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Economic Review

Labor market continues to support growth
Real GDP growth in the third quarter wiped out the declines seen in the first half of the year,
but there was little momentum from consumers heading into the fourth quarter. However, job
gains remained solid in October and wages are still rising in a very tight labor market; factors
that should prevent a sharp decline in consumer activity in the near term.

5
Financial Markets

Bounce back for markets, but can it last?
The S&P 500 index regained most of September’s decline in October as downbeat earnings
estimates proved too dour. The bond market was less supportive as Fed hawkishness fueled a
renewed jump in interest rates. Despite the cooler-than-anticipated October CPI readings that
ignited a powerful equity market rally, inflation remains elevated and suggests the Fed will
continue to hike the policy rate to a terminal level of five percent. This should continue to be a
headwind for equity prices. The lack of a quick and clear outcome from the mid-term elections
and the likelihood for political brinkmanship surrounding the debt ceiling could keep markets
jittery.

6
The Outlook

A mixed outlook for the holiday shopping season
There is no shortage of reasons to be cautious about the fast-approaching holiday shopping
season. Consumer confidence has declined, the economic outlook has dimmed, and real
consumption spending in aggregate has recorded just a middling increase in the first three
quarters of the year. That said, there are also reasons to expect that activity in the weeks
ahead won’t be quite as soft as some of the recent headlines might suggest.
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The Fed has responded to strong
inflationary pressures with a significant
tightening of financial conditions this
year. Sharply rising inflation and interest
rates, along with Fed tightening, are
usually later-cycle phenomena. While
overall growth has slowed, we do not
expect this expansion to end this year —
but the odds of a downturn in 2023
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 inversion between 10- and 1-year Treasury note yields deepened over October — flashing
a red warning light for 2023. The entire yield curve has not inverted yet, with the federal
funds rate still lower than longer duration Treasuries. But a further sharp rate hike from the
Fed in mid-December would likely cause a full inversion of the yield curve, adding to the
recessionary signals building across the economy.
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Labor market continues to support growth

Real GDP growth in the third quarter wiped out the declines seen
in the first half of the year, but there was little momentum from
consumers heading into the fourth quarter. However, job gains
remained solid in October and wages are still rising in a very tight
labor market; factors that should prevent a sharp decline in
consumer activity in the near term.

Solid economic growth in the third quarter
After two consecutive negative quarters, economic growth
climbed solidly in the third quarter as real GDP grew at an
annualized rate of 2.6 percent. The gain, which was larger than
consensus expectations, reversed the modest declines seen in the
first half and eases imminent recession fears.

Net exports (as the trade balance narrowed) accounted for all the
headline growth, while consumers pulled back on discretionary
goods spending due to high inflation and rising interest rates.
Businesses spent solidly on equipment and software products, but
there was a steep decline in residential home construction. Final
sales to private domestic purchasers — referred to as core GDP —
grew by a meager 0.1 percent, its slowest growth since the Covid
shutdown; excluding the pandemic period, this was the weakest
quarterly pace for core GDP since the Great Recession.

Real GDP growth in the fourth quarter is likely to be slower with
little momentum on the consumer side and trade unlikely to
experience another surge. Still, positive labor market trends
suggest that renewed contraction for the economy is a way off.

Strong job growth amid near record labor demand
Highlighting the positive labor market trends, nonfarm payrolls
grew by 261,000 in October. The trend rate of hiring has slowed
over 2022 but remains resilient. Strong job gains were seen in
manufacturing and health care, the latter of which has been
among the top industries for job growth this year.

The household survey did not align with payrolls in October as the
unemployment rate climbed to 3.7 percent with a drop in
employed workers and further stagnation for the labor force
participation rate. Still, unemployment is low in an absolute sense
and, combined with another solid gain in average hourly earnings,

suggests that tight labor conditions continue to favor workers.

Indeed, despite the Fed’s sharp tightening moves, labor market
tightness has only receded slightly from earlier in the year. Job
openings at the end of September surprised to the upside and, at
10.7 million, were only 10 percent lower than the record high seen
in March. Furthermore, the ratio of job openings to unemployed
workers is 1.86 — within an arm’s length of March’s record high
1.99. For reference, in the expansion that ended with the pandemic
(seen as a tight labor market), this metric peaked at 1.24.

These numbers align with the National Federation of Independent
Business’ small business survey which showed that 46 percent of
small businesses have open positions they are unable to fill right
now — only five percentage points off May’s record high. The
percent of firms with few or no qualified applicants is similarly
elevated and, aside from inflation, quality of labor is the most
important concern for small businesses.

