
Contributors:  Daniel Vielhaber, Economist   | Ashleigh Leonard, Economic Specialist

Consumer activity slows to close 2022
The large declines in retail sales in December and November signals that
consumer spending lost a lot of steam despite some cooling in inflation as we
ended 2022. We see further downside in 2023 as we expect the labor market
will start to weaken significantly, which will depress personal income growth. On
the housing front, existing home sales fell for an eleventh straight month as
prospective homebuyers continue to contend with low inventory and high
mortgage rates.

Little momentum for the consumer heading into the new year
Consumers continued to pull back on spending as retail sales dropped 1.1
percent in December—a second straight decline of at least one percent. This
slowdown suggests a weaker trend for spending heading into 2023. The still-
elevated inflationary pressures, high borrowing costs, and the reduction of
excess pandemic-related savings are restraining consumer purchases.

The decline in sales was more broad-based than in November. The retail sales
control group (total sales less autos, gasoline, and building materials) was down
0.7 percent in December. Even when adjusting for declining goods prices, this
measure was down 0.4 percent—lower than the 0.3 percent growth seen in
November. Discretionary spending continues to take the brunt of household
spending cuts, a response to rising prices for many essential items.

The pullback in spending could be a sign that consumers are tightening their
belts and aligning their behaviors with higher recession expectations from
consumer surveys. Still, the current strong labor market should limit the fall in
consumer outlays in the near term. Should employment gains moderate
significantly or start to decline, consumer spending should retrench much more
sharply, helping to precipitate an expected moderate recession starting by mid-
year.

Home sales drop for eleventh consecutive month
Existing home sales fell in December to a seasonally adjusted annual rate of
4.02 million units, the slowest pace since 2010. For the full year, there were 5.03
million existing home sales in 2022, the lowest since 2012 and well down from
2021’s lofty total of 6.12 million sales. The median sales price for an existing
home continued to retreat, falling to $366,900, down from the recent peak of
$413,800 in June.

Home sales have declined for 11 straight months under the weight of rising
mortgage rates, still elevated prices and the low inventory of homes for sale.
The 30-year fixed mortgage rate climbed above seven percent in November
(when most of December’s existing home sales would have gone into contract),
matching its recent peak for the highest level since 2002. The monthly supply of
existing homes for sale has increased just modestly and remains historically low.

More recently, mortgage rates have declined, falling to 6.15 percent in mid-
January. There remains a large gap between 30-year mortgage rates and the 10-
year Treasury yield, suggesting there could be more room for mortgage rates to
drop. Still, while home sales could bottom out soon, it’s unlikely that lower rates
would mean a flurry of sales. Mortgage rates are still far higher than the rates
most homeowners have on their current mortgages, limiting the amount of
newly listed homes. Consequently, the low supply of homes for sale (and poor
affordability) should continue to limit sales activity.
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Retail sales and food services, 
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Retail sales fell by at least one 
percent for a second straight month 
in December.

Existing home sales fell for an 
eleventh straight month in December 
to the slowest pace since 2010.

Retail sales trending down

Existing home sales fall 
again
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Core durable goods should show business investment is slowing

Durable goods likely rebounded 1.5 percent in December following a 2.1 percent decline in
November. A recovery in aircraft orders should lead the way following a 30 percent plunge in
November. The core readings for orders and shipments—nondefense capital goods excluding
aircraft—likely declined modestly, indicating that businesses pulled back on their investment reins
at the end of last year due to concerns about weakening aggregate demand and a looming
recession.

Consumer spending falls in December while income rises modestly

GDP growth should end 2022 strong
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Jan
27 Consumer spending in nominal and real terms should each contract 0.2 percent in December as

consumers’ wallets are pinched by still high inflation, elevated borrowing rates, and the
drawdown in pandemic-related savings. The weak December retail sales indicate that goods
consumption continues to decline, leaving the services sector as the main engine of strength. The
December employment data point to a modest 0.2 percent increase in private wages and salaries
and overall personal income as average hourly earnings posted just a 0.3 percent rise and the
average workweek declined. The saving rate should rise modestly from the very low 2.3 percent
rate posted in November. The PCE price index likely was unchanged on the month, allowing the
year-on-year rate to decelerate to 5.0 percent from 5.5 percent in November. The core PCE price
index should rise 0.3 percent, slowing the year-on-year pace to 4.4 percent from 4.7 percent in
November.

The U.S. economy should expand 3.2 percent (annualized) in Q4, following the same growth rate
in Q3. An expected 3.0 percent (annualized) increase in real consumer spending should be the
main driver of real GDP, contributing about 2.1 points to total growth. However, as the recent
retail sales data confirm, the strength in consumer spending was confined to October and
spending momentum as we exited 2022 cooled sharply. The sector providing the next largest
boost to GDP is likely inventories, which does not represent a healthy mix since the rise in
inventories is unwanted. As companies across the retail and wholesale sectors attempt to work
down their inventories, it will weigh on new orders and production in early 2023. The main drag
on activity in Q4 should be from residential investment as it contracts for the seventh straight
quarter due to high mortgage rates and still elevated prices.

Jan
26

Jan
26

Here’s what we are watching this week. Subscribe to Daily Insight for updates through the week.

Sources: Bureau of Economic Analysis/Haver 
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https://app.smartsheet.com/b/form/6038d7fb3c104d7fb6cdc4d2bebb10eb
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Period Actual Previous

Empire Manufacturing January -32.9 -11.2

Retail Sales Advance MoM December -1.1% -0.6%

Retail Sales Ex Auto and Gas December -0.7% -0.2%

PPI Final Demand MoM December -0.5% 0.3%

PPI Ex Food and Energy MoM December 0.1% 0.4%

Industrial Production MoM December -0.7% -0.2%

Capacity Utilization December 78.8% 79.7%

NAHB Housing Market Index January 35 31

Building Permits December 1330k 1342k

Building Permits MoM December -1.6% -11.2%

Housing Starts December 1382k 1427k

Housing Starts MoM December -1.4% -0.5%

Philadelphia Fed Business Outlook January -8.9 -13.8

Initial Jobless Claims Week ending January 14 190k 205k

Existing Home Sales December 4.02m 4.09m

Existing Home Sales MoM December -1.5% -7.7%

Previous Week’s Indicators

Release Date Period Forecast* Previous

GDP Annualized QoQ Thursday 4Q 1st 3.2% 3.2%

Advance Goods Trade Balance Thursday December -84.0b -83.3b

GDP Price Index Thursday 4Q 1st 3.1% 4.4%

Core PCE QoQ Thursday 4Q 1st 3.9% 4.7%

Durable Goods Orders Thursday December 1.5% -2.1%

Initial Jobless Claims Thursday Week ending January 21 210k 190k

New Home Sales Thursday December 624k 640k

New Home Sales MoM Thursday December -2.5% 5.8%

Personal Income Friday December 0.2% 0.4%

Personal Spending Friday December -0.2% 0.1%

Real Personal Spending Friday December -0.2% 0.0%

PCE Deflator MoM Friday December 0.0% 0.1%

PCE Core Deflator MoM Friday December 0.3% 0.2%

U. of Mich. Sentiment Friday January 65.0 64.6

This Week’s Indicators
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