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Economic Review

Economic data are softer, but still suggest further solid 
economic growth
Job gains slowed for May, but were still solid and above expectations, while business surveys
suggested decent demand and slightly improving supply indicators, and the consumer has
continued to spend despite worsening sentiment. The recent economic indicators imply that
while growth is slowing, it is continuing at a solid pace.

5
Financial Markets

Some stability for stocks and bonds, but not for 
commodities
The S&P 500 index rose slightly for May as solid manufacturing growth and employment gains
were offset by commodity price/availability and inflation worries. The market was hit last month
by concerns about corporate earnings, but investors were hopeful that the Fed would not have
to tighten so much that a recession would ensue, setting off a late-month rally. The fixed income
market was roughly unchanged as the Fed’s new hiking cycle dominated the outlook for this
asset class. In the commodity markets, oil and wheat dominated the headlines, with supply
constraints lifting their prices further.

6
The Outlook

The pace of the housing pullback is likely to moderate
The housing market has taken the brunt of the Federal Reserve’s tightening cycle thus far.
While much of the economy has continued to expand at a healthy pace in the face of rising
interest rates, home sales retrenched by more than 15 percent between January and April.
There are echoes here of the early stages of the mid-2000s housing crash, but the
fundamentals on balance suggest that the market will stabilize before long.
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Spread between 10-year 
and 1-year U.S. Treasury 

yields

Business 
Cycle

Yield 
Curve

Sources: Bureau of Labor Statistics; Haver Analytics
Shaded areas depict recessionary periods

June 2022
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The current economic expansion is
more than two years old, with the
Covid-19 recession having ended in
April 2020. Since then, the economy has
seen rapid economic growth on average
with rising inflation — and the Federal
Reserve finally responding by tightening
monetary policy. Moreover, the Russian
invasion of Ukraine and further
lockdowns in China have imparted new
negative supply shocks.

Sharply rising inflation and interest
rates, along with Fed tightening, are
usually later-cycle phenomena. While
we do not expect this expansion to end
soon, the odds of a downturn within the
next year or so have clearly risen.

One of the best predictors of an economic downturn is a fully inverted yield curve, when
short-term interest rates are above long-term rates for a sustained period.

The spread between 10- and 1-year Treasury note yields narrowed slightly (but inched higher
in early June). While the current spread is not low enough to be considered a recession
warning, significant Fed tightening over the next year should flatten the yield curve, raising
recession odds. Moreover, this spread could shrink further if financial markets expect a
significant slowing of the economy, with long-term rates falling. The 12-month change in the
Conference Board’s index of leading economic indicators is another closely-watched
recession indicator, and while that growth rate has slowed sharply over the past year, at 4.75
percent it is far from the negative reading that would suggest a near-term downturn.
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Economic data are softer, but still suggest further 
solid economic growth

Job gains slowed for May, but were still solid and above
expectations, while business surveys suggested decent demand
and slightly improving supply indicators, and the consumer has
continued to spend despite worsening sentiment. The recent
economic indicators indicate that while growth is slowing, it is
continuing at a solid pace.

Another strong reading for nonfarm payrolls
The economy added 390,000 new jobs for May, a smaller-than-
expected slowdown from April and evidence that the labor market
remains hot. Large gains were seen in leisure and hospitality and
education and health services, while retail trade was the only
major industry to have a contraction in jobs. For a third straight
month the unemployment rate held steady at 3.6 percent — a
small increase in labor force participation prevented it from falling
to match the lowest rate since 1969.

The trend for job gains is clearly down since the start of the year,
but the slowdown has not been as quick as expected — keeping
job gains solid. All available data (e.g., job openings, quits rate,
wage gains, etc.) suggest the labor market remains very tight. As
has been the norm in this space recently, job gains are expected
to continue to trend lower going forward, but it’s clear that labor
demand has not diminished by enough to significantly reduce
hiring activity to this point. May’s employment situation will do
little to dissuade the Fed from continuing an aggressive path
regarding raising interest rates at the June FOMC meeting.

ISMs suggest solid demand, continued growth
The Institute for Supply Management (ISM) manufacturing index
climbed for May, supported by increased growth in new orders,
production, and inventories. Additionally, evidence of healing
supply chains could be found in decreased readings for supplier
delays and input prices, although both declines were relatively
slight (evidence remains of stressed supply chains and strong
input price growth).

