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2023 Annual Outlook
Collective Bargain: How Trade-offs Will Define the Economy in 2023
 
Summary
• The pandemic and the associated macroeconomic policy response imparted 

some outsized imbalances to many economies. How households, businesses 
and policymakers respond to the trade-offs that they face will collectively 
determine economic performance in 2023.

• Surging demand in conjunction with constrained supply has caused inflation 
in the United States to shoot up to its highest rate in decades. The Federal 
Reserve now faces an unpleasant dilemma: the FOMC needs to raise rates 
further to ensure that inflation recedes back toward target, but excessive 
tightening could lead to recession. We believe the FOMC will err on the side 
of bringing down inflation at the expense of a U.S. economic downturn in 
2023.

• Inflation has eroded real personal income in the United States. Yet American 
households have been able to maintain solid growth in spending by bringing 
down saving rates and incurring more credit card debt. Admittedly, these 
trends could potentially continue in 2023, but we look for consumer 
spending to begin a period of retrenchment.

• Some households must decide whether to buy a house, which has become 
less affordable due to surging mortgage rates and the skyrocketing of 
home prices since the pandemic began, or to rent, the cost of which has 
also shot up significantly. Their decisions regarding where to live will help to 
determine the economic outlook in many regions of the country.

• Businesses have struggled over the past few years to find qualified workers, 
and they are understandably reluctant to displace them. But we look for 
many firms to eventually reduce capex and cut payrolls to protect margins 
squeezed by elevated labor costs and flagging demand.

• Central banks in many foreign economies face the same dilemma as the 
Federal Reserve. That is, they too need to bring down inflation from multi-
decade highs, but excessive tightening could lead to recession. Like their 
counterparts at the Fed, we look for foreign central bankers to choose 
inflation reduction. Consequently, we forecast that many foreign economies 
will be in recession in 2023.

• The U.S. dollar has strengthened vis-á-vis most foreign currencies in 
2022, and we look for this trend to continue early next year. But as market 
participants begin to anticipate eventual policy easing in the United States, 
we believe the greenback will start to trend lower beginning in mid-2023.
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Introduction & Summary
No Solutions, Only Trade-Offs

As we looked ahead to 2022 in our Annual Economic Outlook a year ago, we wrote "restoring balance 
in the U.S. economy will not happen overnight due to the outsized imbalances that developed" on 
account of the COVID-19 pandemic and the associated macroeconomic policy response. But the 
severity of those imbalances have proved larger and more persistent than initially thought by not only 
us, but by many other forecasters including those at the Federal Reserve. Households, businesses and 
policymakers will face some difficult trade-offs in 2023 because of these imbalances.

As 2022 draws to a close, it appears that the year-over-year consumer price index in the United States 
will average 8%, the highest annual average rate of CPI inflation since 1982. At the same time, the 
labor market remains extraordinarily tight, with the unemployment rate lingering below 4% for most 
of the year. The Federal Reserve's dual mandates of "price stability" and "maximum employment" have 
not been in tension for much of 2022. The 40-year high in inflation alongside the red-hot jobs market 
made clear the need to tighten policy aggressively, and the Federal Open Market Committee (FOMC) 
has raised rates at the fastest pace in decades (Figure 1).

But we anticipate that the elevated rate of inflation, which has eroded household real income, and 
the degree of monetary tightening, that which the FOMC has already undertaken with more to 
come, will cause the U.S. economy to slip into a modest recession beginning in mid-2023 (Figure 2). 
Eventually, the FOMC will face a trade-off in its dual mandates. We believe policymakers will continue 
to come down on the side of bringing inflation back toward the Committee's target of 2% at the 
expense of allowing the unemployment rate to rise. We look for the FOMC to raise the target range 
for the fed funds rate to 5.00% to 5.25% (from its current range of 3.75% to 4.00%) by March. But we 
acknowledge that the risks appear to be skewed toward slightly more tightening rather than slightly 
less relative to our base-case view. Furthermore, the FOMC likely will maintain its target range at 
an elevated level through the rest of 2023. But as the Committee becomes convinced that inflation 
is firmly on the road back to 2% and as the unemployment rate nears 5%, we look for the FOMC to 
commence an easing cycle in early 2024.

The FOMC will face a trade-off 
in its dual mandate of "price 
stability" and "maximum 
employment."
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Figure 1
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Figure 2
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The trade-off between price stability and maximum employment, and its implication for monetary 
policy, will be front and center in 2023. But the economy next year will also be shaped by trade-offs 
other than those faced by the Federal Reserve. Despite falling real income, households have continued 
to spend by bringing the personal saving rate down to below 3%, the lowest rate since 2005, and 
by running up credit card debt. Will consumers continue to spend in 2023 at the expense of their 
long-term financial health? With real incomes continuing to be eroded by elevated inflation and with 
borrowing costs continuing to rise, we look for consumer spending to begin re-trenching in mid-2023.

Some households will face the decision next year of where to live. Significant house price appreciation 
in recent years and skyrocketing interest rates have made monthly mortgage payments unaffordable 
for many households. But monthly payments for apartment rentals have also jumped over the past 
few years. The trade-offs that these households face will help to determine the outlook for single-
family and multifamily real estate in 2023. We forecast that house prices will decline by about 5% on 
a nationwide basis next year, and we look for single-family housing starts to drop nearly 10%. We also 
anticipate that multifamily starts and monthly apartment rents will soften modestly in 2023.

Commercial real estate developers also face some interesting trade-offs next year. On one hand, 
elevated interest rates and weak economic growth should dampen the incentive of property 
development. But on the other hand, some secular trends likely will remain in place despite cyclical 
challenges. Specifically, the re-shoring of some manufacturing facilities and the continued growth 
of e-commerce, which has stoked the demand for warehouse space in recent years, likely will help to 
shore up the industrial property market. In our view, some segments of the retail property market and 
the market for office space are in secular decline. But vacancy rates in the retail space are very low at 
present, and not every facet of the office market is depressed. On balance, we look for some modest 
pullback in non-residential construction spending in 2023.

Many businesses have found it difficult to hire qualified workers in recent years, so they are 
understandably reluctant to displace them. But if sales growth slows considerably in 2023 as the 
economy weakens, then businesses will face the trade-off of retaining unnecessary workers, which 
would weigh on profitability, or displacing them to protect shrinking margins. Although it will be 
a difficult decision, we believe that many businesses will ultimately choose to reduce payrolls. We 
forecast that the unemployment rate, which currently stands at 3.7%, will trend higher over the course 
of 2023 and finish the year at roughly 5%.

Will consumers continue to 
spend in 2023 at the expense of 
their long-term financial health?

The United States is not the only economy with an inflation problem at present. Inflation has risen 
sharply in most foreign economies as well, and central banks in those countries face the same dilemma 
as the Federal Reserve. That is, do they continue to tighten policy to rein in inflation, even though their 
respective economies are already in recession or teetering on the brink of one, or do they let up on the 
policy brakes to minimize the pain that will be felt in the labor market? Like their counterparts at the 
Fed, we believe that policymakers at many foreign central banks will choose to bring inflation down 

We believe that many foreign 
central banks will choose to 
bring inflation down at the 
expense of the labor market.
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at the expense of the labor market. Consequently, we forecast that many foreign economies will also 
experience contractions in real GDP in 2023. Moreover, we project that the downturns in the Eurozone 
and the United Kingdom will be especially pronounced.

The U.S. dollar strengthened considerably versus most foreign currencies over the course of 2022, and 
we look for this trend appreciation to continue through the early part of next year. But as the FOMC 
brings its tightening cycle to an end and as market participants begin to anticipate eventual policy 
easing in the United States, we look for the greenback to trend lower vis-á-vis many foreign currencies 
starting in mid-2023.

4 | Economics
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U.S. Macroeconomic Outlook
Inflation: Lower, but Still Menacingly High

Many forecasters did not appreciate a year ago how severe and persistent the imbalances that the 
pandemic caused in the economy would be. For example, the consensus forecast, as measured by the 
Blue Chip panel of economic forecasters, projected in December 2021 that CPI inflation would average 
4.4% over the course of 2022. As the year draws to a close, it appears that CPI inflation will average 
roughly 8% in 2022. Of course, few forecasters a year ago expected the Russian invasion of Ukraine in 
February, which sent oil prices soaring. But most analysts significantly under-estimated the "core" rate 
of inflation, which excludes food and energy prices, in 2022 as well. Alongside a materially tighter labor 
market, which we discuss in more detail subsequently, inflation has raced ahead at the fastest pace in 
four decades.

