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Where are we today? Still “Driving Through Fog”

Macro economic data show continued, but slower, growth
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Big swings in GDP in Q1 and Q2 largely driven by import activity, Q3 and Q4 saw solid
consumer spending and business investment

Although consumers continue to spend; lots of anecdotes about price sensitivity and deal
seeking and high-income consumers driving overall spending

Inflation remains elevated; some tariff impacts but more expected to come
Regional labor markets weakening; have been impacted by federal workforce reductions

Risks to the economy:

[

Tariffs and federal government cuts to employment and spending (more shutdowns?) add to
uncertainties

Current growth is largely coming from handful of segments (Al, data centers, healthcare,
high-income consumers)

Geopolitical conflicts, rising energy costs
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Consumer spending on goods picked up, likely some tariff avoidance
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Higher Income households are driving spending and now seeing stronger wage

-
Exhibit 4: Lower-income households' spending growth was 0.3% Exhibit 5: In January, higher-income households’ wage growth was
YoY in January, compared to 2.5% for higher-income households 3.7% YoY, while growth for lower- and middle-income households
Total credit and debit card spending per household, according to Bank of was approximately 0.9% and 1.6% YoY, respectively
America card data, by household income terciles (3-month moving After-tax wage and salary growth by household income terciles, based on
average, YoY%, SA) Bank of America aggregated consumer deposit data (3-month moving

459 average, YoY%, SA)
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Lower income consumers still spending at value stores, seeing higher rent

Increases
Exhibit 7: Lower-income households’ spending growth at value Exhibit 10: Rent payments have grown faster for lower-income
grocers is far outpacing their spending at premium grocery stores households since 2024 : ¢ o _
Spending growth at value grocers minus spending growth at premium Median rent payments by household income tercile (3-month moving
grocery stores by household income tercile (3-month moving average, avesage, index 2023 average = 100)
percentage point difference) 112
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BLS has estimated that lowest income consumers experience higher inflation

4 Chart 8. Annualized R-C-CPI-l inflation rate, by index population, 2006-22 Chart 5. Difference in R-CPI-l inflation rates between first and fifth equivalized- )
income quintiles, 12-month percent change, 2007-23
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Click legend items to change data display. Hover over chart to view data. 2007 2009 2011 2013 2015 2017 2019 2021 2023
Note: R-C-CPI-1 = Research Chained Consumer Price Index based on a Tornqvist formula, U = urban
population (published index), Q1 = first quintile (lowest 20 percent), 02 = second quintile (second Hover over chart to view data.
2.0 percent), Q-’f = third quintile (third 20 percent), Q4 = fourth quintile (fourth 20 percent), Q5 = Shaded areas represent recessions as determined by the National Bureau of Economic Research.
fifth quintile (highest 20 percent). Note: R-CPI-| = Research Consumer Price Index based on a Lowe formula.
Source: U.S. Bureau of Labor Statistics. Source: U.S. Bureau of Labor Statistics. I
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Delinquency rates on credit cards are nearing Great Recession rates

Percent of Balance 9o+ Days Delinquent
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Source: FRENY Consumer Credit Panel/Equifax
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Core inflation, according to the Fed'’s preferred measure (PCE), ticked up
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Our surveys show steady and elevated price growth in the services sector and

accelerating growth in the manufacturing sector

Manufacturing Prices Received

Services Prices Received
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DC, Maryland, and Virginia are all in negative territory now, shedding federal jobs

Virginia
Maryland
District of Columbia

YoY % change
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DMV accounted for 23% of the national decline in federal government

employment in October

District of Columbia
YoY Percent Change in Maryland

Federal Employment Virginia
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Monthly Change in Federal Employment in 2025
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Unlike other states and the nation as a whole, DC has not seen growth in

Education and Healthcare

Virginia
Maryland
District of Columbia
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Unemployment rates are rising and labor participation is declining (retirement driven?)

Unemployment Rate, Virginia (SA, %)
Unemployment Rate, Maryland (SA, %)
Unemployment Rate, District of Columbia (SA, %)
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Labor Force Participation Rate, Virginia (SA, %)
Labor Force Participation Rate, Maryland (SA, %)
Labor Force Participation Rate, District of Columbia (SA, %)
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Lots of uncertainty and downside risks to the economy coming from:
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Tariffs and federal government cuts to employment and spending (more shutdowns?)

General sense of uncertainty

Current growth is largely coming from handful of segments (Al, data centers, healthcare,
high-income consumers) — shocks to any one could have significant impacts

Geopolitical conflicts, rising energy costs
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Thank you!
Joseph.Mengedoth@rich.frb.org
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