medical Care 
and Shelter. 

— The fall in transportation prices 
in March 2020 means that prices 
have some room to rise before 
they are at pre-pandemic levels. 
It also means that due to base 
effects, the year-over-year rate 
is measured after the decline.

— Transportation services prices 
will likely show significant gains 
in the coming months during the 
reopening of the economy.
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A longer term look at core services reveals underlying trends 

— Taking a two-year view, prior to 
the pandemic one can see the 
greatest pressure in prices 
came from medical care 
services. Medical services is 
considered acyclical, meaning it 
is not driven by the business 
cycle but rather from dynamics 
particular to the medical 
industry. 

— Shelter, on the other hand, is 
highly cyclical. The CPI 
measures the price one would 
receive for renting out one’s 
home or rental costs. Because 
shelter is surveyed only every 
six months, there is a lag during 
inflection points, such as now. 
We expect shelter prices to see 
a level jump reflecting the hot 
housing market.  
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Note: Seasonally Adjusted (SA)
Source: KPMG Economics, Bureau of Labor Statistics (April 2021).

Clothing prices are likely to moderate by the end of 2021
• Clothing prices were up 0.3% 

between March and April and 
are showing an 1.9% rise in 
year-over-year terms.

• This is due to the strong pickup 
in demand as the economy 
opens. Many retailers 
maintained a limited inventory 
as predictions around clothing 
demand were highly uncertain. 

• What would people wear? Will 
people ever wear pants with a 
waistband? Heels? New outfits? 

• It turns out that just like in the 
wake of past recessions, 
perhaps even more so after a 
year of social distancing, people 
want to purchase new clothing. 
We do expect supply and 
demand to realign by the winter 
and price pressure to abate. 
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Source: KPMG Economics, Bureau of Labor Statistics (April 2021).

The producer price index of input goods is also rising
• Producer prices tend to be more 

volatile than consumer prices.
• Producers are seeing a great 

deal of pressure, compared to 
last April when the pandemic 
was at its peak in the United 
States.

• Producer prices reflect the 
nexus of the disequilibrium in 
the economy. Demand has risen 
while supply in many cases is 
constrained due to the ongoing 
nature of the pandemic in many 
countries that supply U.S. 
manufacturing. 

• Though expected to be 
transitory, this disequilibrium is 
also highly disruptive and could 
risk un-anchoring inflation 
expectations for a period of 
time.  -8%
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Both exports and imports have risen over the past decade

Source: KPMG Economics, Bureau of Economic Analysis, Haver Analytics. 

— A surging tech sector, and 
complex global supply chain, 
fueled U.S. exports and 
imports of semiconductors in 
the last recovery.

— Both fell at the pandemic’s 
onset, but quickly rebounded 
as digital transformation has 
been brought forward by many 
firms.

— Production issues and 
pandemic-related work 
stoppage – some chipmakers 
reconfigured production prior to 
the crisis to make advanced 
5G chips – are exacerbating 
general pandemic supply 
constraints.

— The fall in U.S. imports coupled 
with supply constraints will take 
several quarters to return to 
equilibrium.
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• Chemical products are the 
largest commodity inputs for 
U.S. industry, accounting for 
3.6% of U.S. intermediate 
goods.

• Surging COVID-19 cases in 
India and Brazil are leading to 
factory closures and disrupted 
shipments to the U.S.

• The downstream effects of 
these shutdowns could have 
significant effects on many U.S. 
industries, even beyond 
manufacturing.

• Basic organic and inorganic 
chemicals, including but not 
limited to agro-chemicals, 
cosmetics, and castor oil and 
castor oil derivatives, could all 
be impacted.
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Firms respond to short supply by raising prices, for now
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Source: KPMG Economics, Bureau of Labor Statistics, Haver Analytics
Note: In August of 2020, the FOMC released a statement that they’re willing to let inflation run above their 2% target for some time to 
makeup for the previous decade of low inflation.

— Inflation fell below the 2% rate at 
the outset of the pandemic as 
the fall in demand for services 
overwhelmed the increase in 
demand for goods.

— The firewall built around the 
COVID impacted parts of the 
economy allowed demand for 
goods to maintain its 2019 pace, 
however, inventories were not. 

— This disequilibrium in the goods 
market has caused prices to rise 
significantly.

— Now as the share of consumer 
wallet shifts to services 
consumption, lagging supply of 
labor is adding to price pressure. 

