State, local efforts to reduce prices can actually make things worse

BY GREG GOLDFARB
CONTRIBUTING WRITER

As Virginians continue to
bow to the pressure of record-
high economic inflation, two

Virginia economics scholars
say that much-needed finan-
cial relief may not be right
around the corner. But, it’s
coming.

Consumer prices will likely

continue to be higher than
usual for the rest of the year
and maybe beyond, while fed-
eral monetary leaders find a
pathway to lowering the price
of everyday commercial prod-

ucts.

And even there may be hope
on the horizon, for now, high
prices are causing econom-
ic hardship in many house-
holds and businesses across

the state.

“The worry is that inflation
expectations have taken root,
which could make combatting
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Inflation: Efforts should rest with the Fed, not localities
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it much more difficult
for the Federal Reserve
Board,” said Dr. David
Lehr, MBA program
director and econom-
ics department chair at
Longwood University.
“Generally, the Fed is
trying to tamp down on
overall demand through
interest rate hikes, but
trying to do so just
enough to rein in infla-
tion without going too
far and causing a reces-
sion, like what happened
in the early 1980s.
Inflation will come back
down to previous lev-
els, but when and with
how much pain is still
unknown.”

Over the past 100
years, the inflation rate
in the U.S. has averaged
3.22% per year, but was
as high as 18% in 1910,
and has reached double
digits again eight times
since then, including hit-
ting 18% in 1980.

More recently in the
U.S., the Consumer
Price Index rose 6.8%
between November
2020 and November
2021, spurred mostly
by price increases for
gasoline, food and hous-
ing. Higher energy costs
caused the inflation to
jump further in 2022,
reaching 9.1%, a high
not seen since 1981.
Opinion polls say it’s
the main topic on many
people’s minds.

The high inflation
being experienced now
is different from that of
the past, not just because
of the increased depen-
dency countries from
around the world have
on each other to meet
their needs, but because
it is also being affected
by increased consumer
consumption.

“Inflation started to
take hold in early 2021,
primarily driven by an
imbalance between over-
all supply and demand
in our economy,” Lehr
said. “COVID-related
issues curtailed supply
while federal stimulus
response to COVID,
combined with pent
up household savings,
led to rising demand.
Although gas prices
have come down, it is
too early to tell when
overall inflation will
reach more normal lev-
els. The inflation experi-
enced in the early 1980s
was similar to what we

are seeing today.

“It is not unusual to
see inflation pressures
mounting when unem-
ployment is low,” Lehr
added. “Typically, there
is a trade-off in the short
run between good infla-
tion numbers and good

unemployment num-
bers.”
Even though the

national unemployment
is a little over 3%, the
country could fall into
a recession, triggered
by people holding onto
their money during tight
times, and also trying to
make the most of it.

“Goldman Sacs econ-
omists give the odds of
a recession at 50/50,”
Lehr said. “That is about
where I'd put it; all
depends on how good,
or lucky, the Fed is at
creating a soft landing,
along with all the geo-
political/health global
issues.”

In the United States,
the Fed regulates the
federal funds rate,
which is the interest
rate at which depository
institutions lend reserve
balances to other depos-
itory institutions over-
night on an uncollateral-
ized basis, according to
online data. Reserve bal-
ances are amounts held
at the Federal Reserve
to maintain deposito-
ry institutions’ reserve
requirements.

The Federal Reserve
recently raised interest
rates by three-quarters
of a percentage point,
the most aggressive hike
since 1994, according
to online data. This rise
puts the key benchmark
federal funds rate at a
range between 1.5% and
1.75%. The Fed also
discourages consum-
ers from making large
purchases and wants
people to pull back on
spending. The goal is to
lower demand over time,
allowing prices to come
down and stabilize. This
power to set interest
rates is one of the Fed’s
main tools to steer the
nation’s economy.

With so much econom-
ic control being exert-
ed at the national level,
there’s not much action
local governments can
take to battle economic
inflation.

“Local and state gov-
ernments cannot do any-
thing, except perhaps

make it a bit worse,”
Lehr said. “A gas tax
holiday, for example, is
a terrible idea; refiner-
ies are limited and at
capacity right now and
a gas tax holiday will
just drive up demand,
leading to higher gas
prices that will offset
the tax cut. The Federal
Reserve is the primary
policy-maker we have
to fight inflation. Fiscal
policy can do little on
the supply side. (We
should be) doing what
we can to have ‘demand
growth’ match, but not
exceed, ‘supply growth’
in our economy.”

