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The spike in job creation and consumer spending in January showed that the slower trend of
economic growth at the end of 2022 did not carry into the new year. However, the accelerated
pace of activity is too fast to meaningfully slow inflation and further complicates the Fed’s goal
to produce price stability. This likely means even more tightening over the first half of 2023,
ironically increasing the odds of a harder landing. We still expect that moderate recession
conditions will prevail later this year as consumer and businesses cut back in response to
restrictive borrowing costs and reduced corporate earnings.

• Job gains surged in January as labor demand still greatly outpaces the supply of workers.
Consequently, wage growth, albeit gradually slowing, is much stronger than usual.

• Consumers picked up their rate of spending in January even as more households dip into
savings or rack up debt to pay for more expensive goods and services.

• Services inflation remained elevated and sticky in January, led by still rapid increases in costs
for housing and labor, that could keep inflation readings high into 2024.

• The Fed implemented a reduced 25 basis-point rate hike at the latest FOMC meeting and
signaled more tightening would be needed to bring inflation back to trend. Long-term
interest rates, which were lower over January, rose sharply in February on higher odds of
additional Fed rate increases and higher inflation.

February 2023

The economy remains hot, likely too hot for the Fed
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Current Scorecard –
Data through

Current Previous Year ago

Employment growth – Jan 517,000 260,000 364,000

Unemployment rate – Jan 3.4% 3.5% 4.0%

Current Previous Year ago

Yield spread – Feb -1.17 pp -1.22 pp 0.91 pp

BAA Credit spread – Feb 1.85 pp 1.99 pp 1.94 pp

CBOE market volatility – Feb 19.53 20.02 26.84

S&P 500 stock index – Feb 4,118 3,948 4,416

Current Previous Year ago

Retail sales – Jan 3.0% -1.1% 2.5%

Light vehicles sales – Jan 15.7 M 13.4 M 15.1 M

Total home sales – Jan 4.67 M 4.66 M 7.17 M

Consumer sentiment – Feb 66.4 64.9 62.8

Current Previous Year ago

ISM Manufacturing – Jan 47.4 48.4 57.6

ISM Services – Jan 55.2 49.2 60.4

NFIB small business optimism – Jan 90.3 89.8 97.1

Current Previous Year ago

Consumer price index (CPI) – Jan 0.5% -0.1% 0.6%

Core CPI – Jan 0.4% 0.4% 0.6%

Consumers bucked the recent downward trend in spending as retail sales climbed
sharply to kick off 2023, bolstered by resurgent job gains and still-tightening labor
conditions. Factoring in higher-than-expected inflation readings for January, the
economy remains too hot for the Fed, and the possibility of even more rate
tightening this year is climbing. Businesses remain on edge as rising labor costs
squeeze profit margins while key leading indicators — including the full inversion of
the yield curve — suggest a likely recession in the year ahead.

February 24, 2023

February 2023

Nonfarm payroll gains soared in January to a six-month high, reversing
what had been a slow but steady downward trend. Additionally, the
unemployment rate fell to its lowest reading since May 1969 as hiring
conditions tightened further. Annual average hourly earnings growth
was 4.4 percent in January — the slowest pace since August 2021 but
still well above-average.

Equity markets rose modestly over the past month as investors
weighed the upside from stronger job and inflation data against the
rising prospects of a higher terminal fed funds rate this year. The 10-
year Treasury note yield was lower over January but climbed sharply
again in February as markets priced in more Fed tightening. Still, the
yield curve remains deeply inverted, signaling elevated recession odds.

Retail sales exploded in January with broad-based spending increases
driven by strong job and income growth. Additionally, consumer
sentiment continued to rebound as cooling inflation boosts readings
about current conditions. Existing home sales declined for a twelfth
straight month as demand for single-family housing has collapsed in
response to much higher mortgage rates.

The ISM services index showed solid expansion again in January after
a brief one-month dip into contraction. But the manufacturing sector
contracted for a third straight month as demand for goods weakens.
There was a slight increase in small business optimism, but business
owners are still reporting weak earnings and low expectations for
sales in the months ahead.

