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What happened

Based on multiple surveys and investor polls, many Americans are 

convinced that a recession is afoot. More pointedly, many believe that 

the Federal Reserve (Fed) will cause a recession.  

Our take – Despite lower U.S. growth, we still don’t see 

a recession on the horizon

Our view is that demand remains solid, which should allow the U.S. 

economy to power through the rough patch (slide 3). Moreover, the 

most common recession flags are not currently signaling a higher 

probability of a recession in the next 12 months (slide 4). 

Inflation remains a headwind, which gouges real inflation-adjusted gross 

domestic product (GDP). In fact, nominal GDP growth estimates are 

rising, not falling (slide 5). Certainly, the Russia-Ukraine conflict has 

aggravated inflationary pressures. The biggest impact to the U.S. 

economy from this conflict has been energy prices, including gasoline. 

Importantly, less than 5% of consumer spending is on energy, though it 

disproportionately impacts low-income Americans (slide 6).

This has caused inflation to be more broadly based. Yet, while core 

inflation has run hotter than 2021, the pace appears to be stabilizing 

(slide 7).  

Demand remains solid from both consumers (slide 8) and businesses 

(slide 9). After being overly skewed towards goods for more than two 

years, consumer spending is normalizing and transitioning back to 

services (slide 10). Things like meals out, vacations, and medical 

procedures are quickly ramping higher. Additionally, business travel is 

recovering. Yes, that shift away from goods is impacting big box 

retailers.  

Additionally, there has been a hand off to wage and income growth, 

which – while it does also drive inflation – drives continued economic 

growth. In the past year, cash balances in the U.S. have increased by 

$1.2 trillion (slide 11), which has primarily come from higher wages and 

incomes. In addition to buffering the costs from higher energy prices, it 

will also propel further consumer spending. 

There are challenges to be sure. Our senior global macro strategist, 

Eylem Senyuz, has flagged the high likelihood of core members of the 

European Union falling into recession in 2022. However, it is important to 

remember that some of these same countries went in and out of 

recession in 2012, 2014, and 2018. Yet, the U.S. economy continued to 

expand from 2009 through 2020 until it was upended by the pandemic 

lockdowns. We think this same scenario of weaker European, but 

resilient U.S. growth will repeat.

Additionally, with the onset of higher mortgage costs, housing activity 

has cooled recently. However, we expect housing activity to reaccelerate 

over the summer given a decade-plus of underbuilding and continued 

tight inventory. 

Alas, higher inflation has choked U.S. consumer and business sentiment. 

Meanwhile, the mid-term elections and issues before the Supreme Court 

are further stirring sour sentiment and discontent on both sides. 



Economic Commentary – Our take and the bottom line

Our take (continued)

What about the Fed?

Indeed, it is possible that the only way to get inflation under control might 

be that the Fed has to tighten interest rates to the point that it causes a 

recession. But the bigger issue for the Fed is inflation expectations. And, 

based on the market reaction, investors clearly feel that the Fed would 

keep hiking rates to address inflation. 

On the other side, if softening demand is coupled with the shift in 

consumer spending towards services and perhaps further improvement in 

the supply chain issues, it is certainly possible that some of the inflation 

pressures will come down. It won’t be easy and will likely include plenty of 

bumps, but a softish landing is achievable. 

What would change our view?

The consumer is the key in our view, especially in hiring trends. More 

people with jobs, which come with additional income, provides the 

support for continued spending. 

Our preferred indicator is weekly jobless claims since economic 

weakness tends to materialize there first. If we see a sustained 

substantial increase in weekly jobless claims, then we’ll shift our 

recession stance. But, at present, weekly jobless claims are hovering 

near 50-year lows. 

