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Consumer activity slowed sharply over the last two months of 2022, suggesting little momentum entering the
new year. Still, job gains remain solid as many businesses have yet to significantly slow hiring even as clouds
build on the horizon. The strength of the job market should keep the economy from dipping into a recession
in the near term; but job losses are likely later this year as still high input costs and reduced demand for their
goods and services sap firms' profits. Should labor conditions finally show some cracks, we expect the
economy to contract by mid-year. That said, we foresee only a moderate and short-lived recession as
relatively healthy balance sheets for most households and businesses buffer the downturn.

• Job gains were strong through the end of 2022 and the unemployment rate fell to a cycle low in
December. Wage growth, while slowing, remains buoyant and supportive of household incomes.

• A combination of inflation fatigue, higher borrowing rates, and diminished savings caught up with
consumers as spending activity slumped to close 2022.

• Inflation readings cooled further in December, but housing and services inflation continued to run hot,
tempering the optimism generated by declining goods inflation. These factors should keep inflation
elevated, even as it cools, over the next year.

• The FOMC is expected to shift to smaller 25 basis points rate increases at coming meetings, but financial
conditions should tighten further. Moreover, the Fed has projected that rates will remain restrictive into
2024 to guide inflation back toward its 2.0 percent target.

January 2023

The job market remains resilient as activity 
weakens across the economy
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Current Scorecard –
Data through

Current Previous Year ago

Employment growth – Dec 223,000 256,000 588,000

Unemployment rate – Dec 3.5% 3.6% 3.9%

Current Previous Year ago

Yield spread – Jan -1.22 pp -1.15 pp 1.27 pp

BAA Credit spread – Jan 1.98 pp 1.93 pp 1.77 pp

CBOE market volatility – Jan 20.02 22.14 21.85

S&P 500 stock index – Jan 3,948 3.954 4,672

Current Previous Year ago

Retail sales – Dec -1.2% -1.0% -1.2%

Light vehicles sales – Dec 13.3 M 14.2 M 12.7 M

Total home sales – Dec 4.64 M 4.68 M 6.93 M

Consumer sentiment – Jan 64.6 59.7 67.2

Current Previous Year ago

ISM Manufacturing – Dec 48.4 49.0 58.8

ISM Services – Dec 49.6 56.5 62.3

NFIB small business optimism – Dec 89.8 91.9 98.9

Current Previous Year ago

Consumer price index (CPI) – Dec -0.1% 0.1% 0.6%

Core CPI – Dec 0.3% 0.2% 0.6%

The Fed’s efforts to diminish consumer demand via higher interest rates appears to
be bearing fruit as retail sales activity pulled back for a second straight month to
close 2022. Job gains are still solid and unemployment is very low, but consumers
appear to be adjusting their behavior to reflect fears of a recession over the next
year. With inflation trending down but still far above the Fed’s two percent goal,
more rate hikes should be on the way, adding to costs for households and
businesses. Equity markets have bounced back so far in 2023, but investors remain
wary of elevated recession risks.

January 26, 2023

January 2023

Nonfarm payroll gains slowed for a fifth straight month but were still
solid in December. Over 2022, the economy added 4.5 million jobs. The
unemployment rate fell to a cycle low 3.5 percent, suggesting hiring
conditions remain very tight. Additionally, annual growth in average
hourly earnings was 4.6 percent in December — down from recent
readings but still rapid.

Equity markets rallied in the opening weeks of 2023 amid encouraging
inflation data and falling expectations for Fed rate hikes during
upcoming meetings, outweighing lower reported earnings during the
fourth quarter. The 10-year Treasury yield pulled back further, hitting
the lowest level since September in mid-January. This deepened the
inversion with the fed funds rate, now at nearly a full percentage point.

Retail sales fell soundly again in December as the trend for consumer
activity has turned lower. Existing home sales declined over the last
eleven months of 2022 as demand has collapsed in response to the
spike in mortgage rates. Consumer sentiment climbed for a second
consecutive month in first half of January but remains low as inflation
and recession concerns continue to weigh on forward expectations.

The ISM services index plummeted into contraction in December while
the manufacturing index weakened further as new orders within both
sectors have stalled in response to slowing consumer demand. Small
business optimism dropped to a six-month low as business owners
continue to grapple with rising costs pressures and concerns that
sales will slow sharply in 2023.

Consumer inflation declined slightly in December, driven down by
falling prices for energy and many goods, especially used cars and
trucks. The 12-month trend rates for the overall and core CPI were
lower too (at 6.5 and 5.7 percent, respectively), but remain far above
the long-run average. Moreover, some service costs — particularly for
housing — continued to accelerate.

NEGATIVE
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Future Scorecard –

2021 2022 2023F 2024F

Real GDP growth 5.9% 2.1% 0.5% 0.5%

2021 2022 2023F 2024F

Total home sales 6.89 M 5.67 M 4.85 M 5.15 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% 6.0% 3.9% 2.5%

2021 2022 2023F 2024F

Average job growth 562,000 375,000 10,000 80,000

Unemployment rate 5.4% 3.6% 4.4% 5.3%

2021 2022 2023F 2024F

Federal funds rate 0.00% 4.25% 5.00% 3.50%

10-year Treasury note 1.52% 3.88% 3.70% 3.20%

The conditions for a moderate recession starting in mid-2023 remain in place even
with signs of cooling inflation. Momentum on the consumption side of the economy
slowed in November and December which should begin to reduce business
revenues. This should lead to weaker earnings growth that prompts corporations to
pull back on hiring. We expect the Fed to engineer further rate hikes in 2023 and
monetary policy is likely to remain restrictive for an extended period to ensure that
inflation trends lower. A soft landing remains a possibility, but a more remote one,
with signals piling up that growth is broadly shifting lower in the new year.

January 2023

A moderate recession is projected for 2023 in response to further Fed
tightening, much higher borrowing costs for consumers and
businesses, the drawdown of excess savings, and weaker corporate
earnings. Still, the probable economic downturn should not be severe
in depth or length since household and corporate balance sheets
overall are in healthy shape and there is a lack of typical large
imbalances that would drive a deeper downturn.

The housing market is expected to bottom out later in 2023 with flat-
to-negative price growth projected — but lower mortgage rates
should lift activity in 2024. Auto sales are expected to expand 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 loan rates.

Positive job gains should continue with a low unemployment rate over
the first half of 2023, but the labor market is expected to take a turn for
the worse by mid-year as businesses respond to recessionary pressures.
We expect labor market weakness to continue into 2024 with the
economy and corporate earnings contracting. Still, job losses are not
expected to be nearly as high as seen over the previous two downturns.

The Fed is primed to continue raising interest rates in 2023, lifting the
target range for the fed funds rate to 5.00-5.25 percent by May. With
inflation likely still moderately above-trend over 2023, we do not
expect the Fed to launch an easing cycle until 2024 even if a
recession occurs. The yield curve could remain inverted into 2024
with long-term interest rates declining modestly later this year.

Declining prices for many goods and commodities should allow
inflation readings to moderate further in 2023 despite continued cost
pressures for services. But given the sticky nature of wage gains and
housing, core inflation is expected to remain well above the Fed’s 2.0
percent goal into 2024 — likely prompting 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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