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Quotes

Quotes or excerpts that I find particularly insightful or thought-provoking…

“Estimates of causes of death are warped by media coverage. The coverage is itself biased toward novelty and poignancy. The
media do not just shape what the public is interested in, but also are shaped by it. Editors cannot ignore the public’s demands
that certain topics and viewpoints receive extensive coverage. Unusual events attract disproportionate attention and are
consequently perceived as less unusual than they really are. The world in our heads is not a precise replica of reality; our
expectations about the frequency of events are distorted by the prevalence and emotional intensity of the messages to which we
are exposed. The estimates of causes of death are an almost direct representation of the activation of ideas in associative
memory… An availability cascade is a self-sustaining chain of events, which may start from media reports of a relatively minor
event and lead up to public panic and large-scale government action. On some occasions, a media story about a risk catches the
attention of a segment of the public, which becomes aroused and worried. This emotional reaction becomes a story in itself,
prompting additional coverage in the media, which in turn produces greater concern and involvement. The cycle is sometimes
sped along deliberately by “availability entrepreneurs,” individuals or organizations who work to ensure a continuous flow of
worrying news. The danger is increasingly exaggerated as the media compete for attention-grabbing headlines. Scientists and
others who try to dampen the increasing fear and revulsion attract little attention, most of it hostile… The issue becomes
politically important because it is on everyone’s mind, and the response of the political system is guided by the intensity of public
sentiment. The availability cascade has now reset priorities. Other risks, and other ways that resources could be applied for the
public good, all have faded into the background.”
-Daniel Kahneman, in Thinking, Fast and Slow
“For the vast majority of countries around the world and for the vast majority of states and cities in the U.S., the risk of death from
COVID-19 for people under 65 years old may be even smaller than the risk of dying from a car accident during daily commute…
The median age of death for COVID-19 tends to be similar [to] life expectancy of the population in each respective location…
People under 65 years old have very small risks of COVID-19 death even in the hotbeds of the pandemic and deaths for people
under 65 years without underlying predisposing conditions are remarkably uncommon. Strategies focusing specifically on
protecting high-risk elderly individuals should be considered in managing the pandemic.”
-John Ioannidis (Stanford)

NBER Recessions

GDP, Jobs, Industrial Production, and Income

Source: © Merk Investments, Bloomberg

Analysis: A usable definition of a recession is: a significant and broad based decline in economic activity, lasting more than a few months. When
the decline in activity stops, we’ll technically be in the next economic expansion, albeit from a much lower level. In hindsight the Covid19
shutdown may be viewed as a short depression (given the depth of the contraction). The trajectory of the eventual recovery remains a big
question. And it may have two phases: pre-vaccine and post-vaccine (or pre and post herd immunity in the absence of a vaccine).
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NBER Recessions

Composite Index of GDP, Jobs, Industrial Production, and Income

Source: © Merk Investments, Bloomberg

Analysis: Creating a simple index from the four series in the previous chart produces the above. It does a reasonably good job indicating how
the NBER’s business cycle dating committee marks the duration of recessions. When the index falls for more than a few months, the peak to
trough is the recession. Once the index stops falling, the economy re-enters expansion, albeit from a lower level. The early part of the new
expansion can be thought of as the “recovery” phase. Given the expected depth of this current contraction, the recovery phase (to get back to
where we were) might be long.
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U.S. Leading Economic Indicators (LEIs) Index
Conference Board’s LEI Index and YoY Rate of Change

Source: © Merk Investments, Bloomberg

Analysis: The LEI index caught up with reality and plunged when the March reading came out in late April. YoY the index fell 6.5%. As I noted
last month, this will likely be the first time the LEIs failed to signal an imminent recession (given the positive picture for the Feb LEIs). It speaks to
the sudden shock nature of the current Covid19 pandemic/shutdown. Framework: I’d get positive if the YoY rate of change moved higher.
Given the speed with which the Covid19 situation is developing data lags are going to make these monthly readings less relevant.
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U.S. Yield Curve Steepness
(10yr yield – 3mo yield)

