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Principal Fixed Income

Soft landing or recession?
Key economic indicators investors should consider when weighing the likelihood

J U N E  2 0 2 3

During the modern era, the U.S. Federal Reserve Bank (Fed) has raised rates – over an extended period –
eleven times (excluding 2022/23) as shown in Table1 below. Of those eleven periods, eight were followed 
by a recession, with an average lag time of nine months from the final Fed hike to the start of the 
recession. No recession ensued following the remaining three periods (i.e., a “soft landing”). So, what was 
different about those three periods?

TABLE 1

Recession End of Fed 
rate hikes 

Lag 
(months) 

Recession
start

Recession 
end

Recession 
duration 

No recession Nov-66 - - - -

1969–1970 recession Aug-69 4 Dec-69 Nov-70 11 months

1973–1975 recession Aug-73 3 Nov-73 Mar-75 16 month

1980 recession Mar-80 -2 Jan-80 Jul-80 6 months

1981–1982 recession Dec-80 7 Jul-81 Nov-82 16 month

No recession Aug-84 - - - -

Early 1990s recession Feb-89 17 Jul-90 Mar-91 8 months

No recession Feb-95 - - - -

Early 2000s recession May-00 10 Mar-01 Nov-01 8 months

Great Recession Jun-06 18 Dec-07 Jun-09 18 months

COVID-19 recession Dec-18 14 Feb-20 Apr-20 2 months

Average Lag 9

Source: NBER. 
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The full answer, of course, is a combination of several factors; however, there are four economic 
indicators that we believe best explain why those three periods resulted in a soft landing (and may help 
forewarn investors of the next recession):

1. Soft landings have a chance to occur when the Fed is tightening, but banks are not (1994-95), as 
evidenced by the Federal Reserve Senior Loan Officer Survey chart below. The survey bottomed-out 
in July 2021 and then turned positive (net bank tightening) in April 2022.  

2. Since 1960, whenever the Leading Economic Indicators Index (LEI) declined to -5 or lower, a 
recession has followed, as shown in the chart below. During the 3 soft landings, the LEI barely turned 
negative or remained positive (-0.7 in April 1967, 5.7 in December 1984, and -0.1 in January 1996). 
As of April 30, 2023, the LEI stands at -8.0.

Source: U.S. Federal Reserve Bank. As of April 30, 2023.

Source: The Conference Board. As of April 30, 2023.
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3. Since 1970, whenever the ISM Manufacturing index has declined below 45 there has been a 
recession (see chart below). As of May 31, 2023, the ISM Manufacturing Index is at 46.9.

4. Another reliable indicator is the yield curve, or the yield differential between different points on the 
Treasury maturity spectrum.  For example, the difference between the three month and ten-year 
(3m X 10y) maturities has inverted, or turned negative in all six of the Fed hiking cycles which 
culminated in a recession since 1970.  A commonality of the two soft landing cycles (1983-84 and 
1994-95): 3m X 10y did not invert. The 3m X 10yr is currently as deeply inverted as at any point in 
the last 40 years.  Additionally, the curve tends to reach maximum inversion and begin to re-steepen 
(as has been the case of late) when a recession is becoming more imminent.

Source: Institute for Supply Management. As of May 31, 2023. 

Source: Bloomberg. As of May 31, 2023. 
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Final thoughts
The current cycle of rate hikes began with the Fed increasing its target range in March of 2022. Although 
it’s possible the Fed will hike again, they are very near the end of the current cycle. While a soft landing is 
not out of the question, a confluence of leading recession indicators – Senior Loan Officer survey being 
restrictive; LEI starkly negative; and ISM Manufacturing contractionary – are suggesting that a recession 
is far more probable in the near-term than a soft-landing.   

