CENTRALINA \

REGIONAL COUNCIL

Economic Update
2026

Scott Baier
Clemson University
3/20/2026



Overview National

* The near-term and intermediate-term economic growth showed mixed
signals heading into 2026.

* GDP growth in 2025:Q4 came in at 1.4 percent -- well below anticipation.

* Forthe year, overall GDP growth was 2.25
* The conflict with Iran and elevated oil prices may act as a drag on the economy.

* Job growth is showing signs of weakening. Total nonfarm payroll employment
fell by 92,000 in February, and the unemployment rate moved up to 4.4%.

* The Fed's preferred inflation gauge stood at 2.8% in January, with core PCE
at 3.1% — meaningfully above the Fed's 2% target and running hotter than
CPIl suggests

* Thisis a pre-war snapshot of inflation. The impact of the increase in oil prices will depend on
inflation depends on the duration of the conflict.




Charlotte MSA Overview: Outperforming the Nation

Charlotte MSA has an unemployment rate (3.6%) below the national average (4.4%), and the
population continues to grow by about 50k per year.

e Total non-farm payroll is ~1.25 million and diversified employment financial services,
health, technology, logistics and manufacturing.
e Job growth was a 2.1% per year above national average 1.4%

Charlotte MSA GDP ~5$240 billion (2023 estimate); among the top 25 metros.
GDP growth was about 1.9% in 2025 and is expected to be 1.8% in 2026

Outlook: Charlotte MSA benefit from strong in-migration driven by relative affordability
(relative to the Northeast and West Metro areas).

Outlook: Business friendly regulatory environment
Outlook: Diversified production and employment.
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Real GDP: 1947:Q1 -2025:Q4
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Real GDP Growth -- Income Growth
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GDP and Employment
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What Drives Income?

* Inthe long run, income (GDP) is driven by increases in the economy's
productive capacity.
* Increases in population and human capital (education),
* Increases in plants, machines, and equipment (capital stock), and
* Increases in productivity (more efficient ways to produce goods or new goods).

* Inthe short run, income (GDP) is influenced by demand-side factors.

 Consumption,
* |[nvestment,

* Government spending,

* Net Exports.




The Demand Side and the Composition and
Contribution of Real GDP
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Consumption Contribution
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Consumption and Real Disposable Income
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Household Debt
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Consumption Takeaways

* Consumption growth has become ‘more’ dependent on higher-
income households than in earlier stages of the recovery.

* Lowerincome households have depleted excess saving from stimulus by
2023.

* Recent credit data show rising delinquency rates among lower-income
borrowers and increased use of revolving credit.

* Spending growth has been stronger in travel, restaurants, high-end
services and durable goods.
* The consumer is healthy, but uneven.

* Macro concerns: Consumption becomes more interest rate
sensitive, and more sensitive to wealth corrections, asset prices
and credit conditions.




The Affordability Crisis

* What is driving it?

* The 2021-2023 inflation surge raised the overall price level by
roughly 18-20% — and that level does not come back down under
normal policy.

* Slower inflation (disinflation) means prices are rising more slowly,
not falling — consumers feel this as a permanent loss of
purchasing power.

* Housing is the dominant driver: a decade of underbuilding,
restrictive zoning, and now elevated mortgage rates have created
a structural shortage that monetary policy cannot fix




The Affordability Crisis

* What can policy makers do?

* Supply shocks — eggs, oranges, petroleum — are temporary
relative price changes that self-correct as supply normalizes;
these are not the affordability crisis

* Promising to lower prices from demand-driven inflation is either
economically illiterate or deliberately misleading .

* Addressing housing affordability requires supply-side reform:
zoning, permitting, and construction — not Fed rate cuts or
executive orders on grocery prices




Rents Fell in Cities That Built More

Cities that built more new apartments in recent years largely saw rents
plummet. Cities that built less did not.

Market New unit growth (5yr. avg.) Rent (% change since max)

-15.2%
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Affordability in Charlotte

» Charlotte home prices up ~2—-3% year-over-year — steady
appreciation, not a bubble or a crash.

