Recession highly unlikely
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Despite more than a year of consistent recession predictions from Wall Street’s top minds and dozens of Fortune 500 CEOs, the U.S. economy has remained remarkably resilient in 2023. Stubborn inflation and rising interest rates that typically signal the peak of an economic cycle haven’t managed to spark the job-killing downturn that many feared was inevitable. And now, one of the world’s leading economists is making the case that his peers’ consensus forecast for a recession this year is “off base.” “This time is different,” Mark Zandi, Moody’s Analytics chief economist, wrote in a CNN op-ed Tuesday titled, naturally: “Why I’m betting against a U.S. recession.” “Yes, the economy is fragile and vulnerable to losing the script,” Zandi writes. “And goodness knows we have been off script more often than not in recent years. But odds are that we will buck history and avoid recession.” Zandi isn’t alone in his increasingly optimistic outlook for the economy. With unemployment sticking near pre-pandemic lows and the latest inflation metrics continuing to fall, some investment banks are changing their previously melancholic tune. Goldman Sachs now believes there is just a 25% chance of a recession over the next 12 months, down from 35% in March. And Bank of America revised its 2023 recession forecast last week, arguing there’s going to be a “softer” downturn that won’t come until next year. Gregory Daco, chief economist at EY-Parthenon, is also growing more bullish after consistently warning that a mild recession is likely to hit the economy. “As the Fed continues tightening policy and interest rate hikes work their way through the economy, we still believe a recession is more likely than not, but we have lowered our recession odds to 55%,” he wrote in a Wednesday note to clients. For Zandi, there are five key reasons why the economy could avoid a recession entirely this year, and they’re all “more or less unique to this time.” 1. Excess savings The first reason why Zandi believes this time is different is due to so-called excess savings. During the pandemic-era lockdowns, consumers weren’t able to spend as they typically would, no trips to the local diner, no movies, and no summer vacations. At the same time, in order to stave off a recession, the federal government launched several stimulus packages that injected roughly $5 trillion into the economy. This period of reduced spending, coupled with stimulus that boosted incomes, helped consumers sock away more cash than they typically would have. Economists have labeled the phenomenon “excess savings.” While excess savings peaked at $2.1 trillion in 2021, consumers still held $500 billion of these funds as of this May, according to research from the Federal Reserve Bank of San Francisco. And with consumer spending accounting for roughly 70% of GDP, that money could prompt Americans to shop, enabling the economy to avoid a recession. “Consumers are the firewall between recession and a growing economy, and the firewall is holding firm,” Zandi explained. 2. Labor hoarding Continued strength in the labor market due to “labor hoarding” is another reason why the economy could avoid a serious downturn, according to Zandi. The economist noted that businesses struggled to hire and find talent both before and during the pandemic, which makes them more likely to avoid layoffs at all costs moving forward. “On the other side of the pandemic, businesses understand that labor shortages will be a persistent problem as the baby boomer generation retires in the coming decade,” he explained. 
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