Labor compensation rises — good and bad news
The labor market tightness has led to increased employee
compensation. Primarily due to rising wages, the 12-month change
in the employment cost index climbed above 5.0 percent in the
second quarter (and remained there in the third quarter), the
fastest growth in 30+ years. While good for households, higher
wages also add to inflationary pressures as firms pass along costs
into prices for services — a factor which will likely prove stickier
than supply chains or commodity impacts.

However, the good news for households is tempered since
adjusted for inflation real disposable income is falling on an annual
basis. This forces consumers to dip further into their pandemic-
related savings and increase their reliance on credit to maintain an
even lackluster pace of spending.

In the coming months, job gains should remain solid until demand
for workers retreats meaningfully from its current lofty levels.
However, employment growth is expected to slow and eventually
turn negative over 2023 as corporations pull back on hiring and
increase layoffs as the earnings outlook deteriorates.

Source: Bureau of Labor Statistics

Available jobs per job seeker
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Bounce back for markets, but can it last?

The S&P 500 index regained most of September’s decline in
October as downbeat earnings estimates proved too dour. The
bond market was less supportive as Fed hawkishness fueled a
renewed jump in interest rates. Despite the cooler-than-
anticipated October CPI readings that ignited a powerful equity
market rally, inflation remains elevated and suggests the Fed will
continue to hike the policy rate to a terminal level of five percent.
This should continue to be a headwind for equity prices. The lack
of a quick and clear outcome from the mid-term elections and the
likelihood for political brinkmanship surrounding the debt ceiling
could keep markets jittery.

Range bound oil
Oil markets were the focus of inflation-wary bond investors. Signs
of easing overall price pressures were welcomed as daily
shipments of oil from Russia were the highest since June. The
good news provided much-needed inventory and kept the oil
price under $95 per barrel. However, the near-term outlook is not
as bright as the U.K. is poised to ban insurance coverage on ships
that carry oil that exceeds the G7’s yet-to-be-agreed cap,
reducing future shipments. This gave the oil market a floor at
nearly $80 per barrel and dampened hopes for some inflationary
relief among fixed-income investors.

Fed hawkishness following the November FOMC meeting boosted
short-term rates to 15-year highs. With the terminal rate for the
fed funds rate now expected to be near five percent, the yield on
the U.S. Treasury 2-year note spiked above 4.50 percent. The
dramatic upturn has impacted financial firms and would-be
mortgage holders. Financial firms’ traditional business model of
borrowing short-term and lending long-term has been turned
upside down by the inverted 2-10 curve. While the key fed funds
to 10-year Treasury spread remains positive, the deepening
inversion of other Treasury comparisons highlights the stress
being applied to the economy by the Fed’s tightening cycle.

Long Treasury returns have felt the brunt of the market’s wrath in
2022, and October was no different. The long-end of the curve lost

more than five percent last month. For 2022 year-to-date, the
pullback is more than 30 percent. Intermediate Treasuries losses
have been less dramatic.

Riding the earnings wave
Third quarter earnings came in above beaten-down expectations,
lifting equities sharply in October. The unexpected uptick was the
fourth monthly gain this year, even though the S&P 500 index
remained in bear market territory at the end of October with a
more than 20 percent decline from the start of the year. Seventy
percent of companies reported better-than-expected results. Still,
the earnings growth rate was the worst in two years. The
weakness left the market trading slightly better than 16 times
earnings, two and a half points under the five-year average.

Earnings growth has been on a downward trajectory, falling from
nearly 10 percent year-over-year growth in Q2 to just under four
percent in Q3. As November starts, fourth-quarter earnings are
estimated to decline for the first time since the third quarter of
2020. Among the sectors, materials leads the retreat, expected to
drop by almost 20 percent as raw material costs fell. Only three of
the 11 sectors are poised to report gains in 2022Q4.

Over the last month, most of the major commodity categories
have fallen by double-digits. Natural gas participated in this
decline as mild weather in Europe led to a rise in inventory levels.
Wheat fell with the announcement of an agreement to allow the
shipment of Ukraine wheat. Still, the conflict continues, and the
market is vulnerable to unexpected news. Moreover, we likely will
see a snap back in metals and agricultural commodity prices.
However, aside from commodity companies, corporate earnings
should remain under downward pressure.

While equity markets typically see a reprieve in volatility following
midterm elections the immediate lack of clarity on the ultimate
makeup of Congress likely keeps volatility elevated. More
importantly, the prospect of further upside inflation surprises and
hawkish updates from the Fed continue to loom over markets.

