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Abstract

The problems in the U.S. economy are structural, not cy-
clical. This is not to say that the economy will avoid the
impacts of cyclical change. Rather, the impact of cyclical
change will be exacerbated by the underlying structural
problem. Long-term overall output growth has slowed
due to restructuring that goes back to the 1970s and
which has been accelerated by accompanying technology
transformation. The U.S. economy has become increas-
ingly dependent on infusions of cash, the overexpansion
of which led to increasing inflation through the pandemic
period. The U.S. economy is no longer driven by manu-
facturing, even though it is the second largest manufac-
turing country in the world. Rising interest rates intended
to curb inflation are currently threatening to reduce in-
vestment and output levels which had already been sub-
ject to slow long-term growth. These factors have com-
bined to change the structure of the labor markets, as
there are fewer jobs in manufacturing and technology has
reduced the demand for labor to accomplish many tradi-
tional business processing tasks. Government and overall
indebtedness are reaching unsustainable levels, creating
an additional drag on economic growth potential and in-
creasing systemic economic risk. As of today, the U.S.
economy Is most likely headed for a recession in which
the landing will be hard. Trade credit managers can ex-
pect increasing DSO, delinquency and bankruptcy activity.
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Introduction

What you are about to read is not another piece on the impact of the COVID pandemic on the
current state of the U.S. economy and its opportunities for making a “full recovery” from the
disruption that it caused. While we cannot ignore the impact of COVID, the monetary creation
that led to the inflation that it caused, and the effect of the Fed’s interest rate increases in re-
sponse, there is a much longer-term trend at work, and we need to understand it if we are going
to be able to see where the economy is headed and what to do about it. In fact, if we had to as-
sign the label “key event” to a particular point in time, it might better be given over to the 9/11
attacks, which coincidentally corresponded to the end of the technology market boom of the late
1990s. This was then accentuated by the advent of the monetization of the economy that fol-
lowed the financial market meltdown of 2008. It appears, however, that structural changes had
been underway prior to the meltdown. The major force behind the change has been technology
transformation and the restructuring that has accompanied it.

Aggregate Demand and Gross Domestic Product

Aggregate demand is a measure of the total value of purchases of final goods and services with-
in an economy. Its measure includes personal consumption expenditures, gross private fixed
investment and consumption expenditures, and gross investment by the government. This also
amounts to gross purchases less the change in private inventories.

Aggregate demand tracks the gross domestic product very closely, but the major difference is
captured by the propensity of the economy to consume imported goods. GDP is an output
measure, while purchases is a more accurate measure of consumption in the household, busi-
ness and government sectors. Over time, it is apparent that the relationship between the two
measures has been subtly changing.

The major point of change in the behavior of final purchases relative to the GDP is apparent in
the early 1980s. As can be seen in Exhibit 1, the ratio of final purchases to GDP went above
100% in 1981. Although it has risen and fallen over two cycles, it remains consistently above
100%, meaning that the U.S. economy has had a propensity to consume more than it produces.
The rising elements of the cycles correspond to the periods 1981-1987 and 1997-2008. It is in-
teresting to note that the two points at which the trend turned down corresponded to the finan-
cial market disruption of 1987 and the collapse of 2008. There is also within the pattern a no-
ticeable change corresponding to the COVID pandemic. Overall, the ratio has been trending up
since the late 1960s. '

! Data: Federal Reserve Bank of 5t. Louis, Economic Data (FRED)
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Exhibit 1
Ratio of Final Sales to Domestic Purchasers to Gross Domestic Product
Quarterly: 19471 to 2023 |
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The increase in the ratio of purchases to output takes place over a period in which the U.S.
economy has been continuously restructuring. The 1970s were a period in which the obsoles-
cence of the manufacturing infrastructure was accelerated by rising energy costs. This led to
the offshoring movement of the 1980s that was driven by changes in financial market liquidity
and a wave of leveraged M&A transactions in which the business sector began its long-term
trend of consolidation. The 1990s brought about a wave of business process reengineering
driven by the technology transformation occurring in that decade. The 2000s saw the subse-
quent offshoring of business processes enabled by growth in the sophistication and capabilities
of those same technologies. All along the way, the U.S. economy demonstrated an increasing
propensity to consume more than it produced. A sustained period of monetary expansion and
low interest rates was yet another factor enabling this trend.

