ECONOMIC OUTLOOK

Why the Economy is Better than Feared
Initial Claims Overstate Job Loss

At the time of our previous forecast, the only data available Oregon Employment Loss by Recession
was the tidal wave of initial claims for unemployment Percent Change from Pre-Recession Peak
insurance. To date Oregon has received more than half a 2020 2001 2007
million initial claims. Now, these claims always overstate the 0% il
level of job loss in the economy, and fail to capture any job 5%
gains occurring. However given the sudden stop nature of the
pandemic and ensuing recession, our office believed the
relationship between the increase in initial claims and job loss 5%
would be stronger than usual. This turned out to not be the
case. In recent weeks the Oregon Employment Department -20%
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found that 200-300,000 of the initial claims correspond to
categories that are unlikely to result in job loss, at least as measured in the standard monthly employment
reports. Such categories include those receiving Work Share, those filing incomplete, duplicate, or invalid claims
including PUA claims filed in the regular program, or claims that ultimately resulted in zero or just one week of
benefits claimed. The upshot is while our office forecasted job losses of around 20 percent, in reality Oregon lost
14 percent at the nadir in April, and 12 percent for the second quarter as a whole. As such, the initial severity of
the recession was not nearly as bad as expected. The economy is tracking considerably above forecast today
given the relative starting point for the recovery is higher.
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Federal Policy Matters
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suppressed during the shutdown means consumer spending
holds up much better than feared. And the overall economic picture brightens accordingly.

This unprecedented infusion of federal money kept firms and households’ heads above water, at least during
the past six months. Of course this federal support is now gone. The one-time recovery rebates were largely
dispersed back in April and the expanded unemployment insurance benefits expired at the end of July. Early
indications shows that since then, consumer spending has largely leveled off. This is encouraging that consumers
are not pulling back on spending, or at least not yet. However given how far the economy still has to go in
recovery, such a slowdown in spending growth as seen in recent weeks is discouraging.



One likely reason consumers have not stopped spending is

the fact that households have built up more than $1 trillion sa0 U.S. Checkable Deposits
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held by those at the top of the distribution. In aggregate, income and savings look good. However this may mask
hardship by those lower down the distribution, especially now that the federal support is gone and jobs remain
scare.

Nature of the Recession

A third reason why the overall economic numbers look better

) ] ) ) Oregon Employment by Wage
than expected is due to income inequality, the nature of the Percent Change Since January 2020, Terciles Based
recession and its impact across the distribution. It is clear on Industry Average Wage
that workers in low-wage industries have been impacted the » High (>062k)  ==Middle (540-62K) ===Low (<340k)
most. While every worker counts equally in terms of 0%
employment and unemployment, this is not the case when -5%
looking at the total amount of income and spending in the igj
economy. Higher-wage workers and higher-income 20%
households account for an outsized share of the total as they = -25%

. -30%

earn and hold a larger share of the income than do lower- Jan-20 Feb-20 Mar-20 Apr-20 May-20 Jun-20 Jul-20 Aug-20
Wage and Iower_income householdS. As suchl the fact that Source: Oregon Employment Department, Oregon Office of Economic Analysis
middle- and high-wage sectors have not experienced as severe of job losses so far likely helps explain why the

total income and spending numbers have held up.

It remains to be seen whether the pandemic exacerbates income inequality over the longer term. It is today with
larger job losses among lower-wage workers while asset markets continue to see robust valuations. However for
household income for those in the middle and bottom part of the distribution, the key remains wages and the
strength of the labor market. The just-completed decade-long economic expansion was finally bearing fruit in
terms of income gains for low- and middle-income households. This was largely a result of the labor market
being tight for cyclical and structural reasons, driving wage increases. While the cyclical strength is gone with the
recession, it will improve as the economy recovers. However the structural factors, namely retiring Baby
Boomers, remain, indicating the labor market may tighten, and therefore stronger wage gains emerge, faster
than one may assume given double-digit unemployment just a couple months ago.

Now, jobs in middle- and high-wage industries are still experiencing sizable job losses. Their decline of around 5
percent is more severe than what Oregon experienced in the 1973, 1990, and 2001 recessions. The fact that
these industries are not bouncing back in recent months likely speaks to the fact that the recessionary shock is
still reverberating through the economy, and layoffs in these sectors are more likely to be permanent and not
temporary.