The historical data (Table 1) would indicate that a recession generally occurs -2 to 18 months after the 
final hike of the cycle, with an average lag time of 9 months.  However, the current labor market remains 
strong and consumers continue to draw upon excess savings, the result of pandemic stimulus transfers 
and reduced spending during shutdowns. Because much of the excess savings has already been depleted, 
consumer spending should slow in the quarters ahead, and corporations will be forced to reduce 
employment. As jobless claims increase a recession will be underway, likely by late 2023 or early 2024.
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Risk considerations
Investing involves risk, including possible loss of principal. Past Performance does not guarantee future return. All financial investments involve an 
element of risk. Therefore, the value of the investment and the income from it will vary and the initial investment amount cannot be guaranteed. 

Important information
This material covers general information only and does not take account of any investor’s investment objectives or financial situation and should not 
be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of future 
events regarding an investment or the markets in general. The opinions and predictions expressed are subject to change without prior notice. The 
information presented has been derived from sources believed to be accurate; however, we do not independently verify or guarantee its accuracy or 
validity. Any reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment or security, nor 
an indication that the investment manager or its affiliates has recommended a specific security for any client account. Subject to any contrary 
provisions of applicable law, the investment manager and its affiliates, and their officers, directors, employees, agents, disclaim any express or implied 
warranty of reliability or accuracy and any responsibility arising in any way (including by reason of negligence) for errors or omissions in the 
information or data provided.

This material may contain `forward-looking’ information that is not purely historical in nature and may include, among other things, projections, and 
forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the 
reader.

All figures shown in this document are in U.S. dollars unless otherwise noted. 

Index performance information reflects no deduction for fees, expenses, or taxes. Indices are unmanaged and individuals cannot invest directly in an 
index.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would be 
contrary to local law or regulation.

This document is intent for use in:

• The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.
• Europe by Principal Global Investors (EU) Limited, Sobo Works, Windmill Lane, Dublin D02 K156, Ireland. Principal Global Investors (EU) Limited 

is regulated by the Central Bank of Ireland. In Europe, this document is directed exclusively at Professional Clients and Eligible Counterparties and 
should not be relied upon by Retail Clients (all as defined by the MiFID). The contents of the document have been approved by the relevant 
entity. Clients that do not directly contract with Principal Global Investors (Europe) Limited (“PGIE”) or Principal Global Investors (EU) Limited 
(“PGI EU”) will not benefit from the protections offered by the rules and regulations of the Financial Conduct Authority or the Central Bank of 
Ireland, including those enacted under MiFID II. Further, where clients do contract with PGIE or PGI EU, PGIE or PGI EU may delegate 
management authority to affiliates that are not authorized and regulated within Europe and in any such case, the client may not benefit from all 
protections offered by the rules and regulations of the Financial Conduct Authority, or the Central Bank of Ireland.

• United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 03819986, 
which is authorised and regulated by the Financial Conduct Authority (“FCA”).

• This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.
• United Arab Emirates by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and authorized by the 

Dubai Financial Services Authority as a representative office and is delivered on an individual basis to the recipient and should not be passed on or 
otherwise distributed by the recipient to any other person or organisation.

• Singapore by Principal Global Investors (Singapore) Limited (ACRA Reg.No.199603735H), which is regulated by the Monetary Authority of 
Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This advertisement or 
publication has not been reviewed by the Monetary Authority of Singapore.

• Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the Australian 
Securities and Investments Commission. This document is intended for sophisticated institutional investors only.

• Hong Kong SAR (China) by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures Commission 
and is directed exclusively at professional investors as defined by the Securities and Futures Ordinance.

• Other APAC Countries, this material is issued for institutional investors only (or professional/sophisticated/qualified investors, as such term may 
apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any person or entity in any 
jurisdiction or country where such distribution or use would be contrary to local law or regulation.

Principal Global Investors, LLC (PGI) is registered with the U.S. Commodity Futures Trading Commission (CFTC) as a commodity trading advisor 
(CTA), a commodity pool operator (CPO) and is a member of the National Futures Association (NFA). PGI advises qualified eligible persons (QEPs) 
under CFTC Regulation 4.7.

Principal Asset ManagementSM is a trade name of Principal Global Investors, LLC. Principal Fixed Income is an investment team within Principal Global 
Investors.

© 2023 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark design 
are registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group company, in various countries around the 
world and may be used only with the permission of Principal Financial Services, Inc.
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