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The economy is slowing…but not 
slowing fast enough. 
 
Around the world, central banks are putting the brakes on 
economic activity via higher interest rates, an effort 
designed to reduce inflation. In few places has this been 
seen more prominently than here in the U.S. where the 
Federal Reserve has hiked its overnight lending rate (the 
fed funds rate) by 3.0 percentage points since March (from 
0% to a recent range of +3.00% to 3.25%).  

Despite the Fed’s efforts, economic activity has remained 
fairly resilient. Manufacturing activity, consumer spending, 
and personal income all continue to grow, and the job 
market has remained robust.  

Financial markets have responded unfavorably to reports of 
ongoing expansion. The idea is, the longer economic 
activity fails to slow, the longer inflation is likely to remain 
high, thus the higher Federal Reserve interest rates are 
likely to rise. For markets, good news has become bad 
news. 

Further rate hikes are certainly anticipated, even as the full 
influence of those already implemented have yet to be seen 
in full. Ultimately, the Federal Reserve would like to slow 
demand to a point where it eases inflation, yet avoids an 
outright economic downturn (i.e., recession). Yet, its 
growing increasingly unlikely that they’ll be able to achieve 
this “soft landing.” Currently, we put the odds of a U.S. 
recession over the next year and a half at better than 50%. 
Investors should keep in mind, however, that such 
expectations are largely built into current market prices. 

The path of inflation over the intermediate-term remains the 
most important factor relative to the economic and market 
outlook, in our view.  Inflation’s path will guide Fed policy 
decisions (i.e., interest rates) thus influence how high 
interest rates will go and how much drag will be inflicted on 
the economy.  
  

 

 

 Our Outlook 
 

• Inflation remains the key.  Inflation’s path will 
dictate how high Fed officials will take interest 
rates, thus implying how much drag will be 
inflicted on the economy. 

• A shallow 2023 recession now looks likely.  
We believe any downturn that may occur would 
likely be shallow. Investors should also consider 
how much of this prospect is already factored 
into markets. 

• Energy prices remain a key risk. Energy 
prices have been on the wane the last several 
weeks, but low inventories and ongoing market 
disruptions leave the space susceptible to 
renewed problems.           

Source: Actuals via the Commerce Department, forecasts via American 
Enterprise Investment Services Inc. 
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Good news has become bad news.  

The U.S. economy is not yet in recession, nor does one 
seem imminent over the next few months. Activity is 
decelerating, but slowly, and inflation measures remain 
stubbornly high. Such trends suggest the Federal Reserve’s 
aggressive pace of interest rate hikes are likely to continue 
for a few more months at least. As such, predictions of a 
recession in the first-half of 2023 have grown louder.   

Unfortunately, we concur. Inflation cannot be brought under 
control by improvements in supply-chain functioning alone.  
Until demand for goods, services and workers slows more 
materially, inflation is likely to endure, and Fed officials will 
likely keep raising interest rates as a result. 

The job market has been a particular area of strength. Over 
the last three months (through September) the U.S. 
economy generated an average of +372,000 net new jobs 
per month, and the unemployment rate ended Q3 at a multi-
decade low of 3.5%.  By comparison, in the six months prior 
to the pandemic’s arrival in February 2020, the U.S. 
economy generated net new jobs at a pace of +237,000 per 
month.   

 

Source: FactSet 
 
Bad news is now good news.  On October 3rd, the Labor 
Department reported a sharp drop in the number of job 
openings and financial markets responded with a strong 
gain.  The decline was interpreted as a softening of labor 
market conditions, leading investors to propel the S&P 500 
3% higher on the day.   

Meanwhile, business activity in the economy’s two primary 
sectors, manufacturing and services, has continued to 
grow. Purchasing manager surveys as reported by the 
Institute of Supply Management (ISM) have shown the pace 
of business activity as slowing, but still expanding on a 
month-over-month  basis.  The measures, as shown in the 
chart below, are diffusion indexes, meaning numbers above 
50 indicate month-over-month (m/m) expansion while 
numbers below 50 indicate m/m contraction.   

 

Source: FactSet 
 
A strong consumer has its positives and negatives.  All 
year we’ve noted our belief that the U.S. economy was 
capable of avoiding a recession, primarily due to the 
financial strength of consumers. Given consumer’s low debt 
burdens, we argued that rising interest rates would have 
less of a negative influence on spending behavior.   

