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MID-QUARTER ECONOMIC OUTLOOK 
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Consulting Economist 
 

Summary and Major Conclusions: 

 
▪ The US economy remains in a moderate slowdown phase but appears unlikely to slip into 

recession anytime soon. Incoming economic data have been mixed, with areas of both strength 
and weakness. 
 

▪ The biggest areas of depressed economic confidence have been in the areas of housing, net 
exports, industrial production, and GDP. The most notable area of strength can be found in the 
labor market, which continues to exhibit boom conditions. 
 

▪ Other areas of strength include the service sector, business investment in plant and equipment, 
and company profitability. Adjusted for inflation, consumer spending is expanding at a sluggish 
but consistent 1.5% annual rate. 
 

▪ The post-COVID economy has exhibited peculiar trends that have exacerbated the typical 
challenges faced by economic forecasters. The stop-go economy has distorted the flow of 
monthly data, while triggering inflationary pressures and creating widespread confusion for 
investors and turmoil in world financial markets:  
 

▪ The scrambling of global supply chains has resulted in shortages, lost output, unusual spending 
patterns, and surging prices for materials, components, and transportation services. Tightness in 
the labor market has been compounded by a large exodus of workers, mainly associated with 
the COVID-19 pandemic. 
 

▪ Second quarter earnings reports surprised on the upside, with earnings growth of 9% on 
revenue growth of 13.5%. The conclusion is that operating performance of US corporations was 
impressive given the extremely hostile environment. 
 

▪ The future trend in inflation is the most important variable in the outlook for the economy and 
financial markets because of its impact on monetary policy. Supply-side factors are expected to 
moderate significantly over the next year, as adjustments to global supply chains allow cost 
pressures to abate.  
 

▪ The year-over-year increase in the Core Consumer Price Index, currently at 5.9%, could 
moderate to 4.5% by yearend and decline further to 3.5% in the first half of next year before 
reaccelerating in 2024 and 2025.  
 

▪ The direction of monetary policy will determine the timing of the next recession. The Federal 
Reserve has stated repeatedly that it will be “data dependent” in conducting monetary policy, 
suggesting that policy rates will continue to rise in the short term.  
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▪ At the same time, the Fed is highly risk averse and wants to avert a recession if possible. My 
assumption is that its policy rate, currently at 2.5%, will rise by 75 basis points in September and 
reach 3.5% by yearend.  
 

▪ I expect a temporary pause in the tightening cycle during the first half of next year, but actual 
rate cuts seem highly unlikely. The second phase of the tightening cycle could begin later next 
year and persist well into 2024. 
 

▪ Following a modest contraction during the first half of this year, real GDP could expand at a 2% 
annual rate during the second half of the year and 2.5% in 2023. Currently at 3.5%, the 
unemployment rate could decline to 3.3% during the next 12 months, which would be the 
lowest level since 1953. 
 

▪ World GDP declined in the second quarter, led by contractions in the US, Europe, and Mainland 
China. Economic activity suffered from surging inflation, central bank tightening, and supply-
chain disruptions triggered by lockdowns in China.     
 

▪ Global bonds remain in a cyclical bear market that could persist well into 2024. Bond yields are 
likely to stabilize around current levels, assuming a temporary moderation in inflation over the 
next year and a pause in the Fed’s rate-tightening cycle early next year.  
 

▪ I expect the next phase of bond market losses to begin later next year, as inflation moves higher 
and as the Fed resumes its tightening cycle. Currently at 2.75%, the market yields on the  
ten-year US Treasury note could exceed 4% later next year and possibly 5% in 2024. 
 

▪ The US equity market could remain in a prolonged bottoming process in the weeks ahead before 
a sustained uptrend begins in the fourth quarter. Declining inflation, stable bond yields, an 
expected pause in monetary tightening, and continued growth in earnings should support higher 
stock prices. 
 

▪ A sizable portion of the losses in equity values since January could be recouped before yearend, 
with the potential for fresh new highs in the major indexes during the first half of 2023.  
 

▪ Value stocks have outperformed growth by a wide margin this year. I believe that this pattern 
will reverse over the next 12 months, with growth stocks returning to a position of leadership.  
Growth stocks tend to perform best during periods of economic uncertainty.  