The duration of today's heightened inflation environment has Fed policymakers increasingly worried 
about price pressures becoming entrenched. When measured on a year-ago basis, there has been 
some improvement in the overall rate of CPI inflation in recent months as energy prices have receded 
from their highs of earlier this year. However, inflation remains broad-based and continues to carry 
momentum. For example, about 60% of the sub-categories in the consumer price index have seen 
prices rise more than 5% over the past year. The median price in the consumer price index has risen
8.0% (annualized) over the past three months. The core CPI has not increased as much as the overall 
CPI, but its 5.8% annualized rise over the past three months is still plenty hot.

There are mounting signs of price deceleration, however, that lead us to expect inflation will ease over 
the course of 2023. Notably, upward pressure on goods prices is fading (Figure 3). Supply chains are 
functioning more smoothly, as evidenced by the sharp drop in delivery times, according to the ISM 
indices, and based on the producer price index, transportation and warehousing costs have declined 
for four consecutive months. Retail inventories are climbing relative to sales, even in the supply-
choked auto sector. Some giveback in commodity prices alongside the dollar's strength also points to 
deceleration in goods prices.

Inflation has raced ahead at the 
fastest pace in four decades.

Figure 3
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Figure 4
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Yet inflation's descent is likely to prove frustratingly slow due to the prices of services. Shelter inflation 
is unlikely to peak on a year-over-year basis until the spring due to the lag in which housing market 
conditions are reflected in official price measures. Beyond shelter, services inflation tends to be slower 
to reflect a changing price environment. The broad rise in input costs since the pandemic, particularly 
for labor, is likely to limit the rate at which core services inflation eases even as demand generally 
weakens.

We expect core PCE inflation to slow to around a 3% annualized rate in the middle of 2023 and to 
about a 2.5% clip in the fourth quarter of next year—a vast improvement from its current pace of close 

Inflation's descent is likely to 
prove frustratingly slow.
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to 5%. But these rates would still be uncomfortably high for the Federal Reserve after the extended 
period of above-target inflation (Figure 4).

Labor Market: Weakening Inescapable

The incomplete retreat of inflation next year back toward the Fed's 2% inflation target, at least on 
a sustained basis, is a reflection of what remains an extraordinarily tight labor market. Growth in 
labor costs has slowed only marginally in recent months. The Employment Cost Index advanced at 
a 5.1% annualized pace in Q3, and the more timely, but less encompassing, average hourly earnings 
data showed wages shot up 5.8% at an annualized rate between August and November. Even looking 
through dismal productivity growth reported over the past year and assuming a more trend-like rise of 
1.0%-1.5%, labor cost growth remains inconsistent with the Fed's 2% inflation goal barring a decline in 
business profit margins.

The elevated pace of wage growth is just one sign that the labor market remains out of balance. 
Supply shortages of goods have eased tremendously this year, but the same cannot be said of the 
labor market. Accelerated retirements, long COVID/lingering health concerns, as well as generally 
healthy finances that have afforded some individuals to stay out of the labor market have all limited 
the rebound in labor force participation since COVID, particularly among older workers (Figure 5). The 
disappointing recovery in participation is also set against a formidable demographic backdrop. The 
U.S. Department of Labor projects that the working-age population (i.e., individuals between the ages 
of 16 and 64) will grow only 0.2% next year. This anemic growth in the working-age population—it 
averaged 0.8% per annum in the first two decades of the 21st century—will be another damper on 
labor supply growth.

The elevated pace of wage 
growth is just one sign that the 
labor market remains out of 
balance.

Figure 5
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Many businesses have complained about the difficulty of hiring qualified workers in recent years, 
making those firms reluctant to displace workers. But with a meaningful increase in the labor supply far 
from guaranteed, weaker demand for workers appears to be the quickest route to reducing inflation 
pressure emanating from the labor market. A broad range of labor demand indicators have softened 
this year, including job openings, small business hiring plans and initial filings for jobless claims (Figure 
6). That said, these indicators all remain at historically strong levels, signaling further weakening will be 
needed to slow wage growth.

The hope among Fed officials is that such a lofty degree of labor demand leaves scope for would-
be hiring to decline before leading to cutbacks in existing headcount. But labor demand exists on a 
spectrum; deteriorating macroeconomic conditions that reduce the need for additional workers at 
some businesses are likely to reduce the need for existing workers at others. Although businesses 
may be reluctant to displace workers, we believe that the amount of monetary restraint the Federal 
Reserve will need to impart in order to slow wage growth sufficiently will likely result in at least a 
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modest decline in payrolls during the second half of 2023. We forecast that the unemployment rate 
will rise to roughly 5% by the fourth quarter of 2023.

Federal Reserve Policy: Between a Rock and a Hard Place

The Federal Reserve's dual mandates of "price stability" and "maximum employment" were generally 
not in tension in 2022. The 40-year high in inflation alongside the red-hot jobs market made it clear 
the FOMC needed to tighten policy aggressively. But if the labor market begins to weaken in 2023 
and, as we expect, the economy falls into recession, then the FOMC will face difficult trade-offs 
between price stability and maximum employment.

FOMC officials made it abundantly clear in 2022 that inflation is their utmost priority. As Chair Powell 
has emphasized time and again, a strong labor market cannot be sustained without price stability. The 
degree and duration of inflation has therefore forced the FOMC to reckon with the choice between 
some nearly sure-fire pain to the labor market in the near term and a likelihood—although not a 
guarantee—of even greater pain down the road if inflation becomes more entrenched. The FOMC 
appears to have come down on the side of accepting some near-term damage to the jobs market. A 
consensus among Committee members has emerged that the costs of doing too little on inflation is 
worse than the costs of doing too much. Not only does the FOMC look willing to trade lower inflation 
for somewhat higher unemployment, but it also appears willing to accept tighter financial conditions 
and market volatility, a departure from the past cycle when concerns around inflation centered on it 
being too low.

We expect the FOMC to continue to tighten policy into early 2023 as a result of the persistence of 
above-target inflation and the Committee's willingness to accept some damage to other segments of 
the economy to restore price stability. But just how much pain the Committee will be willing to accept 
to bring inflation back down to 2% will be a key question in 2023. We expect the FOMC to raise the Fed 
funds rate to a peak of 5.00%-5.25% by March, although the risks to our base-case forecast appear to 
be skewed to the upside (Figure 7). By spring, we expect policymakers to be more confident inflation 
is on a downward trajectory and the economy will have slowed to a decidedly below-trend rate of 
growth, which should obviate the need for further tightening.

The FOMC likely will face a 
trade-off between price stability 
and maximum employment in 
2023.

Figure 7
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However, in contrast to prior cycles where the FOMC eased policy at the first sign of weakness, we 
expect the FOMC to be slow to cut rates and end the shrinkage of its balance sheet. Rather, we 
expect the Committee to stand pat on rates even as the unemployment rate nears 5% in an effort 
to ensure that inflation is firmly on the road back to 2% (Figure 8). As inflation eases over the course 
of the year and the FOMC holds rates steady, policy will reach an increasingly restrictive stance that 
makes a recession difficult to avoid. Although we expect the Committee will refrain from cutting rates 
until early 2024, market participants should start to anticipate eventual policy easing in mid-2023. 
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Therefore, we look for a significant rally at the back end of the yield curve in the second half of 2023, 
which will bring longer-dated Treasury yields markedly lower.

Fiscal Policy: Gridlock Is Not Free of Uncertainty

Fiscal policy changes are likely to take a back seat to monetary policy changes again in 2023. With 
Congress divided, sweeping fiscal policy changes like the American Rescue Plan of 2021 or even 
the smaller Inflation Reduction Act, which President Biden signed into law in August, seem unlikely. 
Gridlock in Congress could lead the Biden administration to look more closely at areas subject to 
executive action, such as trade policy, foreign policy and regulatory policy. With Democrats retaining 
control of the Senate, President Biden's nominations for positions requiring confirmation by the upper 
house should generally not be any more difficult than they already are.