So far, that’s been the case. But as consumer spending has 
remained positive, its hindered inflation’s ability to slow.   

The chart on the top of the next page depicts the Federal 
Reserve’s Financial Obligations Ratio (FOR) against the fed 
funds rate.  The FOR has long been our favorite measure 
of consumer financial strength.  Rationally, it measures the 
payments we as consumers need to make on a monthly 
basis (such as mortgage payments, rent, car loans, credit 
card payments and even property taxes and homeowners’ 
insurance, amongst others) as a percentage of total 
consumer income.   
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Source: FactSet 

As seen in the chart, consumer debt burdens today (through 
Q2) are quite low relative to their history (the measure was 
initiated in 1979).  What should also be noted from the chart 
is that consumer debts have historically been high just as 
recessions began and often when the Fed was raising 
interest rates.  This combination of high debt and rising 
interest rates has traditionally exacerbated the economic 
downturns that have followed. With today’s relatively low 
debt burdens, the Fed may have to lift interest rates much 
higher than otherwise to slow activity and achieve their 
inflation goals.  

Federal Reserve Policy Outlook: Expectations as to how 
high the Federal Reserve might drive interest rates have 
been rising all year.  Currently, fed fund futures as traded 
on the Chicago Merchantile Exchange (CME) and reported 
by Bloomberg, suggest a peak rate of 4.91% by the end of 
Q1-2023 (versus today’s upper-bound rate of +3.25%).  

Such estimates appear reasonable, in our view.  We believe 
Fed officials may be able to pause their interest rate hikes 
beginning in Q2-2023 should more consistent evidence of 
weakening inflation pressures emerge as we anticipate.  

U.S. Inflation Outlook:  Though slower than desired, 
inflation is subsiding.  After seeing a recent peak of +9.1% 
y/y in June (a 41-year high), the Consumer Price Index 
(CPI) slowed to +8.5% in July, +8.3% in August and +8.2% 
in September. The declines, however, have almost entirely 
been due to falling energy prices.   

“Core” consumer prices, i.e., prices excluding the volatile 
food and energy sectors, have crept slightly higher. Core 
inflation has seen strong support from higher housing costs 
primarily. The Core rate matched a multi-decade high of 
+6.5% in September. Much tougher y/y comparisons, 
however, suggest to us that this will likely be the core rate’s 
peak, in our view.  

 

Source: FactSet 

Still, prices for a growing list of goods and services have 
been easing or even declining and we expect aggregate 
measures to further decline in the months ahead.   

 

Source: Actuals via the Labor Department, forecasts via  American 
Enterprise Investment Services Inc. 
 
Importantly, our projections are not based on an expectation 
of widespread price declines but rather a deceleration in the 
pace of price increases for most products and services. 
Additionally, we believe y/y inflation rates should contract 
noticeably in the first half of 2023 as price levels at the time 
will be compared against the elevated prices of this past first 
half (i.e., much tougher y/y comparisons). 
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Home sales tumble.  Understandably, this year’s sharp 
rise in interest rates has had its most pronounced impact on 
interest-rate sensitive sectors of the economy, most 
notably, the housing market. After starting the year at 3.1%, 
the average rate on a 30-year fixed mortgage is currently 
6.7%, according to the Mortgage Bankers’ Association. 

In August, existing home sales were down 20% y/y and 
down 26% from their January peak (on an annualized 
basis). Prices, however, were still up y/y given the market’s 
very tight availability. In August, the median price of existing 
homes sold was +8% above from year-ago levels, 
according to the National Association of Realtors. 

We believe y/y prices could remain positive through year-
end, but comparisons may turn moderately negative in 2023 
given what is likely to be even higher mortgage borrowing 
costs at the time.   

 

Source: FactSet 

 

Source: FactSet 

Inflation’s International Burden 

Europe’s efforts to sever their energy ties with Russia 
have resulted in substancially higher energy prices and 
prospective energy shortages. The region is percieved to 
have much higher recession prospects relative to the U.S., 
as a result. Consensus estimates via Bloomberg show 
forecasters expect Eurozone economic activity to have 
been flat in the third quarter (Q3), while modest contractions 
are expected for Q4-2022 and Q1-2023.  

Source: Bloomberg.  