To date much of the improvement in the labor market is due
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Outlook in Brief

In past cycles when Oregon has faced double-digit job losses and unemployment rates, it has taken around five
years to return to health once the recovery gets underway. Currently our office expects Oregon’s labor market
to return to health during the summer of 2023, or one year faster than assumed last forecast, and two years
faster than what the state experienced coming out of the early 1980s recession and the Great Recession. There
are a number of reasons for this faster recovery trajectory.
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rates had not been lower in decades. This solid economic foundation prior to the pandemic should aid in
recovery, or at least not hinder it.

Second, our office remains deeply concerned about the state of the pandemic itself, how businesses and
consumers respond, and the amount of permanent damage that accumulates during the recession and initial
stages of recovery. That said, here too we see better news than feared in recent months.

The number of new COVID-19 cases in Oregon spiked during the summer. But they are declining today and
remain comparatively lower than the nation. This decline in new cases is in part due to fewer tests, but also due
to a lower positivity rate on those tests.

The number of permanent layoffs in the economy remains high, but not yet as severe as seen in past cycles. And
while we lack timely data on firm closures, the little bit of information we have is relatively encouraging. Liquor
license renewals with OLCC are normally around 98 percent. In the first quarter of 2020 this fell to 97 percent
while in the second quarter it dropped to 92 percent. Similarly, 94 percent of video lottery retailers are currently
reporting revenues. So while there are business closures, and our office is concerned about more in the months



ahead in light of the funding from the Paycheck Protection Program running out, the impact so far is not as bad
as feared.

More encouraging is the strength in new business
applications. While it will take time to replace the lost
businesses from the pandemic and recession, start-up 500
activity and entrepreneurship is not taking a similar hit. 400 2020
Furthermore, the Oregon Employment Department catalogs 200

media reports of firms opening, expanding, reducing, or
closing. While more qualitative in nature, the totals here
have rebounded in recent months where good news —
reports of openings and expansions — are again outweighing 0
the bad news —reports of reductions or closures.

New Oregon Businesses
Weekly High-Propensity Business Applications
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All of these factors point toward a quicker economic
recovery than experienced in recent cycles. Normally it takes a year or two for the recessionary shock to work its
way through the economy. It remains likely that this underlying damage is not done accumulating. Furthermore
downward revisions to some forms of non-wage income largely offset the improvements in the labor market,
leaving the total personal income forecast relatively unchanged.

Our office expects economic growth to slow noticeably later this fall and through the winter. The combination of
the easy reopening gains playing out, loss of federal support, and worries over the spread of the virus as we
move indoors during the cold months will likely weigh on economic gains. However, once the pandemic is
managed, brought under control, and some sort of medical treatment becomes available — our assumption
remains mid to late next year — the recovery will accelerate and return to stronger growth.

A more complete summary of the Oregon economic outlook and forecast changes relative to the previous
outlook are available as Table A.2 and A.3 in Appendix A. Additionally see our office’s Alternative Scenarios on
page 13 for more on why the baseline outlook may be too optimistic or pessimistic.

What Hath 2020 Wrought?

Oregon’s ability to attract and retain skilled, working-age households has long been one of the state’s
comparative advantages. An ample supply of workers allows local businesses to hire and expand at faster rates
than the nation overall. This influx of new residents also increases local demand and business sales. As such, our
office’s population forecast remains the key to most every long-run forecast for the state. Any factor, either
good or bad, that could potentially alter the population forecast is of the utmost importance. And 2020 hath
wrought both near-term economic and humanitarian costs, and risks to the longer-run population forecast.

First, however, our office’s population outlook remains Oregon Population Growth
unchanged relative to the last forecast. At that time our office Annual Change in the Total Population
built in slower migration this year and next. This was due to 70,000
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impact in the state’s ability to attract and retain working-age households over the extended forecast horizon.
However some combination of the pandemic itself, protests and clashes of violence, wildfires, drought, and
working from home may impact the outlook in the years ahead, even as it is too soon to tell today.