* Inventory rising: (>)10,000 active listings MSA-wide, up nearly 16%
from a year ago.

* The MSA added nearly 29,000 housing units in 2024 — more than
the increase in households, the first supply surplus in years

» Apartment construction hit a record high: nearly 20,000 new
multifamily units delivered in the past year alone

» Charlotte continues to outperform national trends in both sales
activity and price stability




Affordability in Charlotte

» Relative to peer metros (Austin, Atlanta, Tampa), Charlotte remains a
value — a key driver of continued in-migration and corporate relocation.

* Modest income growth + declining interest rates + increased supply =
measurable affordability improvement in 2024.

* The challenge: entry-level ownership remains out of reach for many. Only
18% of homes sold under $300K in 2025, down from 36% in 2021.

* Near-term risk: the 2022—-23 construction slowdown means fewer
deliveries in 2026 and beyond — the supply gains that drove recent
progress may stall.

» The policy window is now. Zoning reform, density incentives, and

workforce housing investment can extend the progress before the pipeline
tightens




Investment
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Investment Spending:

* Investment includes the:
* purchase of plants machines and equipment,
* changes in business Inventories,
* and residential investment

* The drivers of each of these components are different.




Investment Spending:

* Investment includes the:
* purchase of plants machines and equipment (interest rates),
* changes in business Inventories (sales expectations & suppliers),
* and residential investment (mortgage rates)

* The drivers of each of these components are different.




Investment Spending:

* Investment contributions to :

* Fixed investment the purchase of plants machines and equipment
accounted for 0.31 percentage points of the real GDP growth in 2025:Q4

* Residential investment the construction of new housing accounted for
-0.02 percentage points of the real GDP growth in 2025:Q4

 Changes in Business Inventory contributed 0.28 percentage point to
GDP growth in 2025:Q4
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Investment Outlook

* Much of the growth in investment in 2025 is coming from Al-
Equipment. It has added about 40 basis points to GDP growth
each quarter.
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Investment Outlook

Tariff uncertainty has impacted fixed investment, and firms have altered their
behavior in 2025:Q1 to stockpile inventories.

The impact of the conflict in I[ran may act as a drag on investment as higher
petroleum prices will increase cost and consumer demand uncertainty may slow
Investment.

OBBB will have some positive direct effects on business investment

* Permanent 21% corporate tax rate maintained from TCJA, with accelerated depreciation
provisions for certain sectors (e.g., energy, manufacturing, Al/tech)

* Investment tax credit for U.S.-based semiconductor manufacturers building new facilities
before 2026.

* Refundable R&D credit: Enhanced support for small businesses and startups. Firms can
immediately expense domestic R&D costs, aligning tax treatment with GAAP.

* 100% depreciation, reversing phase-out to 2025. Businesses can now immediately deduct
full qualifying equipment costs.

The outcomes of these will be increased domestic investment, boost short-term
cash flows, and potentially increase domestic supply chains.




Government Spending
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Defcit and Deby
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Export and Import of Goods
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Tariff Impact on Import vs. Domestic Prices

A T :
P 2N QI R G L SO R AP

L N S S S R A .
& &S IR ‘ ¢ ¢ :
N X & x » N N

N N N N N

e |Mport Index Domestic Ind ex e e e Domestic Trend e e e |mport Trend




Tariff Impact on Import vs. Domestic Prices
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Imported and Domestic Affected Prices
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Change in “Blue Collar Jobs”
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Change in Employment
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The economy adds about 125k jobs on average each month each



Change in Employment
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Change in Non-Farm Payroll (5/20-2/26)
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In 2020, from May until December the economy added over 12 million jobs
In 2021, from the economy added over nearly 7 million jobs

In 2022, from the economy added over almost 4.5 million jobs

In 2023, from the economy added over over 2.5 million jobs

In 2024, from the economy added over over 1.6 million jobs

In 2025, from the economy added over nearly 250thousand jobs
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Change in Employment
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Over the last 13 months there has been a netincrease in 311,000 jobs
In 2024, there was an 1,459,000 netincrease in jobs.




