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On The Recession Call

We know that financial markets have already concluded that either the US economy is in a recession or that
it is heading toward a recession. The second part of the previous sentence is a misnomer as in some sense,
economies are always heading towards a recession. The problem is that nobody knows when. And today’s
environment is a typical example of this. Everybody says that we are going toward a recession (or are in
one) and everybody is trying to position themselves to be ‘correct.’ Sometimes I liken recession calls by
analysts and economists to hurricane calls or election calls by TV stations: everybody wants to be there
first!

There is a lot of commentary going around on the correct definition of recession. The layman’s definition
and one that almost everybody talks about is the one that says that we need two consecutive negative
readings on GDP growth. Many are saying that since the economy declined 1.6% in the first quarter and the
Atlanta Fed’s GDPNow is showing negative growth of 1.9% in the second quarter, this means that the US
economy is already in a recession.

However, the NBER, which is the official body that calls recessions in the US defines a recession more
broadly: The NBER's traditional definition of a recession is that it is a “significant decline in economic
activity that is spread across the economy and that lasts more than a few months.”

If the above is the definition of a recession and we agree that the NBER is the institution that calls
recessions then there is no chance that the NBER is going to call for a recession today, especially after the
April, May, and June employment numbers, which increased by 368,000, 384,000 and 372,000, respectively.
It would not matter if we had a second consecutive negative reading of GDP during the second quarter of
the year. They cannot call for a recession if the above is their definition of a recession!

And this is the reason why today’s employment numbers are so illustrative of the argument for no
recession, at least not yet. A recession is “a significant decline in economic activity that is spread across the
economy and that lasts more than a few months” but what the employment number showed today is that
there is no broad-based significant decline in economic activity in the US economy.
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In fact, analysts, economists, and the financial market do not determine the state of the US economy. Firms
are the one determining the state of the economy. If consumers continue to consume in their businesses,
they are going to keep hiring people to service those consumers. So far, there are no signs that the
slowdown in consumer demand has affected firms’ decisions to hire workers. Thus, after that occurs, it
does not matter what analysts, economists, or the financial markets conclude about the state of the US
economy. What matters is what is happening on the ground and what firms are doing.

The 2/10-year Curve Inverts Again

Earlier in March this year, the 2/10-year curve inverted for the first time since 2019, as short-term US
government debt (such as the 2-year) rose quickly due to higher rate hike expectations by the Fed to
control inflation. On Tuesday of this week, the US 2-year Treasury closed at 2.82 while the US 10-year
Treasury declined to a closing price of 2.81, effectively inverting the curve for the second time this year. At
the time of this writing, the curve is still inverted by ~3 basis points.

Why is this important? Looking back at history, almost every time since 1978, except for 1998 (when the
2/10-year curve briefly inverted for one day) a recession has followed within three years of the inversion.
However, the reason why the yield curve inverted this week is because future expectations of economic
growth have been declining, and investors flocked to the longer end of the Treasury yield curve, pushing
the US 10-year Treasury bond lower by ~60 bps in just a few weeks. However, while the US 2/10-year yield
curve is the most watched by the market, other yield curves are also watched by investors. Curves for the 3-
month/10-year or the 3-month/30-year are a case in point, and both are far from inverting. Therefore, while
historically concerning, we should take this inversion with a grain of salt.
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The Fed’s Decision: Nothing Changes

The June employment report is probably not going to change the Fed’s decision to move the federal funds
rate higher by another 75 basis points during its late July FOMC meeting, especially because consensus
expectations are calling for another large monthly increase in CPI inflation for June. Consensus
expectations for CPI are for a 1.0% increase once again. Our forecast is for a little bit less than that, up only
0.6%, but we agree that the risks are on the upside, especially because oil prices and gasoline prices were
very high at the beginning of June.

After that meeting, the Fed has a one-month hiatus to see what happens to the July and August inflation
numbers and then meet for its next FOMC meeting on September 20-21. At that time, it will have a better
picture of the jobs market, the economy, and inflation and then it will decide what to do next.
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Summary of the week:

JOLTS: The number of jobs openings in the US economy remained very high in May even though the
number declined a bit compared to April, from 11.4 million to 11.3 million. Job openings decreased to 11.3
million at the end of May, according to the US Bureau of Labor Statistics. Hires and total separations did
not change much from their April levels, at 6.5 million and 6.0 million, respectively. The largest decreases in
job openings were reported in professional and business services, durable goods manufacturing, and
nondurable goods manufacturing. Separations decreased in real estate and rental and leasing and in state
and local government education. Meanwhile, quits decreased in real estate and rental and leasing and in
state and local government education. Quits increased in the arts, entertainment, and recreation sector.
Layoffs and discharges were also little changed in May. Layoffs and discharges increased in wholesale trade
and in federal government. Job openings and hires declined a bit compared to April of this year, but they
remain very high. Hires and separations remained stable in May compared to April.

