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Highlights 
• Talk of recession seems strange when looking at the labor market, even though it’s a 

lagging indicator. However, it isn’t unusual to see employment growth in the early stages of 
a recession.  

• Regardless of whether we call it a recession or not, the important message is the economy 
is slowing and that is set to continue. 

• From a market perspective, we see equities stuck in a range.  
o At this point, the market has rebounded over 10% from the mid-June lows. But, given 

an ongoing slowdown in the economy and earnings risks, our view is that the S&P 
500’s near-term upside is limited in the 3% to 6% range (4200-4300) from its current 
level near 4070.  

o Conversely, the low end of the range, ~3650, should be well supported with the 
moderation in interest rates helping to cushion price-to-earnings (P/E) ratios. Still, the 
bottom end of the range represents about a 10% decline from current levels.  

• Near the mid-June lows, we discussed that we would not be selling equities given 
how oversold the market had become. However, with the strong equity rebound 
since then and our view that the near-term upside is capped, for those investors who 
are overallocated to equities relative to their long-term targets, this would be a more 
reasonable place to trim exposure. 

What happened 
The initial reading of second quarter U.S. gross domestic product (GDP) came in at -0.9%. 
This marks the second consecutive quarter of negative economic growth. 

Our take 
Many people think of back-to-back quarters of negative GDP growth as a recession. However, 
this is not an official definition of recession in the U.S. Instead, the Business Cycle Dating 
Committee at the National Bureau of Economic Research (NBER) is the official arbiter of the 
business cycle. It calls a recession based on many factors, including four primary indicators – 
Industrial production, nonfarm payrolls, real personal consumption expenditures, and personal 
income excluding transfer receipts. These indicators are considered coincidental, as opposed 
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to leading, but they currently suggest the U.S. is not yet in a recession, or at least wasn’t 
in one during the first half of the year.  

While the jobs market is a lagging indicator, in some ways it seems strange to be 
discussing recession when looking at how strong employment has been. In the first half 
of the year, the U.S. economy added an average of 456 thousand jobs per month, the 
second highest ever, after last year.  

For perspective, in 2019, the last year before the pandemic, monthly jobs averaged 160 
thousand. Still, while unusual more recently, it’s not unprecedented to see 
employment continue to rise during a recession. For example, in the recession that 
began in 1973, monthly employment stayed positive for nine months early in the 
recession. 

Regardless of whether we are in a recession or not, the important message is the 
economy is slowing. 

While a recession is not a forgone conclusion, our team puts recession risk over the next 
12 months at greater than 50% based on several factors: 

• The Federal Reserve (Fed) continues to tighten monetary policy into a 
weakening economy in order to tame elevated inflation. If this results in a 
recession, it believes the tradeoff is worth it. 

• Historically, once inflation exceeded 5%, it typically took a recession to bring it 
back down; inflation as measured by the Consumer Price Index or CPI is 
currently at 9.1%. 

• The yield curve has inverted.  

• Financial conditions have tightened. 

• Leading economic indicators are down for four consecutive months. 

• Consumer sentiment (Michigan survey) is at its lowest level in history. 

• Initial jobless claims have been rising from depressed levels. 

• Consumers are being hurt, especially the lower income cohort, by the triple hit of 
higher food prices, housing prices, and gas prices. 

• Consumer excess savings remain elevated, but the savings rate is moving lower 
and revolving credit is moving higher. 

• The Fed is projecting a rise in the unemployment rate. 

What we’ve historically seen in a recession 

The average recession since 1950 has lasted 10 months; the longest one was the global 
financial crisis at 18 months, while the shortest was the 2020 COVID-induced recession at two 
months. 

If we have a recession, a reasonable assumption is that it will be relatively mild (two quarters 
or so) given the strong shape of the consumer, low debt service levels, and excess cash. That 
said, the recession’s downside and duration could be worse than this view if inflation stays 
stickier, similar to the 1970s. 