The status-quo outlook offered by a divided government may usher in more legislative certainty 
in the year ahead, but it also brings some risks. First, the debt ceiling will need to be raised by late 
summer/early fall of next year, making a showdown over the debt limit and government funding quite 
possible in the second half of 2023. Second, gridlock could limit the extent of any fiscal support to the 
economy if a recession does indeed occur next year. Monetary policymakers would therefore remain 
in the driver's seat when it comes to balancing the damage caused by elevated inflation with that of 
bringing it to heel.

Fiscal policy changes likely will 
be limited in 2023 due to a 
divided government.

Consumer Spending: Means to Spend in 2023, but at the Expense of Future Financial Health

The job of calibrating monetary policy to the point at which inflation is stomped out without untoward 
damage to the labor market is made all the more challenging by the trade-offs households and 
businesses are likely to face in the year ahead. The severity of inflation over the past year reflects, at 
least in part, the resiliency of the American consumer. Income and spending growth have decoupled 
since the onset of the pandemic (Figure 9). In nine of the past ten months, growth in real spending has 
outpaced growth in real income, demonstrating households' willingness to remain price takers. But 
consumers' fortitude in 2022 puts spending next year on more fragile footing. Real income is likely to 
trend lower in coming quarters as inflation remains elevated and job growth slows (Figure 10). At the 
same time, the financial cushion that households built up over the past two years is thinning.

Figure 9
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Consumers' decisions of whether to continue to trade current spending for future financial health will 
bear heavily on how much the FOMC ultimately needs to tighten policy. Despite the reduced rate of 
saving and sharp increase in credit card debt in 2022, the household sector currently stands in solid 
financial shape. Consumers are still sitting on just over $1T in "excess savings" from the pandemic 
(Figure 11). At the draw-down rate of the past six months, households would not deplete their excess 
cash until around the fall of next year. Overall, households' balance sheets remain strong. Monthly debt 
service remains lower than at anytime prior to COVID, while even the sharp rise in credit card debt this 
year looks manageable in the face of overall income (Figure 12). The scope for households to draw 
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down savings and lean on balance sheets could keep spending plowing ahead despite the challenging 
outlook for real income. Further resilience of consumer spending would bolster businesses' demand for 
workers, but also keep pressure on inflation and worsen households' future finances.

Alternatively, spending could falter amid reluctance, and in some case inability, to tap savings. 
Consumers may have been comfortable reaching into their piggy banks this past year when job 
security never seemed stronger and they were eager to embark on experiences put off during the 
pandemic. But as pent-up demand for many services and even some goods fades, and clouds gather 
over the jobs market, we expect consumers to more closely align spending with income in the year 
ahead. With real income continuing to be squeezed by elevated inflation and a less robust jobs market, 
we look for household spending to contract 1.0% in the second half of the year.

As pent-up demand fades and 
clouds gather over the jobs 
market, we expect consumers to 
more closely align spending with 
income in the year ahead.

Figure 11

$1,064 

-$300

$0

$300

$600

$900

$1,200

$1,500

$1,800

$2,100

$2,400

$2,700

-$300

$0

$300

$600

$900

$1,200

$1,500

$1,800

$2,100

$2,400

$2,700

Jan-19 Jul-19 Jan-20 Jul-20 Jan-21 Jul-21 Jan-22 Jul-22

"Excess" Household Savings
Personal Saving above Pre-COVID Trend, Billions of Dollars

Personal Saving Exceeding Pre-COVID Level

Personal Saving (Pre-COVID Level)

Cumulative Excess Savings

Source: U.S. Department of Commerce and Wells Fargo Economics

Figure 12
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Spending on goods is likely to bear the brunt of consumers' retrenchment. Household spending on 
durable and nondurable goods remain a larger share of consumer outlays than before the pandemic, 
but we expect spending to continue to shift back toward services in 2023 (Figure 13). The reversion 
is likely to be driven in part by preference, as spending on experiences still lags that of discretionary 
goods, but also by necessity. The rise in housing costs this past year and continued need for healthcare 
leads us to suspect that these two budget-juggernauts will keep spending on services pushing higher. 
At the same time, higher financing costs and more uncertainty over job prospects look poised to dent 
big-ticket purchases. We forecast that real spending on services will rise 2% in 2023, but inflation-
adjusted outlays on nondurable and durable goods to decline around 3% and 7%, respectively, next 
year. The pullback in durable goods likely would be deeper were it not for the prospect for a flood of 
spending on autos as pre-ordered vehicles awaiting a handful of components are finally shipped.

Economics | 9



Annual Economic Outlook Economics

Figure 13
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Business Investment: Margin Squeeze Puts Capital Spending and Hiring in the Crosshairs

Businesses will also face some tough choices in 2023 due, at least in part, to weaker consumer 
spending and higher interest rates. The historically high rate of corporate profit margins this 
year demonstrated buyers' willingness to accept higher prices (Figure 14). But as thinly stretched 
consumers become more selective in their purchases, we expect businesses to have a more difficult 
time passing on costs. Lower profit margins are likely to ensue. Profits at companies with an 
international footprint are likely to face further headwinds from what we suspect will still be a 
generally strong dollar. And while margins at goods-related companies may get some reprieve on 
physical input costs as supply chain strains ease, help will be limited at goods and services firms alike as 
employment costs grow by our estimate of about 4% next year.

Businesses will be left with the choice of passing on whatever relief they see on inputs costs to selling 
prices or to prioritizing margins, the outcome of which will affect the path of inflation. To the extent 
margins are squeezed, we expect businesses to be less inclined to hire and invest in 2023. The difficulty 
of finding workers over the better part of the past five years may lead to more reluctance to cut jobs 
than in prior cycles. Therefore, to better align revenues with spending, capital expenditures are likely to 
come under greater pressure.

Due to sharply higher borrowing costs and tighter credit standards, we forecast business spending on 
equipment will contract at an annualized rate of 9.5% in the second half of the year (Figure 15). But 
we suspect that intellectual property products (Iprop), the unsung hero of business investment, will 
fare somewhat better. We look for Iprop to decline at only a 2% clip over the same period, bolstered by 
businesses' ever-growing use of software products and its shorter life cycle than physical capital like 
equipment and structures.

Structures investment (i.e., non-residential investment) looks poised to decline further next year as 
higher financing costs alongside still-lofty material and labor costs prevent some projects from getting 
off the ground. But we expect the pullback to be limited by the secular tailwinds to manufacturing 
projects stemming from the support for the domestic semiconductor industry and ramp-up of electric 
vehicle production capacity. At the same time, elevated energy prices amid the fraught geopolitical 
conjuncture and strained capacity environment should support oil and gas activity and help to offset 
the headwinds facing commercial construction.

To the extent margins are 
squeezed, we expect businesses 
to be less inclined to hire and 
invest in 2023.
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Figure 15
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Turning to inventories, restocking looks mostly compete, with the lone exception of retail autos 
(Figure 16). Therefore, we forecast that stockbuilding will add only marginally to overall GDP growth in 
the next few quarters. Weak growth in many of America's major trading partners and continued dollar 
strength, which we discuss in more detail in our Global Economic Outlook section, likely will weigh on 
growth in real exports. We look for real net exports to exert modest headwinds on real GDP growth 
through the early part of 2023. But this drag should turn to a boost later in the year when declining 
consumer spending and business investment leads to steep drops in import volumes.
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Residential Real Estate: Collateral Damage in the Battle to Bring Down 
Inflation
Single-Family Housing Market

The lagged effects of monetary policy on the economy very well may be long and variable, but the lags 
between higher interest rates and the housing market are short and predictable. Fed tightening since 
early in the year has caused mortgage rates to skyrocket from roughly 3% at the end of 2021 to as 
high as 7%. This sharp increase in borrowing costs has crushed affordability for prospective buyers still 
attempting to digest the marked increase in the median existing home price that has totaled more 
than 20% over the past two years. The result has been a considerable slowdown in nearly every facet 
of the single-family residential sector. Existing home sales, new home sales, builder sentiment and 
housing starts have all collapsed from the elevated levels seen in 2021 (Figure 17).

