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U.S. Economy: Slowdown, inflation and future expectations

US Economic Growth
• Economy growth between 1% &1.5% in 2H’22
• 45% Probability of Recession over next 12 months
• Hiring remains strong but should moderate
• Inflation and rising interest rates as Fed attempts to restore price stability 
• Policy normalization at central bank to quicken and include balance sheet runoff

Source: RSM US LLP

US Growth Picture: Risks around slower growth
• Q2’22: US Growth -0.6%
• Q3’22: RSM Forecast 1.5%
• Q4’22: RSM Forecast 1.1%
• 2022 1.5%, 2023 1.1%, 2024 1.8%

US Inflation Outlook: Risk around stubborn inflation

• Q3’22: RSM CPI Y/Y Forecast 8.6 Core PCE Y/Y 4.9 %
• Q4’22: RSM CPI Y/Y Forecast 7.7%, Core PCE Y/Y 4.7%
• 2023: RSM CPI Y/Y Forecast 4.0%, Core PCE Y/Y 3.0%



RSM US Forecast

Source:

Probability of 

Recession: 45%

2020 2021 Q1'22 Q2'22 Q3'22 Q4'22 2022 2023 2024

Real GDP -3.4 5.7 -1.6 -0.9 1.4 1.0 1.5 1.1 2.0

Consumer Spending -3.8 7.9 3.1 2.8 1.5 1.3 1.7 1.5 1.7

Private Investment -5.5 9.8 -2.7 -1.4 -0.2 0.8 2.0 1.7 3.1

Industrial Production -0.8 -7.2 3.6 4.6 3.9 2.5 4.2 2.3 2.9

Consumer Price Index (Y/Y%) 1.2 4.7 8.0 6.5 8.6 7.7 8.3 3.9 2.7

Personal Consumption Expiditure Deflator 

(Y/Y%) 1.2 3.9 6.3 6.1 6.2 5.5 5.5 4.0 2.5

Core PCE (Y/Y%) 1.4 3.5 5.1 4.7 4.9 4.5 4.5 3.0 2.6

10-Year Yield 0.9 1.5 2.3 3.2 3.3 3.2 3.3 3.1 3.0

Policy Rate 0.25 0.25 0.50 0.75 3.25 4.0 4.0 4.0 4.0

Unemployment 8.1 5.4 3.8 3.6 3.6 3.8 3.8 4.7 4.6



The RSM US Middle Market Business Index: Economic Activity and Sentiment Remain Strong
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MIDDLE MARKET BUSINESS INDEX
(Seasonally Adjusted)
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RSM MMBI: Passing Through Price Increases

Source:



RSM MMBI: Passing Through Price Increases

Source:









But we were not in a recession in H1













Federal Funds Policy Rate: Lift and Hold



The Cost of Price Stability

Source:



The Cost of Price Stability

Source:





U.S. Housing: The slump continues as housing deficit grows





U.S. Economy: Slowdown, inflation and future expectations

US Growth Picture: Risks to the Outlook
• U.S. economy activity (jobs & spending) has slowed, inflation spreading out into services & housing
• Supply chain stress improving but remains well below neutral. China a major issue
• Geopolitical risks and energy costs: Expecting relief in 2H’22 due to sharp decline in oil prices
• Margin compression and rising operating costs

Interest Rate Outlook 
• Flattening yield curve with the 10-year yield rising to 3.25% by end of 2022 
• Pandemic era polices over. Policy rate moves into restrictive terrain in Q3’22.
• Rate hike of 75 bps in September. 
• Financial conditions imply drag on risk appetite and overall economic activity

Source: RSM US LLP

Inflation and Risk to the Economic Outlook
• Commodity prices continue to drop due to recession fear and jumbo rate hikes
• Inflation remains sticky, while top line all item inflation will fall markedly due to energy prices volatility.
• Wage pressures easing but do not expect major decline 
• Watch cost of shelter and owners equivalent rent for longer term inflation problems



U.S. Economy: Slowdown, inflation and future expectations

US Economy: Growth, Employment and Inflation
• Unemployment increases to 3.8% by end of 2022
• Over $2 trillion in excess savings compared to pre-pandemic levels
• Housing market cools off to pre-pandemic level: residential starts moderate and likely fall due to 

sharp fall in demand 

2022 Policy Outlook
• Inflation Reduction Act no real boost to economic outlook this year.
• Price stability is the paramount policy goal. Draw down of Fed balance sheet to boost rates
• $1.25 trillion infrastructure investment plan implemented, slated to add $16 billion in investment 

in 2022

Labor Market
• Early retirees not coming back as expected, significant demographic challenges lay ahead
• Tight labor market to result in accelerated integration of technology to meet demand
• Unsustainable labor demand masking problem with labor market: hiring more than needed
• Labor market reverses course: more layoffs, less hiring but might take a while to reach 

concerning level

Source: RSM US LLP



Consumer Price Index: Contributions to Inflation

Source:



Consumer Price Index: Contributions to Inflation
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Global Oil Supply: Tight Supply

Source:
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U.S. Trade: Sharp improvement but won’t last due to strong $

27



US Financial Conditions: Tight Due to Fed Policy
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RSM U.S. Financial Conditions Index

Recession indicator RSM US FCI

Source: Bloomberg; RSM US calculations
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U.S. Dollar Strength on Back of Global Rate Differentials 

0

10

20

30

40

50

60

70

80

90

100

60

80

100

120

140

160

180

1972 1977 1982 1987 1992 1997 2002 2007 2012 2017 2022

D
X

Y
 t

ra
d

e
-w

e
ig

h
te

d
 d

o
ll

a
r 

in
d

e
x

U.S. dollar index before and after recessions

Recession indicator US Dollar Index

Source: BLS; NBER; Bloomberg; RSM US 
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U.S. Dollar Strength on Back of Global Rate Differentials 
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U.S. dollar/euro exchange rate

US recession indicator Euro

Source: Bloomberg; RSM US 
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U.S. Employment Outlook: Expecting Slower Pace of Hiring

State of Play
• Unemployment at 3.5%, likely to increase to 3.8% by end of 2022
• Deceleration to average of  150K per month in 2H’22
• Service sector driving the increases
• Participation rate remaining below pre-pandemic
• Structural transformation

Wages
• Nominal wage gains easing
• Falling real wages due to inflation
• Competition at a premium
• Wage revolution in lower two quintiles

Source: RSM US LLP

Demographic transition
• Exit of the boomers
• Labor growth fading

• 1945-2005 1% per annum, below 0.5% now
• No relief via immigration channel on horizon
• More technology to be deployed to substitute for lack of labor