Source: © Merk Investments, Bloomberg

Analysis: The yield curve steepness has remained relatively stable over the past month. The 10yr-3m yield curve had inverted (meaning the 3-month
yield was higher than the 10-year yield) from May to October 2019 and again in Q1 2020. 10yr-3m inversion has historically been a strong recession
indicator (with recessions historically starting 6-18 months after initial inversion). In hindsight, this may be one of the only leading indictors that
“predicted” the current recession. Chart Framework: I’d get incrementally positive on this picture if the yield curve bear steepened (meaning long end
rates rising) while other macroeconomic data (e.g., U.S. Mfg PMI) also improved.
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U.S. PMIs

Manufacturing and Non-manufacturing (aka Services) PMIs (Purchasing Managers Index)

Source: © Merk Investments, Bloomberg

Analysis: Manufacturing PMI fell over the past month, from 49.1 to 41.5. Chart Framework: I’d get incrementally positive on the business cycle
outlook if the manufacturing PMI moved back above 50.
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Global Manufacturing PMIs

Largest twelve global economies’ Manufacturing PMIs (Purchasing Managers Index)

Source: © Merk Investments, Bloomberg

Analysis: Global economic momentum as measured by manufacturing PMIs was negative over the past month. Eleven out of the twelve
readings are below 50 with an average of 36.3. Given my framework I’m currently negative on this picture.
Chart Framework: I’d get positive on this picture if a majority of Mfg PMIs are above 50.
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Job Gains

The Net Monthly Change in Non-farm Payrolls (grey) with 3-month Moving Average (black)

Source: © Merk Investments, Bloomberg

Analysis: The April jobs report showed net job losses of 20.5 million (from mid-March to mid-April). This chart illustrates the sudden and
exogenous nature of the shock/shutdown. The 3-month average (skewed by the latest outlier) is -7.05 million. Framework: I’d get incrementally
positive on this picture if the 3-month average for job gains inflected higher.
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U.S. Unemployment Momentum
U-3 Rate and U-3 12 month Moving Average

Source: © Merk Investments, Bloomberg

Analysis: The unemployment rate jumped to 14.7%. As I noted last month, it might take years to get back below 5%. A rough calculation using
initial and continuing jobless claims and total employment suggests the unemployment rate is currently already above 20% (which would be
above the Great Depression high). As a side note, the next jobs report (out on June 5th) will capture this week’s picture (the week of May 12th).
Chart Framework: I’d get incrementally positive on the business cycle outlook if the 12-month moving average increased at a slower rate.
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SF Fed Leading Unemployment Rate (U-3) Model
Replica of San Francisco Fed Model (grey) and U-3 Unemployment Rate (black)

Source: © Merk Investments, Bloomberg

Analysis: The SF Fed unemployment rate model (grey line) has jumped. Chart Framework: I’d get incrementally positive on the business cycle
outlook if the SF Fed model line inflected down. For reference: the San Francisco Fed Paper
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U.S. Labor Market Capacity Utilization

Natural Rate of Unemployment (CBO est.) – Actual Rate of Unemployment

Source: © Merk Investments, Bloomberg

Analysis: The estimated natural rate of unemployment is well below the current unemployment rate (4.4% estimate – 14.7% current reading). I’m
currently positive on this chart. Chart Framework: I’d get incrementally negative medium/longer term above zero.
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U.S. GDP Output Gap

Actual GDP minus Potential GDP (CBO est.)

Source: © Merk Investments, Bloomberg

Analysis: This chart is currently stale. GDP is clearly well below potential currently. As I’ve noted in the summary checklist over the past couple
months: the sudden and exogenous nature of the Covid19 pandemic shock renders some indicators currently “N/A” (not applicable). We
should have an updated reading on this chart next month.
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Atlanta Fed GDPNow GDP Forecast
GDPNow Forecast and the official QoQ SAAR from BEA

Source: © Merk Investments, Bloomberg

Analysis: The Atlanta Fed GDP model currently projects a Q2 reading of -35%. Keep in mind that’s on an annualized basis (i.e., roughly
multiplies the QoQ reading by 4). The Q1 2020 GDP reading came in at -4.8% (again, that’s an annualized number). Many economists expect
Q2’s reading to be -40% or worse.
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U.S. Household Credit Cycle

Percent of Household Debt that is Delinquent (3 quarter and 6 quarter moving averages)