Moreover, the housing correction still appears to be in the early innings. While we expect mortgage 
rates to trend lower over the next several years, financing costs are likely to remain elevated as long as 
the Fed maintains a restrictive policy stance. Home price appreciation has been resilient, although price 
cuts are becoming more common and home price indices have started to decline on a monthly basis. 
The ongoing contraction in buyer demand means further price drops are on the horizon. We look for 
the national median existing single-family home price to fall roughly 5% in 2023.

That noted, we expect home prices to remain above the average levels seen in 2021 due to our 
expectation of resilient underlying demand for housing. A modest decline in mortgage rates this 
summer temporarily stabilized the slide in home sales, which is a reminder that there are many 
prospective buyers standing ready to jump back in the purchase market at first sign of lower financing 
costs. In particular, there is a ready-and-waiting group of younger buyers who are reaching the age 
when first-time home purchases tend to occur. In addition, the prevalence of remote work represents a 
structural shift that should support demand for single-family homes over the long term.

The housing correction still 
appears to be in the early 
innings.
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The relative dearth of single-family inventory, which is unlikely to improve anytime soon, should also 
limit home price depreciation. The vast majority of homeowners currently hold a mortgage with a rate 
below 5%. Elevated mortgage rates for the foreseeable future take away much of the incentive for 
sellers to put their homes on the market. An increase in unemployment as a result of a recession may 
bring about more selling, which could boost inventories from their current low levels. However, sellers 
that are forced into that position could potentially choose to rent their homes instead.

Furthermore, a substantial inventory build from new construction seems unlikely as the steep dropoff 
in new home sales means builders are likely to scale back single-family development. The recent 
downdraft in single-family building permits points to a sharp pullback in new construction in the near 
term (Figure 18). We look for total housing starts to end 2022 at a 1.56 million-unit pace before 
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falling to a pace of 1.32 million in 2023. Single-family starts likely will be the primary source of drag on 
overall starts. But we expect multifamily construction to also moderate slightly from the lofty pace of 
development seen over the past several years, a topic to which we now turn.

Multifamily Housing Market

Individuals looking for housing in 2023 will face an interesting trade-off. Should they purchase a home 
and pay higher homeownership costs, which are more or less fixed, or lease where the rent is subject 
to increases whenever the lease term ends? At first blush, the rising mortgage rate environment would 
appear to favor the multifamily market, as deteriorating purchase affordability transforms buyers into 
renters. However, similarly to home prices, apartment rents have risen at a rate faster than household 
income growth. The robust rent growth seen through much of 2021 was largely driven by an up-
shift in household formation, which likely was brought on by a strong labor market and fiscal stimulus 
in response to COVID (Figure 19). If our forecast of recession in 2023 comes to fruition, then the 
strong pace of household formation seen recently should slow, as it generally does during economic 
downturns.

Moderation in household formation will likely weigh on apartment demand in 2023. Apartment 
vacancy rates are low compared to recent history, but they have risen for four straight quarters, which 
is largely explained by a considerable downshift in apartment net absorption for much of 2022. The 
moderation in demand has arrived just as multifamily construction continues to grow at the strongest 
rate since 1986. We look for the pace of multifamily construction to soften moving forward. The 
pullback in demand and substantial pipeline of new apartment units under construction means vacancy 
rates likely will continue to trend higher, which should lead rent growth to moderate significantly. Rents 
already appear to be softening, as evidenced by apartment effective rent growth posting the first 
quarterly decline since 2020 during Q3-2022 (Figure 20).

Moderation in household 
formation will likely weigh on 
apartment demand in 2023.

Figure 19
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-3%

-2%

-1%

0%

1%

2%

3%

4%

5%

6%

7%

-6%

-4%

-2%

0%

2%

4%

6%

8%

10%

12%

14%

02 04 06 08 10 12 14 16 18 20 22

Apartment Effective Rent Growth

Quarter-Over-Quarter: Q3 @ -0.5% (Right)

Year-Over-Year: Q3 @ 5.7% (Left)

Source: CoStar Inc. and Wells Fargo Economics

Commercial Real Estate: Will Cyclical Slowdown Offset Positive Structural 
Shifts?
Cap Rates and CRE Prices

Higher interest rates also appear to be removing some air from the recent run-up in commercial real 
estate valuations. The all-property price index, which is compiled by Real Capital Analytics, rose 7.3% 
in October, a much softer year-over-year increase compared to the peak rate of 20.0% registered in 
January 2022 (Figure 21). The speed at which interest rates have risen appears to be giving pause 
to some real estate investors and looks to be disrupting deals already in the works. The uncertain 
demand outlook is also widening the bid-ask spread on commercial properties, with a growing divide 
between property owners and prospective buyers on appropriate valuations. Accordingly, sales activity 
has weakened from last year's torrid pace. The drop off in transaction volume is likely playing a role in 

We look for CRE cap rates to rise 
in 2023.
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keeping cap rates low despite this year's rise in interest rates. Looking ahead, elevated interest rates 
and recession-induced weakness in net operating income are factors that should push cap rates higher.

Consequently, property price appreciation is set to slow further, although there probably will be 
significant variation in terms of property type and geography. For example, office valuations are poised 
to hold up better in Miami, Charlotte and other markets in the Southeast that have been bolstered by 
an influx of corporate relocations. By contrast, the San Francisco office market likely will continue to 
be strained by remote work and turbulence in the tech sector. Similarly, new resident inflows will help 
cushion apartment and retail properties in Southeastern markets where population growth is likely 
to remain strong even throughout a recession. On the other hand, higher-cost coastal markets in the 
Northeast and West Coast, which have seen an exodus of residents recently, will be more vulnerable to 
the adverse effects of a downturn.

Figure 21
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Industrial Properties

Strong economic growth driven by robust consumer spending has been a boon for industrial and 
retail properties. As discussed previously, consumer spending remains resilient. But what happens 
if consumers enter into a period of belt-tightening as we expect? A pullback in consumer goods 
spending will certainly test the industrial market in the near term. Several major e-commerce firms 
have already announced plans to shrink their industrial footprint in the near future, which is a sign that 
businesses will seek to realign warehouse space needs with a lower demand environment. The need for 
extra warehouse space should also be lessened by supply chains functioning more smoothly.

That noted, there are trade-offs between these cyclical factors and longer-term considerations. The 
general dysfunction in global supply chains over the past few years has revealed the fragility of global 
transportation and distribution networks. Even if not completely re-shored post-pandemic, the desire 
for shorter and more resilient supply chains is likely to support industrial demand in the longer run. 
Spillover demand from the ongoing up-shift in domestic semiconductor, electric vehicle and energy 
production will also help buttress the industrial market as consumer spending slides. What's more, 
the long-term growth prospects of e-commerce is another tailwind for the industrial market that is 
unlikely to abate.

But the mountains of new warehouse development over the past several years suggest that new 
supply is likely to outpace demand in coming years, which would bring a rise in vacancy rates and 
slowdown in rent growth. We note that most major industrial markets remain remarkably tight at 
present, and some cooling in terms of demand might help create more balanced market conditions in 
those areas.
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Retail Properties

Despite indications that the demand for retail properties is decelerating, it continues to run ahead of 
new supply. Over the past year, new retail completions as a percentage of total inventory has been the 
lowest on record. Nationwide, the retail vacancy fell to 4.3% in Q3-2022, the lowest rate since at least 
2007 (Figure 22). The low vacancy rate contributed to a 4.5% year-over-year increase in retail rents, 
which represents another new high watermark. The low levels of new retail construction mean, even 
with a cooldown in rental demand from reduced consumer spending, retail vacancy rates are likely to 
remain low and support rent growth in the retail space over the next few years.

Hotel Properties

Leisure travel has driven hotel occupancy rates back to pre-pandemic levels. But the hotel industry 
faces major headwinds in 2023. Rising prices of airline tickets and hotel stays already appear to 
be resulting in shorter trips, a trend that is likely to continue in 2023. Business travel has gradually 
improved over the course of 2022, but the rising cost environment may shorten the duration of 
business trips, especially as firms become more focused on costs as economic growth weakens. The 
stronger U.S. dollar is a significant headwind for international travel, which is still in the early stages of 
recovery.