The ISM services index fell, but the details, as for the
manufacturing sector, showed increased growth in new orders
and slower supplier delays and input prices.

Readings for both indices are well down from many of those seen
in the last 15 months (the composite index, which combines
manufacturing and services, fell to its lowest level in two years),
but they are still well into expansion territory. While the economy
is softening, still mostly solid economic data suggest continued
overall economic growth. Although demand appears to have
declined recently, it remains strong enough to drive growth in an
economy hampered by supply issues.

The National Federation of Independent Business’s (NFIB) small
business optimism index was little changed for April. Notably,
however, plans to raise prices remained near all-time highs —
suggesting that labor costs and supply chain problems are still
important. But positively, the advanced May NFIB jobs report
showed a jump in both job openings and plans to increase
employment.

Consumer surveys don’t align with behavior
Both the Conference Board’s consumer confidence index and
the University of Michigan’s consumer sentiment index have
been declining for most of the past year, with the latter down
to levels often seen in recessions (the lowest level in over 10
years for May). The primary drivers of the declines for both
indices are decreased purchasing power and concerns over the
economic outlook. Still, while inflation is evidently affecting the
disposition of the consumer, it hasn’t yet had a significant
impact on consumer behavior. Growth in consumer spending
through April remained well above trend even after adjusting
for inflation, while fuel prices — at a record high at the end of
May — do not seem to be impacting travel data (yet) which is
roughly even with pre-Covid levels. Even home sales, which
face headwinds in the form of rapidly rising prices and
mortgage rates, have slowed only to a level which might be
considered “decent.”

This aligns with our view that core GDP growth (basically
personal consumption expenditures and business fixed
investment spending) remains solid — with an annualized
increase of 3.9 percent for the first quarter.

ISM composite index

Source: Institute for Supply Management
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Some stability for stocks and bonds, but not 
for commodities

The S&P 500 index rose slightly for May as solid manufacturing
growth and employment gains were offset by commodity
price/availability and inflation worries. The market was hit last
month by concerns about corporate earnings, but investors were
hopeful that the Fed would not have to tighten so much that a
recession would ensure, setting off a late-month rally. The fixed
income market was roughly unchanged as the Fed’s new hiking
cycle dominated the outlook for this asset class. In the
commodity markets, oil and wheat dominated the headlines,
with supply constraints lifting their prices further.

Headwinds from recession/inflation worries, Fed tightening
Volatility returned to the market in May. From late March to late
April, the CBOE Volatility Index (VIX) stayed under 26. In May,
lingering concerns about the impact of the war in Ukraine
(especially on commodity prices and their impact on overall
inflation) and fresh doubts about earnings raised volatility to just
below March’s recent peak. In early June, hopes that the Fed
would not have to tighten too much allowed some market
stability, with the VIX slipping to the lowest levels since mid-
April. Weakness is expected for second-quarter earnings,
according to FactSet. Still, recent estimates for the third and
fourth quarters of 2022 have climbed.

The first two months of the latest tightening cycle have been a
challenge for the S&P 500. Today, the market is down by roughly
six percent from its close the day the Fed announced its first
increase this cycle. Equities frequently struggle at the beginning
of tightening cycles, with the S&P 500 index declining during the
first two months of each of the last four tightening cycles.

The yield curve steepened over the first half of May, before
flattening some over the second half. At around 70-75 basis
points, the spread between the 10- and 1-year Treasury notes is
close to the low for this cycle, but it is still far from the inversion
that would signal a coming economic downturn. Investors in
intermediate-term government bonds saw their first positive
performance in May since November 2021. The latest negative
streak for long-term Treasury bond holders rose to six
consecutive months.

Commodities are volatile
The fallout from the war in Ukraine and ongoing supply chain
disruptions continue to impact the oil and wheat markets. The
widespread embargo on Russian oil exports, and a lack of new
significant production in other parts of the world, raised the price of
crude oil by almost 10 percent in May, and up by over 70 percent
from the same time last year. The average price of a gallon of
gasoline is now at record levels in the U.S. Despite these high prices,
gasoline consumption for the summer season is expected to rise
slightly. EIA projects that oil production will grow by almost four
percent year-over-year, lifting the year-end stock of gasoline
slightly. Futures markets expect crude oil prices to decline, although
not by much in the near-term. The WTI contract that expires in one
year yields a price of $97.67, while the two-year contract implies a
price of $85.43 — compared with prices today of nearly $120 per
barrel. If the futures market is an accurate predictor, there should be
some downward pressure on inflation in the next couple of months
— becoming more significant after about six months.