 

 
 

 
The US economy remains in a moderate slowdown phase but appears unlikely to slip into 
recession anytime soon. Incoming economic data have been mixed, with areas of both 
strength and weakness. Monthly government data on inflation remain worrisome, but spot 
market trends offer some glitter of hope, most notably with respect to gasoline prices and 
non-energy commodity prices. The Federal Reserve will continue to raise policy rates over 
the next six months, but at a moderating pace, assuming a weakening in inflation in coming 
months, as expected.  
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Economic Crosscurrents: The biggest areas of depressed economic confidence have been in 
housing, net exports, industrial production, and GDP. The most notable area of strength can 
be found in the labor market, which continues to expand rapidly. Other areas of strength 
include the service sector, business investment in plant and equipment, and company 
profitability. Finally, the household sector is healthier than generally perceived. Adjusted for 
inflation, consumer spending is expanding at a sluggish but consistent 1.5% annual rate. 

 
Private Sector Balance Sheets: One of the primary arguments against an imminent 
recession is the extraordinary strength of balance sheets in the household, business, and 
banking sectors. Household debt burdens are near the lowest levels on record, while the 
financial health of business firms is the strongest in decades. Liquidity and capital ratios in 
the banking sector are the strongest since 1960, while nonperforming assets are minimal 
(see chart 1). 

 

AN UNCONVENTIONAL BUSINESS CYCLE 
 

The post-COVID economy has exhibited peculiar trends that have exacerbated the typical 
challenges faced by economic forecasters. The stop-go economy has distorted the flow of 
monthly data on output and spending, while triggering profound inflationary pressures.  
The result has been an unprecedented divergence from traditional economic trends. 
Unsurprisingly, these powerful crosscurrents have created enormous confusion for 
investors and widespread turmoil in world financial markets:  

 

▪ Supply-Chain Disruptions: The scrambling of global supply chains has caused 
shortages, lost output, and unusual spending patterns, along with surging prices for 
materials, components, and transportation services. 
 
 

Chart 1: Household Debt Burdens at Multi-Decade Low 
Financial Obligations, Percent of Personal Income 
Source: Federal Reserve 
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▪ Implosion in Hiring: Employment collapsed during the early months of the 
pandemic, with payrolls plunging by an unprecedented 22.5 million in one month, a 
15% decline. Business firms have been playing catch-up over the past two years in 
an endeavor to restore their workforces to normal, thereby accentuating labor 
market pressures (see chart 2).   

 

▪ Worker Shortages: Tightness in the labor market has been compounded by a large 
exodus of workers, mainly associated with the COVID-19 pandemic. Worker 
shortages have impacted output and pushed wages higher, squeezing profit 
margins.  
 

▪ Automotive Slump: An extreme global shortage of computer chips has resulted in a 
massive shortfall in the supply of autos and trucks, despite strong demand. The 
result has been an artificial supply-induced shortfall in auto sales and persistent 
upward pressure on prices for both new and used cars (see chart 3). 
 
 

Chart 2: Employment Has Finally Returned to Pre-Pandemic Levels 
Workers on US Nonfarm Payrolls (Millions) 
Source: US Labor Department 
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Chart 3: Auto Sales Severely Impacted by Component Shortages 
US Auto Sales, Annual Rate (Millions) 
Source: WARD’S Automotive Group 
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▪ Unprecedented Stimulus: Massive COVID-relief spending by the federal government 
— in excess of $5 trillion — has greatly distorted spending patterns, resulting in a 
sizable imbalance in the supply and demand for consumer goods. 
 

▪ Divergences in Consumption: The pandemic resulted in a massive divergence in 
consumption of goods and services. Because of lockdowns and decreased mobility, 
spending on services collapsed, while spending on durable goods exploded. This 
divergence is slowly diminishing as spending patterns return to normal.  

 

▪ Boom/Bust Housing Cycle: The shift in employment from offices to homes ignited a 
boom in the demand for housing, as “The Great Migration” resulted in rapid growth 
in demand for homes in the sunbelt, most notably Florida, Texas, and Arizona. 
Shortages of skilled labor and materials caused a shortfall of single-family homes, 
exerting upward pressure on home prices and rents.  

 
▪ War in Ukraine: Russia’s invasion of Ukraine has disrupted the worldwide 

commodity complex, mainly crude oil and natural gas, but also metals and grains, 
exerting enormous upward pressure on global inflation.   

 
The key point for investors is that the traditional sequence of economic events has been in 
disarray, creating unprecedented challenges for businesses, policymakers, and investors. 

