Economic Climate

[bookmark: _Hlk111986339]The 2023 BP electric and natural gas sales forecasts were completed in July 2022 and are based on an economic outlook developed by IHS Markit (“IHS”) in May 2022.  

U.S.

[bookmark: _Hlk111986275]After an impressive expansion at the end of 2021, high inflation and the Federal Reserve’s attempt to cool the economy tampered growth as the first quarter RGDP decreasing 1.6%.

The U.S. labor market continues to push towards pre-pandemic levels with 21.5 million of the 22 million jobs lost in March and April of 2020 recovered through May 2022. The steady drop in the unemployment rate presses on holding fast at 3.6% throughout the second quarter, near the February 2020 rate of 3.5%. The U-6 rate which also includes underemployed, discouraged, and marginally attached workers continues to drop. However, as the Federal Reserve combats rising costs, unemployment is expected to increase. 

The economy continues to experience headwinds from labor shortages and supply chain issues, which may not subside any time soon.  These shortages have in turn spurred increases in the prices of goods, propelling inflation higher. CPI increased 9% year-over-year in June, though Core CPI, which excludes food and energy, was slightly less drastic at a 6% increase year-over-year.

In the 2023 Business Plan, IHS is projecting 1.28% growth in RGDP for 2022 with an average growth rate of 2.56% for the 2023-2027 timeframe, slightly above the 2010-2019 between-recession (Great Recession and the Covid-19 pandemic) average of 2.3%.



Kentucky

Similar to the US overall, Kentucky’s economy began to contract in the first quarter with RGSP change coming in at -2.55%.

Kentucky job growth slowed throughout the first half of the year, with total non-farm payrolls decreasing in May to land around 22k below pre-pandemic levels. Construction and Manufacturing are still noticeably below previous levels, with 14.6k of the 54k jobs lost still unrecovered between the categories. Service sector jobs surpassed pre-pandemic levels in most categories, with the notable exception of government jobs where there are still 16.8k jobs yet to be recovered.

After a long stretch of strong housing growth, single family housing permit growth has slowed and even declined in the state. Lexington increased only 2.3% while Louisville decreased 1.4% on a rolling 12-month year-over-year basis through April.

In the 2023 Business Plan, IHS is projecting real economic growth of 1.42% for Kentucky during 2022 with an average growth rate of 1.52% for the 2023-2027 timeframe, above the between-recession average growth rate of 1.1%. Like the U.S. overall, supply chain constraints, high inflation, and recession fears are the greatest hurdles for the economy over the coming months and years.
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