Total Indebtedness

Of course, it is impossible for any economic entity to consistently consume more than it pro-
duces without going into debt. The U.S. economy has not been an exception to that rule. As
can be seen in Exhibit 2, which shows the total debt securities for all sectors of the U.S. econo-
my, overall indebtedness has been steadily increasing. The growth rate in these debt levels,
however, rose through 1987, falling until 2001 and then rising again until 2008, at which point
it fell again until about 2017, rising
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significantly during the pandemic and then beginning to fall again in 2022. Each point at which
the growth rates begin to slow down correspond to disruptions in the financial markets, includ-
ing the crash of 1987, the collapse of 2008, and the commencement of interest rate increases by
the Federal Reserve in 2022.2

Exhibit 2
Total Debt Liabilities: All U.S. Sectors: with Five and Ten Year Compound Annual Growth Rates
Quarterly: 1961 11l to 2023 |
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Further, the fact that the growth rates reverse indicates that the economy may be hitting limits in
its ability to carry additional debt.

Changing Growth in Real Aggregate Demand

The impact of the structural changes on the U.S. economy and the significance of the turn of the
century as a point of change are evident in the analysis of long-term growth in real aggregate
demand. As can be seen in Exhibit 3, the pattern of long-term growth as measured by the ten-
year average annual growth in aggregate demand falls into three distinct periods. The first,
spanning between 1957 and 1972 was characterized by rising long-term growth rates with an

? Data: Federal Reserve Bank of 5t. Louis, Economic Data (FRED)
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second sub-period, between 1972 and 2001, saw a flattening of that growth trend. Even with
the cyclicality evident in the trend, the overall average growth was at 3.92%.

The greatest shift in aggregate demand growth occurs in the period following 2001, during
which long-term aggregate demand growth plummeted leading up to the financial market col-
lapse, recovering somewhat until the pandemic, since which time it has flattened out. The over-
all average growth has fallen by 100 basis points, down to 2.92% for that time interval. The
most recent rate has been falling since it peaked in second quarter 2021 and is currently down to
a 10-year growth rate of 2.61%.

Exhibit 3
10-Year Compound Average Annual Growth in Real U.S. Aggregate Demand
Quarterly: 1957 | to 2023 |
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The Pandemic Bump

As insignificant as the pandemic in the long-term outcome of the systemic restructuring of the
U.S. economy, it is clear to see that the government’s response created additional disruptive
factors. As can be seen in Exhibit 4, real growth in aggregate demand was running close to
2.0% in the year preceding the pandemic. The onset of the shutdown brought that down, but it
had recovered by early 2021, in part because of the safety nets put in place during that year.
The second infusion of pandemic assistance, however, seems to have launched the economy
into a brief period of false growth, which eventually led to the onset of double-digit inflation
and the Federal Reserve’s response by raising interest rates. As can be seen in both Exhibits 3
and 4, the interest rate increases have put the brakes on growth in real aggregate demand.*

Exhibit 4
Annual Growth in Real Aggregate Demand: Quarterly: 2019 1 to 2023 |
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“ Data: Federal Reserve Bank of 5t. Louis, Economic Data (FRED]
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Inflation

Prior to the pandemic, concems over deflafion were more pressing than those related to mflation.
Az can be zeen in Exlubit 3, the economy expenenced a deflation following the market collapse
im 2008, The economy remnflated az the Federal Feserve ensaged in a massive imtial bailowut
(TARP) followed by three roumds of quantitative easing through the end of 2014, after which
time the annual rate settled nght around the target of 2.0%%. As can also be seen in Exhibit 5, the
onset of the pandemic and mfusion of government financial support, along with slowdowns in
the supply chain, combined to drive up prices by as much as 9.0% annually by June 2022, The
Federal Eegerve’s interest rate increases, initiated in early 2022, have helped bring the annual
mnflation rate back down to close to 4.0%;, but the five-yvear rate contimues to remain over 200
basis points higher than it was prior to the pandemic.”

