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Economic Review

The U.S. economy is not in recession today, although real 
GDP may decline for a second consecutive quarter
Real GDP fell in the first quarter for the first time since the end of the Covid recession. Moreover, many
forecasters expect another drop in the second quarter. A widely used rule of thumb is that consecutive
quarters of declining GDP herald a recession — and that has been mostly true historically. But this time
really is different, with the broader set of economic indicators that truly indicate downturns in the
economy still signaling growth. Most importantly, nonfarm payrolls continue to expand at a rapid pace,
and there has never been a recession when the job market has been as strong as it is today.

5
Financial Markets

Rising and falling recession fears sent financial markets on 
a wild ride
The S&P 500 index fell dramatically in mid-June as recession and Fed tightening fears rose. Since then, half
of the loss has been erased, as financial markets expect less tightening than current Fed projections. (Note
that this has changed since the acceleration of inflation seem in the June CPI report.) The ride was also
wild for the 10-year Treasury note yield, starting at nearly three percent, peaking at 3.5 percent, and falling
back to roughly three percent. Crude oil prices have been similarly volatile, responding to geopolitical and
world growth concerns. Supply chain improvements are helping as healing continues, however, and prices
of some commodities have drifted lower.

6
The Outlook

Low chances for a near-term recession, but after that?
Recession fears were on the climb throughout the first half of the year, as supply chain problems held
growth back and pushed inflation higher, and the Federal Reserve responded with a series of increasingly
aggressive rate hikes. While we don’t believe that the economy has slipped into recession yet, nor is it
likely to do in the near term, there are increasing danger signs for 2023 and 2024 as the Fed continues to
fight inflation by tightening monetary policy.

7-11 Charts & Commentaries

12 Forecast
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The current economic expansion is
more than two years old, with the Covid
recession having ended in April 2020.
Since then, the economy has seen rapid
economic growth on average with rising
inflation worsened by supply chain
problems and the impact on energy and
food prices from the Russian invasion of
Ukraine.

The Federal Reserve has responded by
starting what may be a significant
tightening cycle. Sharply rising inflation
and interest rates, along with Fed
tightening, are usually later-cycle
phenomena. While overall growth has
slowed substantially, we do not expect
this expansion to end soon — but the
odds of a downturn within the next year
or so have risen significantly.

One of the best predictors of an economic downturn is a fully inverted yield curve, when
short-term interest rates are above long-term rates for a sustained period.

The spread between 10- and 1-year Treasury note yields (historically a good proxy for the
shape of the entire yield curve) fell sharply over June and the first half of July as building
recession fears caused long-term rates to decline. Meanwhile, the Fed suggested that it would
tighten aggressively this year, pushing up short-term rates. This spread has turned slightly
negative, flashing a yellow warning light on continued growth. But the entire yield curve is not
inverted, with the Treasury yield curve still upward sloping out to three years (and again past
the 10-year mark).

P
er

ce
nt

ag
e 

p
o

in
ts



Economic & Financial Market Monthly Review   |   

4Nationwide Economics 

94 91

170

93
49

201

457

1980 1981-82 1990-91 2001 2007-09 2020 Current

4

July 2022

The U.S. economy is not in a recession today, although 
real GDP may decline for a second consecutive quarter

Real GDP fell in the first quarter for the first time since the end of
the Covid recession. Moreover, many forecasters expect another
drop in the second quarter. A widely used rule of thumb is that
consecutive quarters of declining GDP herald a recession — and that
has been mostly true historically. But this time really is different,
with the broader set of economic indicators that truly indicate
downturns in the economy still signaling growth. Most importantly,
nonfarm payrolls continue to expand at a rapid pace, and there has
never been a recession when the job market has been as strong as it
is today.

Another month of solid employment data
Nonfarm payroll growth surprised to the upside for June, climbing
by 372,000 — more than double its long-term median. Significant
job gains were seen in business services, health services, and leisure
and hospitality, and no major industries experienced a decline.
When including the downward revisions from the prior two months
totaling about 74,000 payrolls, the trend in job gains is lower, but
the downward trajectory is modest and job increases remain
remarkably strong for any period, but especially for one with the
labor market as tight as this one is.

The headline unemployment rate held steady at 3.6 percent — a
tenth of a percentage point above the pre-Covid 50-year low — for
a fourth straight month, while the broader U-6 unemployment rate,
which includes discouraged and underemployed individuals, fell to
an all-time low 6.7 percent. Growth in average hourly earnings
slowed some, but still climbed by a strong 5.1 percent over the past
year.