 

 



 

Market implications 

At the June lows, the S&P 500 was down almost 24%, which is in line with the median decline 
of past recessions. Granted, the average decline is 29%, and we could overshoot that, but at 
least some of today’s economic slowdown was reflected in stock prices. Thus, the second 
quarter’s negative GDP print was taken in stride.  

Where to next – Equities stuck in a range but now at the upper end  

Near the mid-June lows, we discussed that we would not be sellers at those levels 
given the S&P 500 moved to one of its most oversold levels in the past 30 years and also saw 
one of its sharpest year-over-year P/E contractions. Less than 5% of stocks were above their 
50-day moving average, for example. Since then, stocks have moved a long way in a short 
period of time —the S&P 500 is up more than 10%.  

Given an ongoing slowdown in the economy and earnings risks, our view is that the S&P 
500’s near-term upside is limited in the 3% to 6% range (4200-4300) from its current 
level near 4070. Already, based on current forward estimated earnings, the S&P 500’s 
forward P/E has rebounded from 15.3x in-mid June to roughly 17x, its 10-year average.  

Conversely, the low end of the S&P 500 range, ~3650, should be well supported with the 
moderation in interest rates helping to cushion P/E ratios. Still, that level represents about a 
10% decline from current levels.  

Thus, the short-term risk-reward does not look that appealing, in our view. This is even 
as our work suggests that generally stocks have a more favorable outlook over the next 
three years and longer after a 20% decline. That’s why individual time frames are so 
important; as is having an asset allocation aligned with ones’ goals and risk tolerance.  

Bottom line 
Regardless of whether we call it a recession or not, the important message is the 
economy is slowing and that is set to continue. Near the mid-June lows, we discussed that 
we would not be selling equities given how oversold the market had become. However, with 
the strong rebound and our view that near-term upside is capped, for those investors who are 
overallocated to equities relative to their long-term targets, this would be a more reasonable 
place to trim exposure. 

 

 

 

  



 

Disclosures 
Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. Please speak to 
your advisor to request a firm brochure which includes program details, including risks, fees and expenses. 

Truist Wealth is a name used by Truist Financial Corporation. Banking products and services, including loans, deposit accounts, trust and investment 
management services provided by Truist Bank, Member FDIC. Securities, brokerage accounts, insurance/annuities offered by Truist Investment Services, 
Inc. member FINRA, SIPC, and a licensed insurance agency where applicable. Life insurance products offered by referral to Truist Insurance Holdings, Inc. 
and affiliates. Investment advisory services offered by Truist Advisory Services, Inc., Sterling Capital Management, LLC, and affiliated SEC registered 
investment advisers. Sterling Capital Funds advised by Sterling Capital Management, LLC. While this information is believed to be accurate, Truist 
Financial Corporation, including its affiliates, does not guarantee the accuracy, completeness or timeliness of, or otherwise endorse these analyses or 
market data. 

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial Corporation makes 
no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular purpose. The information contained 
herein does not purport to be a complete analysis of any security, company, or industry involved. This material is not to be construed as an offer to sell or a 
solicitation of an offer to buy any security. 

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may have issued materials 
that are inconsistent with or may reach different conclusions than those represented in this commentary, and all opinions and information are believed to be 
reflective of judgments and opinions as of the date that material was originally published. TIS is under no obligation to ensure that other materials are 
brought to the attention of any recipient of this commentary. 

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should consult your 
individual tax or legal professional before taking any action that may have tax or legal consequences. 

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future 
performance. 

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a customer or 
client simply by virtue of the receipt of this material. 

The information herein is for persons residing in the United States of America only and is not intended for any person in any other jurisdiction. Investors 
may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein. 

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law. 

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or discussed in this material. 

Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 

S&P 500 Index is comprised of 500 widely held securities considered to be representative of the stock market in general.  

©2022 Truist Financial Corporation. Truist, the Truist logo and Truist purple are service marks of Truist Financial Corporation. 
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