Source: © Merk Investments, Bloomberg

Analysis: The Q1 2020 data comes out in late May. And it’s likely to show a significant increase in household delinquency.
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U.S. Consumer Confidence

Michigan Consumer Sentiment and Conference Board Consumer Confidence

Source: © Merk Investments, Bloomberg

Analysis: The consumer confidence indexes have started to collapse. Both measures are trending lower. Chart Framework: I’d get
incrementally positive if both measures start trending higher on a YoY basis.
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Bank Lending Standards

Senior Loan Officer Opinion Survey (SLOOS): Net % of Respondents that are Tightening Lending Standards for Commercial and Industrial (C&I) Loans

Source: © Merk Investments, Bloomberg

Analysis: Data from the Fed’s Senior Loan Officer Opinion Survey suggest bank lending standards tightened materially by the end of April.
Since the onset of the pandemic, the Fed has created several programs to encourage banks to continue providing credit to businesses and
households, but banks are tightening anyway. The current picture is negative. Chart Framework: I’d get incrementally positive on the business
cycle outlook if the percent of respondents reporting tightening lending standards starts declining. It’s worth noting that this data only comes
out quarterly.
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High Yield Spread

U.S. High Yield Spread with Trend Line

Source: © Merk Investments, Bloomberg

Analysis: The high yield credit spread has risen well above the warning level. It’s come down from its recent peak (likely in large part
due to various Fed programs aimed at backstopping credit markets). Chart Framework: I’d get incrementally positive on the
business cycle outlook if the spread remains below the recent high over the coming months.
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U.S. Building Permits

U.S. Building Permits and 12-month Moving Average

Source: © Merk Investments, Bloomberg

Analysis: Building permits, historically a long leading indicator, fell below their 12-month moving average. The Covid19 shutdown is likely to
hinder building permits and housing starts for some time. I’m currently negative on this picture. Framework: I would get positive if building
permits moved back above their 12-month moving average.
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Checklist
Chart

Time Horizon

Per Framework Outlook on Business Cycle

LEIs

Short/Medium Term

Negative

Yield Curve

Medium Term

Neutral/Negative

U.S. PMIs

Short/Medium Term

Negative

Global PMIs

Short/Medium Term

Negative

Job Gains

Medium Term

Negative

U-3 v 12m MA

Medium Term

Negative

SF Fed U-3

Medium Term

Negative

Labor Force Capacity Util.

Medium/Longer Term

Positive

Output Gap

Medium/Longer Term

Neutral/Negative (N/A)*

GDP Nowcast

Short Term

Negative

Household Credit

Medium Term

Neutral (N/A)*

U.S. Consumer Confidence

Short/Medium Term

Negative

Lending Standards

Medium Term

Negative

High Yield Spread

Short/Medium Term

Negative

U.S. Building Permits

Medium/Longer Term

Negative

Time Horizon

Overall Outlook on Business Cycle

Short Term (<6 months)

Negative with high uncertainty

Medium/Longer Term (6m - 5 years)