— We expect this to be a level 
change that will settle near a 2% 
growth rate going forward. 

https://www.federalreserve.gov/monetarypolicy/files/fomc_longerrungoals.pdf


Labor Market:  

Friction in the Transition to a 
Post-Pandemic World
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K-shaped recovery persists despite increased labor demand

• Can Work From Home – 3.1% Unemployment Rate
• Bachelor’s Degree or Higher – $72,000 Median Income
• Total Assets (51st to 90th Percentile) – $740,000
• Home Ownership Rate (Above Median Income) – 79.4%

• Work at Employer – 6.5% Unemployment Rate
• Less than Bachelor’s Degree – $41,000 Median Income
• Total Assets (0 to 50th Percentile) – $94,000
• Home Ownership Rate (Below Median Income) – 52.3%

Source: KPMG Economics, Bureau of Labor Statistics (April 2021), Census Bureau, Federal Reserve Board, Haver Analytics

— Economists have termed the 
uneven impact of the 
pandemic a K-shaped 
recovery, meaning it is a 
recovery for the top leg of 
the K and not for the bottom 
leg.

— Unemployment is highest in 
the services industry where 
workers tend to need less 
than a bachelor’s degree. 

— The average leisure and 
hospitality worker earns less 
than $36,000/year, putting
them below the national 
median income and in the 
bottom portion of the K. 



36© 2021 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG 
International Limited, a private English company limited by guarantee. All rights reserved.

Ability to work from home a privilege of the educated
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— Highly educated workers were 
more able to adapt to the 
pandemic as most of their jobs 
were able to transition to a 
remote work environment.

— The pandemic hit less-
educated workers the hardest, 
with less than 10% of workers 
with a high school degree or 
less able to work remotely.

— Those at the bottom leg of the 
employment-K felt the brunt of 
the pandemic, and presently 
employers hiring these workers 
are finding greater friction and 
disequilibrium than anticipated.
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Even with a strong labor market, some workers are sidelined
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Source: KPMG Economics, Oxford Economics, Bureau of Labor Statistics, Haver Analytics

— Even in times when labor 
markets are tight, some people 
who want to work cannot find 
jobs, and there is always some 
unemployment due to industry 
based dislocation and firm-
specific factors. 

— Prior to the pandemic, in one of 
the tightest labor markets in the 
past fifty years, there were 11.4 
million workers available but 
not working. 

— During the pandemic this 
number rose to 41 million and 
as of April it stands at 17.4 
million.

— It will likely be several more 
quarters before the labor 
market fully recovers. 
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Details from labor report tell more complete COVID-19 story

Source: KPMG Economics, Oxford Economics, Bureau of Labor Statistics, Haver Analytics
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Firms report challenges in bringing back workers
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— Economics 101 would suggest 
that if one cannot find supply in 
the market, a higher price will 
bring forth supply. Surge pricing 
anyone? 

— The graph to the left suggests 
that firms are experiencing 
difficulty filling open positions but 
that only 25% are willing to raise 
working compensation, the price 
for labor, in order to attract 
workers to unfilled jobs. 

— One of the big questions about 
the durability of recent price 
increases rests on the extent to 
which workers will see sustained 
increases in wages. Many firms 
are paying temporary bonuses 
and lobbying for policies that 
unlock workers to meet demand.
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More job openings left unfilled due to lower participation rate

Source: KPMG Economics, BLS Job Openings and Labor Turnover Survey (JOLTS), Indeed, Haver Analytics (March 2021). 

— The disequilibrium in the 
labor market is exemplified 
by the record low job filling 
rate of 0.7 in March 2021.

— The fill rate ratio is the 
number of hires during the 
month over the number of 
job openings at the end of 
the prior month. A fill rate of 
less than 1.0 can signal an 
inefficient job market. 

— Not only are skills 
mismatches keeping 
workers sidelined but the 
pandemic and shifting 
preferences, and other 
constraints, are likely factors 
as well. These are also 
contributors to low labor 
force participation.0.5
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Enhanced UI benefits may have shifted worker incentives
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First $10,200 in UI 
benefits are now 

exempt from taxation
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People Vaccinated At least one dose Fully vaccinated

Total 164,378,258 131,078,608

% of Total Population 49.7% 39.6%

Population 18+ 158,954,785 129,054,480

% of Population 18+ 61.7% 50.1%

Population 18-64 112,279,987 88,611,027

% of Population 18-64 55.5% 43.8%

Population 65+ 46,674,798 40,443,453

% of Total Population 65+ 84.8% 73.5%

Almost half of the working age population is not vaccinated

Source: KPMG Economics, CDC (May 25, 2021), UN Population Statistics
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Least vaccinated states cutting UI benefits to motivate working

Source: KPMG Economics, CDC (May 26, 2021)

Share of State Population Receiving at Least One Vaccine Dose — The unique thing about the 
pandemic recession is the 
abundance of demand among 
those in the top leg of the K.

— Additionally, fiscal assistance is a 
key reason personal bankruptcy, 
delinquency, and revolving credit 
card debt is down.  

— The reasons employers are 
having difficulty filling positions 
with so many unemployed are 
complex. 