Office Properties

Recession fears have added an extra layer of uncertainty to the office market recovery, which remains 
on shaky ground following the pandemic-induced rise of hybrid work models. Recent turbulence in 
the tech sector may be a harbinger for things to come in other office-occupying industries. The slow 
recovery in the office market will be prolonged if office-using employment experiences a decline in the 
event of a recession. Many firms are indeed cutting back their office footprint, and this trend likely will 
continue as leases signed before the pandemic expire over the next several years.

Prospects for the office market are by no means bright, but we note that not every facet of the office 
market is depressed. Office markets where job and population growth have exceeded the national 
average, generally in the Sun Belt and Mountain West, are holding up much better compared to the 
large coastal gateway markets. What's more, despite dialing back overall occupancy needs, many 
firms continue to seek out space in amenity-rich class A buildings that are more suited for team 
building, virtual activities and proximate to ambitious junior workers who are not as apprehensive 
about returning to the office.

The retail vacancy rate is 
extraordinarily low.

That still leaves a potential supply overhang of outdated office space which will keep vacancy rates 
elevated for the foreseeable future. In addition to sublease space hitting the market at an increasing 
rate, a wave of office projects that started prior to the pandemic are expected to deliver over the next 
few years, compounding the supply challenge. The mismatch between supply and demand has pushed 
up the average vacancy rate to 12.4% in Q3, the highest level since 2008. Weak demand and an ever-
daunting supply picture mean office vacancy rates will likely continue to climb higher over the next 
several years.

Counter-intuitively, an economic downturn may eventually help the office market right itself at 
a faster pace. For much of past two years, an unusually tight labor market has provided office-
apprehensive workers a certain degree of leverage over their managers desperate to find ways to 
attract and retain talent. Labor markets are poised to slacken over the next several years, however. A 
weaker job market likely will shift the balance of power back toward employers, who may see a more 
expeditious return to the office as a relatively low-cost way to boost productivity during a period of 
weakening economic growth. There have been some signs that workers are returning to the office in 
greater numbers. Kastle Systems' Back-to-Work monitor registered a solid bump in office occupancy, 
with occupancy rising to 49% during the week ended November 30.

The office vacancy rate stands 
at 12.4%, the highest level since 
2008.

Regional Economics: Cyclical Effects and Secular Patterns
Secular Migration Patterns Remain Intact

Not only do households face the trade-off of whether to buy or rent, but they also face the trade-off 
of where to live. As we discussed in our Annual Economic Outlook last year, the pandemic and rise of 
remote work set off one of the most profound shifts in migration trends since the Rust Belt exodus 
more than four decades ago. The abrupt migration away from large metro areas, such as New York 
City, Boston, Chicago, San Francisco and Los Angeles, was historic although perhaps not as permanent 
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as initially thought. With COVID risks subsiding, students returned to school, fully remote workers 
ditched the far-off locations for places more amenable to hybrid work, and younger renters and 
wealthier residents moved back into the city as urban amenities reopened.

The pandemic migration is reversing, but long-standing migration patterns established pre-COVID 
remain firmly in place. In the run-up to 2020, there was an outflow of residents from high-cost areas, 
such as the San Francisco Bay Area and New York City, to lower-cost areas in the Mountain West 
and South. In particular, Denver, Dallas-Fort Worth, Austin, Phoenix, Nashville, Atlanta, Charlotte and 
Raleigh-Durham were all major recipients of this shift from 2010 to 2020. The same areas that grew 
most rapidly during the past decade will most likely be the ones that grow the fastest during the next 
decade. The affordability migration has been fueled by a relative abundance of lower-cost real estate. 
We look for mortgage rates, the primary factor affecting affordability at the moment, to remain highly 
elevated over the next several years, which will incentivize priced-out buyers to continue to head for 
more affordable areas.

There has also been an acceleration of early retirements, which began during the pandemic and will 
likely gain momentum during the coming year. A negative wealth shock from lower stock prices and 
other asset valuations may slow the pace of retirements, but the large number of Baby Boomers 
hitting retirement age will nevertheless maintain a steady flow of retirees to retirement-friendly 
states, such as Florida, Arizona and New Mexico.

Long-standing migration 
patterns established pre-COVID 
remain firmly in place.

How Will Recession Impact Different Regions?

Population migration patterns will be a long-term tailwind for some areas and a headwind for others. 
But what about the regional economic outlook in the near term as the economy dips into a mild 
recession? We note that many states have yet to see employment return to pre-pandemic levels. 
Notably, New York, Pennsylvania, Ohio and Illinois have not yet fully recouped the jobs that were lost 
in early 2020 (Figure 23). As a consequence, these states may be in a more vulnerable position if 
economic output contracts. On the other hand, the state economies that have registered more robust 
job growth over the past two years, such as Florida, Texas, Arizona and North Carolina, may be better 
poised to absorb the adverse impacts of a recession, everything else equal.

But everything else is not necessarily equal. Specifically, the industry composition of each state 
economy will play a key role in how different regions weather a downturn. If residential construction 
continues to pull back sharply as we anticipate, then regions that have seen single-family construction 
ramp up over the past few years will be more exposed to job losses in the construction sector. Home 
building is highly concentrated in the Sun Belt region, with single-family permits in Texas, Florida and 
North Carolina comprising over one-third of the nationwide total.

Gyrations in the tech industry are likely to be a headwind for states that count the industry as an 
economic driver. The tech sector accounts for roughly 20% of total economic output in California and 
Massachusetts, more than most other states, but the tech industry now plays a much greater role 
than it has historically in Texas, Florida, Colorado, New York, Utah and North Carolina. Employment in 
the sector is relatively small as a share of total state payrolls, but tech jobs tend to be higher paying. 
Consequently, job losses in the tech sector could translate into significant losses in resident incomes, 
which would reverberate negatively throughout the local economy via reduced spending on goods and 
services.

Gyrations in the tech industry 
are likely to be a headwind for 
states that count the industry as 
an economic driver.
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While recessions typically bring about broad-based declines in economic activity, some industries 
may be less sensitive to a coming fluctuation in the business cycle. The recent volatility in global 
energy markets has cast the United States back into the spotlight as a top oil and gas producer. New 
investment in liquefied natural gas (LNG), refining and renewable energy projects could be a long-term 
boon for energy states. The CHIPS and Science Act recently enacted by Congress should help further 
bolster the manufacturing sector. The bill arrives as several massive new semiconductor plants break 
ground in Ohio, Texas and Arizona. Along similar lines, the Infrastructure Investment and Jobs Act 
should support the construction sector over the next few years as the residential segment weakens.

Even traditionally cyclical industries may not be as affected. Tourism is a major economic engine 
for many regions, in particular California, Florida and New York. The drop-off in travel and tourism 
during the pandemic means that there remains a great deal of pent-up demand for leisure travel, 
conferences, events and other forms of tourism. Ongoing worker shortages in the leisure and 
hospitality sector decreases the likelihood that businesses in the industry will turn to workforce 
reductions as demand weakens.

So, which regions are poised to outperform in 2023? No geography will be immune to the adverse 
effects of a recession. Population growth is a powerful undercurrent that will buffer many state 
economies from a cyclical slowdown, however. Domestic migration is likely to taper in the event of 
a recession, but the Sun Belt region should nevertheless continue to see relatively strong inflows 
of residents and businesses that will allow states, such as Texas, Florida and North Carolina, to take 
the hits from a downturn better in stride (Figure 24). Strong population growth in the Mountain 
West, in particular Idaho and Utah, will have a similarly supportive effect, while the up-shift in energy 
production will also help buoy North Dakota, New Mexico and other energy-producing states in this 
region.

