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4Q22 Economic Summary 
 
 
2022 was a tumultuous year for financial markets and the fourth quarter was no exception.  Stocks and bonds 
continued to rally on hopes that a Fed pivot was near only to sell off again when Chair Powell reiterated that more 
work was needed to tame inflation.  The fourth quarter of 2022 capped off one of the worst years for stock and bond 
markets in decades.  All four major stock indices posted negative returns for the year, and the rout in bonds was the 
worst on record. 
 
The Fed’s aggressive hiking campaign began to take a toll on the U.S. economy in the fourth quarter.  While 4Q22 
GDP growth is expected to be positive, economic data turned decidedly softer by year-end. Consumer spending 
started the quarter off strong as Americans kicked off the holiday shopping season early and spent more on travel 
and dining.  However, consumer resilience began to wane as the year came to a close.  Broad-based declines in retail 
sales and a pullback in services spending showed that consumers are starting to feel the pain from higher prices.  
Business investment also moderated after a solid start as rising input costs and higher borrowing rates ate away at 
profit margins.  Nowhere is the strain of rising rates more evident than in the housing market.  With mortgage rates 
roughly double where they were at the start of the year, housing affordability has declined significantly, resulting in 
the longest string of monthly home sales declines on record.   
 
Thus far the labor market has been immune to the Fed’s efforts to cool demand.  The U.S. added over 700,000 jobs 
during the quarter and the unemployment rate fell to a 53 year low of 3.469% in December.  Job openings have 
edged down but remain elevated, and quits rates continue to tick up as workers job hop in search of higher pay and 
better benefits.  Average hourly earnings continued to rise, but the pace of wage growth decreased slightly in 
December.  Easing of wage pressures combined with an uptick in labor force participation suggest that some slack 
may be returning to the labor market, which would be a much welcome sign for the Fed. 
 
Inflation remained elevated during the fourth quarter, but signs of a pullback in price pressures began to emerge.  
Goods prices continued to come down as consumer demand shifted to services and supply chain constraints eased.  
However, food and service inflation continued to accelerate, which is troublesome for the Fed as these prices tend to 
be stickier.  Given the labor-intensive nature of the service industry, wage inflation is the primary driver of service 
price increases.  For this reason, the Fed believes that getting labor supply and demand back in balance is key to 
bringing inflation down to its longer-run goal of 2%.  
 
After four straight 75 basis point rate hikes, the Fed moderated the pace of tightening at the December FOMC 
meeting, opting to raise rates by 50 basis points to a target range of 4.25%-4.50%.  Policymakers acknowledged that 
slowing the pace of rate increases was appropriate given the significant progress made in restricting policy stance; 
however, given the still tight labor market and high inflation levels, the Committee agreed that it was too early to 
take its foot off the brake. Participants believed that ongoing increases in the fed funds rate would be necessary to 
meet the Fed’s employment and inflation goals.  To this end, the Committee raised its median estimate for the 2023 
fed funds rate by 50 basis points to 5.125%.  Participants expect that they will need to hold at this higher terminal 
rate at least until 2024 to ensure that inflation is on a sustained downward path. Investors welcomed the Fed’s 
slower pace but did not buy into the hawkishness of the forward guidance.  Post meeting, markets priced in a 
terminal rate below 5% and rate cuts starting in the second half of 2023.   
 
2022 ended much the way it began, with economic uncertainty, high inflation and the Fed in play.  The debate 
continues about whether the Fed will be able to achieve a soft landing or will push the U.S. economy into recession.  
Policymakers believe that they will be able to restrict monetary policy enough to tame inflation but not tank 
employment.  It is a delicate balance, and the Fed will need to be nimble to achieve it. 
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