ISM Services: The US service sector remained in expansion territory in June according to the services PMI,
beating market expectations. Most of the component indices were in expansion territory, with the
exemption of employment, inventories, imports and inventory sentiment. The Service PMI stood its
ground, at 55.3 in June compared to a reading of 55.9 in May, according to the Institute for Supply
Management. Consensus expectations was for the services PMI to be at 54.5. The business
activity/production index increased from 54.5 in May to 56.1 in June while the new orders declined from
57.6 to 55.6. The employment index dropped below the expansion demarcation, from 50.2 in May to 47.2 in
June. However, supplier deliveries improved from 61.3 in May to 61.9 in June while inventories also
dropped below the contraction/expansion line, to 47.5 compared to a reading of 51.0 in May. The prices
index remained high but came down a bit, from 82.1 in May to 80.1 in June while the backlog of orders
index improved from 52.0 in May to 60.5 in June. The new export orders index declined a bit, from 60.9 to
57.5 in June but remained in expansion territory. Imports, on the other hand, fell below the demarcation
line, from 52.8 in May to 46.3 in June while the inventory sentiment improved a bit but remained under the
demarcation line, from 44.5 in May to 46.2 in June. Although the service sector PMI came down slightly
from its May reading it remained in expansion territory and is not indicating that the US Services sector is
close to a recession. Perhaps the most concerning reading for June was the employment index, which
dropped below the demarcation line and is now contracting.

Initial Jobless Claims: Initial jobless claims continued to trend upward during the week ending July 2.
However, they are still very low compared to historical levels and there seems to be little indication that
the tightness shows signs of the labor market easing. Initial jobless claims increased by 4,000 during the
week ending July 2, to 235,000 from a previous, revised number of 231,000. The 4-week moving average
stood at 232,500, an increase of 750 from the previous week’s reading of 231,750. The insured
unemployment rate for the week ending June 25 was 1.0%, up from a reading of 0.9% during the previous
week. The initial jobless claims number continued its slow upward trend during the week ending July 2.
Ohio and Missouri reported a large increase in layoffs in the automotive industry. Michigan reported fewer
layoffs in the wholesale trade industry, while Pennsylvania reported fewer layoffs in the transportation,
accommodation and food services, health care and social assistance, and administrative and support and
waste management and remediation services industries. Georgia reported fewer layoffs in the trade,
manufacturing, healthcare and social assistance, and transportation and warehousing industries.
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Trade Deficit: The US trade deficit in goods and services improved somewhat, to $85.5 billion in May
compared to a deficit of $86.7 billion in April. Both exports as well as imports increased compared to May,
but exports increased more than imports, up 1.2% and 0.6%, respectively. The trade balance, the
difference between goods and services exports and goods and services imports, showed a deficit of $85.5
billion in May, a decline of $1.1 billion from the $86.7 billion deficit reported in April. Exports were $255.9
billion, an increase of $3.0 billion over those reported in April. Imports were $341.4 billion, or $1.9 billion
more than recorded in April, according to the US Census Bureau and the US Bureau of Economic Analysis.
The decrease in the deficit in May was due to a decrease of $2.9 billion in the goods deficit while there was a
$1.7 billion decline in the service surplus. Exports of goods and services increased 1.2% in May compared to
April while imports of goods and services increased 0.6% during the same period of time. Compared to a
year earlier, exports of goods and services increased 21.7% while imports of goods and services increased
23.3%. On a year-to-date basis, the deficit in goods and services increased $126.5 billion, or 38.4% from the
same period in 2021. During this period in 2022, exports increased 19.4% while imports increased by 24.0%.
US exports have remained strong even as the US dollar has continued to appreciate. Imports are also
increasing at a fast pace. The goods and services deficit is expected to remain high in the second quarter of
this year but will come in much lower than what was recorded during the first quarter of the year after a
very strong increase in imports in March of this year.

Employment: The US economy is alive and well, at least looking at it from the perspective of the all-
important jobs market. The economy is slowing as shown by other economic indicators. However, the
employment number is not one of those indicators showing a slowdown. We remain positive on the US
service sector to continue to expand as US consumers shift from consuming goods to consuming services.
However, employment numbers are also showing that even if that is the case, the goods sector is not going
out quietly. US non-farm employment was up 372,000 in June according to the Bureau of Labor Statistics
while the unemployment rate remained at 3.6% for a fourth consecutive month. Total private jobs were up
by 381,000 while government jobs declined by 9,000 during the month. Every private employment sector
posted positive job growth in June. Goods-producing sector jobs were up 48,000 with manufacturing jobs
contributing 29,000 of those 48,000 jobs while construction added another 13,000 and mining added 6,000.
Once again, the service sector was sizzling, adding 333,000 jobs during the month. Wholesale trade added
16,400 while retail trade added 15,400 after shedding 43,700 jobs in May. Meanwhile, the transportation
and warehousing sector added another 35,500 jobs during the month. The strongest sectors in June were
the professional and business services sector, adding 74,000 jobs during the month while the education
and health services sector added an impressive 96,000. Within this sector, the health care and social
assistance sector contributed with 77,800 of those 96,000 jobs. The leisure and hospitality sector added
another 67,000 jobs during the month after adding another 68,000 jobs in May. June’s employment
numbers are a clear reminder that the US economy remains in relatively good shape even as financial
markets have already concluded that the economy is in a recession. The number of jobs created in June
will probably keep the Fed on its path to continue to increase interest rates at the end of its July Federal
Open Market Committee (FOMC) meeting on July 26-27.
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Economic Forecasts:

Fed Funds Target Rate:

Fed Meeting Fed Funds 
Target Rate

20
22

Current 1.50-1.75
July 26-27 2.25-2.50
September 20-21 2.75-3.00
November 1-2 2.75-3.00
December 13-14 3.25-3.50

20
23

January 31-February 1 3.25-3.50
March 21-22 3.25-3.50
May 2-3 3.25-3.50
June 13-14 3.25-3.50
July 25-26 3.25-3.50
September 19-20 3.25-3.50
October 31-November 1 3.25-3.50
December 12-13 3.00-3.25

Annual
1Q21 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22 1Q23 2Q23 3Q23 4Q23 2021 2022 2023

GDP (annual rate) 6.3 6.7 2.3 6.9 -1.6 2.2 0.8 0.7 0.5 -0.1 -0.2 0.9 5.7 2.1 0.5
Year-over-year 0.5 12.2 4.9 5.5 3.5 2.4 2.0 0.5 1.0 0.5 0.2 0.3

Private Domestic Final Purchases 11.8 10.1 1.4 2.6 3.0 0.8 1.0 0.7 -0.6 -0.7 -0.8 0.4 7.9 2.5 0.0
Year-over-year 2.5 16.0 7.3 6.4 4.4 2.1 2.0 1.5 0.5 0.1 -0.3 -0.4

CPI (y/y) 1.9 4.8 5.3 6.7 8.0 8.3 8.2 7.4 6.2 4.7 4.1 3.5 4.7 8.0 4.6
Ex-food & energy 1.4 3.7 4.1 5.0 6.3 5.9 5.7 5.2 4.5 3.7 3.2 2.6 3.6 5.8 3.5

PCE Price Index (y/y) 1.8 3.9 4.3 5.5 6.3 6.3 5.9 5.1 4.1 3.3 2.8 2.4 3.9 5.9 3.1
Ex-food & energy 1.7 3.4 3.6 4.6 5.2 4.7 4.3 3.6 2.9 2.5 2.2 1.9 3.3 4.4 2.4

Unemployment Rate 6.2 5.9 5.1 4.2 3.8 3.6 3.6 3.5 3.6 4.1 4.7 5.0 5.4 3.6 4.3

Quarterly ForecastQuarterly Historical Annual Forecast
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INTERNATIONAL HEADQUARTERS: THE RAYMOND JAMES FINANCIAL CENTER

880 CARILLON PARKWAY // ST. PETERSBURG, FL 33716 // 800.248.8863

RAYMONDJAMES.COM

© 2022 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. © 2022 Raymond James Financial Services, Inc., member 
FINRA/SIPC. Investment products are: not deposits, not FDIC/NCUA insured, not insured by any government agency, not bank guaranteed, subject to 

risk and may lose value.

DISCLOSURES

Economic and market conditions are subject to change.

Opinions are those of Investment Strategy and not necessarily those Raymond James and are subject to change without notice
the information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing material
is accurate or complete. There is no assurance any of the trends mentioned will continue or forecasts will occur last
performance may not be indicative of future results.

Consumer Price Index is a measure of inflation compiled by the US Bureau of Labor Studies. Currencies investing are generally
considered speculative because of the significant potential for investment loss. Their markets are likely to be volatile and there
may be sharp price fluctuations even during periods when prices overall are rising.

Consumer Sentiment is a consumer confidence index published monthly by the University of Michigan. The index is normalized
to have a value of 100 in the first quarter of 1966. Each month at least 500 telephone interviews are conducted of a contiguous
United States sample.

Personal Consumption Expenditures Price Index (PCE): The PCE is a measure of the prices that people living in the United
States, or those buying on their behalf, pay for goods and services. The change in the PCE price index is known for capturing
inflation (or deflation) across a wide range of consumer expenses and reflecting changes in consumer behavior.

Consumer confidence index is an economic indicator published by various organizations in several countries. In simple terms,
increased consumer confidence indicates economic growth in which consumers are spending money, indicating higher
consumption.

Source: FactSet, data as of 7/8/2022
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