Matthew Todd “Matt”
Holt, professor and head
of the Department of
Agricultural and Applied
Economics, Virginia
Polytechnic Institute and
State University, relates
the country’s high infla-
tion rate to international
affairs.

“There is not one pri-
mary cause,” he said.
“It is linked to the war
in Ukraine, which has
caused massive dis-
ruptions in global food
and energy supplies and
markets. Russia is a
major supplier of ener-
gy, especially to Western
Europe. And while west-
ern sanctions against
Russia are an appropri-
ate response, the impact
on global energy mar-
kets has been real and
significant.

“Supply chain dis-
ruptions resulting from
the COVID pandemic
continue to be a fac-
tor, especially the tight
zero-tolerance lockdown
policies that China has
continued to enforce,”
Holt said. “Supplies of
both finished consumer
goods and key manu-
facturing components
continue to be impacted
by supply chain snarls.
There is also the impact
of the stimulus packages
the federal government
offered in both 2020
and 2021. As important
as the stimulus packag-
es were at the time for
stabilizing the economy
during the pandemic, we
are suffering some of
the proverbial hangover
now.”

Economies do not
remain the same indef-
initely, as there are so
many internal and exter-
nal forces interacting
with them. Financial

markets seek stability to
prosper, as communities
need to know what to
expect in the future, in
order to better plan and
prepare now.

“Nobody can know for
sure what a ‘new nor-
mal’ might be regard-
ing inflation,” Holt said.
“But, Federal Reserve
Chairman Jerome
Powell has made it clear
that ‘job one’ for the
Federal Reserve is fight-
ing inflation; he wants it
to be stabilized around
2%, or the expected
growth rate in GDP. I
believe him. I suspect
the Fed is even willing
to risk tipping the econ-
omy into a recession to
combat the corrosive
effects of inflation. The
current inflation picture
will likely not remain
for long.”

Economists are
pleased that the nation-
al unemployment is low,
said Holt, but it could
portend some adverse
results.

“It is rare to observe
high inflation and low
unemployment at the
same time,” he said.
“And these are situa-
tions that tend not to last
for long. And they tend
to end with a recession.
Low unemployment will
not prevent a recession
by itself. Higher wages
and employment do
help ‘break the fall’ of
inflation, but even with
recent wage growth
in the 5% range, with
inflation at or above 8%,
people are still worse off
in terms of purchasing
power.”

Times may be tough
now, but based on his-
torical precedents, all is
not lost.

“We are never help-
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less,” Holt said. “A com-
bination of smart, timely
policies and actions can
always help mitigate,
although not eliminate,
major economic risks.

We have been in bad
economic straits many
times in the past and
have come through
them.”
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Budgeting
helps
counter
inflation

BY GREG GOLDFARB
CONTRIBUTING WRITER

Life’s not always easy, even
in the best of times. And now,
while caught in the throes of
the highest price inflation since
1981, it’s become even tougher
for some.

Seemingly without warning,
families across Virginia are ask-
ing themselves every day, how
to make the best use of their
money, during tight financial
times.

Where to cut? What to elim-
inate? Might sound simple, but
making the right decisions on
stretching the family dollar isn’t
always easy to do. The key is
being open-minded.

“It is very important to
make choices that provide lots
of flexibility,” said Dr. David
Lehr, economics professor and
department chair at Longwood
University. “Be nimble and
resourceful. It is not necessar-
ily pulling back and hunker-
ing down, but being forward
— looking and willing and able
to change course should your
home finances or business con-
ditions change unexpectedly.”

Traditionally, during good
times and bad, public and pri-
vate financial planners advise
families to always keep a close

See BUDGETING, 11



Budgeting: FFamilies can make choices to help save
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eye on family finances
and household budgets.

A shortlist of house-
hold cost-cutting actions
can include eliminating
unnecessary — expenses,
shopping for grocer-
ies differently, reducing
home energy bills, being
more fuel efficient, pay-
ing down on debt, increas-
ing income and saving for
the future,

It’s important for
households to be pre-
pared well in advance
for budget and econom-
ic uncertainties, rather
than be caught financial-
ly off guard by changing
monetary cycles that are
beyond their control.