 
As a slight positive, European Union governments recently 
reported good progress in replacing lost Russian natural 
gas supplies as they seek to build inventories ahead of the 
approaching winter. An especially cold season, however, 
could yet leave the region short.    

Here in the U.S., wholesale natural gas prices are more than 
2x their pre-pandemic averages.  From 2017 to 2019, the 
wholesale price of natural gas was $3.10 per million BTU. 
As of September 30th, the price was $6.40 /mbtu.  

In Europe, the wholesale price of natural gas as similarly 
quoted (in U.S. dollars and mbtu) is currently $43.80 /mbtu, 
per Bloomberg.  Though this is a very high price it’s much 
lower than the $80-$90 /mbtu seen earlier in the summer.  

If the natural gas situation were not bad enough, Europe is 
also suffering a major drought. The European Commission 
has estimated the drought to be the region’s worst in over 
500 years.  The lack of rain has made some key regional 
waterways unnavigable and even forced some nuclear 
power facilities to trim output for lack of cooling water.   
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IMF trims its 2023 global outlook.  The International 
Monetary Fund (IMF) recently released its quarterly World 
Economic Outlook (WEO) report.  In the release, Fund 
forecasters maintained their outlook for 2022 real global 
growth at +3.2%, but with some notable moving pieces.  
Estimates for U.S. growth were sharply lowered to reflect 
the real GDP declines posted for the first two quarters of the 
year. It’s 2022 growth estimates for the Euro Region were 
lifted but sharply lowered for next year.   

The organization’s global outlook for 2023, meanwhile, was 
trimmed to +2.7% from a prior +2.9%.  Currently, the Fund 
looks for a rebound in global growth in 2024 to +3.2% and 
+3.4% in 2025.  To put these numbers in perspective, real 
global growth averaged +3.4% over the six-year period of 
2014 through 2019, according to IMF data, with the weakest 
performance being 2019’s +2.8% advance.   

 

Source: Data as shown is sourced from the IMF.  The table itself is 
sourced from American Enterprise Investment Services Inc.  

 
A very strong U.S. dollar causing some global stress as 
well. The value of the U.S. dollar has surged over the last 
year, primarily in reflection of higher U.S. interest rates.  The 
10-year Treasury currently offers a yield of 4.0% while 
comperable securities in Germany, France, and Japan are 
2.4%, 3.0% and 0.2%, respectively.  Yields in the U.K. 
recently jumped to 4.5% as the Bank of England hiked rates 
to stem weakness in the Pound. Following the reversal of 
some ill-advised government policies, however, the rate has 
eased and is at +3.9%, as of this writing. 

As shown in the chart at the top of the next column, the 
Federal Reserve’s trade-weighted dollar Index is up 10.6% 
year-to-date and +11.3% over the last year.  

The dollar’s strength has multiple implications, including 
being a drag on the sales and earnings of U.S. multinational 
corporations and making U.S. exports more expensive for 
potential foreign customers.  

On the positive side, a stronger dollar makes foreign 
produced goods and services cheaper for U.S. based 
consumers, thus aiding in efforts to lower inflation. 

 

Source: FactSet 
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IMF Global Economic Projections

2018 2019 2020 2021 2022 2023 2022 2023

World 3.6 2.8 -3.1 6.0 3.2 2.7 0.0 -0.2

United States 2.9 2.2 -3.4 5.7 1.6 1.0 -0.7 0.0
Euro Region 1.9 1.3 -6.3 5.2 3.1 0.5 0.5 -0.7
Japan 0.3 0.7 -4.6 1.7 1.7 1.6 0.0 -0.1
Developing Asia 6.4 5.5 -0.8 7.2 4.4 4.9 -0.2 -0.1
China 6.6 6.1 2.3 8.1 3.2 4.4 -0.1 -0.2
India 6.8 4.2 -7.3 8.7 6.8 6.1 -0.6 0.0
Russia 2.3 1.3 -3.0 4.7 -3.4 -2.3 2.6 1.2
Brazil 1.3 1.1 -4.1 4.6 2.8 1.0 1.1 -0.1
Mexico 2.1 -0.1 -8.3 4.8 2.1 1.2 -0.3 0.0

Actuals

Difference from
July, 2022
projections.Projections
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Corporate profits: The bridge between the economy 
and equity markets. 
(Unless otherwise noted, all data relative to corporate sales and 
earnings is sourced from FactSet and refers to the S&P 500.) 

