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Summary 

 Today’s advance estimate for Q2 GDP growth shows that the US is in a ‘technical recession’, 

which means two consecutive quarters of negative GDP growth. 

 Meanwhile, the strong labor market is telling a different story. Therefore, it is not likely that 

the current economic circumstances will lead the NBER to call an official recession in H1. 

 What’s more, the GDI data in the same report raise some doubts about the accuracy of the 

GDP figures. 

 Nevertheless, we expect that the series of negative supply shocks, high inflation and the Fed’s 

hiking cycle will eventually lead to an NBER-approved recession. 

Introduction 

In recent weeks we highlighted the Atlanta Fed’s GDPNow-cast indicating negative GDP growth in 

Q2, which would imply that the US is in a ‘technical recession’. Yesterday, the Atlanta Fed updated 

its nowcast for Q2 to -1.2%. Today, the Bureau of Economic Analysis (BEA) published an advance 

estimate for Q2 GDP growth of -0.9%. This means that the US economy has been in a ‘technical 

recession’ in the first half of the year.  

However, there are doubts about the reliability of the GDP figure for the first quarter because it 

differs so much from the GDI number. (The advance estimate does not yet provide an estimate of 

Q2 GDI). In theory, GDP and GDI should be equal, because they measure the same. In practice, 

there can be considerable statistical discrepancies. While GDP showed negative growth in Q1 and 

Q2, GDI growth remained positive in Q1. This means that the ‘technical recession’ could be a 

measurement error.  

What’s more, in the US, recessions are officially dated by the National Bureau of Economic 

Research (NBER), which takes a broader look at economic data and is not likely to declare a 

recession in the first half of 2022 when unemployment has been stable at 3.6% in the last four 

months and nonfarm payroll growth has been above 350K in each month of H1. Therefore, it 

looks like the US is not in an official recession yet. However, we expect that this is only a matter of 

time. 
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Technical recession… 

Today’s GDP report showed that the US economy has had two consecutive quarters of negative 

GDP growth, which means a ‘technical recession’ in the first half of this year. After -1.6% growth in 

the first quarter, the advance estimate for the second quarter is -0.9%. While the contraction of 

GDP in Q1 was largely caused by net exports (more than 3 ppt contributed), inventories 

contributed more than 2 ppt to the GDP decline in Q2.  However, while personal consumption 

and business investment grew at a decent pace in Q1, personal consumption slowed down 

considerably in Q2, business investment came to a standstill, and residential investment saw a 

steep decline. In other words, domestic demand showed a major slowdown in Q2. This suggests 

that underlying momentum in the economy is fading and it is only a matter of time before 

businesses slow down hiring. At the moment, they are still hiring at a high pace to keep up with 

excess demand for goods and services, but if this comes down, we are going to see a slowdown in 

employment growth as well. Eventually, when employment growth turns negative and the 

unemployment rate rises, the NBER will declare an official recession. 

 

Table 1: Real GDP growth QoQ AR in 2022 

 Q1 Q2 

GDP -1.6 -0.9 

Personal consumption 1.8 1.0 

Business investment 10.0 -0.1 

Residential investment 0.4 -14.0 

Government spending -2.9 -1.9 

Change in private inventories* -0.35 -2.01 

Net exports* -3.23 1.43 

Source: BEA  (*=contribution to GDP growth) 

 

… or is it measurement error? 

Not only the employment growth figures tell a different story than GDP, within the national 

accounts the GDI data fit better with the picture that the nonfarm payrolls are painting than with 

GDP. While GDP showed -1.6% growth in Q1, GDI grew by +1.8%. (The advance estimate for Q2 

does not yet include GDI.) In theory, GDP and GDI should be equal. They both measure output, 

but GDP measures the value added of goods and services produced while GDI measures the 

income earned in this production (such as wages, profits, interest income, rental income). 

However, in practice there are “statistical discrepancies” than can be very large, such as in Q1. 