Wildfires

More than one million acres in Oregon currently are burning or have burned in recent weeks. At one point
around 85,000 Oregonians were fully evacuated from their homes, while no Oregonians enjoyed healthy or even
moderate air quality to breathe. Although the full extent of the devastation is not yet known, the impacts from
the fires are both substantial today, and likely to fade fairly quickly as the rebuilding gets underway. Given fires
burn in mosaics, there will be patchwork devastation and the risk for any given community is whether they are
able to fully rebuild. However from a macroeconomic perspective, and even at the county level, long-term
damage is more likely to come from the perceived risk of fires than from the actual damage done this month.
This is of no condolence for those impacted today, of course.

The fires have brought both economic and humanitarian costs. More than a few of our state’s communities have
been destroyed, leaving thousands of our friends and neighbors without homes or businesses and even more
without access to theirs. The fires temporarily closed major highways going both north-south and east-west
across the state, disrupting untold supply chains. As heavy smoke blanketed the state, it not only meant Oregon
had the worst air quality in the world, it meant many local businesses had to temporarily shutter as well. Much
of this occurred during what is called the U.S. Bureau of Labor Statistics’ “reference week” or when the data for
the monthly statistics are collected. As a result the September statistics for Oregon, released October 13", may
show larger impacts than in past years when wildfires happen to be in non-reference weeks.

Furthermore, the direct impact on forest-dependent sectors is substantial. The timber industry — logging and the
mills — account for 1.7 percent of state GDP while forest-based recreation accounts for around another 1

percent. Depending upon the level of devastation, these forest-dependent sectors may face longer-term impacts
as timber harvests could be reduced for years to come, and there are fewer areas to recreate and less wildlife to

hunt or observe. I .
Wildfire Impacts in Oregon

Normally, natural disasters only have temporary impacts

with the affected region made economically whole within a Evacuated Areas ' Estimate % of State
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) A . annualized basis. Most are construction, with some wholesale and retail.
technologles, the Capltal StOCk IS SomeWhat enha nced or CAT revenues increased due to construction activity, spending on building

materials and furnishing, and increases in food and lodging sales due to
evacuations and visiting firefighters.



better off because it replaces older equipment and buildings. Over the long-run this can support better growth
and productivity moving forward.

The full extent of the damage is unknown today. However, as a starting point, this forecast includes the
economic impacts associated with 2,000 additional housing starts over the next 24 months as our communities
rebuild. These starts support a bit more than 2,100 additional jobs, mostly in construction, on an annualized
basis. One consideration is the overall capacity of Oregon’s construction industry. How large of a net increase in
building activity the state sees, versus a reallocation of industry capacity to the impacted regions and away from
the less impacted areas, remains to be seen.

Even so, the increase in building activity, along with repairs due to smoke and fire damage, plus the temporary
impact of increases in food and lodging due to the evacuations, results in more consumer spending over the
near-term. The Insurance Information Institute finds that during big wildfire years, around 75 percent of the
losses are covered by insurance. At the individual property level, many insurance policies include coverage for
personal belongings. If the structure (home) is insured for, say, $200,000 then the owner also has coverage for
$100-140,000 in personal belongings. Given Oregon’s new Corporate Activity Tax, more spending and activity
results in larger gross receipts, and therefore tax collections. Our office’s first estimate of this impact is $18.2
million in CAT revenue.

Economically speaking, the scariest potential impacts of the fires for Oregon is that fewer households and
investments may be attracted to the region moving forward. To the extent that local quality of life has been
reduced, or if Oregon is perceived as a riskier or costlier place to live and do business, then overall growth will
be slower. Academic research?® on natural disasters finds that wildfires have the largest negative impact on net
migration out of the various kinds of disasters studied.

Now, one potential offsetting factor for Oregon today is that most, not all, but most of the impacted and fire-
ravaged communities are located within the Eugene, Medford, and Salem metro areas. Yes, these communities
are largely smaller, and more rural in nature, but they are not far-flung nor geographically isolated. Given that
the primary cities, and job centers have not been lost for the metros, it is likely that many residents of the
devastated communities still have somewhat brighter job prospects and thus may be more likely to remain and
rebuild. It remains too soon to tell the extent of the damage today. Longer-term effects are still to be
determined, particularly should such fires become increasingly frequent across the West.