“In the short run, it
is difficult for ordinary
citizens to do much to
fight inflation,” said Matt
Holt, economics pro-
fessor and department
head at Virginia Tech.
“Historically, good infla-
tion hedges have includ-
ed owning land or real
property, such as home
ownership. Even so, buy-
ing a home simply as an
inflation hedge is not a
great idea. Citizens can
also postpone big-ticket
purchases, like buying a
new car or truck.

“Households can trim
discretionary purchases,
magazine or streaming
subscriptions and gym
memberships,” he con-

tinued. “Some evidence
these things are occurring
is provided by the recent
decline in Netflix sub-
scriptions. Making your
own home improvements
is another way of saving
money; more carefully
monitoring food purchas-
es, generics versus name
brands, and food waste,
is also helpful; limiting
credit card purchases and
paying down outstanding
consumer debt is always
a good idea. Finally, it
may be feasible for some
people to take a second
job to help stretch limited
budgets.”

Another way many
people and families are
saving money and living
off the land at the same
time is through gardening
and backyard farming.

An upcoming gro-
ceries-related series
called “Grow Your Own
Groceries” features work-
shops set for August 2,
9 and 16 in Farmville.
Produced and hosted
by the Prince Edward
County Extension Office,
at 100 Dominion Drive,
sessions run from 11 a.m.
to noon. Attendees will
learn how to plant micro-
greens, cook with sprouts,
grow herbs and start win-
dowsill gardens, using
kitchen scraps.

In Virginia
Karen Munden,

Beach,
senior

extension agent, family
and consumer services,
Virginia  Cooperative
Extension, City of
Virginia Beach, encour-
ages families to take a
closer look inside their
refrigerators to find sav-
ings.

“(Families) need to
meal plan, think about
food that leftovers can be
used in various ways,”
she said. “Take an inven-
tory of the food in the
cabinets and freezer; have
the family get creative
and only use food in the
household. It could be a
contest within the house.”

Munden also encourag-
es fewer home deliveries
of food and less dining
out, going online to bet-
ter learn how to prepare
food at home and cut-
ting back on purchasing
convenience foods, such
as boneless and skinless
chicken, which cost more
per pound than other
chicken.

Sliced fruit, such as
apples, are better when
purchased by the bag and
later sliced and stored
in zipped locked plastic
bags, she said, adding
that fresh lettuce can be
treated the same way as
apples.

Shoppers should also
compare the size of con-
sumer items to ensure a
better value even if the

price is a little more, said
Munden, and use manu-
facturers’ and store cou-
pons.

“Families might want
to purchase items in bulk,
but make sure the family
will use the items,” she
said. “Look for coupons
and sales. Make sure to
read the content of the
item and make sure it
is not full of water. The
cleaning product should
have more product and
less water to be of value.”

Parents with children in
school face added finan-
cial pressures as they look
towards the fall and back-
to-school needs.

“Families should think
about the whole school
year, and not just from
September to December,
and estimate the sup-
plies needed for the full
academic year,” said
Munden. “Shop during
the ‘Virginia Tax Free’
weekend in August and
shop for clothing that
can be worn year around,
adding a couple layers for
warmth during the win-
ter months. Families may
also consider purchasing
clothes and shoes a lit-
tle larger for children, so
they can grow into them
by the spring; and, con-
sider purchasing second-
hand options for clothes
and shoes.”




AAA bond ratings paint
healthy financial picture

for City of Suffolk

BY GREG GOLDFARB
CONTRIBUTING WRITER

Look at it this way: a city
government’s bond rating is
like a person’s credit score — the
better it is, the more you can do.

In the City of Suffolk’s case,
its credit is excellent, meaning
that when city officials need to
borrow money for communi-
ty improvements and develop-
ment, it’s no problem.

“Having a strong bond rating
allows the city to borrow money
for capital improvements, at
the lowest interest rates avail-

able in the financial market,
which saves the city and its
taxpayers millions of dollars in
interest payments over time,”
said Tealen Hansen, Suffolk’s
finance director. “Some exam-
ples of capital improvements
include, schools replacements,
road improvements and reno-
vations and maintenance of city
buildings and facilities, all of
which add to the quality of life
of citizens in Suffolk.”

