No recession
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3. Light debt loads There’s been a lot of concern about rising public and private debt over the past few years, but U.S. consumers and businesses actually have their finances in order, according to Zandi, and that could help prevent a recession. “Households and businesses have borrowed prudently since the global financial crisis over a decade ago,” he argued, noting that although household debt is near a record high, when compared with disposable income, consumers aren’t overly burdened. The economist pointed out that household debt service payments as a percentage of disposable income were just 9.6% in the first quarter. That’s compared with an average of over 11% since 1980 and over 13% before the Global Financial Crisis of 2008, Fed data shows. Zandi also said that businesses are “devoting a near record low amount of their profits to debt payments, freeing up cash to finance hiring and investment.” Corporate interest payments as a percentage of cash flow are now roughly 7.5%, compared with over 20% before the Global Financial Crisis of 2008, according to a May Moody’s Analytics report. 4. Anchored inflation expectations While year-over-year inflation, as measured by the consumer price index, fell to 4% in May, it was still well above the Fed’s 2% target rate. But Zandi noted that inflation has been on a consistent downward trajectory and consumers’ outlook on potential price hikes has also improved. That could enable the Fed to pause its rate hikes this year, and prevent the Fed-induced recession that some investment banks have forecast. One-year-ahead inflation expectations declined to 4.1% in May, the lowest reading in two years, according to the Federal Reserve Bank of New York’s latest Survey of Consumer Expectations. “The Fed’s success so far in pinning down inflation expectations makes its job easier,” Zandi wrote. “If consumers and businesses believe the Fed will do what is needed to ensure inflation recedes, then they will behave accordingly. And that makes it more likely to come true.” 
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