But what about falling GDP?
Real GDP fell an annualized pace of 1.6 percent in the first quarter,
and the consensus of forecasts (including ours) look for another
drop in the second quarter. Many pundits use consecutive quarters
of real GDP declines to define recession periods, and for the most
part that has been the case historically (although note that the 2001
recession didn’t include two consecutive quarters of negative
growth, with two declines over three quarters). Did the economy fall
into recession in the first half of the year?

We will leave a discussion of leading indicators of recession for
later in this report (see page 6) and will instead look at

coincident indicators that should tell us if we are in recession
today. The timing of recessions are determined by a group of
private economists at the National Bureau of Economic
Research (NBER). Rather than using the consecutive quarter
rule of thumb, the NBER looks at several important economic
data series including household survey employment, payroll
survey employment, personal income less transfer payments,
industrial production, and manufacturing and trade sales.
Because of possible data revisions, the NBER delays
determining the start and end dates of recessions until long
after they have passed.

No recession now
While the NBER economists may delay their recession calls, the
Conference Board looks at much of the same data each month.
The index of coincident economic indicators uses payroll
employment, personal income less transfer payments, industrial
production, and manufacturing and trade sales. Data through
May continued to trend higher, climbing to an all-time high and
up by 3.0 percent from a year earlier. No sign that the
economy fell into recession in the first half of the year here.

The ISM manufacturing, services, and composite indices are
constructed so that readings above 50 indicate expanding
activity. While the levels of these indices are lower, they all
remain comfortably above the 50 expansion/contraction
threshold. Employment surveys from Challenger, Manpower,
and the American Staffing Association all show strong job
demand — not the weakening that usually portends an
economic downturn.

Does this mean there’s nothing to worry about?
Consumer metrics arguably represent the most cause for
concern. The expectations component of the University of
Michigan’s consumer sentiment index has historically had a
high correlation with recessions when it declines — and it’s now
down nearly to a record low. Moreover, the NFIB small business
optimism index has fallen sharply (to the lowest level since
2013). So, while most coincident data suggest no recession
now, there are concerns for the near term from these two
important surveys.

Change in nonfarm payrolls before recessions 
(Six-month average)

Sources: Bureau of Labor Statistics/Haver Analytics
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Nonfarm payrolls 
continue to expand 
at a rapid pace, and 
there has never 
been a recession 
when the job market 
has been as strong 
as it is today.
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Rising and falling recession fears sent financial markets 
on a wild ride

The S&P 500 index fell dramatically in mid-June as recession and
Fed tightening fears rose. Since then, half of the loss has been
erased, as financial markets expect less tightening than current Fed
projections. (Note that this has changed since the acceleration of
inflation seen in the June CPI report.) The ride was also wild for the
10-year Treasury note yield, starting at nearly three percent, peaking
at 3.5 percent, and falling back to roughly three percent. Crude oil
prices have been similarly volatile, responding to geopolitical and
world growth concerns. Supply chain improvements are helping as
healing continues, however, and prices of some commodities have
drifted lower.

Earnings concerns spark volatility and bargain hunting
Reduced earnings expectations for the second quarter added to the
market’s June weakness. One-in-five companies in the S&P 500
index have issued revised earnings guidance for the second quarter,
with 70 percent of the preannouncements being negative. The
number of negative announcements is the highest since the fourth
quarter of 2020. Higher labor costs were a consistent theme in
these negative comments. As the new earnings season begins,
overall profits are expected to grow at a disappointing four percent
rate quarter-over-quarter, again the worst performance since the
end of 2020. Still, prospects remain solid for 2022, helping investors
look beyond their immediate concerns.

Volatility has reigned in 2022, with 70 percent of the trading days in
the first half of 2022 having ended with the S&P 500 index up or
down by more than one percent — a dramatic rise from half that
over 2021. Most of the elevated volatility was caused by a near
quadrupling of up or down days of two percent or more. Waves of
anxiety caused by war, inflation, and Fed tightening have influenced
investor sentiment so far in 2022

Given the sharp drop in equity prices, they are far less expensive
than they were at the start of the year. As July began, the price-to-
next-twelve-months earnings multiple on the S&P 500 index was
roughly 16 times, below the ten-year average. Since the end of the
first quarter, the forward earnings estimate has increased by nearly
three percent while the market has retreated by more than 12
percent.