By contrast, the continued outflow of retirees and younger households will weigh on the less-
affordable coastal areas in the West and Northeast regions. The loss in momentum in the tech 
industry, which is increasingly an engine for growth in places such as the Bay Area, Los Angeles, Boston 
and New York City, will be yet another obstacle. The Midwest is likely to benefit from resurgence in 
domestic manufacturing, although the Sun Belt appears to be the primary benefactor from these 
positive trends. Overall, weak population growth will create a challenging economic environment in 
states, such as Illinois, Michigan, Minnesota and Ohio, as the national economy slips into a recession.

The Sun Belt region should 
nevertheless continue to see 
relatively strong inflows of 
residents and businesses.
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Global Economic Outlook and FX Forecast
Global Recession Looks Likely in 2023

The trade-off between tighter policy and broad-based economic deceleration that we discussed in the 
context of the U.S. economy is also present abroad. Central banks in most developed and developing 
economies also have aggressively tightened monetary policy to contain inflation (Figure 25). Not 
only will more restrictive monetary policy weigh on economic growth abroad, but the downturn in the 
United States, the world's largest economy, will also exert headwinds on many foreign economies. 
These effects likely will be most acute in Canada as well as parts of the emerging world, and we 
forecast the Canadian and Mexican economies to enter recession next year as the U.S. economy 
contracts.

Europe—not just the Eurozone, but also the United Kingdom—appears to be on the brink of entering 
a prolonged period of recession that we expect to last for much of 2023. A European recession stems 
primarily from inflationary pressures and central bank rate hikes, but energy supply disruptions should 
compound the continent's economic slowdown. With the Eurozone, the United Kingdom, Canada and 
some larger developing economies joining the United States with their own economic downturns next 
year, we believe a large percentage of the global economy will be in recession in 2023. Accordingly, we 
forecast global GDP will grow just 1.7% in 2023, well below the long-run average pace of closer to 3.5% 
per annum (Figure 26). In fact, aside from the depths of COVID in 2020 and the downturn in 2009 that 
was induced by the financial crisis, 1.7% growth would represent the slowest pace of global growth 
since the early 1980s.

We believe a large percentage 
of the global economy will be in 
recession in 2023.
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Europe Faces a Pronounced Downturn

Higher policy rates should place downward pressure on growth prospects of economies around the 
world. But as noted previously, we believe the Eurozone and United Kingdom are set to experience 
the most pronounced recessions. As far as the Eurozone, many of the bloc's largest nations were 
already experiencing economic decelerations at the end of 2022. Germany saw business sentiment 
contract significantly over the second half of 2022. Historically, similar declines in sentiment have been 
associated with recession in Germany, and we do not believe this time is different.

An economic downturn in Germany, the largest and most systemically important economy in the 
Eurozone, will present challenges next year to the other countries in the currency bloc. To that point, 
sentiment across the Eurozone has fallen to levels consistent with recession and a decline in overall 
economic output. Manufacturing and services PMIs are currently in contraction territory—a historical 
and clear indicator—of recession. And with Russia seemingly unwilling to resume natural gas flows to 
the Eurozone at this time, we doubt sentiment will improve enough to the point where the Eurozone 

Sentiment across the Eurozone 
has fallen to levels consistent 
with recession.
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can avoid economic hardships in 2023. As a result, we forecast the Eurozone economy to contract 
0.7% in 2023.

The story is very similar in the United Kingdom. Double-digit inflation, an energy supply crisis and 
higher interest rates should result in an overall contraction in economic output next year. We believe 
the U.K. economy will underperform G10 peer economies, and we forecast real GDP in the United 
Kingdom will contract more than 1.5% in 2023. The rest of the developed world should perform 
better than Europe, in particular Australia and New Zealand. We forecast the main Oceania countries 
to record positive growth next year and outperform relative to advanced economies. Persistently 
accommodative monetary policy should keep Japan out of recession. That said, growth prospects for 
the Japanese economy are not robust, and we forecast growth of just 1.3% next year.

Further Policy Tightening Lies Ahead

This uninspiring global growth outlook has roots in elevated inflation. Although the latest signs 
suggest that inflation has peaked in many foreign economies, inflation rates likely will remain above 
central bank target ranges over the entirety of 2023. With inflation falling, but still uncomfortably 
high, we expect most foreign central banks toill continue tightening monetary policy in early 2023 
(Figure 27). To that point, the European Central Bank and the Bank of England are set to continue 
their respective fights against inflation and raise their respective policy rates further in Q1-2023. The 
same can be said for the Bank of Canada, where elevated inflation should lead policymakers to tighten 
modestly further in the early months of next year. We expect the Reserve Bank of Australia and the 
Reserve Bank of New Zealand to keep their respective feet on the brakes.

We expect most foreign central 
banks to continue tightening 
monetary policy in early 2023.

Figure 27
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Foreign central banks must also reckon with the trade-off between "price stability" and "maximum 
employment" that we discussed previously in the context of the Federal Reserve. In that regard, we 
believe many foreign central banks will end their tightening cycles once recessions crystallize and 
inflation is on a consistent downward trajectory. We anticipate these dynamics will begin by Q2-2023, 
and that most policymakers will shift their communications from containing inflation to protecting 
against periods of deep and prolonged economic decline. Although we only forecast an easing of 
monetary policy from the Bank of England and Bank of Canada in 2023, we acknowledge that many 
monetary policymakers in the developed world may indeed look to begin unwinding rate hikes before 
the end of next year.

In contrast, we believe that central banks in many developing economies will decouple in 2023 from 
the monetary policy path laid out by their G10 counterparts. Central bankers in many developing 
economies were early to start their tightening cycles. With recession lurking in countries such as Brazil 
and Chile, we expect the central banks of those two countries, among others, to cut interest rates early 
next year. Most important, we believe the People's Bank of China (PBoC) will look to ease monetary 
policy even further next year. China's economy is facing enormous challenges from the government's 
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commitment to its Zero-COVID policy as well as from issues with the local real estate sector. As a 
result, we expect PBoC policymakers to attempt to offset this economic slowdown with additional 
cuts to the Reserve Requirement Ratio and lower lending rates.

U.S. Dollar: Further Strength Early Next Year Followed by Depreciation in Second Half

Turning to currency markets, the over-arching theme for most of 2022 was that of U.S. dollar 
strength. In fact, the Federal Reserve's trade-weighted dollar index is up nearly 6% on balance since 
the beginning of 2022. We expect this theme of U.S. dollar strength to persist in early 2023 as U.S. 
economic trends remain resilient relative to other major developed economies, and as the Federal 
Reserve pursues a more aggressive pace of monetary tightening compared to other major central 
banks. With the Fed set to deliver rate hikes through March 2023, and most other central banks seen 
finishing their tightening cycles at a similar time, we believe the U.S. dollar index could gain a further 
4%-5% by the end of Q1-2023 (Figure 28).

But as the Fed ends its tightening cycle and U.S. economic trends worsen, we believe the greenback will 
enter a period of cyclical depreciation and weaken against most foreign currencies for the remainder 
of next year. We anticipate that dollar weakness will be broad enough such that most G10, as well 
as emerging market currencies, can strengthen vis-à-vis the greenback over the course of 2023. A 
pause in Fed rate hikes should take pressure off many foreign currencies, particularly currencies in 
the developing world. In that sense, we believe 2023 could be ripe for emerging market currencies 
to not only recover against the U.S. dollar, but also outperform relative to G10 currencies. Currencies 
associated with stable local politics and relatively sound underlying economic fundamentals can 
outperform. In particular, we believe currencies, such as the Mexican peso, South African rand and 
currencies in emerging Asia, will strengthen the most against the U.S. dollar over the next 12 months.