Pandemic

The problems this year started with the global pandemic which has not gone away. The chief concern remains
the humanitarian costs and lost lives associated with the deadly, contagious virus. On this front, Oregon has
fared somewhat better than the nation overall as the state’s cases, while seeing a big second wave this past
summer, have not been as numerous as the typical state’s on a population-adjusted basis.

In terms of the economic impact, it is likely the economy cannot fully return to health until the population does
as well. The segments of the economy associated with being in confined spaces and/or among large gatherings
(leisure and hospitability, air travel, public transit, movie theaters, shopping malls, but also assembly lines, and
offices) cannot fully come back until households and consumers feel comfortable enough and confident enough
to do so.

1 Boustan et al (2019) https://www.aeaweb.org/conference/2020/preliminary/paper/KQ48nGrb
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It is impossible to run businesses for very long at reduced capacity or with a sizable reduction in customers.
Firms may limp along for a while, burning through reserves and propped up temporarily by the Paycheck
Protection Program, but eventually these run out. For many firms this will happen before the pandemic is under
control. Firm closures remain a key macroeconomic risk to the outlook.

Our office’s major health assumption remains that some sort of medical treatment is widely available by mid- or
late-2021. After that time, the economic recovery will accelerate and gather steam. Recently there is largely
encouraging news in terms of vaccine trials and the possibility of a treatment in a matter of a few months, but it
remains just that for now, a possibility.

Protests

It is legal and morally just to exercise one’s first amendment
rights to protest racial inequities, police brutality, elected
officials, or unidentified federal forces. But as the situationin 60,000
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Drought

Currently 84 percent of Oregon’s landmass is experiencing some level of drought. Between the fires and
worsening drought right near harvest time for many crops, the state’s agriculture sector may face a tougher year
than expected. The most recent Census of Agriculture finds total sales statewide total $5 billion. Every county
has millions, if not hundreds of millions of sales each year. Now, whether or not farmers are able to make a
profit in any given year is based on market conditions, costs, crop yields, and the like. Drought heightens these
risks. One bit of good news is that the wheat harvest, one of Oregon’s most important crops, has already past.

Working from Home

One potential silver lining from 2020 that could benefit Oregon over the long-run is if there is a permanent
increase in working from home. In the short-term as many employees as possible were working from home due
to the pandemic. The goal was to flatten the curve but also continue to get work done. However, if business
practices change permanently to allow working from home on a regular, or even full-time basis, Oregon stands
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likely to be a winner. The reason is working from home is largely about where workers want to live. Oregon is
the number two state nationwide, behind Colorado, for doing do. And everywhere across the state is average or
above average for working from home. Places like Bend and Hood River are among the highest work from areas
in the entire country.

Now, just about 1 in 3 workers can theoretically work from Working at Home on the Rise
home. These include many white collar, professional type jobs Share of Employed Oregonians that Work from Home
that generally require college degrees. The vast majority of 0% Projection—>
workers cannot work from home. Their duties require themto  ***
be in a particular location performing tasks like building
structures, preparing meals, sorting products, treating

patients, and the like. Overall there has been an increase in
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recent survey results indicate that firms may be p|ann|ng on Source: Census, Brynjolfsson et al, Upwork, Oregon Office of Economic Analysis

allowing even more remote work moving forward, but it will remain a relatively small part of the economy,
especially on a full-time, permanent basis.

A key question is whether firms will allow increased telecommuting a few days a week or month or whether it
will be on a full-time basis. The answer likely varies by company, but it has big implications for the broader
economy. If employees are required to be in the office once a week, relative housing preferences may, not will,
but may shift away from close-in neighborhoods to the suburbs or even nearby rural communities. Larger homes
and yards may offset the increased commute times, if those commutes are less frequent than they used to be.
To be clear there is no indication that changes in housing demand or preference is occurring today. None. But
one could reasonably expect there may be some changes in the future. Time will tell.

However if workers are truly remote, it would allow them
¥ North Central Oregon
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want to live in a particular community. They may be unable to find a suitable job in the local economy, so they
either bring one with them or they start their own business. Those working from home are four times as likely to
report business income, rather than wages, than workers in the economy at large.

The other key question, in terms of the potential impacts across the state, is whether any increases in working
from home simply double-down on existing patterns of where people live, or rather we see new patterns
emerge. Regardless, Oregon likely stands to benefit from increases in working from home moving forward.
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For more on working from home, the importance of broadband internet, and pandemic-related migration see
our office’s recent research?.