Bonds join the equity ride
Inflation worries and expectations of Fed’s actions caused
gyrations in the fixed income market in June. As equities fell

sharply, the yield on the 10-year Treasury note approached 3.50
percent. That level was the highest since April 2011. Since mid-
June, the yield decreased as the ten-year inflation breakeven, the
difference between the nominal and real interest rate on the 10-
year note, dropped from roughly 2.7 to 2.4 percent — a sign that
the market expects the elevated inflation rate will dissipate and
that the Fed won’t have to tighten as much as it currently projects
it will.

The first half of 2022 has been challenging for fixed-income
investors. The spike in yields has impacted holders of long-dated
government paper the most, with a six-month drop of more than
21 percent. The loss for investment grade investors is about 40
percent less, down by about 14 percent, and intermediate
government securities were spared most of the damage, posting a
roughly six percent retreat. In addition, the current yield of nearly
three percent on the 2- and 10-year U.S. Treasury note provides an
opportunity to earn a higher coupon while waiting for inflation to
decelerate.

Some relief for commodities, but the dollar surges
Commodities continue to face the battle between healthy demand
and weak supply. The energy complex is where the sharpest
fighting continues as strong electricity demand and modest
production increases challenge suppliers' ability to meet
household needs for air conditioning and increased travel. The
drop in the price of crude oil over the second half of June and into
early July may provide some relief from inflation. Another bright
sign is the fall in some agricultural prices that may give shoppers
at the grocery store reason to cheer.

Despite the surge in inflation over the past year, the dollar remains
king — up by 7.3 percent over the year and by 2.0 percent in June
alone. Expectations of higher interest rates in the U.S. (as the Fed
tightens) are driving the dollar higher — and helping at least in a
small way to hold inflation down.

Household net worth edged lower in the first quarter as equity
price declines more than offset continued gains in house prices.
Still, net worth in the first quarter was up by 9.3 percent from a
year earlier, helping to bolster consumer spending. Unless there is
a bigger drop in household net worth, the wealth effect on the
consumer should continue to be positive.

Sources: Bloomberg; Haver Analytics

1-month 6-months 12-months

S&P Composite 500 Index -8.25% -19.96% -10.62%

S&P Midcap 400 Index -9.62% -19,54% -14.64%

S&P Smallcap 600 Index -8.55% -18.94% -16.81%

EAFE1 -9.40% -20.97% -19.90%

U.S. Dollar Index2 2.04% 4.98% 7.33%

CRB Commodity Index3 -5.21% 3.18% 7.65%

Intermediate Treasuries4 -0.74% -5.80% -6.35%

Long Treasuries5 -1.47% -21.25% -18.45%

Investment-grade Corporate Bonds6 -2.80% -14.39% -14.19%

1 Index measuring equity performance of 
developed markets outside of the U.S. and 
Canada

2 Federal Reserve trade-weighted broad currency 
index

3 Commodity Research Bureau; CRB spot index
4 Index of 1-year to 10-year Treasury notes
5 Index of 10-year and longer Treasury notes and 

bonds
6 Index of U.S. investment-grade corporate bonds

Total returns represented 
as of June 30, 2022

Asset Class 
Performance
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Low chances for a near-term recession, but after that?

Recession fears were on the climb throughout the first half of the
year, as supply chain problems held growth back and pushed
inflation higher, while the Federal Reserve responded with a series
of increasingly aggressive rate hikes. Although we don’t believe
that the economy has slipped into recession yet, nor is it likely to
do so in the near term, there are increasing danger signs for 2023
and 2024 as the Fed continues to fight inflation by tightening
monetary policy.

GDP slowing
The pullback in GDP, in fact, meshes well with previous pre-
recession periods. The headline growth rate, which has
downshifted from a post-lockdown peak of 12.2 percent on a year-
over-year basis to 3.5 percent currently, has slowed in the final
year in eight of the last nine expansions (the lone exception was
the short-lived recovery in the middle of the early 1980s double-
dip).

But while total real GDP declined in the first quarter, it did so
because inventories stopped rising (it is the change in
inventories that goes into GDP) and net exports worsened
considerably (we view this mostly as a sign of strength, with
the U.S. economy the locomotive of growth for the world).
Core GDP (final sales to private domestic purchasers — roughly
consumer plus business fixed investment spending) rose at a
3.0 percent annualized pace in the first quarter (4.2 percent
over the year), hardly recession material.