May was another volatile month for wheat. After the hit from export
disruptions from Ukraine and Russia, the price of wheat soared
further when the USDA announced its forecast for Hard Red Wheat
production was more than 22 percent lower than last year. This and
the conflict in Ukraine are expected to drop global production by
two percent in 2022, postponing additional recovery from the
pandemic downturn.

Lumber hit a five-month low as June began. The weakness pushed
the price back to the November 2021 level as dealers absorbed their
late 2021 inventory increase. The cost of lumber is expected to
remain volatile as higher rates hurt new home demand while supply
chain constraints persist. Surprisingly, precious metals (in the
aggregate) are down year-over-year, not being affected by the
spike in inflation.

The dollar is roughly two percent off its May peak. Foreign
currencies have rallied as central banks have taken and/or promised
strong action to fight the dramatic rise in inflation. Exports should
benefit from dollar weakness if it persists, but the strength of the
U.S. economy relative to many of our major trading partners
suggests that large trade deficits will persist, even if they ease.

Sources: Bloomberg; Haver Analytics

1-month 6-months 12-months

S&P Composite 500 Index 0.18% -8.85% -0.30%

S&P Midcap 400 Index 0.75% -6.46% -6.52%

S&P Smallcap 600 Index 1.86% -7.36% -8.73%

EAFE1 0.21% -8.36% -12.69%

U.S. Dollar Index2 -1.17% 1.74% 6.73%

CRB Commodity Index3 -2.15% 11.56% 14.75%

Intermediate Treasuries4 0.68% -5.35% -5.72%

Long Treasuries5 -1.89% -21.21% -14.27%

Investment-grade Corporate Bonds6 0.93% -11.99% -10.28%

1 Index measuring equity performance of 
developed markets outside of the U.S. and 
Canada

2 Federal Reserve trade-weighted broad 
currency index

3 Commodity Research Bureau; CRB spot index
4 Index of 1-year to 10-year Treasury notes
5 Index of 10-year and longer Treasury notes 

and bonds
6 Index of U.S. investment-grade corporate 

bonds

Total returns represented 
as of May 31, 2022

Asset Class 
Performance
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The pace of the housing pullback is likely to 
moderate

The housing market has taken the brunt of the Federal Reserve’s
tightening cycle thus far. While much of the economy has
continued to expand at a healthy pace in the face of rising interest
rates, home sales retrenched by more than 15 percent between
January and April. There are echoes here of the early stages of the
mid-2000s housing crash, but the fundamentals on balance
suggest that the market will stabilize before long.

Mortgage rates have outrun the Fed
The transmission mechanism between monetary policy and the
housing market obviously runs most directly through mortgage
rates, which rose sharply in the first four months of the year. In
fact, the 220 basis point increase in the 30-year fixed-rate
mortgage (FRM) yield in the first 18 weeks of 2022 was the largest
over such a time frame in the more than three-decade history of
the Mortgage Bankers Association series. This has been driven
both by actual rate hikes and expectations of aggressive
tightening to come but note that the rise since the Fed liftoff in
March already exceeds those across the entireties of each of the
three previous cycles. Long-term rates tend to ebb and flow
across tightening cycles but have in this case moved almost
unrelentingly to the upside. There is room, then, for mortgage
rates to steady, perhaps to even recede for a time, even as the
Fed continues to push its benchmark higher.

Moreover, even with long-term interest rates having risen sharply
this year, mortgage rates have climbed unusually quickly. The
spread between the 30-year FRM rate and the 10-year Treasury
note rate dropped sharply in the aftermath of the Covid recession
(as that spread typically does after recessions), so an increase in
the spread was to be expected as the economy recovered. But
that spread jumped by about 100 basis points over the past year,

climbing to around 275 basis points — compared with the long-
term median of approximately 195 basis points.

Supplies recovering
Home sales have also been tempered throughout this expansion
by an acute lack of supply. Earlier this year, the stock of existing
single-family homes on the market fell to just 740,000, down by
78.2 percent from the peak in 2007 and a record low in a data
series that dates to 1977. Supplies have started to climb again in
recent months, however, and should receive a substantial boost
going forward on the new home side given the more than 1.6
million homes currently under construction.

