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Most investors now believe the US has entered a recession (or is on the brink of one), but overall eco-
nomic data still indicates a recession has not yet occurred. Those who argue that a recession hasn’t 
started aren’t daydreaming optimists but rather economic realists. There is little doubt a recession is 
coming, however, as monetary policy will have to tighten further to bring infl ation down to the Fed’s 
target levels, and the amount of tightening required will likely tip the U.S. economy into a recession.

The largest argument for recession remains negative real GDP growth for the fi rst two quarters of the 
year. Important to remember, however, is that GDP reports will be revised annually for the next sev-
eral years, and eventually should reveal positive growth. This is because the unemployment rate has 
dropped, payrolls have grown at a rapid pace, and industrial production continues to climb.

To support the argument that recent real GDP growth will eventually be revised upward, below are 
several economic datapoints to consider:

Consumption
Real (infl ation-adjusted) retail sales (ex-autos) declined at a 1.4% annual rate in Q3 while sales of 
autos and light trucks fell at a 0.4% rate. However, it looks like real services, which comprise most 
consumer spending, should be up at a solid pace. Combined, real consumer spending on goods and 
services appears to have increased at a modest 1.0% rate, adding 0.7 points to real GDP growth.

Business Investment
Recent data indicates an estimated 5.8% annual growth rate for business equipment investment, a 
7.4% gain in intellectual property, and no change in commercial construction. Overall, business invest-
ment appears to have grown at a 5.6% rate, which would add another 0.7 points to real GDP growth.

Home Building
Residential construction appears to have fallen at a 16.5% annual rate, due to rising mortgage rates 
and buyer apprehension. Such a decline would subtract 0.8 points from real GDP growth.

Government
Direct government purchases of goods and services, which represent 17% of GDP, grew at an estimat-
ed 0.6% rate in Q3, adding 0.1 point to real GDP growth.

Trade
The trade defi cit is shrinking, as exports remain close to all-time highs in Q3 while imports have de-
clined sharply, largely the result of businesses with excess inventory cutting back on foreign purchas-
es. Projected net exports would add 2.7 points to real GDP growth.

Inventories
Growth in inventories appear to have slowed in the third quarter more than they did in Q2,               
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suggesting a drag of 0.4 points on real GDP growth.

Combined, the data suggests GDP growth between 2.5-3% for the third quarter. While encouraging in 
itself, the fact that virtually all net growth in Q3 came from the trade sector should temper optimism.

The infographic on the following page represents eight key economic indicators that are common-
ly used to forecast future business activity. Overall, it serves as a timely illustration to help investors 
understand the reasons that recession ambiguity persists, and why thorough, objective analysis is 
required to form an honest assessment of the current state of the economy.

Some information is derived fr om First Trust Portfolios, Morningstar, Charles Schwab, and Value Line. Reproduction or distribution of this material is prohibited and all rights are reserved.
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Yield Curve
Recession (Inverted)                                                                                                        Expansion (Steep)

The yield curve represents the difference in yield between 10-year Treasury bonds and 3-month 
Treasury bills. A steep yield curve indicates that bond investors are optimistic about the economy, 

while a flat (or inverted) yield curve indicates investor pessimism.

Housing Starts
Recession (Lower)                                                                                                         Expansion (Higher)

Housing starts measure the number of new single-family homes that are initiated by builders in a 
given month and is seen by many investors as a barometer for the housing industry and outlook for 

the economy.

Profit Margins
Recession (Shrinking)                                                                                                Expansion (Growing)

Corporate profit margins are an aggregate total of how much profit is derived from the overall 
amount of sales generated by corporations in the U.S. Margins expand during times of growth, and 

peak ahead of recessions.

ISM New Orders
Recession (Shrinking)                                                                                                Expansion (Growing)

The ISM Manufacturing New Orders Index is a monthly compilation of survey responses from 
executives in over 400 industrial companies. The survey collects seasonally-adjusted raw data 

related to imports, exports, inventories, and prices, and gauges economic activity.

Jobless Claims
Recession (High)                                                                                                             Expansion (Low)

The US Initial Jobless Claims report measures how many people have filed for unemployment 
benefits in the previous week. This figure is low during economic expansion and typically peaks near 

the end of a recession.

Wage Growth
Recession (Weak)                                                                                                            Expansion (Strong)

Wage growth tracks the growth (or decline) of nominal wages in the US. While healthy wage growth 
is good for the overall economy, it becomes a problem if wages are unable to keep up with an 

increase in goods and services. Thus, wage growth is closely related to inflation.

Retail Sales
Recession (Weak)                                                                                                            Expansion (Strong)

Retail sales measures purchases (both online and in-store) and serves as the official indicator of 
consumer spending. As such, it also represents the largest portion of Gross Domestic Product (GDP). 

Increased spending levels indicate expansion, while decreased spending indicates contraction.

Truck Shipments
Recession (Lower)                                                                                                            Expansion (Higher)

The TSI Freight Shipments Index measures the volume of freight moved monthly by private trucking 
companies in the U.S. This measure reflects overall changes in the demand for goods and services. 

Levels rise during expansionary periods and fall during slowdowns in the economy.

Sept 2022 (0.5%) Aug 2022 (0.2%) July 2022 (0.3%)

Sept 2022 (1.44m) Aug 2022 (1.57m) July 2022 (1.38m)

Sept 2022 (47.1) Aug 2022 (51.3) July 2022 (48.0)

Sept 2022 (219k) Aug 2022 (228k) July 2022 (248k)

Legend:
Month (Value)          = Expansion         = Caution         = Recession 

Sept 2022 (27.77) Aug 2022 (27.67) July 2022 (27.57)

Sept 2022 (0.0%) Aug 2022 (0.4%) July 2022 (-0.4%)

Sept 2022 (140.9) Aug 2022 (140.6) July 2022 (140.8)

Q2 2022 (3.00t) Q1 2022 (2.87t) Q4 2021 (2.87t)
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