And an ominous trend in housing
Similarly, the recent slide in home sales mirrors the typical trend in
the latter stages of expansions. Housing is not only among the first

sectors to bear the impacts of tighter monetary policy, but it is
also a leading indicator for economic activity more broadly given
its influence on residential investment, construction employment,
and personal consumption. And, of course, housing is far from the
only leading indicator flagging softness ahead. Stock prices and
consumer expectations, for example, have retreated this year, with
both falling more sharply than is typical in advance of recessions.

But not all signs are flashing red
At the same time, however, there are several key metrics that
continue to point toward sustained expansion. In addition to the
continued strength in the job market, and despite some high-
profile leading indicators having slumped this year, the most
prescient indicator continues to point upward. The spread
between the 10-year U.S. Treasury yield and the federal funds rate
target, which has inverted in front of every recession in the last
five decades, remains positively sloped even after the Fed rate
hikes of the last four months. This metric’s track record is no
coincidence, as the spread can be seen as both a reflection of the
Fed’s monetary policy stance relative to market expectations and
an indicator of the incentives within the financial system to create
money through the lending process. These dynamics will
obviously continue to shift as the Fed tightens further, but they
are for now suggesting that a broad economic contraction is not
imminent. An inversion of the yield curve usually presages a
downturn in the economy about a year later. If further Fed
tightening and recession fears cause the fed funds rate to climb
above the 10-year Treasury note yield this fall — as part of a full
inversion of the entire Treasury yield curve — we would be
concerned about a recession starting in the second half of next
year.

Source: Federal Reserve Board of Governors
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Job growth is slowing, but remains solid, 
in most states 

• Annual job growth was slower 
for 39 states in May compared 
with three months prior as hiring 
ebbs across the labor market —
mainly due to a lack of available 
workers rather than a reduction 
in demand from employers.

• Job gains were weakest in the 
middle of the country where 
labor markets have been 
tightest, limiting potential hires. 

Ultra-low unemployment rates in many parts 
of the country

• The unemployment rates in 16 
states were at-or-below 3.0 
percent as of May — a very low 
level which is placing strong 
upward pressure on wages in 
many areas as employers 
compete for a low supply of 
workers. 

• Only New Mexico still has an 
unemployment rate above 5.0 
percent — although a few more 
are just below than level — as 
labor markets remain 
exceptionally tight across the 
country. 

Sources: Bureau of Labor Statistics; Haver Analytics
Twelve-month growth rate in nonfarm payroll employment, May 2022

Sources: Bureau of Labor Statistics; Haver Analytics
Civilian unemployment rate, May 2022

Rhode Island: 2.9%

Delaware: 4.5%

Vermont: 2.3%

Delaware: 2.1%

Rhode Island: 3.8%

Vermont: 2.0%
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Sources: Bureau of Economic Analysis; Haver Analytics
Four-quarter change in real gross domestic product by state, 2022Q1

Sources: Census Bureau; Haver Analytics
High-propensity business applications: Average for 2022 (through May) versus 2021.

July 2022

Real GDP growth slowed across many states 
in early 2022

• States in the Pacific and 
Northeast Regions (plus Florida, 
Texas, Georgia, and Michigan) 
posted the strongest four-
quarter real GDP growth rates as 
of the first quarter.  

• Four states in the upper Great 
Plains saw outright declines in 
growth, likely influenced by 
higher costs and supply chains 
disruptions across the 
agriculture sector.  

Business formations have fallen this year 
in most states

• High-propensity business 
applications, which spiked during 
the pandemic, have fallen sharply 
in most states through May 2022, 
relative to the same period 
during 2021. 

• This suggests that fewer 
businesses are being formed 
across most of the country, likely 
in response to much higher costs 
for inputs and labor for small-
and medium-sized firms. 
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Job growth was stronger than expected 
in June

• Nonfarm payrolls rose by 
372,000 for June, on par with 
the trend in recent months but a 
very strong pace historically. 
Total employment is now only 
524,000 jobs below the pre-
pandemic peak.

• The U-3 unemployment rate was 
steady again at 3.6 percent, just 
above the pre-pandemic level 
(and 50-year low) of 3.5 percent 
– while the broader U-6 measure 
fell to an all-time low. The labor 
force participation rate edged 
lower, as the lack of labor supply 
remains an impediment to even 
stronger hiring activity.