Solid homebuyer fundamentals
Perhaps most importantly, homebuyer fundamentals remain solid.
The labor market is robust and, given the trend in job openings, is
unlikely to loosen much in the foreseeable future. Moreover, there
is the potential for even greater churn than would normally be
expected under these conditions due to the Great Resignation and
the rise of remote work opportunities. Households are also well
positioned structurally, as evidenced by low debt service burdens
and an unprecedented rise in net worth at the outset of this
economic cycle. And perhaps most importantly, the number of
households grew by 1.67 million over the year ending in the first
quarter. That said, while housing is unlikely to continue receding at
the pace of recent months, there is room for it to downshift at a
more measured pace as this expansion matures. Economic growth
is likely to decelerate in the years ahead as monetary tightening
starts to bite and pent-up demand runs its course while mortgage
rates are unlikely to reverse much of this year’s climb while the
Fed is in play. The trend for housing going forward as a result may
well be lower, but slower.

Source: Mortgage Bankers Association

2.1%

0.9%
0.6%

0.8%
1.1%

1994-95 1999-00 2004-06 2015-18 Current

Changes in 30-Year FRM Rates 
by Federal Reserve Tightening Cycle
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Job growth remains strong in many states 

• Job gains were strongest over 
the past year in the Pacific 
Region and parts of the 
Southwest and Northeast —
including several states where 
the pandemic recovery was 
delayed due to governmental 
restrictions or sectoral 
concentrations.

• Hiring over the past year was 
slower across much of the 
middle of the country where 
tight labor markets have limited 
the availability of workers. 

Ultra-low unemployment rates in many 
parts of the country

• The unemployment rates in 17 
states were at-or-below 3.0 
percent as of April — a very low 
level which is placing strong 
upward pressure on wages in 
many areas as employers 
compete for a low supply of 
workers. 

• Only two states still have 
unemployment rates at-or-above 
5.0 percent —New Mexico and 
Nevada — as labor markets 
tighten further across the 
country. 

Sources: Bureau of Labor Statistics; Haver Analytics
Twelve-month growth rate in nonfarm payroll employment, April 2022

Sources: Bureau of Labor Statistics; Haver Analytics
Civilian unemployment rate, April 2022

Rhode Island: 3.2%

Delaware: 4.5%

Vermont: 2.5%

Delaware: 1.7%

Rhode Island: 4.0%

Vermont: 2.3%
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Sources: Mortgage Bankers Association; Haver Analytics
Serious delinquency rate (90+ day delinquency plus foreclosed inventory), 2022Q1

Sources: Census Bureau; Haver Analytics
Four-quarter average in homeownership rate: change from 2019Q1 to 2022Q1

June 2022

Mortgage delinquencies nearly recovered 
from the Covid shock 

• While many states in the Eastern 
half of the country are still above 
the national long-term median of 
2.0 percent, serious delinquency 
rates were closing in on pre-
Covid norms in the first quarter. 

• Delinquency rates were 
especially low in the Pacific, 
Intermountain West, and Upper 
Plains regions with very few 
foreclosures in most areas. 

Homeownership are up in most states 
compared with the pre-pandemic period

• Average homeownership rates as 
of the first quarter were up from 
the same period in 2019 in most 
states — led by increases of at 
least 4.0 percentage points in 
Minnesota, West Virginia, 
Maryland, and Iowa. 

• A few states saw sizeable 
declines in homeownership —
including Utah, Oklahoma, and 
New Jersey — signaling that the 
market shifted towards rental 
units in these areas. 
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Payroll gains slowed, but continued at a 
strong pace in May

• Nonfarm payrolls rose by 
390,000 for May as demand for 
workers remained strong across 
most sectors. Total employment 
is now only 822,000 jobs below 
the pre-pandemic peak.

• The U-3 unemployment rate was 
steady again at 3.6 percent, just 
above the pre-pandemic level 
(and 50-year low) of 3.5 percent. 
The labor force participation rate 
edged higher, but lack of labor 
supply remains a constraining 
factor for employers.

Credit spreads have widened but only modestly so

• Corporate bond yields have 
climbed sharply this year but 
mostly in step with Treasury 
rates, with credit spreads 
widening modestly to near the 
long-term median after running 
lower for most of the past two 
years. 