Exhibit &
Annual and Five-Year Average Annual Overall Inflation Rates: Monthly: lan 2009 1o May 2023
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5 Data: Federal Reserve Bank of 5t. Louis, Economic Data [FRED)
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Inflation, however, has not spread evenly through all sectors of the econonyy, particularly, it has
been much more severe regarding food prices. As can be seen in Exhibit 6, food price inflation
topped out at an annual rate of 11.22% m September 2022 and haz fallen only to §.69%¢ m May
2023, The five-year average annual rate 1z at £ 91%. This has meant that food i3 now become a
much bigger element of the typical American family’s budget, and this 13 beginning to cut mto
expenditures on other consumer products. A study by McKinsey holds that: “Around 40% of US
consumers have reduced spending in general, and they expect to contimue to cut back on
nonessentials specifically. This reality reflects profound discomfort about the state of the
economy.” The study goes on to zay that: “Even with overall spending declining, mtent to spend
mn eszential categories 1s ncreasing. Even among those with higher incomes, we see that while
eszentials show spending momentum, intent to buy discretionary products still lags
significantly.™ As a consequence, additional recessionary pressure will be put on industries
engaged in providing non-sssential goods and zervices to the economy.”

Exhibit &
Annual and Five-Year Average Annual Inflation in Food Prices: Monthly: Jan 2009-May 2023

{Fp

& Charm, Tamara, et. al,; “The Great Consumer Shift- Ten Charts that Show How US Shopping Behavior is
Changing,” McKinsey and Company, 202 3; https:/ Arweweanckinsey.com/capabilities / growth-marketing-and-
sales four-insights/the-great-consumer-shift-ten-chares-that-show-how-us-shopping-behavior-is-changing
? Diata: Federal Reserve Bank of 5t Louis, Economic Data [FRED)
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Inflation Persistence and Recession?

Even as the Faderal Fezerve’s intarest rate increases have slowed the rate of inflation, it
continues to parzist at over twice the target level In the meantimea, the sconomry is showing
zizns of recessionary prassure, causing the Fad to reconsider the contimiation of its rate
increazes. This brings important quoestions to bear: 1) Why iz it that inflation rates have not come
further down after infterest rate increzzes of almeost 500 basis pointzT I} For bow loag can we
axpact mflation to perzizt at such hish Jewels?

To understand tha anzwers to these gquastions, it iz first halpfol to see the change in the
relationship betwean TILE, GDP and itz money supphy (3270 over time. As shown in Exhibit 7,
which displays indices of the monsy supply (W) and GDP beginning the first guarter of 1931,
tha two grew 2t the zame rates up uatil the Anamcial markets collapzed in 2008, Baginning in
2008, the money =upply started to grovw at a hizgher rate, implying that the U5, economy required
Ereater infozion: of money to sustain growth at previons raftes, As can b= zeen, the zap betwesn
tha money mupply and GDEF contirmed to widen through the begimning of the pandsarnic. It iz
imporiant to note here that the average annual inflation rate during that period (Jamoary 2009 to
Jammary 20200 ran at 1.85%, aven below the Fad's target rate of 2.0%.°

" Dara: Federal Reserve Bank of St Lowis, Economic Data (FRET
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Eshibit T
Indices of LS. Morey Supply [WE) and SOP (1981 1 =100): Oeseferhy: 1981 180 2023 |
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It iz alzo claar to == the impact of the government’s pandemic response on both the money
supphy and GDP. The index of BI2 mcreased by 340 points batoreen the first gquarters of 2020
and 2022, whils the index of GDP increazed by 102 points 2t the same time. The excess money
in the syztem combinad with slowrdowms i the supply chain accenmated inflation in the overall
acpnormy to the point where the monetary suthorities had to reduce the money supph.

Estween first quarter 2000 and first quartar 2020, the monsy supply and GDP grew at averazs
anmnnal rates of 5. E6% and 3.71% respectively. By December 2021, the pandernic palicy
response resulted in the crestion of over 34.3 trillion above the amount that would have existed
had the established growth trend continaed. The Fed then commenced its anti-inflation strategy
of increasing rates and pulling reserves out of the Snancial system, which has since caused the
maoney supply to decrease. At this oorrent rate of decline, however, the money supply will not
return to its pre-pandsemic trendline vahie ontil mid-2024. This is shown im Exhibit 2, which
comparas the actuzl money supply to a projection based on the paricd JTanoary 2009 to January
2020, Az can be seen, the acizl departs from the projected at the beginning of the pandemic,
and it has bean coming down simce early 2022, The shaded area in the exhibit shows the
prajection of the two trends if the Fed policies contimie to raduce the monesy supply at the
current rate. Ifso, the excess money will be out of the system in mid-2024_ "