Racial Disparities and COVID-19

In terms of public health the pandemic has disproportionately impacted Black, indigenous, and people of color.
This is especially true for Hispanic or Latino Americans and Oregonians. However in terms of layoffs there are
few signs of racial disparities, at least so far.

First, the just released Census data shows that while

Oregon’s racial poverty gap remains large, it is narrowing
considerably in the past decade. Poverty rates for Black, 30%
indigenous, and people of color in Oregon have never been 25%
lower and the gap with white, non-Hispanic Oregonians has
never been smaller. There remains considerable room for

15%
improvements and addressing inequities, but the strong r”‘\/m _
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economy before the pandemic was beginning to help. Even
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OFEgOnIanS EXperlenced du”ng the WorSt Of the Great Source: Census, IPUMS-USA, Oregon Office of Economic Analysis
Recession.

This stronger economic foundation prior to the pandemic is expected to aid in recovery for all Oregonians,
provided the recession and permanent damage done does not widen racial or ethnic disparities.

To date there remains little available real-time data on employment by race or ethnicity, particularly at the state
level. That said, what data there is does not indicate widening gaps. Nationwide, the unemployment rate
differences between white and Black Americans is not considerably different than in recent years.

Here in Oregon the industrial mix of jobs held by Projected Employment Losses by Race
different races or ethnicities, when mapped to the sector and Ethncity based on Industrial Mix

level jobs losses, does not indicate fundamental Perent Change from pre-pandemic peak
differences either. Now, Hispanic Oregonians do appear 0%
to be little bit harder hit due to their larger employment

in agricultural-related jobs. But in the big picture, there

are not a lot of differences based on which industries 0%
Oregonians work in.

White, non-Hispanic
—Asian or Pacific Islander
——American Indian or Alaska Native
Black
——Hispanic
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-15%
All of this said, it does not mean racial disparities will not
widen during the recession and recovery. They may. But 0%
they may widen likely for non-economic reasons. Our Feb-20 Mar-20 Apr-20 May-20 Jun-20 Jul-20  Aug-20
Source: IPUMS-USA, Oregon Employment Department, Oregon Office of Economic Analysis

office will continue to monitor the data and analyze
these outcomes as best we can.

2 https://oregoneconomicanalysis.com/2020/07/22/working-from-home-and-broadband-access-in-oregon/
https://oregoneconomicanalysis.com/2020/08/13/lets-talk-more-about-pandemic-migration-and-working-from-home/
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Regional Outlook

Overall, changes in the economy so far this cycle in Oregon
are nearly identical to those experienced at the national
level. This goes for both employment, unemployment, and Less Severe Average _
likely personal income as well. One key reason, as detailed
in the June 2020 forecast?, is due to the nature of the cycle
and how Oregon stacks up with the typical state. The major « Demographics

severity factors are roughly the same relative size in Oregon « Wealth/asset

as they are nationwide. To date the two key factors that markets

have traditionally made Oregon recessions more severe

than national recessions — migration, and our goods producers — have yet to be impacted as much. This may
change moving forward as the underlying shock works its way through the economy, and migration slows due to
fewer job opportunities. However, to date Oregon is not being disproportionately impacted by the pandemic
and ensuring recession.

Recession Severity Factors for Oregon

* Energy/mining * Leisure & * International
Hospitality trade

These factors also influence the severity of the local and

Employment Loss by Region
regional recessions across the state. Areas, like the North ploy L

Percent Change from pre-COVID Peak
Coast, and in the Gorge, have seen larger job losses due to

their reliance on travel and tourism. As the economy

Worst of Recession mAug'20

. . . -25% -20% -15% -10% -5% 0%

reopens and households feel more confident in venturing

t, job growth has returned as well. C | M os. Valley
Oljl , job growth has re'urne as We . onverse y, areas R
with larger shares of high-wage jobs are seeing a e S—
somewhat weaker rebound as these industries are more B . Ve
likely to experience permanent layoffs. It can be expected B oo
that revisions to local level data may change this picture I southwestern
moving forward. But to date much of eastern and I Fortland

; ]
southern Oregon have seen relatively stronger labor central
: : ; s I  Gorze
markets. As the recovery continues, regional disparities \ Conet
I - Coas

are likely to emerge as longer-run growth is based on
labor force and productivity gains. How each region fares
in this regard will be closely watched in the months and years ahead.