Job Separations
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Unemployment Remains Low -- Below 4.5%

FRED /»/‘ we Unemployment Rate
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Source: U.S. Bureau of Labor Statistics via FRED®

Shaded areas indicate U.S. recessions. fred.stlouisfed.org



MSA Migration--People
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Labor Productivity: The Puzzle and the Promise

2024 productivity grew 2.3% — the highest annual rate in 14 years
(excluding the pandemic spike of 2020).

Nonfarm business productivity in Q3 2025 surged to 4.9%.
Historical context:

e 1989-2010 average: 2.4% per year

e 2011-2019 average: 1.4% per year — the 'productivity puzzle' era

e Current business cycle (Q4 2019-present): 2.0% annualized
Al is the key upside: workers using Al are 33% more productive per hour

Source: BLS: ADP Research; Federal Reserve Bank of Chicagol
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Direction of the Fed

Fresh feathers

Fed chair nominee Kevin Warsh,
policy-stance index*
1=most hawkish, -1=most doveish
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The Fed's Navigation Challenge: Dual Mandate Under
Pressure

The Federal Reserve's dual mandate: stable prices (2% inflation target) and
maximum employment.

Current state: Core PCE inflation at 2.5% — above target but declining slowly from
peak.

Labor market weakening: monthly payroll gains down from 250K+ to ~130K;
unemployment at 4.1%.

The Fed's typical playbook:
* When inflation is too high - raise rates to slow demand, cool hiring, reduce demand
* When unemployment is rising > cut rates to stimulate spending and job creation

The current dilemma: inflation still sticky but labor market showing signs of softening.
* |f Fed holds rates too high for too long - risks tipping the economy into recession
* |f Fed cuts rates too early - inflation re-accelerates and credibility is damaged
* Powell's current stance: cautious, patient approach; waiting for clear evidence inflation is on path to 2%.

Source: Federal Reserve; BLS; BEA




High Productivity + Weak Labor Market: The Fed's Dream

Scenario?

* The scenario: productivity growth stays strong (2.3%+) even as
labor market softens.

* Why this changes everything for the Fed:

High productivity allows the economy to grow faster WITHOUT triggering inflation.
Firms can increase output without needing to hire aggressively — less wage pressure.

Unit labor costs (wages growth - productivity growth) stay contained even if wages rise
modestly.

Example: if productivity grows 2.5% and wages grow 3.5%, unit labor costs rise only 1%.

Source: Federal Reserve Bank of San Francisco; BLS; ADP Research



High Productivity + Weak Labor Market: The Fed's Dream
Scenario?

e What the Fed could do in this scenario:

Cut rates more aggressively to support employment without fearing inflation resurgence
Achieve a 'soft landing' — inflation falls to 2% while unemployment stays at 4.0-4.5%

* Raise the economy's speed limit: potential GDP growth could rise from 2% to 3%+

The risk: productivity gains may be temporary (measurement issues, one-
time Al adoption).

* Key question: Is 2024's 2.3% productivity growth the start of a new era or a
temporary blip?

Source: Federal Reserve Bank of San Francisco; BLS; ADP Research




Assessment

Upside Risks Probability Downside Risks Probability

Al Productivity Boom 25-35% Al Bust 10-15%
Perfect Soft Landing 10-15% Consumption Drop 10-15%
Energy Revolution 10-15% Energy Revolution 10-15%
Regulation Reduction 20-25% Fiscal Deficit/Debt 20-25%
OBB Boost 20-259% Issues

Trade War Escalation 10-15%



Strengths and Challenges

* North Carolina ranks 4% in the Economic Outlook of the ALEC
Economic Competitiveness Ranking.

e North Carolina ranks 11" in Economic Performance in the ALEC
Economic Competitiveness Ranking.

* Population and job growth are expected to remain above national
average through 2027.

* Risks: Federal spending cuts impact, government shutdown
exposure, tariff impacts on manufacturing and distribution along
the 185 corridor.