The spike in retail inventories should ease some 
inflationary pressure

• Wholesale inventories increased 
at the fastest rate ever in May, 
up by 25 percent over the past 
year as retailers have built up 
stocks to meet the surge in 
consumer demand for goods and 
services. 

• While inventory/sales ratios have 
remained steady so far, the 
record inventory buildup should 
lead to reduced price gains (or 
even declines) for many 
consumer products soon.

Sources: Bureau of Labor Statistics; Haver Analytics
Monthly change in nonfarm payroll employment; level of the civilian U-3 unemployment rate, 
June 2022
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Excess household savings from the pandemic 
have been spent

• The saving rate fell to 5.2 
percent of disposable personal 
income in April (up a tad for 
May), the lowest level since 
October 2009 as high inflation 
cuts into household budgets. 

• With costs likely to remain 
elevated for some time, 
households may have to reduce 
discretionary expenditures in 
order to afford more expensive 
essential items. 

Consumer sentiment plunged to a record low in 
June

• Consumers expect inflation to 
run above 5.0 percent over the 
next year, dragging down 
sentiment to an all-time low in 
late June — below the worst 
readings from prior recessions. 

• While spending activity has been 
solid to date, the drop in 
sentiment (combined with a 
lower saving rate and higher 
financing costs) suggests that 
households will spend less over 
the second half of 2022 and into 
2023 — further weakening 
overall economic growth.  

Sources: BEA; Haver Analytics
Personal saving as a percentage of disposable personal income, May 2022
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Actual Estimate Forecast
2020 2021 2022 2023 2024 2025 2026

Real GDP 1 -3.4% 5.7% 1.9% 1.5% 1.8% 1.7% 1.6%

Unemployment Rate 2,7 8.1% 5.4% 3.6% 3.8% 4.1% 4.2% 4.3%

Inflation (CPI) 5 1.2% 6.7% 7.0% 3.0% 2.5% 2.6% 2.5%

Total Home Sales 3,7 6.47 6.89 6.15 5.95 5.90 5.80 5.60

S&P/Case-Shiller Home Price Index 9 10.3% 18.8% 11.2% 4.9% 3.3% 2.5% 2.0%

Light Vehicle Sales 3,7 14.5 14.9 14.5 16.5 16.3 15.9 15.5

Federal Funds Rate 2,4,6 0.00% 0.00% 3.25% 3.25% 2.75% 2.50% 2.50%

1-Year Treasury Note 2,4 0.10% 0.39% 3.35% 3.25% 2.90% 2.70% 2.75%

5-Year Treasury Note 2,4 0.36% 1.26% 3.40% 3.30% 3.00% 2.85% 2.90%

10-Year Treasury Note 2,4 0.93% 1.52% 3.45% 3.35% 3.10% 3.00% 3.10%

30-Year Fixed-Rate Mortgage 2,4 2.67% 3.11% 5.95% 5.80% 5.50% 5.00% 4.85%

Money Market Funds 2,8 0.47% 0.14% 1.96% 3.53% 3.09% 2.72% 2.53%

Major forecast changes from last month
 Overall real GDP growth (but not core growth) is expected to be very weak (possibly negative) in the second quarter, lowering

our 2022 growth estimate to below 2.0 percent. Activity is expected to rebound modestly over the second half of the year,
making the first half slump a growth recession during an expansion, not an outright economic downturn. Slower growth is
expected next year with more Fed tightening as the risks of a recession in 2023 or 2024 continue to increase.

 Inflation readings continue to remain hot, led by only modest improvements for supply chains and high commodity prices. The
consumer price index is now expected to be up by around 7.0 percent by year-end, only a modest slowdown from its current
pace. Consumer inflation should be elevated over much of 2023 too, although steadily declining as price pressures ease with
improved supply chains and slower economic growth.

 Another rate hike of 75 basis points is expected from the Fed in July with several more modest increases over the remaining
FOMC meetings this year — lifting the federal funds rate to the 3.25-3.50 percent range by year-end. A few additional rate
increases could occur in early 2023, but it is likely that the Fed will start to ease monetary policy in the second half of next year in
response to weakening economic conditions — helping to limit the rise in long-term rates.

1 Percent change year-to-year
2 Percent
3 Million units
4 Year end

5 Percent change Q4-to-Q4
6 Target rate, lower limit
7 Year average
8 Annual return

9 Percent change Dec-to-Dec

Sources: Haver Analytics (actuals); Nationwide Economics (estimates and forecasts); except Money Market Funds (all data from Nationwide Economics)

As of July 2022
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