Neutral with high uncertainty

© Merk Investments LLC
* the sudden and exogenous nature of the Covid19 pandemic shock renders some indicators currently “N/A” (not applicable)
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Conclusion/Thoughts
This is a challenging economic environment to analyze because: 1) the underlying primary driver is a health issue (with
incomplete facts and data), and 2) the policy response is unprecedented (both in terms of the shutdown and the subsequent
fiscal and monetary support). With that caveat stated, here are some thoughts:
The fast-track vaccine project (called Operation Warp Speed) aims to have a mass-produced vaccine available by January 2021.
Dr. Fauci suggests that's doable. The sooner the better for the health and economic outlook. In the meantime, there might be
some reduction in fatality through various therapeutics. The economic outlook will likely be closely linked with progress on
testing/tracing, therapeutics, and a vaccine across the near-term, medium-term, and longer-term time horizons respectively. But
lasting damage has already been done and it’s unclear what all the negative knock-on effects could be.
Last week’s jobs report mostly confirmed what we already knew. The weekly jobless claims continue to be a timelier indicator for
the labor market. Nevertheless, the unemployment rate in mid-April was 14.7%, higher than the highs of the Great Recession.
The current unemployment rate (as of mid-May) is likely already above 20%. Peak unemployment might be near. But it could take
years for the unemployment rate to fall back below 5%. It may be worth noting that initial jobless claims have been declining for
five consecutive weeks, a constructive trend in rate of change terms.
Meanwhile, fiscal and monetary policy relief measures are inevitably imperfect, with implementation problems, and with negative
unintended consequences. Even given the dramatic measures taken, no amount of fiscal or monetary support can create an
economy stronger than a naturally fully employed economy like that of January and February. And even with a theoretically
perfect fiscal relief program to bridge the gap economically during the mandatory shutdown, the economy isn’t going back to
exactly where it was. As previously noted, there will almost certainly be lasting changes to household and business behavior.
U.S. Covid19 deaths per day appears to have peaked in late April (at least for the initial wave) and the Johns Hopkins data on
new confirmed cases suggests the trend lower in deaths will continue, albeit at only a modest pace. The near-term economic
recovery trajectory will depend on the reopening timeline and the effectiveness of health risk management (e.g.,
testing/tracing). We may see a slow and uneven reopening with fits and starts. And we may see a resurgence, either due to
reduced social distancing with poor mitigation measures or fall/winter seasonality of the virus. Many pivotal facts about the virus
remain unclear. In addition to the question of seasonality, the true infection fatality rate and the current immunity level are still
unknown.
The outlook continues to rapidly evolve and requires constant reassessment.
Nick Reece, CFA
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Additional Charts

U.S. Covid19 Deaths and Confirmed Cases
Confirmed Cases (grey) (lead by 9 days) and Deaths (black)

Source: © Merk Investments, Johns Hopkins, Bloomberg

Analysis: New confirmed cases is a leading indicator for deaths.
The growth rate in new confirmed cases and deaths is slowing—but slowing only at a modest pace.
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COVID19 Deaths per Day

U.S. Covid19 deaths per day with 7-day Moving Average (grey)

Source: © Merk Investments, Johns Hopkins, Bloomberg

Analysis: The spike in mid-April was due to some reclassification of deaths thought to be due to Covid19 that were previously uncounted. The
7-day average (grey line) peaked in late April. New York was been epicenter, and the data there is showing a much-improved trend. Gov.
Cuomo’s daily press briefings provide good data on new hospitalization trends, which continues to show improvement as of writing. It seems
that while deaths in NY have come down, deaths in other parts of the country have increased. So, the deaths per day nationwide is coming
down slowly.
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New York State New Covid19 Hospitalizations per Day
From Governor Cuomo Press Conference Slides

Source: NY Gov. Cuomo Press Conf.

Analysis: NY State new Covid19 hospitalizations are now back at mid-March lows.
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New York State COVID19 Deaths per Day
From Governor Cuomo Press Conference Slides

Source: NY Gov. Cuomo Press Conf.

Analysis: Covid19 deaths in NY State are down to late March levels.
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New York State Total Hospitalizations
From Governor Cuomo Press Conference Slides

Source: NY Gov. Cuomo Press Conf.

Analysis: Total Covid19 related hospitalizations have been declining for several weeks.
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Mobility Trends

Apple Mobility Trends for the United States (based on Apple Maps directions requests)

Source: Apple

Analysis: Nationwide mobility data shows driving and walking activity returning gradually, with transit activity little changed from the initial
decline in March. The mobility tracker is here: https://www.apple.com/covid19/mobility
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Realtime Inflation

StateStree’s PriceStats US Consumer Price Index

Analysis: There’s been a big debate on inflation vs deflation. The real-time data shows an initial wave of deflation for a broad consumer basket,
but that has recently turned back up. So far this has been a demand and supply shock. Oil traded in negative territory due to lack of demand for
consumption (see decline in driving on previous slide) and lack of storage space to hold the overflow of oil still coming out of the ground.
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U.S. Oil Production

U.S. Oil Production (million barrels per day)

Source: © Merk Investments, Bloomberg

Analysis: Low oil prices have reduced U.S. production, but only relatively modestly so far (from 13 million to 11.9 million bpd)
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Liquidity Preference

YoY Rate of Change in Money of Zero Maturity (MZM)