S&P 500 companies reported positve y/y earnings growth 
in this year’s first (Q1) and second (Q2) quarters. In both 
instances, the Energy sector provided much of the upside.   

This is again the case when looking at estimates for Q3 (see 
chart at right). S&P 500 companies are forecast to see y/y 
EPS growth of 2% on sales growth of 9%. Excluding the 
Energy sector, EPS are forecast to decline by 4% y/y.  

Earnings estimates for Q3 have declined consistently over 
the course of the quarter, dropping from $59.37 on July 5th 
(+10% y/y), to a current $55.22 (+3% y/y).    

Forecasts likely have further downside. Management 
guidance will be critical this release season as forward 
estimates are widely seen as still being too high. Q4 
consensus estimates currently look for y/y EPS growth of 
+2.5% on sales growth of about +6%.  At the end of June, 
Q4 EPS were forecast to grow +9.4%.   

Slower economic growth, higher costs, higher interest rates 
and a very strong U.S. dollar should all remain material 
headwinds for corporate results over the intermedite-term.  

A strong U.S. dollar is a headwind for U.S. multinational 
profits as internationally derived sales and earnings 
translate into fewer U.S. dollars for financial reporting 
purposes.  However, inflation can offer a boost to corporate 
results, especially for companies whose selling prices rise 
more than their costs. This was most apparent in the Energy 
and Materials sectors during the first half.    

 

 

 

 

 

 

 

Source: Data sourced from FactSet. The table itself is sourced from 
American Enterprise Investment Services Inc.  

 

Source: Data sourced from FactSet. The table itself is sourced from 
American Enterprise Investment Services Inc.  

Higher earnings and lower stock prices have combined to 
produce much-improved stock market valuations. The S&P 
500’s trailing Price to Earnings (P/E) ratio ended 2021 at a 
lofty 24.4. As of October 14th, the metric was a much-
improved, below average, 16.9.    

 

Source: FactSet 

 

 

S&P 500 Earnings Estimates 2018 2019 2020 2024
10/10/2022 Actual Actual Actual Actual Actual Actual Actual Actual Actual Est. Est. Est. Est. Est. Est. Est.

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 FY

Quarterly $$ amount $49.04 $52.80 $53.87 $55.38 $54.02 $56.87 $55.22 $57.63 $56.96 $59.28 $60.67 $62.75
  change over last week -$0.24 -$0.22 -$0.16 -$0.17 -$0.26 -$0.09 -$0.32
  yr/yr 47.0% 86.9% 36.7% 30.9% 10.2% 7.7% 2.5% 4.1% 5.4% 4.2% 9.9% 8.9%
  qtr/qtr 16% 8% 2% 3% -2% 5% -3% 4% -1% 4% 2% 3%

Trailing 4 quarters $$ $161.56 $163.13 $140.46 $158.99 $183.54 $198.01 $211.09 $216.07 $220.14 $221.49 $223.74 $226.68 $229.09 $234.54 $239.66 $260.80
      yr/yr % change 20.9% 1.0% -13.9% 50.3% 6.0% 7.1% 8.8%
Implied P/E based on 
a S&P 500 level of: 3640 16.3 16.1 15.9 15.5 15.2 14.0

2021 2022 2023
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Summary 
The global economy is squarely in a period of transition, in 
our view.  Circumstances related to the pandemic (strong 
demand at a time of reduced supply) created a bulge in 
inflation, a situation that was made much worse by Russia’s 
invasion of Ukraine. Global central banks are now tasked 
with trying to bring inflation back under control by raising 
interest rates to slow demand. This effort, however, could 
easily result in economic downturns here and /or abroad   

If a U.S. recession were to develop, we believe it would be 
relatively shallow given what we see as the good financial 
standing of consumers and businesses. The magnitude of 
the decline will be heavily influenced by how high interest 
rates ultimately go. The longer economic activity fails to 
slow, the longer inflation is likely to remain high, and the 
higher Federal Reserve officials are to raise interest rates.   

So far this year, equity markets have declined in anticipation 
of an economic slowdown or downturn due to rising interest 
rates. By the time a recession may actually arrive, we 
believe financial markets could once again be looking 
forward to the eventual rebound. As such, we believe 
financial markets could begin to see some support as 
evidence of easing inflation pressures becomes more 
prevalent.  