• This suggests that despite the 
equity market decline so far in 
2022, the corporate bond market 
is not pricing in significant 
recession risk over the near term. 

Sources: Bureau of Labor Statistics; Haver Analytics
Monthly change in nonfarm payroll employment; level of the civilian U-3 unemployment rate, 
May 2022

M
ill

io
ns Civilian unemployment 

rate: 16 years+ (R)

Change in nonfarm 
payroll employment (L)

Percent

Source: Standard and Poor’s; Federal Reserve; Haver Analytics; Shaded areas depict recessionary periods
Spread between BBB corporate bond and 10-year Treasury note yield; June 1, 2022
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Higher mortgage rates and prices hurting home 
sales activity

• Total home sales (new plus 
existing) have slumped for three 
consecutive months as 
affordability has dropped with 
mortgage rates jumping — the 
average 30-year fixed rate is 
now above 5.0 percent. 

• The current level of sales (just 
above an annualized pace of 6.0 
million units), while down from 
recent peaks, is still solid as the 
job market and demographics 
remain supportive for buyer 
demand. 

Record gasoline prices a further inflation and 
growth threat

• Regular grade gasoline prices 
crossed a national average of 
$4.50 per gallon for the first time 
in late May as demand remains 
strong across the globe while 
sanctions on Russia continue to 
constrain the supply of crude oil. 

• The spike during May is expected 
to drive another outsized 
increase in consumer inflation 
over at least the May-June 
period and may slow the 
recovery in travel and recreation 
activity expected for this 
summer. 

Sources: Census Bureau; NAR; Haver Analytics
Total home sales (new plus existing), April 2022
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Actual Estimate Forecast
2020 2021 2022 2023 2024 2025 2026

Real GDP 1 -3.4% 5.7% 2.6% 2.1% 1.8% 1.7% 1.6%

Unemployment Rate 2,7 8.1% 5.4% 3.6% 3.6% 3.7% 3.9% 4.1%

Inflation (CPI) 5 1.2% 6.7% 5.8% 2.6% 2.5% 2.6% 2.5%

Total Home Sales 3,7 6.47 6.89 6.25 6.05 5.95 5.80 5.60

S&P/Case-Shiller Home Price Index 9 10.3% 18.8% 11.2% 4.9% 3.3% 2.5% 2.0%

Light Vehicle Sales 3,7 14.5 14.9 15.0 16.9 16.0 15.7 15.5

Federal Funds Rate 2,4,6 0.00% 0.00% 2.50% 3.25% 3.00% 2.75% 2.50%

1-Year Treasury Note 2,4 0.10% 0.39% 2.70% 3.30% 3.15% 2.95% 2.75%

5-Year Treasury Note 2,4 0.36% 1.26% 3.20% 3.35% 3.25% 3.15% 3.00%

10-Year Treasury Note 2,4 0.93% 1.52% 3.30% 3.40% 3.35% 3.30% 3.20%

30-Year Fixed-Rate Mortgage 2,4 2.67% 3.11% 5.55% 5.65% 5.60% 5.00% 4.90%

Money Market Funds 2,8 0.47% 0.14% 1.53% 3.03% 3.22% 2.97% 2.72%

Major forecast changes from last month
 Inflation readings continue to run hot in response to the lagged impacts of rapid money growth, lingering disruptions from the

war in Ukraine, and Covid impacts in China on supply chains and commodity prices (especially oil and gasoline). Recent rapid
gains in energy prices will make it more difficult for inflation to move substantially lower by year-end, causing us to boost our
inflation forecasts for both 2022 and 2023.

 The jump in mortgage rates as well as sharply higher home prices has already cut into demand for homes so far this year. We
expect a sharper drop from 2021’s strong pace to 6.25 million total home sales for 2022 — still a relatively robust pace of activity.
But with the supply of homes still extremely limited, house price appreciation is expected to remain in double-digits over 2022.

1 Percent change year-to-year
2 Percent
3 Million units
4 Year end

5 Percent change Q4-to-Q4
6 Target rate, lower limit
7 Year average
8 Annual return

9 Percent change Dec-to-Dec

Sources: Haver Analytics (actuals); Nationwide Economics (estimates and forecasts); except Money Market Funds (all data from Nationwide Economics)

As of June 2022
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