Source: Oregon Employment Department, Oregon Office of Econemic Analysis

Another factor helping support economic activity in
recent months has been the CARES Act and federal aid.

The combination of the Paycheck Protection Program % o Lake
for small businesses, household recovery rebates, and 20% o Harney
expanded unemployment insurance infused Oregon’s
economy with $14 billion. At the local level, the size of

CARES Support by County

o Wallowa
o Grant

15%

Jackson

Hood River,
C
© Polk

Deschute:

ane Douglas(}mDS
o Curry Union Lincoln

PPP Loans, Share of Wages

the disaster aid is based on the number of small 10% - ciackamagiS Yk O Qs
businesses who applied for assistance, the composition 5% gpn oo Wheeler

of local households, and how many workers have been oy | Washington * Gilliam e

laid off this year. It remains too soon to be able to do a 2% 3% 4% 5%
full analysis of how these federal programs aided local Rebates and Ul, Share of Income

Source: BEA, BLS, SBA, Oregon Office of Economic Analysis

businesses and regional economies. However given the

3 https://digital.osl.state.or.us/islandora/object/0s|%3A946688
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variation in this assistance across the state, it is likely that patterns will emerge as more data becomes available,
and revisions to the existing data are conducted.

Alternative Scenarios

The baseline forecast is our outlook of the most likely path for the Oregon economy. As with any forecast,
however, many other scenarios are possible. Given the uncertainty about the path of the virus and public health,
in addition to the relative changes in the temporary versus permanent economic damage still to come, the range
of potential outcomes is larger than usual. The key points on the path to recovery revolve around the timeline
for a widely available medical treatment, the potential for a double-dip recession, and the duration of the entire
cycle. The two alternative scenarios below are not the upper and lower bounds of these outcomes. These
alternative scenarios are modeled on realistic assumptions that are somewhat more optimistic or pessimistic
than the baseline. See page 19 for the General Fund revenue implications of these scenarios.

Alternative Scenarios Sep 2020
Oregon Employment Alternative Scenarios 2020 2021 2022 2023
Percent Change from Pre-Recession Peak Employment

5% . . Baseline -6.0%  0.4% 2.8% 3.7%
Baseline Double Dip Faster Recovery -5.8% 3.1% 4.9% 3.8%
Double Dip -6.9% -2.8% 2.7% 2.4%

0% - < .

,f" Unemployment Rate
L

S0 i Baseline 8.5% 8.1% 6.9% 5.2%
’ Great Recession FasterRecovery  8.6%  6.8%  4.8%  4.1%
Equivalent Double Dip 9.2% 12.0% 9.2% 7.4%

-10%
Personal Income

Baseline 8.0% -6.5% 5.2% 5.3%
-15% Faster Recovery 8.8% -4.83% 5.6% 4.8%
2020 2021 2022 2023 2024 2025 2026 2027 Double Dip 6.6% -9.2% 4.9% 5.1%

Optimistic Scenario — A Faster Recovery:

The strong growth experienced in these initial stages of recovery continues. The economy returns to health in
early 2022, leading the overall cycle to look more like a traditional recovery from a natural disaster, rather than
a more typical recession. The likely underpinnings of this outlook include a widely available medical treatment
by late 2020 or early 2021, which brings the pandemic under control and bolsters consumer and business
sentiment. The number of firm closures and permanent layoffs are kept to a minimum, aiding in the pace of
recovery in the months ahead.

Pessimistic Scenario — A Double-Dip Recession:

A second wave of cases surge this fall and winter resulting in another round of strict social distancing. The
economy enters into a double-dip recession and the overall recovery is also slower. The resurgence in cases may
be due to a seasonal component of the virus, an economy that reopens too soon, or people simply ignoring the
ongoing public health guidelines. The lack of further federal assistance leads to the underlying recessionary
shock accumulating more damage in the form of business closures and permanent layoffs. Oregon’s economy
does not fully return to health until late 2025. While the overall cycle is still shorter than what the state
experienced in the aftermath of the Great Recession and early 1980s recession, the recovery timeline from
when growth begins, is relatively similar to those past cycles.
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