We look for the U.S. dollar to 
weaken starting in mid-2023.
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U.S. Forecast Table

Actual

2021 2022 2023 2024

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q

Real Gross Domestic Product (a) 6.3 7.0 2.7 7.0 -1.6 -0.6 2.9 1.5 0.6 0.0 -3.1 -2.9 0.0 2.8 2.3 2.5 5.9 2.0 0.2 0.0

Personal Consumption 10.8 12.1 3.0 3.1 1.3 2.0 1.7 3.5 1.1 0.5 -1.6 -2.4 -1.2 1.3 2.0 2.0 8.3 2.8 1.0 -0.3

Business Fixed Investment 8.9 9.9 0.6 1.1 7.9 0.1 5.1 5.7 1.7 1.0 -4.3 -6.4 -3.4 0.8 3.0 4.4 6.4 3.8 1.3 -1.8

Equipment 6.1 14.0 -2.2 1.6 11.4 -2.0 10.7 8.0 1.5 0.9 -7.3 -11.7 -6.6 0.4 3.7 4.2 10.3 5.0 1.4 -4.1

Intellectual Property Products 15.6 12.6 7.4 8.1 10.8 8.9 5.8 6.9 2.9 2.0 -1.8 -2.2 -0.4 2.2 3.8 5.5 9.7 8.7 3.2 0.6

Structures 1.9 -2.5 -6.7 -12.7 -4.3 -12.7 -6.9 -4.5 -1.3 -1.8 -2.4 -2.6 -2.8 -2.3 -1.3 1.4 -6.4 -8.1 -3.7 -2.1

Residential Investment 11.6 -4.9 -5.8 -1.1 -3.1 -17.8 -26.8 -23.0 -21.5 -18.0 -16.5 -12.5 -3.5 3.5 5.4 8.2 10.7 -10.4 -20.6 -5.1

Government Purchases 6.5 -3.0 -0.2 -1.0 -2.3 -1.6 3.0 0.9 1.0 1.1 1.1 1.2 1.2 1.3 1.3 1.3 0.6 -0.8 1.1 1.2

Net Exports -1164.5 -1203.9 -1267.5 -1297.6 -1488.7 -1430.5 -1264.7 -1340.1 -1352.5 -1372.7 -1378.2 -1330.7 -1272.1 -1262.3 -1265.7 -1273.6 -1233.4 -1381.0 -1358.5 -1268.5

Pct. Point Contribution to GDP -1.0 -0.6 -1.1 -0.2 -3.1 1.2 2.9 -1.5 -0.2 -0.4 -0.1 1.0 1.2 0.2 -0.1 -0.2 -1.7 -0.8 0.1 0.4

Inventory Change -83.0 -143.6 -48.6 197.6 214.5 110.2 49.6 68.0 81.6 90.6 40.8 -11.3 -9.1 51.0 56.6 62.3 -19.4 110.6 50.4 40.2

Pct. Point Contribution to GDP -2.5 -0.8 2.0 5.0 0.2 -1.9 -1.0 0.4 0.3 0.2 -1.0 -1.0 0.0 1.2 0.1 0.1 0.2 0.7 -0.3 -0.1

Nominal GDP (a) 11.7 13.8 9.0 14.3 6.6 8.5 7.3 5.1 3.8 2.8 -0.7 -0.8 2.1 5.0 4.4 4.6 10.7 9.1 3.7 2.2

Real Final Sales 9.2 7.9 0.7 1.9 -1.8 1.3 4.0 1.1 0.3 -0.2 -2.1 -1.9 -0.1 1.6 2.2 2.4 5.7 1.3 0.7 0.0

Retail Sales (b) 15.1 32.7 15.2 17.3 12.6 8.4 9.4 7.9 3.8 -0.1 -2.3 -4.6 -4.3 -2.9 -1.2 0.5 19.7 9.6 -0.8 -2.0

Inflation Indicators (b)

PCE Deflator 1.9 4.0 4.5 5.7 6.4 6.6 6.3 5.6 4.6 3.5 3.0 2.7 2.4 2.2 2.1 2.1 4.0 6.2 3.4 2.2

"Core" PCE Deflator 1.7 3.5 3.9 4.7 5.3 5.0 4.9 4.8 4.3 4.0 3.5 3.1 2.7 2.4 2.3 2.3 3.5 5.0 3.7 2.4

Consumer Price Index 1.9 4.8 5.3 6.7 8.0 8.6 8.3 7.3 5.7 3.8 3.0 2.7 2.6 2.5 2.4 2.3 4.7 8.0 3.8 2.5

"Core" Consumer Price Index 1.4 3.7 4.1 5.0 6.3 6.0 6.3 6.1 5.5 4.6 3.8 3.3 3.0 2.9 2.8 2.7 3.6 6.2 4.3 2.8

Producer Price Index (Final Demand) 2.9 6.9 8.4 9.7 10.8 11.1 8.9 7.3 4.4 1.8 1.7 1.8 2.0 2.3 2.4 2.4 7.0 9.5 2.4 2.3

Employment Cost Index 2.6 2.9 3.7 4.0 4.5 5.1 5.0 5.2 4.8 4.4 4.1 3.9 3.7 3.5 3.4 3.2 3.3 5.0 4.3 3.4

Real Disposable Income (b) 14.5 -4.4 -1.5 -0.4 -12.8 -5.7 -4.3 -2.6 -0.3 0.4 -0.1 -0.9 -0.6 -0.6 0.1 1.0 1.9 -6.5 -0.2 0.0

Nominal Personal Income (b) 16.1 2.1 4.9 6.9 -3.5 3.2 4.1 4.8 4.4 4.0 3.0 1.7 1.8 1.7 2.2 3.2 7.4 2.1 3.3 2.2

Industrial Production (a) 3.1 6.5 3.5 4.8 4.7 5.1 2.2 0.1 0.7 -3.4 -5.0 -5.8 -4.7 -1.8 1.2 1.3 4.9 4.1 -0.9 -3.2

Capacity Utilization 75.6 77.2 78.0 78.8 79.4 80.0 80.1 79.9 79.8 78.8 77.5 76.1 74.9 74.3 74.2 74.2 77.4 79.9 78.0 74.4

Corporate Profits Before Taxes (b) 16.1 39.2 15.3 22.3 10.9 7.7 4.4 -2.0 -2.0 -8.0 -6.0 -4.0 -1.0 4.0 10.0 12.0 22.6 5.1 -5.0 6.2

Corporate Profits After Taxes 13.8 37.5 14.0 20.7 6.1 5.0 2.5 -3.6 -0.7 -8.3 -6.2 -3.8 -1.1 4.0 10.1 12.0 20.9 2.4 -4.8 6.2

Federal Budget Balance (c) -1133 -532 -538 -378 -291 153 -860 -334 -518 -130 -368 -384 -530 -46 -289 -423 -2776 -1375 -1350 -1250

Trade Weighted Dollar Index (d) 104.2 102.8 105.3 108.2 109.7 114.9 121.6 121.0 123.8 122.5 120.5 118.3 115.3 112.3 110.3 108.3 104.6 116.8 121.3 111.5

Nonfarm Payroll Change (e) 645 422 543 637 539 349 366 249 150 63 -33 -175 -242 -100 50 142 562 376 1 -38

Unemployment Rate 6.2 5.9 5.1 4.2 3.8 3.6 3.6 3.7 3.9 4.0 4.4 4.9 5.4 5.5 5.3 5.3 5.4 3.7 4.3 5.4

Housing Starts (f) 1.58 1.59 1.57 1.68 1.72 1.65 1.46 1.42 1.28 1.32 1.36 1.33 1.28 1.33 1.36 1.40 1.60 1.56 1.32 1.34

Light Vehicle Sales (g) 16.7 16.7 13.3 13.0 14.1 13.3 13.4 14.8 15.7 15.8 16.1 16.1 16.7 16.8 17.1 17.1 14.9 13.9 15.9 16.9

Crude Oil - Brent - Front Contract (h) 60.9 68.6 72.5 79.0 95.7 109.8 95.5 90.0 87.3 87.0 84.7 80.7 78.0 81.3 81.0 79.0 70.3 97.8 84.9 79.8

Quarter-End Interest Rates (i)

Federal Funds Target Rate 0.25 0.25 0.25 0.25 0.50 1.75 3.25 4.50 5.25 5.25 5.25 5.25 4.25 3.25 2.75 2.75 0.25 2.50 5.25 3.25

Secured Overnight Financing Rate 0.01 0.05 0.05 0.05 0.29 1.50 2.98 4.30 5.05 5.05 5.10 5.10 4.10 3.10 2.60 2.60 0.04 2.27 5.08 3.10

