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Because the Federal Reserve has lifted short-term rates 11 times since March 2022, most economists and pundits expect the economy to
move into a recession. There has been much discussion and pontification regarding the coming recession which is expected to start in the
second half of this year. According to FactSet, consensus economic forecasts for the third and fourth quarter of this year are +0.8% and -
0.4% respectively. Even the Federal Reserve is forecasting a weak second half of this year. Funny thing is the economy continues to press
forward. The Federal Reserve of Atlanta produces the report GDP Now which is "a running estimate of real GDP based on available economic
data for the current measured quarter." As of August 16, GDP Now is forecasting third-quarter economic growth of +5.8%. This estimate has
moved higher with each major economic release over the past month including manufacturing, auto sales, monthly jobs report, imports and
exports, CPI, PPl, monthly Treasury statement (deficit), and retail sales. Retail sales in July came in much stronger than forecasted at +0.70%
vs consensus of +0.40% signaling the U.S. consumer is still hanging in there. GDP Now forecasted contributors to economic growth include
personal consumption expenditures (which took a big jump with the strong July retail sales), equipment sales, intellectual property,
residential investment, government spending, and exports. The only detractor is non-residential investment. It is taking much longer for the
Fed's rate hikes to work their way through the economy than anticipated. The rate hike effects are flowing more like a slow leaky faucet drip
than the pressure of an open faucet. The rate hikes will work their way through the economy as more and more consumer and business
loans are refinanced. Based on the economic data, one could make the argument for below trend growth (soft landing) as opposed to a
recession. Regardless, this means the Fed will be holding rates higher for longer, and this will continue to pressure yields on the long part of
the yield curve as investors adjust to the structural reality of a higher rate environment.
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