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EDITORIAL

UNITED STATES: AN UNEASY FEELING (PART 2)

Recent data send conflicting signals about the outlook for the US economy. A survey of chief financial officers shows
they have become gloomier and the nowcast of the Federal Reserve Bank of Atlanta is forecasting a contraction of
real GDP in the second quarter. This would mean two successive quarters of negative GDP growth, which corresponds
to the popular definition of a recession. However, the labour market continues to be strong and the majority of indi-
cators used by the NBER Business Cycle Dating Committee are still in an uptrend. This suggests there is no imminent
risk of recession yet.

In a recent survey, the chief financial officers of US companies have :
expressed their concern about the outlook for the US economy. 20.8% US MARKETS: INTRADAY ON 8 JULY 2022

of respondents expect GDP to contract over the next four quarters?.

Financial markets participants also feel nervous and show a mindset of mmm Release of the U.S. Non-Farm Payrolls report
'good news may actually be bad news'. The latest labour market report 316 ===Us 2 vear Teasury vield
was surprisingly strong, triggering a jump in bond yields, a strengthen- 314

ing of the dollar and a decline in equity market futures (chart 1). These 312
reactions reflect an expectation that the Federal Reserve may have to 310
tighten more than previously expected. In such a scenario, the reaction 308
of equities reflects the impact of higher risk-free rates, but also unease 306
about the implications of more aggressive rate hikes in terms of reces- 300

sion risk and the earnings growth outlook. 20
Perhaps the current strength of the US economy is being overestimated. 200
The Atlanta Fed nowcast for second quarter GDP shows an annualized

2.98
negative growth rate versus the previous quarter of -1.2%. During the 206
quarter, the decline in the manufacturing ISM index has played an 70000 01:35 0310 0445 0620 0755 0930 1105 1240 1415 1550

important role in explaining the drop in the nowcast (chart 2)2
In assessing the signal quality of a nowcast, it is important to look at

the forecast errors®. Chart 3 shows that until the GDP number for the g,y o o ooe ofthe U Non-Fam Payrolls report - ——EURILSD
fourth quarter of 2019, the forecast errors had fluctuated in a rather

narrow range. Unsurprisingly, this changed with the Covid-19 pandemic, ~ 1018

which led to important swings in activity and to large forecast errors. | .o

Given the latest nowcast, it would require a very large forecast error

for growth to be positive. Considering that first quarter growth was 1014 |

negative (-1.6%), a similar result for the second quarter would imply
that the condition from the ‘popular’ definition of a recession - two
successive quarters of negative quarterly real GDP growth - would 1.010
have been met.

However, the National Bureau of Economic Research (NBER) business
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economic activity, considers a range of variables that are available
monthly, rather than exclusively looking at GDP, for which data are
published on a quarterly basis. Moreover, it also pays attention to the
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depth of the decline in economic activity. 3920

3910
1. For a detailed analysis, see: US: an uneasy feeling, Ecoweek, 4 July 2022, BNP Paribas. 3900
2. For an quantification of the impact of the various data releases on the GDP
nowcast,see:https://www.atlantafed.org/-/media/documents/cger/researchcq/gdpnow/ 3890
RealGDPTrackingSlides.pdf
3. The forecast error corresponds to the difference between the advance estimate of real 3880
GDP growth and the latest GDP nowcast available when the advance estimate was published.
Forecasts are available starting with the nowcast for 2014 Q2. The standard deviation of the
forecast error is 0.60% for the GDP data covering the period 2014 Q2-2019Q4. Extending the 3870
sample until 2022 Q1 gives a standard deviation of 1.33%.
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CHART 1 SOURCE: BLOOMBERG, BNP PARIBAS

The bank
for a changing
world

gl BNP PARIBAS


https://www.atlantafed.org/-/media/documents/cqer/researchcq/gdpnow/RealGDPTrackingSlides.pdf
https://www.atlantafed.org/-/media/documents/cqer/researchcq/gdpnow/RealGDPTrackingSlides.pdf

Eco week 22-28 // 11 July 2022

US REAL GDP GROWTH NOWCAST FOR THE SECOND QUARTER OF 2022
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CHART 2 SOURCE: FEDERAL RESERVE BANK OF ATLANTA

To call a recession, the decline should be significant, so a relatively
small decline in real GDP in two consecutive quarters would not
warrant doing so*. To avoid revisions, the NBER committee prefers
waiting long enough before determining the start or end of a recession.
Consequently, by the time that a recession is officially called, the US
economy will have been in this state for quite some time already.
For this reason, it is recommended to follow the evolution of the six
indicators that are closely monitored by the NBER committee (chart 4).
Except for real manufacturing and trade industries sales, which have
been declining for three months in a row, all indicators continue to be
on a rising trend, which suggests there is no imminent risk of recession
yet.

William De Vijlder

4. "The NBER's traditional definition of a recession is that it is a significant decline in
economic activity that is spread across the economy and that lasts more than a few
months. The committee’s view is that while each of the three criteria—depth, diffusion, and
duration—needs to be met individually to some degree, extreme conditions revealed by one
criterion may partially offset weaker indications from another.” (source: NBER).
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FORECAST ERROR OF GDP GROWTH NOWCAST
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INDICATORS OF THE NBER BUSINESS CYCLE DATING COMMITTEE
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