“ Data: Federal Reserve Bank of St Lowds, Economic Data (FRET
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Exhibit 8
Actual and Projected LS. bdoney Sapply [M2): Monthly: Len 2000 - june 20248 [Prad]
With Difference
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The massive mfusion of money inte the economy also cansed a significant change in the growth
of both nominal and real retail spending on the part of consumers. Betwesn first guartar 20048
and first quartar 2020, nominal and real retail sales grew steadily at rates of 4.35%% and 2.50%,,

respectively. As can be zaen in Exhibit 9, which provides an anahvsis of actual and projected

nominal retail sales for the pericd Jamuary 2008 — Tanuwary 20248, retail sales first f2ll below tha
trend zt the bezinning of the pandemic, and then grew well past the trand beginning abowt mid-
2021, As of My 2023, the comulative vahie of retail sales above the wendline iz just about 32.0
trillion, reprazenting almost half of the above-trend money created by the pandemic responsze. I

tha leveal of nominszl retail sales remains constant, they will retarmn to the trendline at abowt
January 2026.'°

o 1EID,
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Exhilit %
Actual versus Projectesd Nominal Betaill Seles |[with DiFference):
konthly: March 3009 - Jan 2026 [Prad]
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The stary iz different when vouo factor in the impact of inflation on the analyziz, Ax can ba zeen
in Exhibit 10, the retail zales bubble is not as large when we factor in the rate of inflaticn. If real
retail sales continue at the current level, they will return to the trendline by around April 2024

1 Diata: Federal Reserve Bank of St Lowis, Economic Data (FRET
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Exhalsit 10
Aty amd Projected Real Betall Sales | 159 2=100):; Monthly: March 3005 &pril 3024 [Prof)
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What thiz fmplies is that inflationary wends in the economy may persist antil at least mid-2024.
This asmumes, however, that the Fed will continue with its current monetary policies. Az we saw
in Exhibkit 7, tha T7.5. eaconomy has required higher rates of money zrowth to maintain consistent
nominal GOP growth now than in the past As the Fed continues to draw down on the monsy
zupply, GOP growth will be choked off. This can already be sean in an anakyvsis of private

investnent spanding, a key driver of economic growth.

Private Invesiment Spendins

Eoth nominal and rezl gross private domestic spending have bean declining simcs the Fad began
increasing intarest rates in Jarmary 2022, This iz not surprising givea that highar interest rates
measzn higher required retorns on investment {and hence, higher urdle rates for investmemnt
speading) and that tha higher rates have affected home mortgaze and housing markets. Az can
e sesn in Exhibit 11, nominal private investment was returning to the pre-pandemic trend rates
until the interest rate increzzas drove it back down The zame iz true for real private invesbment
spending, which had begun to trend up until inflation and hizh interest rates knocked it down.'?

L et Federal Beserve Bank of Sk Lowis, Economic Data (FRED)
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Exhibit 11
Mominal and Beal Groas Private Domestic vestment: Quartedhy: B9 | to 202310
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The current behavior of private investment spending represents a retum to the declining growth
patterns in effect prior to the pandemic. As can be seen in Exhibit 12, the five-vear average
annuoal rate of growth in real gross private investment spending iz in decline. As investmeant
apending iz a key driver of foture economic g-nwltl, thisz trend confirms that we can expect slow
growth gut of the 1.5, economy in the faomre. |

Y et Federal Reserve Bank of St Lowis. Economic Data (FREIN
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Exhdlbsit 12
Five-year Average Annasl Groseth in Aeal Gross Privete Dommestic investment
Duartesty: 1947 | to 2003 )
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There are, however, differences notable in breaking down private invesiment spending into itz
rezidantizl and non-residentizl cormponents. A= can be zeen in Exhibit 13, growth in residential
private investmant lad overall investment during the recovery from the 2009 recassion, and it is
now falling more rapidly than private non-resideatizl investment. Even so, owverall real private
investnent spanding iz growing at less than 2 2.0% rate, which would ziznal low growth in the
foreseezble fiture. Continued interest rate increaszes will only serve to bring this further down. '

Y Data: Federal Reserve Bank of St Lowis, Economic Data (FRED)
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Exhibit 13
Firwe Year fverape Annasl Growlh in Aeal Besidentis] and Monresidertial Private nvestment
hasrterhy: 200081 (o 20231
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There has been recent naws of incrassing investments in .5, menpufacturing capacit.
Unformanately, this surge may be the result of making up for investment spending that was
delayed by the pandernic. The mdex of industrizl capacity for the T35, was at abowt 1531.00 as of
April 2020, It kit 2 low of 12718 in Fammary 2022, and is now curreatly at 12944, =till below it
pre-pandemic level Capacity utilization, which was at 77.18% at the baginning of the pandemic,
immeadiztaly fell ta 62% in the first toro months of the shotdawn yvet recovered gquicklhy and now
zitz at a value of 78.41%. Henca, the zlight declins in gvarall capacity has bean offset by 2 slight
increzze n wtilization.

