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A recession is coming, but is it imminent?

Yellen, has publicly stated that she does not expect to see a recession in the next twelve 
months. Should we believe her? No. US Secretary Treasurers do not make it a habit of pre-
dicting recessions. They always want to maintain a positive forecast. Yellen is no exception.

Recessions are inevitable. They always occur and are part of the natural business cycle. 
Governments and central banks strive to mitigate and delay recessions. Despite their actions, 
recessions still occur. 

After a very brief recession in early 2020 that started before the COVID-19 pandemic, the 
economy has been expanding due to unprecedented action by governments and central 
banks. Because a recession was avoided in late 2020 and into 2022, a lot of investors believe 
that the governments and central banks will be able to take action and avoid another reces-
sion down the road.   

The belief that action can be taken to avoid a recession, has created a moral hazard, whereby 
investors believe that they can take on large amounts of risk because governments and cen-
tral banks will always be there to fi ght a recession. Although, this has delayed the onset of 
another recession, it has made the economy more fragile and more susceptible to a pullback.

The Federal Reserve has set its federal funds rate at the zero bound and has ballooned its 
balance sheet through QE to $8.9 trillion.



alphaMountain Investments - alphamountain.com
—   2   —  

The Federal Reserve balance sheet was approximately $4 trillion before the COVID-19 pan-
demic. The Federal Reserve has more than doubled its balance sheet in order to support  gov-
ernment spending. Governments borrow and spend. The Federal Reserve buys their bonds 
in order to keep interest rates and mortgage rates artifi cially low. Was some of this necessary 
as the pandemic unfolded? Most people would agree that some of it was necessary in early 
2020. Should the Federal Reserve have been buying mortgages in 2021 and 2022 and creat-
ing a housing bubble? No. The Federal Reserve went way too far. 

The result has been skyrocketing infl ation. The February CPI on a year-over-year basis was 
7.9%, which is a forty year record. The trend has been consistently higher. Infl ation is a 
monetary phenomenon. It is the result of the government borrowing and spending and the 
central bank fi nancing the manipulation.

The problem is that the Federal Reserve is stuck between a rock and a hard place. The Fed-
eral Reserve is not in a good place to fi ght the infl ation that it has largely created. A lot of 
investors believe that the unoffi  cial rate of infl ation is double the offi  cial rate. The infl ation 
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rate has been rising and has been stubbornly high. The Federal Reserve is obligated to try 
and the lower the infl ation rate. The Federal Reserve has made a "pinky promise" to increase 
its federal funds rate and to start a process of quantitative tightening by lowering its balance 
sheet. 

A perfect storm of rising infl ation, rising federal funds rate and stalled government spending 
signifi cantly increases the probability of a recession in the not-so-distant future. To make 
matters worse, the recent Russia-Ukraine war has created a more infl ationary environment. 
Commodity prices, including oil have risen rapidly as supplies have decreased. A rapidly ris-
ing oil price is particularly concerning because higher oil prices have a huge infl ation ripple 
eff ect through the economy. 

Historically, when oil prices have risen rapidly it has pushed up infl ation and increased costs 
throughout the economy. The increased costs have become a burden on consumers and com-
panies and as a result, a recession has unfolded.

 

The graph above illustrates the damage from rapidly rising oil prices. When the price of oil 
has risen rapidly and reached 50% deviation from trend a recession has occurred. This has 
happened six times since 1970. Currently, the price of Crude Oil Brent is just below the 50% 
threshold. This does not bode well for the possibility of a recession in the future.

Previously, I have shown the spread graph of the 10yr and 2yr US Treasury yield and when 
the curve inverts, it is often a sign of a recession. Below is the updated graph as the curve 
continues to fl atten and move closer to inversion. 
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In certain areas of the economy, "excesses" have been created by the economy misallocating 
resources and creating bubbles and infl ation. Over the medium and long term, a misalloca-
tion of resources reduces productivity and causes a downward pressure on the economy. Af-
ter skyrocketing off  the pandemic lows, recently the Chicago PMI has been heading lower. 
As shown in the graph below, corporate profi t margins tend to follow. PMI's are considered 
"soft data" and tend to lead the GDP. If corporate profi t margins contract, this will be a good 
indication of a slowing economy.

The problem with trying to predict a recession is that by the time that it is declared, the dam-
age is already done. Recessions are declared post facto by the National Bureau of Economic 
Research (NBER). Another method of defi ning a recession is the standard economics defi ni-
tion of two quarters of negative economic activity. The stock market is a forward looking 
mechanism. It typically, contracts well before a recession is declared. The stock market can 
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Disclaimer: Comments, charts and opinions off ered in this report are produced by 
www.alphamountain.com and are for information purposes only. They should not 
be considered as advice to purchase or to sell mentioned securities. Any information 
off ered in this report is believed to be accurate, but is not guaranteed. Brooke Thack-
ray is a Research Analyst with Horizons ETFs Management (Canada) Inc. (“Hori-
zons ETFs”). All of the views expressed herein are the personal views of Brooke 
Thackray and are not necessarily the views of Horizons ETFs (Canada), although 
any of the opinions or recommendations found herein may be refl ected in positions 
or transactions in the various client portfolios managed by Horizons ETFs, includ-
ing the Horizons Seasonal Rotation ETF. Comments, opinions and views expressed 
are of a general nature and should not be considered as advice to purchase or to sell 
mentioned securities. Horizons ETFs has a direct interest in the management and 
performance fees of the Horizons Seasonal Rotation ETF (the “ETF”), and may, at 
any given time, have a direct or indirect interest in the ETF or its holdings. Com-
missions, management fees and expenses all may be associated with an investment 
in the Horizons Seasonal Rotation ETF (the “ETF”). managed by Horizons ETFs 
Management (Canada) Inc. The ETF is not guaranteed, its value changes frequently 
and past performance may not be repeated. The ETF may have exposure to leveraged 
investment techniques that magnify gains and losses and which may result in greater 
volatility in value and could be subject to aggressive investment risk and price volatil-
ity risk Such risks are described in the prospectus. The prospectus contains important 
detailed information about the ETF. Please read the prospectus before investing.

While the writer of this newsletter has used his best eff orts in preparing this publica-
tion, no warranty with respect to the accuracy or completeness is given. The informa-
tion presented is for educational purposes and is not investment advice. Historical 
results do not guarantee future results
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continue to decline at the beginning part of a recession. At some point, the Federal Reserve 
and the government start to take drastic action and artifi cially stimulate the economy. This 
often gives the stock market a boost. In a deep recession, when stimulus has diffi  culty in cre-
ated its desired eff ect, the recession can continue on for an extended period of time.

A recession is coming, but the question remains, is it imminent? I believe that there are 
enough signs that a recession is approaching, perhaps in late 2022. The combination of a 
Federal Reserve tightening its monetary policy, the government handcuff ed from increasing 
its spending, the economy wringing out its excesses from too much stimulus and a misallo-
cation of resources and the possibility of a protracted war between Russia and Ukraine, have 
created an environment that is ripe for a recession. The Federal Reserve may try and adjust 
its policies to fi ght a recession, but the Federal Reserve is going to have diffi  culty fi ghting a 
recession and infl ation at the same time. The Federal Reserve will try to engineer a soft land-
ing or even a soft recession. I highly doubt that they will be successful. 