— Some policy makers suspect the 
reason for the disequilibrium of 
labor supply in the face of high 
demand is supplemental 
unemployment insurance.

— It may turn out to be partially due 
to low vaccination rates.  
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Forecast

Fed anticipates room to breathe due to long tail of returning workers

— Employment remains 5.4% below its 
pre-pandemic peak in February 
2020.

— Slack in the labor market would 
normally suggest that wage 
pressures will remain modest for 
some time. However, with WFH 
unemployment near 3.0%, we will 
be watching for wage pressure in 
this segment of the labor market. 

— As employers entice workers back 
to jobs that may have become less 
appealing in the wake of a 
pandemic, some wage pressure 
may be in train despite 
unemployment rates near 6% for 
this segment of the workforce. 

— The FOMC will attempt a goldilocks 
monetary policy that is just right 
despite the myriad of risks.



Looking Past the 
Pandemic
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Variable Average change in 
expansion

Number of 
expansions in which 

variable rises

Current 
Trough to 

Peak

Real GDP 24.8% 11/11 10.3%

Employment 15.7% 11/11 10.9%

Unemployment rate (percentage points) -2.9ppt. 0/11 -8.7ppt.

Average weekly hours, production workers, 
manufacturing 13.1% 11/11 8.3%

Output per hour, nonfarm business 13.0% 11/11 4.1%

Inflation (GDP deflator; percentage points) +0.7ppt. 11/11 +1.2ppt.

Real compensation per hour, nonfarm business 9.2% 11/11 5.8%

Public Debt Outstanding (% of GDP) +0.9ppt. 7/10 +20.9ppt.

Real money stock (M2/GDP deflator)** 26.1% 7/8 26.0%

Fiscal assistance impact can be seen in many indicators

**Available only beginning in 1959
Source: KPMG Economics, BEA, BLS, Federal Reserve Board, David Romer, Haver Analytics

— The National Bureau of 
Economic Research (NBER) has 
yet to call this recession over 
despite the “V” shaped nature of 
the recovery so far. We believe 
this call is not far off. 

— The GDP deflator growth rate is 
up 1.2ppts compared with the 
average increase of 0.7ppt. over 
the course of an entire 
expansion. Many worry prices 
are increasing too fast to keep 
inflation expectations anchored. 
We still anticipate much of the 
increase will prove transitory.

— The rise in public debt is many 
standard deviations from the 
normal counter-cyclical fiscal 
policy assistance; this creates 
tail risks to a sanguine inflation 
outlook. 
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Higher tax receipts at the end of expansions help debt levels
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— Tax receipts as a percent of GDP 
tend to grow as an expansion 
ages.

— This is often due to several 
factors:

— Tax breaks to help an 
economy out of recession 
expire

— Capital gains taxes on 
market assets and homes 
tend to rise along with a 
growing economy and rising 
asset prices

— Greater consumption 
expands the tax base

— The Tax Cuts and Jobs Act 
resulted in lower revenues and 
higher deficits leading to an 
increase in debt levels ahead of 
the pandemic.
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Savings high & borrowing costs low, potentially boosting investment
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— When the real interest rate (r), 
approximated by the 10-year 
yield, is less than GDP growth 
(g), the costs of borrowing is 
relatively low.

— The fiscal and monetary policy 
response to the pandemic has 
boosted aggregate demand and 
further lowered the cost of 
borrowing, providing a window 
for governments and businesses 
to increase capital spending.

— The window to regain fiscal 
stability will not remain open 
forever, but it does provide some 
comfort that the returns to higher 
growth from fiscal stimulus are 
likely to accrue to fiscal coffers 
(multiplier >1) as well as to 
households and businesses. 
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Source: KPMG Economics, Federal Reserve, Haver Analytics (April 2021).

Capex would need to see a 90s-style rebound 
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— Productivity growth has slowed in 
recent years, likely hampered by a 
decline in capital investment.

— The pandemic brought a myriad of 
challenges to businesses, many of 
which have responded with 
accelerated digital transformation. 

— We believe the pandemic has 
shocked the diffusion of 
technology in a way that will be 
accelerated by the current labor 
shortages and the fiscal and 
monetary stimulus to date. 

— Capex will need to return to 1990s 
levels if the economy is to 
experience the productivity growth 
of past decades, something 
increasingly important in the wake 
of demographic challenges to 
potential GDP.
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Could pandemic induced labor constraints boost productivity?
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Technology investment rises to near 90s peak
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Slow productivity is a headwind for potential GDP growth
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• Over the long run, economies can 
only grow at a rate known as their 
“Potential GDP.” This is equal to the 
sum of the growth rate of 
productivity and the growth rate of 
the labor force.

• As birth rates and immigration rates 
decline, growth of the working age 
population slows.