Source: BEA, U.S. Census Bureau, ALEC Rich States Poor States 2025



Looking Forward

* Consumers look a little less robust than last year.
* A little worried about the accumulating debt and uncertainty

* Business Investment may rebound if
* The Trump administration can reduce regulations
* Allow for small businesses to have equal footing.

* Federal Reserve did not change rates this week.
* Labor market looks weaker, but
* PCE core inflation ticked above 3.0% outside comfort zone




Iranian Conflict Impact on the Economy

* All but one of the 11 postwar U.S. recessions were associated with an
increase in the price of oil, and likewise all but one of the major oil price
episodes were accompanied by a U.S. recession. (Hamilton)

 Consumer spending channelis important for the short run: median
households spend only about 4% of income on gasoline, but rising
energy prices have a larger impact on overall expenditures because
consumers become pessimistic (Hamilton).

* The structural conditions for a 1970s-style stagflation are largely
absent. They identify four reasons oil shocks had much milder effects
in the 2000s than in the 1970s: good luck (absence of concurrent
adverse shocks), a smaller share of oil in production, more flexible
labor markets, and improvements in monetary policy credibility.
(Blanchard and Gali)




Thank You.



In the Long Run, Productivity Is Key to Economic Growth
After a slump in the 2010s, US labor productivity has picked up lately
# Productivity growth (10-year moving average) = GDP growth
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Source: Bureau of Labor Statistics, Bureau of Economic Analysis




Labor Productivity is on the Rise
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Labor Productivity is on the Rise

Nonfarm Business Sector Labor Productivity

127 Qutput Per Hour, Index
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MNote: CBO forecad rebased to match latest value for 201304.
Source: Bureau of Labor Statistics via Macrobond; Congressional Budget Office; author's
calculations

Itis well above where we thought it would be six years ago




Supply Side Contributions to Output

Average contributions to growth in U.S. output per hour
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Youth Employment is Down

Figure 4: Young Worker Employment Rate, Excluding Enrolled
Excludes Those Attending High School or College
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"26+" includes individuals 26 to 65 years old not in the armed forces. "Young College™

includes individuals 22 to 25 years old with a BA or higher. "Young Non-College”™

includes individuals 22 to 25 years old with less than a BA. All series exclude those

attending high school or college. All series are 12 month moving average, t-11 to t,

indexed to equal 100 in June, 2023. The employment rate is computed as (e)/(e + u +

nil), where "e" is the count of employed individuals and "u” is the count of
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Source: IPUMS Current Population Survey, BLS GROUP




Youth Employment is Down
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Al Impacted Tech Sector

Tech Services Payroll Employment
NAICS 5415, 51929, 518, 5132
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Source: BLS, author's analysis. @ernietedeschi




The Future is not as Bright

Among U.S. Adults, Anticipated Life in 5 Years Slumps to
Record Low in 2025

Current life satisfaction is second lowest, trailing only 2020
— Current life (% 7-10) — Future life (% 8-10)

74.0%
720
70.0
68.0
66.0
64.0
62.0 62.1%
60.0
58.0
56.0
54.0
520

59.2%

.0
2009 2011 2013 2015 2017 2019 2021 2023 2025
Based on respondents' ratings of their current life and their anticipated life in 5 years, on a 0-10 scale

Get the data » Download image GALLUP




Citrini—“The 2028 Global Intelligence Crisis”

* Al rapidly makes human cognitive labor abundant, undermining
the core input on which economic institutions are built.

* A chain reaction unfolds: Al boosts productivity > layoffs >
reduced spending > broader economic contraction.

* Key sectors collapse (SaaS, payments, white-collar
employment), triggering financial contagion and asset price
declines

* The system lacks a self-correcting mechanism, leading to
unemployment, falling asset values, and policy paralysis




An Economist Response-- Core Critique

* Violates basic economics: GDP must equal income, so output
cannot “disappear” (no “ghost GDP?”) .

* Ignores price mechanisms and adjustment—lower costs increase
demand and create new markets.

« Commits classic fallacies: lump of labor, absolute vs.
comparative advantage, and micro-to-macro extrapolation.

* Focuses only on disruption (“seen”) while ignoring reallocation,
new industries, and long-run equilibrium forces.