Consumer inflation was stronger in January, boosted by rising prices
for energy and services (particularly housing). The 12-month trend
rates for the overall and core CPI edged down marginally to 6.4 and
5.6 percent, respectively, remaining far too high to prevent further
tightening moves by the Fed.
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Future Scorecard –

2021 2022 2023F 2024F

Real GDP growth 5.7% 2.1% 0.7% -0.3%

2021 2022 2023F 2024F

Total home sales 6.89 M 5.67 M 4.60 M 5.10 M

Light vehicle sales 14.9 M 13.8 M 14.6 M 15.4 M

2021 2022 2023F 2024F

Consumer Price Index (CPI) 6.7% 7.1% 3.8% 2.6%

Core CPI 5.0% 6.5% 3.9% 2.5%

2021 2022 2023F 2024F

Average job growth 606,000 401,000 40,000 80,000

Unemployment rate 5.4% 3.6% 4.4% 5.3%

2021 2022 2023F 2024F

Federal funds rate 0.00% 4.25% 5.25% 3.50%

10-year Treasury note 1.52% 3.88% 3.60% 3.15%

The conditions for a moderate recession over 2023-24 continue to build despite an
acceleration in economic data to start the year. Job gains and consumer activity
jumped in January, and inflation remained far above target; these lofty readings
provide more reason for the Fed to tighten monetary policy to a sufficiently
restrictive level. We expect that the Fed will lift rates further at upcoming FOMC
meetings and keep policy restrictive for an extended period. Due to the continued
strength of the labor market, a recession is unlikely to begin until at least mid-year,
but signs of weaker activity are spreading across key sectors of the economy.

February 2023

A moderate recession should set in by the second half of 2023 as still
high inflation and higher borrowing costs for consumers and
businesses drive further drawdown of excess savings and weaker
corporate earnings. Still, a probable downturn should not be severe in
depth or length with most household and corporate balance sheets in
healthy shape and few signs of large imbalances across the economy.

The housing market is expected to remain weak in 2023 with flat-to-
negative price growth likely — but falling mortgage rates should lift
activity in 2024. Auto sales are expected to climb in 2023 with
increased supply of new vehicles and falling prices for new and used
cars, but the positive impact of these factors will be blunted by rising
unemployment and higher financing rates.

Job gains should remain positive, keeping the unemployment rate very
low over the first half of 2023. However, the labor market is expected to
take a turn for the worse as recessionary pressures hit businesses. We
expect labor market weakness to continue through 2024, especially
within highly cyclical industries. Still, job losses are not expected to be
nearly as high as seen over the past two downturns.

Given the strong January data, the Fed likely lifts the fed funds rate
to 5.25-5.50 percent by mid-year, with risks of even higher rates if the
economy does not start to cool sufficiently. We do not expect the Fed
to launch an easing cycle until 2024 even if a recession occurs to
ensure that inflation returns to trend. The yield curve could remain
inverted for some time with the 10-year Treasury note yield likely to
top out around 4.0 percent.

Declining prices for many goods and commodities should allow
inflation readings to moderate from current peaks despite continued
price pressures for services. But given the sticky nature of wage gains
and housing costs, core inflation is expected to remain well above the
Fed’s 2.0 percent target into 2024 — likely driving an extended period
of restrictive monetary policy.
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Glossary

The information in this report is provided by Nationwide Economics and is general in nature and not intended as investment or
economic advice, or a recommendation to buy or sell any security or adopt any investment strategy. Additionally, it does not take 
into account any specific investment objectives, tax and financial condition or particular needs of any specific person. 

The economic and market forecasts reflect our opinion as of the date of this report and are subject to change without notice. These 
forecasts show a broad range of possible outcomes. Because they are subject to high levels of uncertainty, they will not reflect
actual performance. We obtained certain information from sources deemed reliable, but we do not guarantee its accuracy, 
completeness or fairness.

Nationwide, the Nationwide N and Eagle, and Nationwide is on your side are service marks of Nationwide Mutual Insurance Company.
© 2023 Nationwide.
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F Forecast

BAA Credit Spread Spread between 10-year treasury note and BAA-rated corporate 
bond rates

CBOE Chicago Board Options Exchange

CPI Consumer Price Index

FOMC Federal Open Market Committee.

ISM Institute for Supply Management

NFIB National Federation of Independent Business

Yield Spread Spread between the 1-year and 10-year Treasury note rates
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