Employment and the Declining Influence of AManufacturing

The emplovinent simation in the TT.5 iz subject to several different dynamic factors. The level
of the TI_5. labor farce at the heginning of 2000 was just aver 142 million, at which time the
labor force participation rate was §7.3%. That point in time reprasented the peak of labor force
participation, which had growm steadily frorm itz level of 38.7% in 1965, The growth was dus
primnarily to the enfry of women inte the labor force, but it also ocoarred as the participation rate
among men declined from over 80% to below 73%."°

1 Data: Federal Reserve Bank of St Lowis, Economic Data (FRED)
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The restuchiring of the economy and the availability of retirement income has changed the
participation of those over age 55, From 1965 to 19935, the labor force participation rate for that
cahort fell fom 0% to 20%0. It then increased Back to 40% by 2013, where it was at the
beginning of the pandemic. Since then, it has fallen to 38.4%. As the econormy has restrocired,
a greater percentage of jobs noe lonzer require phyzical labor, and hence, people can work longsr
in thoszs jobs, contributing to the rsing participation rate Som 19932 to now. As accoess to socizl
zacurity and retirement income increazad m the late 1960 and 1970=, laborers engazead in jobs
requiring mors physzical effort were able to retire earlier, thus reducing the participation rate over
the period 1965-1003_ 1%

The current size of the labor force iz just under 167 million, and the carrent participation rate is
§2.8%. There are several reasaons for the declining participation rate, inchiding the aging of the
7.5, population and the match betwesn job availakility and job skills. The median age of the
7.5 population has increased over the years. In 1970, it was 251 yvears. By the vear 2000, it
had mcreaszed to 35.3 yvears, and iz now =t 38,8 vears, As the populstion ages, labor force
participation will decline. hiamy smadizs also cite a mizsmatch bebareen jolb availzbility and job
skills as a factor influencing the decline in labor force participation. !’

Ecopomists at the Federzl Fezerve continue to point to emplovment growth and a low
unemployment rate as sources of inflation in the economy, and hence, have justified terest rate
imcreases &3 & result Even so, high inflation rates have eliminated the vahie of wage and salary
increases that accmed during the pandemic. As showm above, consurmerlaborers are sesing a
decline in their rezl income, and the high interest rates ars exerting recessionary pressure on the
E=Tut vl g

One of the outcomes of lonz-term restructoring and the techrnology transfonmation that has both
accompanied and driven it is the decline of the mfloence of marmafacturing on the TIE. economy.
The value of .5 marmifacturing ontput grew fTom 1.5 willion 1o 52.5 willion betoraen 2000 and
20Z1. It fell, however, from 15.1% 1o 10.7% of the GDP over the same foge neriod.  From 2004
ta 2021, however, manufacharing owtput for Ching increazed fom $6I5 billion to almost 34.9
trillion, making it the fastest growing economy in the world. Chins"s manufactaring owtpnat
currently reprezents about 27.5% of itz GDP.'®

The decline of the inflosnce of mamafacturing is also evidant in T35, emplovment demaoszraphics.
Ag can be sean in Exhibit 14, employment growth in manofacmiring went negative from the sarlhy
1980z and has besn positive only in the past three yaars, albeit at a rate of less than 1.0%. A=
manafachiring output has declined as a percent of overzll GDE, the level of manufactaring
amploymant has alzo daclinad 3z a percentaze of total employment as can be sean in Exhibit

= 11
5.