• The U.S. currently has a working 
age population growth of 0.3%, due 
primarily to immigration.

• Productivity growth has averaged 
1.0% over the last 10 years. Prior to 
the pandemic many economists 
expected productivity growth to 
improve to 1.3% over the forecast 
period of the next 10 years as 
artificial intelligence and machine 
learning become general purpose 
technologies.
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What if productivity allows for faster potential GDP? 
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— The pandemic created the largest 
economic shock since WWII and 
firms were forced to adapt rapidly 
in order to survive. 

— Similar to the post-WWII era, 
significant government stimulus 
and forced savings will also 
accelerate growth for the next year 
or more. 

— We hypothesize that this period of 
rapid adaptation and large-scale 
government investment could well 
bring about higher productivity in 
the decade ahead.

— Digital transformation is 
accelerating transfer of technology 
throughout the economy. Firms will 
reap benefits to technological and 
human capital that they developed 
during the pandemic for years to 
come.
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Will 10-year yields go higher? 

Note: Institute for Supply Management (ISM), Purchasing Managers Index (PMI)
Source: KPMG Economics, U.S. Treasury, ISM, Haver Analytics (April 2021). 

— The ISM manufacturing index is 
one of the most timely reads on 
the health of the manufacturing 
sector.

— This index, and other cyclical 
indicators, have rebounded 
strongly as the economy recovers 
from the early days of the 
pandemic and subsequent 
restrictions on economic activity.

— This suggests that fiscal and 
monetary efforts will result in a 
reflation of the economy, as 
intended. 

— If this pace of economic 
improvement continues, even if 
inflationary pressures turn out to 
be transitory, the drumbeat from 
the market for interest rate lift off 
will likely intensify.
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— Inflation, and correspondingly, 
interest rates have fallen 
consistently since the 1970s 
leading many economists to 
assume that low rates are the 
new normal.

— Following the tepid growth and 
inflation after the GFC, many 
economists expected the 
structural factors lowering 
demand were here to stay. 

— If our hypothesis of greater 
potential GDP due to an upward 
shift of technology diffusion 
throughout the economy 
materializes, it would stand to 
reason that 10-year rates will be 
higher on the back of stronger 
potential GDP. 
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GDP to rebound and grow above trend until 2024
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— We expect U.S. economy growth to 
remain elevated for the next three 
years as the economy recovers 
from the damage caused by the 
pandemic.

— The savings rate is the highest it 
has been since WW II, 
representing a significant amount 
of pent-up spending capacity that 
will likely be released over the 
forecast period. 

— Further, our anticipation is the 
technology diffusion will help drive 
accelerated productivity gains, 
allowing growth to be stronger than 
the post-GFC period without 
igniting inflation that is significantly 
above the FOMC’s target. 
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KPMG forecast of key economic indicators

Note: Forecasts are inherently time sensitive and projections are dated as of May 12, 2021.
Source: KPMG Economics, BEA, BLS, Federal Reserve (Q1 2021), Haver Analytics, Moody’s

2020 2021 2022 2023

Real GDP -3.5 6.6 4.7 2.5
   Personal consumption expenditures -3.9 7.5 4.2 3.3
   Business Investment -4.0 7.5 5.9 5.1
   Residential Investment 6.1 15.0 0.0 -2.0
   Exports -12.9 5.9 7.7 5.9
   Imports -9.3 13.7 4.0 4.2
   Government 1.1 2.7 0.5 -0.4
Real disposable personal income 5.8 3.2 -1.9 2.4
Final sales to domestic purchasers -2.7 6.9 3.6 2.7

Unemployment rate 8.1 5.6 4.1 3.5

CPI 1.2 3.8 2.8 2.1
CPI excluding food & energy 1.7 2.8 2.5 2.2
PCE   1.2 2.7 2.2 2.0
PCE excluding food & energy 1.4 2.4 2.2 2.0

Federal funds rate 0.38 0.07 0.08 0.52
3-month T-bill yield 0.37 0.04 0.06 0.47
5-year T-note yield 0.54 0.87 1.14 1.54
10-year T-note yield 0.89 1.65 2.04 2.28
Baa corporate bond yield 3.69 3.83 4.21 4.44
30-year mortgage rate 3.11 3.13 3.65 3.96
*Note: 2020 actual, 2021 and later are forecasts

Major Economic Indicators

GDP and related (annual pct. chg from preceding period)

Labor market (annual avg., percent)

Prices (annual pct. chg from preceding period)

Interest Rates (annual avg., percent)
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For more information, please see KPMG’s COVID-19 resource page:
https://www.kpmg.us/insights/2020/COVID-19-resilience-readiness.html

https://www.kpmg.us/insights/2020/covid-19-resilience-readiness.html
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