Bottom line

Our view is the U.S. will continue to struggle with inflation, yet the 

pressures appear to be abating, albeit modestly. This is important 

insofar as it should allow the Fed to throttle down interest rate increases 

later in 2022 and into 2023. Accordingly, the widespread recession fears 

should wilt as temperatures warm and additional data provides the proof 

in the summer months. Ultimately, the positives more than offset the 

challenges in our view, though there are plenty of horses on the carousel 

of concerns. 
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Select indicators Recession condition flag Current 

status

Yield curve (3M/10Yr Treasuries) Inversion (3-month yield greater than 10-year)

Intermediate yield curve (2/10Yr) Inversion (2-year yield greater than 10-year)

Change in Fed funds rate Year over year increase with a 12-month lag

Credit spreads Increases for 3 months in a row

ISM Manufacturing Index Activity contracts for 3 months in a row

New building permits Year-over-year declines greater than 9% for 3 months

Leading Economic Indicators Declines four consecutive months

Unemployment rate Increases for 3 months in a row

Weekly jobless claims Year-over-year increase greater than 20%

Crude oil Year-over-year increase greater than 50%

U.S. economic growth marked down but near-term recession risk still low 

Although no single indicator is perfect, below are some of the most common recession flags and their current status. Apart from crude oil prices, most of 

the recession flags are not currently signaling a higher probability of a recession in the next 12 months. 

Data source: Truist IAG. Red denotes a higher recession probability, yellow denotes moderate recession probability, and green denotes low recession probability. Current status as of May 19, 2022. 
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Estimates have increased dramatically for core inflation, which excludes food and energy, and is the Fed’s favored inflation metric. Accordingly, real 

inflation-adjusted economic growth projections have been steadily marked down. However, nominal GDP estimates for 2022 have increased as economic 

activity has continued.
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Consumers don’t spend much on energy compared to the past, but higher 
prices greatly impact lower-income Americans

U.S. consumers spend less than 5% of after-tax income on energy goods and services – even when crude oil hit $145 per barrel in 2008, it was less than 

7%. With gasoline prices up dramatically in 2022, it shaves off roughly 0.6% from overall consumer spending. However, higher gasoline prices 

disproportionately impact Americans in the lowest income decile. Yet, since the majority of U.S. gasoline is sourced from domestically-produced crude oil, 

most of the increased price stays in the U.S.

Data source: left chart: Truist IAG, Bloomberg; energy spending consists of gasoline and other energy goods and of electricity and natural gas services used for household utilities; spending as percentage of 

disposable personal income; monthly data through April 2022. *West Texas Intermediate crude oil price was $145 per barrel in July 2008. Right chart: Truist IAG, PSC Macro; real consumer spending is inflation-

adjusted. 
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Core inflation is hotter than 2021, but the pace is stabilizing 

7

Core inflation, which excludes the volatile food & energy components, rose to 6.2% from a year ago or 0.3 percentage points cooler than the 6.5% pace in 
March. Importantly, the pace of prices within the reopening sectors and new & used vehicles are stabilizing. 

Data source: Truist IAG, Bloomberg, Bureau of Labor Statistics; monthly data through April 2022. Core consumer price index excludes food and energy. Vehicles includes new vehicles, used cars and trucks. Reopening 
sectors includes transportation services, recreation services, recreation commodities, and apparel. All other components, includes shelter and medical care. Total may vary due to rounding.
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Data source: Truist IAG, Bloomberg, Haver. Examples of revolving credit accounts are credit cards, personal lines of credit, and home equity lines of credit.

The consumer – over 2/3rds of the U.S. economy – is in good shape
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Data source: Truist IAG, Bloomberg, Haver. Institute for Supply Management (ISM) composite includes manufacturing and services.

Businesses are in good shape, too
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Consumer spending should shift back towards services from goods, helping 
ease supply chain issues and cool inflation in 2022

Over the past two years, consumer spending was skewed towards goods, especially big-ticket durable goods, rather than services, which are traditionally  

more than three times as large. This shift back towards services such as meals out, vacations, and medical procedures is quickly ramping higher.
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Data source: Truist IAG, Bloomberg, Bureau of Economic Analysis. Personal consumption expenditures of durable goods (items expected to last three years or more) in chained 2012 dollars on a seasonally-adjusted 

annualized rate; monthly data through March 2022.



Americans have a substantial cash hoard to buffer higher energy prices, 
with over one-quarter coming from wage & income growth 

Most Americans are currently sitting on a lot of cash, 

which provides a sizable buffer to deal with higher 

energy prices. 

While a substantial amount was a result of the 

pandemic assistance programs, including the CARES 

Act in 2020 and the American Rescue Plan checks in 

2021, those programs largely ended prior to mid-May 

2021. Since then, cash has increased by $1.2 trillion 

and has primarily come from higher wages and 

incomes. 

Data source: Truist IAG, Bloomberg; weekly data through May 4, 2022.
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