1% Draa: Federal Reserve HBank of 5t Lowis, Econamic Data (FRED]

17 Levesque, Elizabeth; Understanding the Skills Gap—and What Eniployers Can Do About [t Brookings
Instination, & December 2019; hitps:/ Smnwbrookings.eduy research/ understanding-the-skills-gap-and-
what-employers-can-do-abaut-it,/

1 Macrotrends: https:/ fwwowmacrotrendsnetcouniries ranking  manufacturing-owtpat

19 Drara: Federal Beserve Bank of St Lowis, Economic Data (FRED]



eCredit-news wuwse’

Thizs iz important beczuse manufachoring activity invigorates the economy and will creste grester
growth epportonities than activity in other economic sectors. Chins’s economic growth since the
mid-1980z iz because it has bean the primary baneficiary of the restmchuring of zlabal
mannfacturing due to it low labor cost: and tha impact of technology on manufactaring
PIOCESIEE.

Ag tachnology reensinesrad the way non-manufactoring asiness processes are complated, that
waork has migrated to regions whers thara are lowrar costs, Within the 115, technology hasz
alimimatad the mead for hurnan capital to complets busines: procasses, forcing labor force
participants into other jobs in both hizh- and lower-skill areasz. All these factors have contributed
to 2 slowing of the growth potential of the TS, economy and to a redistribation of income and

wealth within its society.

Fegzarding emplovment, therefore, what ends up being important is less 2 matter of how many
jobs are available and mors 3 matter of what kind of jobs are available. To generats healthy
acpnamic growth, jobs need to provide compensstion levels, inclnding wages, sglaries and
benafits, at which leborars can afford more than just the bazics and provide a mean: for razl
growth over titne. Jobs mnst alzo be available in industries that are going to cowtribute greafer
growth opportanities within the economy. Of thess zactors, manufacturing provides the best of
theze opportanities.

Exhibiz 14
Fewe ared Ten-Year Aoverage Anmual Growth in Manufacturing Employment
Blonthly: len 1957 -Apeil 2023
i

IR
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Exhibiz 1%
Mlanutacturing Employment as a Percentage of the Labor Foroe: 1959 - 2023
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honetization and Debt

The collapzs of the financial markets n 2008 has had 3 mazzive impact on the T7 5. sconany,
rezulting in significant stroctaral changes in its overall behavior. The maost significant of these
relate to money creation and the use of debt Gnancing. As can be sesn inm Exhibit 146, which
inchades indices of the money supphy (MM2) and GDE (zcaled on the left axis), and ratios of total
indehtedness to both the manay supply and GDP (zcaled on the right axiz). Going back to 1981,
it iz clear to zee that GDP growth followad money supply growth almost exactly. Smce Z00E,
howeever, the TIL5. econormy has required increasing infusions of money to sustan itz growth. As
cam e zean in the shaded area of Exhibit 16, money supply growth ncreased relative o GDP
growth over the antirs period following the market collapze to the beginning of the pandamic.
The hoge infazions of money doring the pandemic bazically maintained but did not ncreasze
GDP growth.*”

The behavior of debt relative to money and GDE zlzo sppears 1o have changed bacanze of the
financial markest collapse m 2005, Az can be seen in Exhibit 16, the level of debt relative o the
money sapply steadily increassd to 2008, since which time it has steadily fallen. It has onky

“ Daia: Federal Reserve Bank of St Lowis, Econoric Data (FRET)
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torned up in the past year because the money supply has, for the first thime, besn reduced by
Federzl Feserve policies. The level of dabt relative to the GDP can zlzo be sean as rsing fom
1980 wnmtil 2008, Followmg the rnarket collapss that ratio levaled off and began to declina
suggesting that the U.5. economy had hit its debt limir *'

TWhat iz mportant about these findings iz that, theoretically, money creation is suppozed to
accommadate sconorpic growth. Quantitative eazing policies pursasd by the Fedsaral Fazeryve
following the market collapse in 2008 weare desizned to increasze the availability of money for
business borrowing and investment in job-cresting ventares. As the money poured into the
acpnomy after 2008, however, the rates at which it was borrowed and at which it created GDP
grawth both daclinsd. In fact, mcreasing ampunts of mMoney Were HeCassary to accammadate
relatively constant GDF zrowth., The U5, economy has become addicted to cazh and reguires
bizger and bigzer hits to functon.