Although GDI and GDP both suggest that economic growth in Q1 was weaker than in Q4, the 

slowdown according to GDI was not as severe as GDP indicates and does not point to a 

contraction. The BEA says that it considers GDP a more reliable measure because it is based on 

timelier and more expansive data. However, others point out that GDI is more reliable because its 

revisions are less volatile. At present, GDI seems to be more in line with the robust labor market 

data than GDP. 
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Figure 1: The discrepancy between GDP and GDI 

 

Source: Macrobond 

 

Official recessions 

In textbooks on macroeconomics, a recession is usually defined as two consecutive quarters of 

negative GDP growth. However, in the US, recessions are officially dated by the NBER. Their 

definition emphasizes that “a recession involves a significant decline in economic activity that is 

spread across the economy and lasts more than a few months.” Relatively vague, but in practice 

nonfarm payroll growth and growth in real personal income less transfers have been more 

important than GDP growth. The latter can turn negative despite strong private domestic final 

demand as we saw in the first quarter of this year. 

While GDP growth has been negative in Q1 and Q2, employment has grown at a strong pace of 

more than 350K per month. Consequently, unemployment remained steady at 3.6% in the last 

four months. This does not fit with “a significant decline in economic activity across the economy.” 

Therefore, the current data are not likely to give the NBER reason to date a recession in the first 

half of 2022. 

 

Figure 2: Solid employment growth 

 

Source: Macrobond 

 

Only a matter of time 

While technically the US is already in a recession, we think the official NBER-dated recession is 

only a matter of time. As we explained in The inevitable recession, the timing of the recession 

depends on whether the exogenous supply shocks and resulting inflation are going to push the 

https://research.rabobank.com/markets/en/documents/301922_The_inevitable_recession.pdf


4/9 RaboResearch | Technical recession | 28-07-2022 20:12 

 Please note the disclaimer at the end of this document. 

economy into recession or whether it will be the Fed’s monetary policy tightening that pushes the 

economy over the edge.  

Note that we do not hold the Fed solely responsible for the recession in our baseline forecast 

(2023H2). The current damage to the US economy is largely caused by a series of negative supply 

shocks. The resulting inflation has diminished the purchasing power of consumers and has led to 

higher input costs for producers. On their own, these supply shocks and inflation could already 

push the economy into an NBER-approved recession before the Fed has ended its hiking cycle.  

However, if we reach the end of the year without a recession, the monetary policy tightening on 

top of these supply shocks is likely to ensure a recession, unless a soft landing is achieved. But 

since monetary policy is a blunt instrument that also works with long and variable lags, getting it 

right seems highly unlikely. Especially for a central bank that has been wrong and too slow to 

react since inflation started to rise last year. Powell has already admitted that a soft landing may 

be dependent on factors outside of the Fed’s control, such as possible new supply shocks. What’s 

more, the wage-price spiral forces the Fed to engineer a recession, unless a path is found that 

reduces wage pressures without causing a recession. The Fed has tried to put forward a scenario 

in which it would reduce vacancies without substantially raising unemployment. As we have said 

repeatedly, this approach requires active labor market policies, which are outside the scope of the 

Fed, and rather the prerogative of federal, state and local governments. That is why we say the 

recession is inevitable: either the negative supply shocks cause a recession, or the Fed’s attempt 

to terminate the wage-price spiral will do the job. 

 

Interest rates are starting to bite 

While negative supply shocks and inflation have done most of the damage to the economy so far, 

the hiking cycle is already working its way through the economy. While the Fed started raising 

policy rates only four months ago, and the target range was raised to about neutral only this 

week, longer-term rates have already risen substantially. Treasury yields (10 year and 30 year) 

have returned to their peaks of the previous hiking cycle, and 30-year mortgage rates have even 

risen to levels we have not seen since 2008. Even in real terms, mortgage rates are higher than in 

the last decade. This is reducing the affordability of homes, only four months into the Fed’s hiking 

cycle. This shows how expectations of future policy rate hikes are already finding their way into 

the economy. Consequently, on top of negative supply shocks and high inflation, households and 

businesses are now also dealing with much higher interest rates than the current federal funds 

rate suggests. This has led to a 14.0% contraction in residential investment in Q2 that has 

contributed to a technical recession in the first half of the year. 

