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It’s a Bird! It's a Plane! No, it's not a Recession 
(Yet)! 

The first half of 2022 registered two consecutive quar-
ters of negative real GDP growth, prompting some 
news outlets to declare a recession. We follow busi-
ness cycle dates as called by the National Bureau of 
Economic Research. In our view, recent values of the 
series the NBER panel uses to call recessions are not 
consistent with the current business cycle having 
peaked during 2022H1. 

Looking beyond the always-volatile growth contribu-
tions of net exports and inventory investment, final 
sales of domestic purchases—real GDP growth less 
contributions of these two components—added only 
0.35 percentage points to GDP growth in 2022Q2, 
down from 2 percentage points in 2022Q1. Many ex-
pected an overshoot in consumption of services above 
the pre-pandemic trend as virus fears waned. High 
headline inflation and the gasoline price spike, in par-
ticular, likely killed the overshoot. Without it, the econ-
omy will struggle to weather global headwinds, the 
drag from housing, and the ongoing rotation back to-
ward pre-pandemic patterns of goods consumption. 
As a result, we expect a mild contraction driven by fall-
ing consumption. 

For now, momentum in the labor market remains 
strong. In July, payroll employment posted a surpris-
ingly strong gain of 528,000 jobs. However, the up-
ward trajectory in weekly initial unemployment claims, 
together with the tepid household employment survey 
data, suggest that peak labor market tightness is be-
hind us. 

Double Digit Headline Inflation Avoided? 

Year-over-year headline and core CPI inflation may 
now have peaked, at 9.0 and 6.4 percent, respectively. 
Despite some relief at the gasoline pump in July and 
early August, both measures are likely to remain quite 
high in the near term. There are signs that price infla-
tion is slowing at least for some goods as demand 
wanes—year-over-year CPI inflation for commodities 
less food and energy has gradually cooled off from 
12.4 percent in February to 6.9 percent in July. Food 
price inflation has been relentless. Since September 
2021, the annualized pace of monthly food inflation 

has dipped below 10.0 percent just once, and it aver-
aged a whopping 16.5 percent from February to July. 
In recent weeks, however, most of the early-2022 ag-
ricultural commodity price spikes have dissipated. Still, 
it will likely take some time before market forces man-
age to slow the momentum of food price inflation. 

Winter is Coming 

Russia’s invasion of Ukraine has had a large impact 
on global energy prices, and it continues to reformat 
the global energy landscape. So far, sanctions on Rus-
sian oil have resulted in the redirection of flows away 
from Europe toward major developing economies. 
This caused only a temporary spike in the price of oil 
earlier this year. Further sanctions, with potentially 
more bite, are looming this winter.  
 
The disruption to the natural gas market has been 
much more severe. European spot natural gas prices 
are up tenfold relative to normal levels. The complete 
shutoff of the Russian pipeline gas flow to Europe this 
winter looks increasingly likely. A shutoff could se-
verely disrupt European industry, with serious ripple 
effects on the U.S. economy. One potential silver lin-
ing, however, is that Europe's now-insatiable demand 
for LNG imports has led to a new domestic gas and oil 
exploration boom and has supercharged U.S. LNG ter-
minal construction efforts. The United States is now 
the world's largest LNG exporter.  
 
Housing in Recession 

Many indicators point to a swift slowdown in demand 
for housing in recent months, the result of the afforda-
bility crisis unleashed by rising mortgage rates and the 
past two years of brisk home price appreciation. Com-
bined new and existing single-family home sales fell 
from about 6.6 million in January to 5.2 million in June. 
Pending home sales and mortgage applications re-
ceived from prospective homebuyers continued to fall 
sharply in recent months and weeks. The National As-
sociation of Home Builders' Housing Market Index has 
been on a downward trajectory since December, fall-
ing to well below pre-pandemic levels by August.  

RIP, Forward Guidance 

For now, the forward guidance is gone from FOMC 
statements. Moreover, at the July post-FOMC press 



 

 

 

conference, Chair Powell refrained from offering any 
specifics about how much the Fed would react to dif-
ferent scenarios, effectively ending the era of clear for-
ward guidance. It is understandable that in a world with 
so much uncertainty, the Fed would like to keep its pol-
icy options open. 

Chair Powell recently emphasized that the Fed inter-
prets its target for real activity as concerning the labor 
market. Hence, as inflation remains elevated, we ex-
pect the Fed to keep raising rates until the unemploy-
ment rate increases substantially. Given our outlook, 
we expect the effective fed funds rate to top 4 percent 
in 2023Q1 and stay there until the Fed begins to lower 
rates again late in 2023. 

Fiscal Policy Back to Boring   

In August, the Democrats stitched together several 
large parts of their agenda related to healthcare, cli-
mate, and renewable energy policy and passed them 
via reconciliation. The bill reshuffles a few hundred bil-
lion dollars of taxes over ten years, and limits federal 
drug spending growth.  

A divided government for 2023–24 remains our base 
outlook, although it no longer looks as inevitable as it 
did two months ago. We do not expect much fiscal ac-
tion ahead, notwithstanding the potential for a conten-
tious standoff over the debt ceiling late next year.   

The 2022–24 Outlook 

We are projecting a modest growth rebound in 
2022Q3, but by 2022Q4, service consumption growth 
is no longer sufficient to compensate for falling spend-
ing on goods and the drag from housing. As a result, 

we are projecting a very mild decline in real GDP over 
2022Q4–2023Q2, with a cumulative fall of just over a 
quarter of a percentage point. Annual growth registers 
1.5 percent this year, before slowing to just 0.1 percent 
in 2023. In 2024, the Fed eases up, and growth re-
bounds to 1.9 percent.  

Core CPI inflation moderates gradually in 2022H2. As 
overall consumer demand weakens, inflation normal-
izes more quickly in 2023, allowing the Fed to pause 
and then reverse rate hikes. On a calendar-year basis, 
core CPI inflation registers 6.1 percent in 2022, 4.1 
percent in 2023, and 2.4 percent in 2024. PCE deflator 
inflation, the Fed's preferred measure, runs above 2 
percent even late in 2024. 

The pace of monthly payroll job gains decelerates from 
388,000 jobs in 2022Q3 to 88,000 jobs in 2023Q1. 
Payroll employment declines by 364,000 jobs over the 
rest of 2023, but the annual average level in 2023 still 
exceeds that of 2022. Modest job growth resumes in 
2024.  

After more than a year of severely handicapped pro-
duction holding sales back, we think there is consider-
able pent-up demand for vehicles. We expect the auto 
industry to weather the economic turbulence ahead 
with no further decline in sales. Annual light vehicle 
sales total only 13.9 million units in 2022, but increase 
to 15.7 million by 2024. 

We expect total housing starts to soften in 2022H2, re-
flecting a steep falloff in demand for single-family 
housing. Housing starts bottom in 2023 at a level that 
still exceeds their 2019 total. The single-family con-
struction recovery starts in 2024, nudging total housing 
starts up. 