Exhibiz 16
Insdiced of LS, GO arsd Morssy Supply (PA2) (1981 ) =200)
Ratics: of Total Debt to GOP and BF
Ciuarterty: 19810 to 20231
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How it All Fitx

The problems in the .5, economy are structural, not cyclical. This iz not to 22y that the
acononry will avoid the impacts of cyclical change  Father, the mpact of cyclical change will be
axacerbated by the underhyving stroctural problem. For a medical patient with a bacterizl
infection, it iz poszible to address the faver symptoms by administering doses aspirim, but the
patient will continue to deteriorate if the infection is not treated. Likewise, when the 115,
aconormy begins to suffer Fom the effects of cyclical changes and external events such as tha
pandemic, it is possible to alleviate the symptoms on 2 short-term basis by wzing waditional
acpnormic policies that mclude money creation and bomowmg. The following stwctaral changes,
horarever, have made parmansnt solutions muoch mors elusive. Thesze stroctural changes inchads:

# The decline of the relative zize and influence of manufactoring activity on the TS5
econormy. Less manufacring will mean lower growth rates.

# The ransformation of waork resulting from advances in technology. Fewer people are
now regairad to perform basic work tasks, resulting in a2 restructoring of the emploviment
markets and reduction in the pumber of jobs wvolving mamzl processing and othar
functions.

# The mismatch of job skills and interests to job availability. There are over 2.5 million
unflled job vacancias in the TS, today. This iz up form 7.2 million just prier to tha
pandermic. hlany of these jobs are unfillad due to lack of either guoalified or intarested
potentizl employvess. Others are unflled bacanss paopls have laft the workforce. Fazl
wazges have not increased to the point where additional labor resources are being drawn
inta these areas.

# Deterioration in the academic training and perfonmance of U5, school stodants will

reducs the competitiveness of the 1.5, econormy and may force additional mizration of
jobs to other regions across the globe. This relocation will be enakbled by technology
transformation.

# The increasze in indebtedness across the TS, economy. It appears that the TV.5. aconamy
may have reached or exceeded itz acceptakble debt limit Hasvy borrowing and now
rising interest rates will increaze the drag on the economy due to the need to service those
dabt paymentz. Fising interest rates will reduce the mumber of economically feasible
investnent projects and redoce investment spending. Fising rates will also force
consumers out of the home buying markats and further reduce mvestment spending in
that zactor of the economy.

# The income and wealth redistribution that began in the lats 1970= will continue to
contribute to a lopsided econornic market. As debt lewvels have risen, income and wealth
ara redistributed from borrowers to lenders, and from consumers o Imvestors. Weaalth
Eaps increase as a result. Falling real income levels beginning in the lower economic
clazzes, but now moving higher up, will reduce consmmer spending on all but the
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sggential iterns, redocing demand for other consumer goods and =ervices and having
negative impact on outpat and employment in those sactors of the economy.

Short Term Prospects

There are several key factors suggesting that cthe U5, sconomy v headed for @ recession, ard
thae the landing will be both hard ard ner evenly spread across all seceers. Those factors
inchada:

& Inflaticnary prassure will continns to be exerted on the economy rezulting from the
additional money created during the pandsrmmic. Even with the curreat tightening,
inflation will most likely persist for an additionzl 12 to 18 months, This will cansa
consumers to continue to reallocate their budzet expenditares and some eConomic
zactors, particularky those of 2 non-eszential natire, to experience recessionary owtcomes.

# Should the Faderal Feserve continue to increase rates to reduce imnflation more rapidly,
there will b= additional significant negative Consaguences on investmant speading,
prirnarily in the housing market, but also in relstion to private bosiness investing, This
will redoce oppormnitiss for employment and outpat growth and could lezd to 2 hard
receszion. The Federal Fesarve iz now stuck between the proverhizl rock and a hard
place. EFate increszes and'or money supply redaction ars going to be necezzary to raduce
inflation, but swch mcreases can very well tip the econormy into a desp recession.

#  Ag ourrent dabt matares, it will require sither payoff or refinancing at highar interest
rates. Diebt sarvicing cost: will increase and farther reduce opportunities for investonent
and economic growth. Companies relymg on short term debt will be mors heavily
impactad by this action. For business cradif, we capn expect v see addiforal wpward
pressure on DEQ and an increase in delinguency and aplrugricy aciivigy due fo thiv
ard the ahove-menfioned feciors.