For the fourth consecutive
year, the City of Suffolk’s three

See AAA BOND, 12



AAA: Rating agencies point to financial condition
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bond ratings agencies —
Fitch Ratings, Moody’s
Investors Service and S&P
Global Ratings — have
affirmed the city’s AAA
bond rating, which means
that the city has an excel-
lent credit status and that
its future financial outlook
is stable. Fitch Ratings is
the latest to confirm this
with its announcement in
late-July.

The superior rating
also represents the over-
all credit-worthiness of
Suffolk’s government-is-
sued bonds, according to
William Franklin, media
and community relations,
City of Suffolk. It also
provides assurance that
the city has high quality
of bonds, with the least
amount of risk, and that
both the principal and
interest on the bonds will
be paid on time and in
full.

In finance, a bond is
a type of security under
which the issuer, or
debtor, owes the holder,
or creditor, a debt. The
debtor is then obliged,
depending on the terms,
to repay the principal —
that is the amount bor-
rowed — of the bond
at the maturity date, as
well as interest over a
specified amount of time,
according to online data.

In its notification to city
officials, Fitch said that
the city’s ability to raise
revenues and solid expen-
diture flexibility support
a superior level of inher-
ent budget flexibility, and
that Suffolk has healthy
reserve balances that sup-

port a high level of finan-
cial resilience.

“The city maintains a
conservative approach to
budgeting revenue and
expenditure growth,” said
Hansen. “Instead of pro-
jecting the best case sce-
nario for revenue growth
in developing the annu-
al budget, which may or
may not come to fruition,
the city is more realistic
in its revenue forecasts.
This results in greater
chances of meeting, or
exceeding, revenue pro-
jections and improves
chances for year-end sur-
pluses, which are need-
ed to maintain a healthy
reserve balance in case
of unplanned expenses,
economic downturns, or
emergencies.

“The city also strives to
keep expenditure growth
at a modest level within
available resources,” con-
tinued Hansen, “and does
not budget for vacan-
cy savings, which pro-
vides flexibility to cover
unplanned expenses that
occur during the year.”

Moody’s rating reflect-
ed the city’s continued
growth and diversifi-
cation of the tax base,
including healthy resident
income levels, accord-
ing to Franklin. It fur-
ther noted that Suffolk’s
finances are strong and
supported formal fiscal
policies and conservative
budget assumptions.

“The city continues to
add new and expanding
businesses and residential
growth and development,
which facilitates a healthy

local economy, provides
job and wage growth,
and increasing levels of
household income,” said
Hansen. “The city main-
tains strict adherence
to its financial policies
which promote fiscal
stewardship.”

Standard & Poor’s rec-
ognized Suffolk’s consis-
tent and robust operations
that bolster already very
strong finances.

“The city strives to be
consistent in the level
and quality of services
that it provides to its cit-
izens year in and year
out,” Hansen said. “This
means, providing the full
spectrum of municipal
services, such as week-
ly trash collection, water
and sewer, adequate fire
and police protection, suf-
ficiently maintained roads
and parks, adequate lev-
els of health and social
services, among others
without major disruptions
or fluctuations in service.
The city’s stable finances
allow for this consistency
in providing services to
our community.”

For the City to attain
and retain its AAA bond

status, its annual operat-
ing budget must be man-
aged as efficiently as pos-
sible, allowing not only
for recurring expenses,
such as payroll and main-
tenance, but it must also
predict the unpredictable.

“The city has estab-
lished financial policies
which govern how the
amount of fund balance
reserves are maintained to
support city operations in
the event of an economic
downturn or emergency
event, such as a bad hurri-
cane,” Hansen said. “The
financial policies require
the city to maintain a
certain percentage of
reserves in fund balance,
as compared to budgeted
expenditures. In the event
of an event or economic
disruption, the city has the
ability to tap into reserve
funds to ensure critical
services continue without
disruption and without
taking on debt to finance
ongoing operations.”

The city of Suffolk’s
2022 fiscal year
operating  budget is
$698,200,696, compared
to $767,571,838 for fiscal
year 2023.
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