 
Corporate Earnings: Second quarter earnings reports surprised on the upside, with 78% of 
companies in the S&P 500 beating Wall Street estimates. Earnings per share (EPS) rose by 
9% from the year-ago quarter on revenue growth of 13.5%. The conclusion is that the 
operating performance of US corporations was impressive in an extremely hostile economic 
environment. I expect EPS to expand by 5% during the second half of this year, with 
somewhat faster growth in the first half of next year.  

 
Consumer Inflation: The future trend in inflation is the most important variable in the 
outlook for the economy and financial markets because of its potential impact on monetary 
policy. I continue to view inflation as comprised of two components: Traditional demand 
pressures and supply-side factors.  
 

▪ Supply Pressures: Supply-side factors are expected to moderate significantly over 
the next year, as adjustments to global supply chains allow cost pressures to 
diminish. Conversely, I expect demand-side inflation to moderate only slightly. 
Consequently, the year-over-year increase in the Core Consumer Price Index, 
currently at 5.9%, could end this year at 4.5%, and decline further to 3.5% in the first 
half of next year before reaccelerating in 2024 and 2025.  

 
Federal Reserve Policy: The direction of monetary policy will determine the timing of the 
next recession. The Federal Reserve has stated repeatedly that it will be “data dependent” 
in conducting monetary policy, suggesting that policy rates will continue to rise in the short 
term.  
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▪ Pause in Tightening: The Fed is also highly risk averse and will strive to avert a 
recession if possible. My assumption is that its policy rate will rise by 75 basis points 
in September and end the year around 3.5%. I expect a temporary pause in the 
tightening cycle — the Fed will likely hold rates steady during the first half of next 
year — but actual rate cuts seem highly unlikely. The second phase of the tightening 
cycle could begin later next year and persist well into 2024. 

 

US Economic Forecast: I expect the US economy to avert a recession in the medium term, 
with economic conditions gradually improving over the next four quarters. The most 
dynamic phase of the business expansion has passed but above-trend growth appears likely 
in 2023 and possibly 2024. Although real GDP has declined for two consecutive quarters, an 
array of data suggests that the US economic expansion is intact. These include nonfarm 
payrolls, average hours worked, capital goods orders, real spending on services, and real 
personal income and spending (see chart 4). 

  
▪ Real GDP Growth: Following a modest contraction during the first half of this year, 

real GDP could expand at a 2% annual rate during the second half of the year and 
2.5% in 2023. Currently at 3.5%, the unemployment rate could decline to 3.3% 
during the next 12 months, which would be the lowest level since 1953. 

 

THE GLOBAL ECONOMY 
 
World GDP declined in the second quarter, led by contractions in the US, the eurozone, the 
UK, and China. Economic activity suffered from surging inflation, central bank tightening in 
most economies, and supply-chain disruptions triggered by lockdowns in China in its 
determination to contain outbreaks of the Omicron variant.  
 

Chart 4: Capital Goods Orders at a Multi-Decade High 
New Orders for Nondefense Capital Goods ($ Millions) 
Source: US Census Bureau 
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Global GDP: Profound economic weakness in the spring quarter is unlikely to lead to a 
global recession. The world economy should expand at a 2% annual rate during the second 
half of this year, followed by a modest growth acceleration to 2.5% during 2023. Global 
inflation appears to be near a peak, as signaled by plunging energy markets and spot prices 
for both industrial and agricultural commodities. My forecast assumes world inflation of 
7.5% in 2022, 4.5% in 2023, and 4% in 2024. 

 
The Eurozone: A recession in the eurozone appears likely, mainly the result of pressures 
emanating from the war in Ukraine. Exceptionally high prices for natural gas and electricity 
will act as a profound burden on households and businesses, undermining spending and 
output. Real GDP appears likely to contract during the second half of this year before 
staging a modest recovery in 2023 and a more vigorous rebound in 2024.   
 
Mainland China: The Chinese economy contracted at a 2.5% annual rate in the second 
quarter, leaving real GDP less than 1% above its level in Q2 of 2021. China is suffering from 
a perfect storm: A collapsing property market, a sluggish global economy, a weak labor 
market, and depressed consumer confidence. The government’s zero-COVID policy has 
resulted in profound weakness in consumer spending and the broad service sector.  

 
▪ Economic Rebound: My forecast assumes real GDP growth of only 3% this year, 

down from 8% in 2021, but a recovery to 5% growth in both 2023 and 2024.  
The Chinese economy should benefit from increasingly more aggressive government 
stimulus, a recovery in export markets, and an ultimate removal of lockdowns.  