3 Month LIBOR* 0.19 0.15 0.13 0.21 0.96 2.29 3.75 5.05 5.45 5.45 * * * * * * 0.16 3.01 5.45 -

Prime Rate 3.25 3.25 3.25 3.25 3.50 4.75 6.25 7.50 8.25 8.25 8.25 8.25 7.25 6.25 5.75 5.75 3.25 5.50 8.25 6.25

Conventional Mortgage Rate 3.14 3.04 2.98 3.21 4.27 5.58 6.01 6.60 6.75 6.50 6.05 5.65 5.30 5.15 5.00 4.90 3.03 5.61 6.24 5.09

3 Month Bill 0.03 0.05 0.04 0.06 0.52 1.72 3.33 4.70 5.05 5.05 5.05 4.95 3.95 2.95 2.60 2.60 0.04 2.57 5.03 3.03

6 Month Bill 0.05 0.06 0.05 0.19 1.06 2.51 3.92 4.90 5.05 5.05 5.00 4.65 3.65 2.80 2.65 2.65 0.06 3.10 4.94 2.94

1 Year Bill 0.07 0.07 0.09 0.39 1.63 2.80 4.05 4.80 5.00 4.95 4.75 4.10 3.25 2.80 2.70 2.70 0.10 3.32 4.70 2.86

2 Year Note 0.16 0.25 0.28 0.73 2.28 2.92 4.22 4.50 4.70 4.55 4.05 3.30 2.95 2.80 2.75 2.75 0.27 3.48 4.15 2.81

5 Year Note 0.92 0.87 0.98 1.26 2.42 3.01 4.06 3.95 4.15 4.00 3.55 3.25 2.95 2.85 2.80 2.80 0.86 3.36 3.74 2.85

10 Year Note 1.74 1.45 1.52 1.52 2.32 2.98 3.83 3.80 4.00 3.90 3.55 3.25 3.00 2.95 2.90 2.90 1.45 3.23 3.68 2.94

30 Year Bond 2.41 2.06 2.08 1.90 2.44 3.14 3.79 3.85 4.05 4.00 3.75 3.50 3.35 3.30 3.25 3.25 2.06 3.31 3.83 3.29

Forecast as of: December 08, 2022

Notes: (a) Compound Annual Growth Rate Quarter-over-Quarter (f) Millions of Units - Annual Data - Not Seasonally Adjusted

 (b) Year-over-Year Percentage Change (g) Quarterly Data - Average Monthly SAAR; Annual Data - Actual Total Vehicles Sold

 (c) Quarterly Sum - Billions USD; Annual Data Represents Fiscal Yr. (h) Quarterly Average of Daily Close

 (d) Federal Reserve Advanced Foreign Economies Index, 2006=100 - Quarter End (i) Annual Numbers Represent Averages

 (e) Average Monthly Change *3 Month LIBOR will no longer be published after June 30, 2023

Wells Fargo U.S. Economic Forecast

2024

Forecast

202320222021

ForecastActual

Source: U.S. Department of Commerce, U.S. Department of Labor, IHS Markit, Federal Reserve Board and Wells Fargo Economics
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International Forecast Tables

 2021 2022 2023 2024 2021 2022 2023 2024

Global (PPP Weights) 6.0% 2.4% 1.7% 2.5% 4.7% 7.2% 5.1% 3.6%

Advanced Economies
1 5.2% 2.8% 0.2% 1.3% 3.1% 8.0% 5.0% 2.3%

United States 5.9% 2.0% 0.2% 0.0% 4.7% 8.0% 3.8% 2.5%

Eurozone 5.2% 3.2% -0.7% 2.0% 2.6% 8.5% 6.2% 2.1%

United Kingdom 7.4% 4.4% -1.5% 1.7% 2.6% 9.2% 8.9% 2.5%

Japan 1.7% 1.4% 1.2% 1.5% -0.2% 2.4% 1.8% 0.8%

Canada 4.5% 3.5% 0.4% 2.4% 3.4% 6.8% 3.4% 1.9%

Switzerland 4.2% 2.0% 0.1% 2.2% 0.6% 3.1% 2.2% 1.5%

Australia 4.9% 3.8% 1.7% 2.4% 2.8% 6.4% 4.3% 2.9%

New Zealand 5.6% 2.2% 0.6% 1.3% 3.9% 7.2% 4.4% 2.5%

Sweden 5.1% 3.0% 0.4% 2.0% 2.7% 8.0% 5.0% 2.2%

Norway 3.9% 3.5% 0.5% 0.9% 3.5% 6.0% 4.1% 2.5%

Developing Economies
1 6.6% 2.1% 2.8% 3.5% 5.9% 6.6% 5.2% 4.6%

China 8.1% 3.0% 4.9% 4.9% 0.9% 2.1% 2.3% 2.0%

India 8.7% 6.7% 5.8% 6.3% 5.5% 6.8% 4.5% 5.0%

Mexico 4.8% 3.1% 0.7% 1.8% 5.7% 7.9% 5.4% 3.6%

Brazil 4.6% 3.1% 0.4% 1.9% 8.3% 9.0% 5.0% 4.0%

Forecast as of: December 08, 2022

1
Aggregated Using PPP Weights 

Wells Fargo International Economic Forecast 

GDP CPI

Source: International Monetary Fund and Wells Fargo Economics
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International Rate Forecast

(End of Quarter Rates) 

 2024

Current Q4 Q1 Q2 Q3 Q4 Q1

United States 4.00% 4.50% 5.25% 5.25% 5.25% 5.25% 4.25%

Eurozone
1 1.50% 2.00% 2.50% 2.50% 2.50% 2.50% 2.50%

United Kingdom 3.00% 3.50% 3.75% 3.75% 3.75% 3.25% 2.75%

Japan -0.10% -0.10% -0.10% -0.10% -0.10% -0.10% -0.10%

Canada 4.25% 4.25% 4.50% 4.50% 4.50% 4.00% 3.50%

Switzerland 0.50% 1.25% 1.75% 1.75% 1.75% 1.75% 1.75%

Australia 3.10% 3.10% 3.60% 3.60% 3.60% 3.60% 3.60%

New Zealand 4.25% 4.25% 5.00% 5.50% 5.50% 5.50% 5.50%

Sweden 2.50% 2.50% 2.75% 2.75% 2.75% 2.75% 2.75%

Norway 2.50% 2.75% 3.25% 3.25% 3.25% 3.25% 3.25%

China
3 11.00% 11.00% 10.75% 10.75% 10.75% 10.75% 10.50%

India 6.25% 6.40% 6.40% 6.40% 5.90% 5.40% 5.15%

Mexico 10.00% 10.50% 11.25% 11.25% 11.25% 11.25% 10.25%

Brazil 13.75% 13.75% 13.75% 13.25% 12.75% 12.25% 11.75%

 

 2024

Current Q4 Q1 Q2 Q3 Q4 Q1

United States 4.28% 4.50% 4.70% 4.55% 4.05% 3.30% 2.95%

Eurozone
2 2.01% 2.30% 2.50% 2.45% 2.35% 2.15% 2.05%

United Kingdom 3.28% 3.35% 3.45% 3.45% 3.00% 2.75% 2.65%

Japan -0.01% -0.05% -0.05% -0.05% -0.05% -0.05% -0.05%

Canada 3.82% 3.90% 4.00% 3.95% 3.75% 3.35% 2.95%

2024

Current Q4 Q1 Q2 Q3 Q4 Q1

United States 3.46% 3.80% 4.00% 3.90% 3.55% 3.25% 3.00%

Eurozone
2 1.79% 2.00% 2.20% 2.15% 2.05% 1.95% 1.90%

United Kingdom 3.04% 3.25% 3.35% 3.35% 3.15% 2.90% 2.85%

Japan 0.26% 0.25% 0.25% 0.25% 0.20% 0.20% 0.15%

Canada 2.80% 3.00% 3.15% 3.15% 3.05% 2.85% 2.70%

Forecast as of: December 08, 2022
1
 ECB Deposit Rate 

2 
German Government Bond Yield 

3
 Reserve Requirement Ratio Major Banks

Central Bank Key Policy Rate

Wells Fargo International Interest Rate Forecast

2-Year Note

2022 2023

2023

2023

2022

2022

10-Year Note

Source: Bloomberg Finance L.P. and Wells Fargo Economics
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