Sources: Bloomberg

1-month 6-months 12-months

S&P Composite 500 Index 8.10% -5.50% -14.61%

S&P Midcap 400 Index 10.52% -1.85% -11.54%

S&P Smallcap 600 Index 12.37% -0.77% -11.81%

EAFE1 5.33% -13.95% -25.07%

U.S. Dollar Index2 -2.43% -7.62% -2.68%

CRB Commodity Index3 2.18% -11.07% 15.33%

Intermediate Treasuries4 -0.45% -3.58% -9.12%

Long Treasuries5 -5.55% -17.49% -31.98%

Investment-grade Corporate Bonds6 -1.03% -7.82% -19.57%

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 10/31/22

Asset Class 
Performance
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A mixed outlook for the holiday shopping season

There is no shortage of reasons to be cautious about the fast-
approaching holiday shopping season. Consumer confidence has
plummeted, the economic outlook has dimmed, and real
consumption spending in aggregate has recorded just a middling
increase in the first three quarters of the year. In addition, several
firms at the heart of the retail and distribution landscape, including
Amazon and FedEx, have warned recently that activity into the
end of the year will be more subdued than previously thought.

Traditional holiday categories have been weak
Moreover, the categories that have historically led the way during
the holiday shopping season have been among the weaker
segments of late as consumption patterns have tilted dramatically
away from goods and toward services. Sales at electronics stores
have fallen across the past year, and those at department stores
and clothing shops have failed to keep pace with the inflation rate
over the same period. However, while goods consumption has
contracted by 0.4 percent services spending is currently up by 3.2
percent year-over-year in real terms

Households largely well positioned
That said, there is also reason to expect that activity in the weeks
ahead won’t be quite as soft as some of the recent headlines
might suggest. The labor market is still vibrant and confidence in

job availability, while diminished from its extreme level earlier this
year, is still lofty by historical standards. The household balance
sheet is also solid, with debt service ratios well below the levels
that prevailed for the better part of the last four decades. Against
this backdrop, it should be no surprise that real spending in
aggregate remains on the climb.

Markdowns could be substantial
Perhaps the biggest wildcard heading into the holiday season is
paradoxically the potential for substantial price-cutting among
retailers even as the broader inflation rate remains elevated.
Thanks to the combination of healing supply chains and the shift in
consumption patterns, retail inventories have jumped by 22.2
percent over the last year. Clothing stocks are up by 28.4 percent.
The impulse to right-size is especially urgent now that
warehousing capacity is limited and, not coincidentally, storage
costs are high. Early deals were already on offer at several high-
profile outlets as of early November and, given the historical
trend, it is a safe bet that there will be much more to come as the
season progresses. Aggressive markdowns should entice
consumers back into stores. As such, while this may not prove to
be an especially robust holiday shopping season, but it is similarly
unlikely to be thoroughly downbeat.

Source: Bureau of Labor Statistics
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Job growth remains solid in most states

• 30 states had 12-month job 
growth rates of at least 3.0 
percent in September as demand 
for workers remains strong 
across many local economies.

• Job gains have been relatively 
slower in the middle of the 
country and in the Northeast 
where unemployment rates are 
extremely low and available 
workers are scarcer. 

State labor markets remain very tight

• The unemployment rates in 17 
states were below 3.0 percent in 
September — a very low level 
which is placing strong upward 
pressure on wages as employers 
compete for workers. 

• Only eight states (including 
Alaska, not shown) have 
unemployment rates above 4.0 
percent as markets continue to 
tighten across the country. 

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

Sources: Bureau of Labor Statistics; Haver Analytics
Civilian unemployment rate, September 2022
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Sources: Bureau of Labor Statistics; Haver Analytics
Job 0penings rate, August 2022

Sources: Census Bureau; Haver Analytics
High-propensity business applications: Average for 2022 (through September) versus 2021.
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Employer demand remains strong across 
the country

• Job opening rates have dipped 
modestly in recent months but 
were still higher than the long-
term national median of 3.2 
percent in all states as of August.  

• This suggests, that while labor 
demand has waned on the 
margins, job opportunities 
remain plentiful and should 
continue to support payroll 
growth for some time. 

Fewer business formations this year in most states

• High-propensity business 
applications have fallen in nearly 
all states through September 
2022, relative to the same period 
of 2021. Only six states showed a 
modest improvement.