 
Other Asia/Pacific: Outside of China, the economies of Asia remain in an expansionary 
mode. The Japanese economy should continue to expand at a 1.5% annual rate, supported 
by a resilient service sector, capital formation, and net exports. Emerging Asia is the fastest-
growing region of the world, led by India, Vietnam, Indonesia, Malaysia, and the Philippines. 
Asia is benefitting from regional free-trade agreements, competitive cost structures, and 
pent-up global demand for autos and electronic components. My forecast assumes real 
GDP growth of 4% this year and 5% in both 2023 and 2024. 

 

THE FIXED-INCOME MARKET 
 

Global bonds remain in a cyclical bear market that could persist well into 2024. An index of 
investment-grade corporate bonds lost 11.5% during the first seven months of this year, 
and further losses lie ahead. Bond yields are likely to stabilize around current levels through 
yearend, assuming a temporary moderation in inflation over the next year and a pause in 
the Fed’s rate-tightening cycle early next year.  

 
▪ Phase Two: However, I expect the next phase of bond market losses to begin later 

next year, as inflation moves higher and as the Fed resumes its tightening cycle. 
Currently at 2.75%, the market yield on the ten-year US Treasury note could exceed 
4% later next year and possibly 5% in 2024. 
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THE EQUITY MARKET 
 
The S&P 500 hit an interim trough on June 16, down nearly 24% from its all-time peak in 
early January. The US equity market could remain in a prolonged bottoming process in 
future weeks before a sustained uptrend begins in the fourth quarter. A sizable portion of 
the losses in equity values since January could be recouped before yearend, with the 
potential for fresh new highs in the major indexes during the first half of 2023.  
Declining inflation, stable bond yields, an expected pause in monetary tightening, and 
continued growth in earnings should support higher stock prices.  

 
▪ Growth Stocks: Value stocks have outperformed growth stocks by a wide margin 

this year. Through August 1, the growth stock index has declined by 20%, far greater 
than the negative total return of 7% for value stocks. However, I believe that this 
pattern will reverse over the next 12 months, with growth stocks returning to a 
position of leadership, for two reasons: (1) Growth stocks perform best in periods of 
economic uncertainty; and (2) Growth stocks also perform best during periods of 
modest earnings growth as expected over the next several quarters. 
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This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement 
savings. By sharing this information, Empower is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need 
investment advice, please consult with a qualified professional. 
 
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding the 
suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned herein, 
the recipient(s) of this report must make its own independent decisions. 
 
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory trends 
as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or 
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No 
representation or warranty is made as to future performance or such forward-looking statements. 
 
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding 
such indices has been obtained from sources believed to be reliable but has not been independently verified. 

Bloomberg US Aggregate Bond Index: is a broad base, market capitalization-weighted bond market index representing intermediate term investment 
grade bonds traded in the United States. Investors frequently use the index as a stand-in for measuring the performance of the US bond market. 

Dow Jones Industrial Average: is a stock market index that measures the stock performance of 30 large companies listed on stock exchanges in the 

United States. 
 
MSCI World Excluding US Equity Index: is a stock market index comprising of non-U.S. stocks from 23 developed markets and 26 emerging markets. 

The index is calculated with a methodology that focuses on liquidity, investability, and replicability.  
 
NASDAQ: is an American stock exchange at One Liberty Plaza in New York City. It is ranked second on the list of stock exchanges by market capitalization 
of shares traded, behind the New York Stock. 
 
Russell 2000 Index: is a small-cap stock market index of the smallest 2,000 stocks in the Russell 3000 Index. It was started by the Frank Russell Company 
in 1984. The index is maintained by FTSE Russell, a subsidiary of the London Stock Exchange Group. 
 
Russell 3000 Growth Index: is a market capitalization-weighted index based on the Russell 3000 index. The Russell 3000 Growth Index includes 
companies that display signs of above-average growth. The index is used to provide a gauge of the performance of growth stocks in the United States. 
 
Russell 3000 Value Index: is a market-capitalization weighted equity index maintained by the Russell Investment Group and based on the Russell 3000 
Index, which measures how U.S. stocks in the equity value segment perform by including only value stocks. 
 
S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index 
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since 
mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted. 
 
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is 
not a guarantee or reliable indicator of future results. 

The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Empower or any 
associated entities. 
 
Empower refers to the products and services offered by Empower Annuity Insurance Company of America and its subsidiaries, including Prudential 
Retirement Insurance and Annuity Company and Empower Retirement, LLC. 
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