# The government debt “can™ has bean kicked down the road vet again: this fime ontil after
the next presidentizl electon. Both sides are most likely thinking that they can sweep the
alection and implement their owm sohation to that problem. Fegardless of which party
wins {or 2 3plit), the plain fact iz that the 1.5, faderal government cannot continas 1o
zustain or mcreasze its currant level of indabiedness in 2 slow-growih economy. Higher
dalpt levals and servicing costs will put downward pressure on govenunent spanding in
other areas and additional pressure to raize revenns (i.e., taxes) to kesp the government
out of a financizl distres: scenario. Dealing with the debt level in this way will also put
TECesslonaTy pressure on an economy that iz weszkly positioned to handle it.

The ultimate reality behind this analy=is iz simply that the 1.5, is no longer a high-growth
econorny. Further, steady increases in its overall level of indebtedness will continue to stunt its
akility to restore any semblance of high growth, az debi-zarvicing costs will consutne 2 greater
portion of its owtpnat and mcome. Debi-zarvice expendimares, however, constitute 2 transfar of
wealth from Borrowers to lenders. To 2 degree, this muddles interpratation of the meaning of
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aggrezate econommic outcomes. To undarstand the meaning of eaconomic changes, we will need
to understand the impact of thoze changes on the distribution of economic incoms and wealth
within society. What we have seen ovar the past 50 years and will ses into the fiubare iz 2
continnation of this reallocation of that wealth, which will have 2 significant impact on our
health not only a3 an economy, but 25 a socisty.

About the quthor:

Dr. Stever Isberg is currently Senfor Fellow af the Credif Research Foundafion and Aseociate
Professor and Chair of the Department of Acconnting ef Towson Universify in Towson,
Marplard Steve hes been working with CRF since 1994 in hiv copacity as research fellow
ard in the development and delivery ¢f @ wide varizfy af our professional fraining and
edncatior programs. Steve har been a part gf g nurpher qf key CRF research inifigfives over
the vears, including The Fuore of Credit Studies; the Compensation Studies; Shared
Services; and now CECL. Sreve har almost 40 vears of experience teaching ar che collzge
lewal where ke specializes in the areas of aceounting, finarcial statements analysiz and
valnefon, end financial econemic Risfory.

As originally published in the Credit Research Foundation 2Q 2023 Credit & Financial Management Review
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predictiveness of risk by

50% and say yes to more oy =
customers quickly. For your “if only” moments

5 o
6"% OnlyEquifax

Equifax helps you say yes to
more businesses by leveraging
differentiated commercial
data, advanced analytics,

and integrated platforms.

* Unparalleled data assets including
financial, non-financial trade data
and trended data

» Configurable solution includes
12 industry specific scorecards
(NAICS and SIC code)

* Most cutting edge analytics with
patented NeuroDecision™

* Supreme coverage allow credit
Invisibles to access credit

EQUIFAX

Turn your “if only” challenges into competitive advantages.
Contact NACS Credit Services at nacskc@nacskc.com or call
913.383.9300 and ask for Beth Sineath or Amanda DeBold.
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OCTOBER

WEBINARS

Credit Professionals Alliance has been working hard to provide our clients with the most
up-to-date webinars concerning today’s challenges in the credit field. Watch your email
for upcoming registration information on all of the following webinars.

October 4th: Al Governance and Control for Credit and AR
October 10th: ChatGPT for Collections
October 18th: Cash Flow Management with a Twist—The Seven Essential C’s

Be sure to check out our website www.nacske.com/education.html for additional educational
opportunities as these are constantly being updated.

Are you looking for Certification and Certificate opportunities? Credit Professionals Alliance
can lead you in the right direction, contact Rhonda Ross for additional information at
rross(@nacske.com or (913) 383-9300.
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Educational Update:
Credit Research Foundation Webinars

October 2023

CRF offers a variety of educational programs: Proctored Courses, On-Demand Courses as well as
webinars.

November 6-8, 2023  November Forum—Mission Hills, CA

March 18-20, 2024 March Forum—Charleston, SC

It is very simple to participate: Go to http://www.crfonline.org and click on the Education.

Now offering a Certificate Program!

For additional information go to http://www.crfonline.org/events/current.asp

The following webinars are being offered by NCS Credit
to register for these go to: www.ncscredit.com/education-center/webinars

October 10, 2023
Webinar: Secured Transactions in the U.S. and Canada

October 24, 2023
Webinar: UCC Filing in the Foodservice, Hospitality, and Beverage Industries

November 7, 2023
Webinar: Understanding Lien Waivers

NCS

Securing Your Tomorrow
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