• This suggests that fewer 
businesses are being formed, 
likely in response to much higher 
costs for inputs and labor for 
small- and medium-sized firms, 
as well as building recession 
concerns. 
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Another month of solid job gains
• Nonfarm payrolls rose by 

261,000 for October, a still solid 
pace even if slower than the 
trend over the past year. The 
economy has added more than 
4.0 million jobs so far in 2022. 

• The U-3 unemployment rate 
again moved up to 3.7 percent. 
Low labor supply continues to be 
a top concern for firms as the 
labor force has declined slightly 
over the past two months.

U.S. dollar continues to spike

• With the Fed raising rates and 
the U.S. economy still healthy, 
the dollar has climbed to record 
highs this year — even reaching 
parity with the euro for the first 
time in 20 years.  

• This has resulted in a wider trade 
balance with imports much 
cheaper for American consumers 
— acting to weaken real GDP 
growth in the first half of year 
until the trend reversed in the 
third quarter. 

Sources: Bureau of Labor Statistics; Haver Analytics
Monthly change in nonfarm payroll employment; level of the civilian U-3 unemployment rate, October 2022
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Consumer credit climbing sharply as 
higher prices stress households

• Revolving consumer credit has 
climbed to record levels above 
$1.1 trillion in recent months as 
many households turn to credit 
cards to finance rising costs for 
goods and services. 

• While household balance sheets 
are broadly in good shape, the 
sharp rise in credit card debt is a 
sign of strain for consumers from 
rapid inflation, a trend worsened 
by higher interest rates.

Auto sales jump as inventory finally rises

• Light vehicle sales rose to an 
annualized pace of 14.9 million 
units in October, the fastest 
since January, led by a jump in 
sales of light trucks and SUVs. 

• Inventory levels, especially for 
trucks, have climbed sharply in 
recent months as improved 
microchip availability has 
boosted auto production —
enabling faster transactions at 
auto dealers. 

Sources: Federal Reserve Board; Haver Analytics; Shaded areas depict recessionary periods
Outstanding revolving consumer credit, September 2022
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Actual Estimate Forecast
2020 2021 2022 2023 2024 2025 2026

Real GDP 1 -3.4% 5.7% 1.8% -0.7% 1.2% 2.2% 1.5%

Unemployment Rate 2,7 8.1% 5.4% 3.7% 4.7% 5.3% 4.9% 4.6%

Inflation (CPI) 5 1.2% 6.7% 7.6% 3.8% 2.6% 2.3% 2.0%

Total Home Sales 3,7 6.47 6.89 5.75 4.90 5.15 5.50 6.00

S&P/Case-Shiller Home Price Index 9 10.3% 18.8% 6.8% 0.0% 2.5% 3.0% 3.5%

Light Vehicle Sales 3,7 14.5 14.9 13.9 14.8 15.5 16.2 16.5

Federal Funds Rate 2,4,6 0.00% 0.00% 4.25% 5.00% 3.50% 2.50% 2.00%

5-Year Treasury Note 2,4 0.36% 1.26% 4.35% 4.50% 3.30% 2.90% 2.75%

10-Year Treasury Note 2,4 0.93% 1.52% 4.15% 4.00% 3.20% 3.10% 2.90%

30-Year Fixed-Rate Mortgage 2,4 2.67% 3.11% 7.15% 6.00% 4.90% 4.30% 4.10%

Money Market Funds 2,8 0.47% 0.14% 2.45% 5.03% 4.09% 2.90% 2.09%

Major forecast changes from last month
 Chair Powell indicated following the November FOMC meeting that more tightening would be needed over 2023 to bring

inflation back to trend. As such, we now expect the terminal range for the fed funds rate to be 5.00-5.25 percent, likely reached
by 2023Q1. Monetary policy is projected to remain restrictive into 2024, by which time inflation should ease enough to allow the
Fed to start lowering interest rates.

 The projections for long-term interest rates have correspondingly been pushed higher with the 10-year Treasury note yield
expected to be above 4.00 percent through 2023. Fading inflation expectations and modest recessionary conditions should
cause long-term rates to decline after peaking early in 2023. Still, with the Fed not easing until 2024, the yield curve should
remain inverted for some time.

 Year-over-year CPI inflation is projected to remain near 7.5 percent through year-end 2022, increasingly led by rising service
costs. Healing supply chains and lower commodity prices should allow inflation to moderate over 2023, but likely only gradually
at first. Reduced consumer demand as the recession hits should help inflation to slow more sharply over the second half of 2023.

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 November 2022
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