Figure 3: Longer-term rates have surged  Figure 4: Real mortgage rates as well 

 

 

 

Source: Macrobond  Source: Macrobond 

https://research.rabobank.com/markets/en/documents/293324_Is_the_Fed_going_to_be_blindsided_by_inflation.pdf
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Conclusion 

Negative supply shocks, inflation, and the early impact of the Fed’s (anticipated) hiking cycle on 

mortgage rates have already caused a ‘technical recession’, i.e. two consecutive quarters of 

negative GDP growth. However, the type of recession that will squeeze inflation out of the US 

economy is the one that meets the NBER standards, including a decline in employment and a rise 

in the unemployment rate. The latter will terminate (or prevent in the eyes of the Fed) the wage-

price spiral. As long as nonfarm payroll growth remains strong, the NBER is not likely to declare an 

official recession. Fed Chair Powell also said yesterday that he does not think this is a recession. 

Nevertheless, the economy is getting slowed down by the series of supply shocks, inflation and 

tighter monetary policy. So an NBER-approved recession is only a matter of time. Ironically, we 

need one to get inflation out of the system. 
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Non Independent Research 
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Nederlandsche Bank in the Netherlands and regulated by the Authoriteit Financiële Markten. Rabobank London 

Branch (RL) is authorised by De Nederlandsche Bank, the Netherlands and the Prudential Regulation Authority, and 

subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation 

Authority. Further details are available on request. RL is registered in England and Wales under Company no. FC 

11780 and under Branch No. BR002630.  This document is directed exclusively to Eligible Counterparties and 

Professional Clients.  It is not directed at Retail Clients.  

This document does not purport to be impartial research and has not been prepared in accordance with legal 

requirements designed to promote the independence of Investment Research and is not subject to any prohibition 

on dealing ahead of the dissemination of Investment Research. This document does NOT purport to be an impartial 

assessment of the value or prospects of its subject matter and it must not be relied upon by any recipient as an 

impartial assessment of the value or prospects of its subject matter.  No reliance may be placed by a recipient on 

any representations or statements made outside this document (oral or written) by any person which state or imply 

(or may be reasonably viewed as stating or implying) any such impartiality. 

This document is for information purposes only and is not, and should not be construed as, an offer or a 

commitment by RL or any of its affiliates to enter into a transaction.  This document does not constitute investment 

advice and nor is any information provided intended to offer sufficient information such that is should be relied 

upon for the purposes of making a decision in relation to whether to acquire any financial products.  The 

information and opinions contained in this document have been compiled or arrived at from sources believed to be 

reliable, but no representation or warranty, express or implied, is made as to their accuracy, completeness or 

correctness. 

The information contained in this document is not to be relied upon by the recipient as authoritative or taken in 

substitution for the exercise of judgement by any recipient.  Any opinions, forecasts or estimates herein constitute a 

judgement of RL as at the date of this document, and there can be no assurance that future results or events will be 

consistent with any such opinions, forecasts or estimates.  All opinions expressed in this document are subject to 

change without notice.   

To the extent permitted by law, neither RL, nor other legal entities in the group to which it belongs accept any 

liability whatsoever for any direct or consequential loss howsoever arising from any use of this document or its 

contents or otherwise arising in connection therewith. 

Insofar as permitted by applicable laws and regulations, RL or other legal entities in the group to which it belongs, 

their directors, officers and/or employees may have had or have a long or short position or act as a market maker 

and may have traded or acted as principal in the securities described within this document (or related investments) 

or may otherwise have conflicting interests.  This may include hedging transactions carried out by RL or other legal 

entities in the group, and such hedging transactions may affect the value and/or liquidity of the securities described 

in this document.  Further it may have or have had a relationship with or may provide or have provided corporate 

finance or other services to companies whose securities (or related investments) are described in this document.  

Further, internal and external publications may have been issued prior to this publication where strategies may 

conflict according to market conditions at the time of each publication. 

This document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with 

the prior written consent of RL.  By accepting this document you agree to be bound by the foregoing restrictions. 

The distribution of this document in other jurisdictions may be restricted by law and recipients of this document 

should inform themselves about, and observe any such restrictions.  
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