Risks 

The current outlook still offers material uncertainty. 
Geopolitical tensions are particularly high, the coronavirus 
remains a potential threat, and government debt loads are 
at exceptional levels in most of the world’s developed 
economies. The hard choices associated with correcting 

these imbalances are likely to weigh on economic 
performance over-time.   

Separately, China’s position in the global economy and the 
geopolitical sphere has grown considerably over the last 20 
years. The Chinese government has been very strategic in 
wielding its expanding power to its own advantage, and the 
country’s policies and actions do not always adhere to 
established norms of fair dealing. China’s development path  
could someday intersect with those of presiding western 
powers, which could create more serious instability. 

Geopolitical tensions elsewhere (Russia, Taiwan, N. Korea, 
Syria, ect.) are also more difficult than they have been in 
recent memory.  The impact of these issues on economic 
and financial market activity has been reasonably restrained 
thus far, but tensions could evolve quickly into much more 
severe problems. Of course, there always have been 
problems for the global economy /capital markets to 
consider, and there always will be.  

Longer-term 

We still believe three fundamental factors: China, 
demographics, and global government debt will play key 
roles in the path of global economic activity and financial 
markets over the longer-term. Demographics across the 
industrial world reflect slowing population growth and aging 
societies; this implies slower potential economic growth 
than has been the case historically. Government borrowing, 
particularly here in the U.S., is also very high and going 
even higher in the near future (based on estimates from the 
Congressional Budget Office).  This is somewhat of a new 
dynamic for fixed income markets to deal with and its impact 
on interest rates over the intermediate to longer-term 
remains uncertain.      
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Enterprise Investment Services Inc. (“AEIS”) and distributed 
by Ameriprise Financial Services, LLC (“AFS”) to financial 
advisors and clients of AFS.  AEIS and AFS are affiliates 
and subsidiaries of Ameriprise Financial, Inc. Both AEIS and 
AFS are broker-dealer member firms registered with FINRA 
and are subject to the objectivity safeguards and disclosure 
requirements relating to research analysts and the 
publication and distribution of research reports.  The 
“Important Disclosures” below relate to the AEIS research 
analyst(s) that prepared this publication. The “Disclosures of 
Possible Conflicts of Interest” section, where applicable, 
relates to the conflicts of interest of each of AEIS and AFS, 
their affiliates and their research analysts, as applicable, 
with respect to the subject companies mentioned in the 
report. 
 
Each of AEIS and AFS have implemented policies and 
procedures reasonably designed to ensure that its 
employees involved in the preparation, content and 
distribution of research reports, including dually registered 
employees, do not influence the objectivity or timing of the 
publication of research report content.  All research policies, 
coverage decisions, compensation, hiring and other 
personnel decisions with respect to research analysts are 
made by AEIS, which is operationally independent of AFS. 
 
IMPORTANT DISCLOSURES 
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The views expressed regarding the company(ies) and 
sector(s) featured in this publication reflect the personal 
views of the research analyst(s) authoring the publication. 
Further, no part of research analyst compensation is directly 
or indirectly related to the specific recommendations or 
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A part of a research analyst’s compensation may be based 
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are components. No part of a research analyst’s 
compensation is based on a specific investment banking 
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mentioned in this research report. No payment was received 
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Additional information and current research disclosures on 
individual companies mentioned in this research report are 
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additional investment highlights, a price chart and a 
company description. Also included are key statistics 
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INDEX DEFINITIONS 
An index is a statistical composite that is not managed. It is 
not possible to invest directly in an index. 
 
Definitions of individual indices mentioned in this report are 
available on our website at ameriprise.com/legal/disclosures 
in the Additional Ameriprise research disclosures section, or 
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ADDITIONAL RISK DISCLOSURES  
International investing involves increased risk and volatility 
due to political and economic instability, currency 
fluctuations, and differences in financial reporting and 
accounting standards and oversight. Risks are particularly 
significant in emerging markets.  
 
DISCLAIMER SECTION 
Except for the historical information contained herein, 
certain matters in this report are forward-looking statements 
or projections that are dependent upon certain risks and 
uncertainties, including but not limited to, such factors and 
considerations as general market volatility, global economic 
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sell securities. This summary is based exclusively on an 
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involve investment risks including possible loss of 
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