Source: © Merk Investments, Bloomberg

Analysis: Money of Zero Maturity (MZM) is just a fancy way of saying cash. Cash has great optionality. It’s the one asset you’re guaranteed to not lose money
on (which is merely tautological). Cash is most valuable when markets are volatile, as cash allows you to enter any market at a moments notice. The increased
demand for cash can be described by Keynes’ liquidity-preference, there is likely both a precautionary and speculative demand for cash balances currently.
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Job Losses by Industry

Jobs Report Data, Payrolls by Industry

Source: © Merk Investments, Bloomberg

Analysis: Leisure & Hospitality has lost (at least temporarily) about 50% of its jobs over the past two months. Fwiw, 88% of April's
job losses are considered “temporary layoffs.” To be classified as unemployed on temporary layoff, a person has either been given
a date to return to work by their employer or expects to be recalled to their job within 6 months.
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Jobless Claims

Initial (grey) and Continuing (black) Jobless Claims (in thousands)

Source: © Merk Investments, Bloomberg

Analysis: Continuing claims continue to climb while initial claims have been declining for several weeks in a row (adding fewer and fewer to the
continuing claims numbers), a constructive trend in rate of change terms. Continuing claims have generally been coming in better than
expected which may mean labor market dynamism is better than expected. Economic data collection has not been spared by the disruptions,
but the trend lower in initial claims is confirmed by Google Trends data on searches for “unemployment insurance.”
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S&P 500 Earnings

S&P 500 Index 12-month Trailing Earnings per Share and 12-month Moving Average

Source: © Merk Investments, Bloomberg

Analysis: We’re currently in an earnings recession. Currently the trailing earnings are below their 12-month moving average. Historically the
crossover of the S&P 500 12-month trailing Earnings per Share through its 12-month moving average has provided a recession risk warning. But
false signals are common as “earnings recessions” are more frequent than economic recessions. We are currently in both an earnings recession
and an economic recession.
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Growth Indicators

Oil Price (Generic 3rd month futures), Copper price, and US 10yr Yield

Source: © Merk Investments, Bloomberg

Analysis: These three growth indicators are currently off their lows. The daily closing low for the U.S. 10yr yield was 0.54% back in March.
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2020 Dem Nominee Betting Market Probabilities

PredictIt betting market based probability for 2020 Democrat Presidential nominee

Source: © Merk Investments, Bloomberg

Analysis: This is an election year (easy to forget). Biden remains the presumptive nominee, with about an 80% probability.
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2020 Dem VP Nominee Betting Market Probabilities

PredictIt betting market based probability for 2020 Democrat Vice Presidential nominee

Source: © Merk Investments, Bloomberg

Analysis: The VP choice may be unusually important in this election.
Kamala Harris is the front runner according to the betting markets.
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2020 Election: Probability of Party Controlling Both Houses of Congress
PredictIt betting market based probability of party controlling both houses of Congress

Source: © Merk Investments, Bloomberg

Analysis: the probability of Democratic victories in November has gone up.
The chances of the Democrats controlling both houses remains much higher than that of the Republicans: 37% vs 11%.
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2020 Presidential Betting Market Probabilities

PredictIt betting market based probability for 2020 Presidential election winning party

Source: © Merk Investments, Bloomberg

Analysis: The Democrats are still slightly favored to win the White House, with a 52% chance according to betting markets.
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Consumer Confidence: Present Situation vs Expectations

Conference Board Consumer Confidence: Present Situating minus Expectations and Recessions

Source: © Merk Investments, Bloomberg

Analysis: Consumers are now more confident about the future than about the present.
This has historically often been a precondition to coming out of a recession.
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Jobs Cuts

Challenger, Gray and Christmas Jobs Cuts YoY

Source: © Merk Investments, Bloomberg

Analysis: Job cuts spiked.
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C + I + G + ( X – M ) = GDP
Aggregate Demand GDP Framework

Source: © Merk Investments, Bloomberg

Analysis: The Keynesian aggregate demand framework for GDP tells us something about the composition, and relative changes in composition,
of the U.S. economy. Investment (“I”) tends to be more volatile than Consumption (“C”). Fluctuations in business investment (“I”) tend to lead
fluctuations of the economy.
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Contributions to GDP Growth
C + I + G + (X-M) = GDP

Source: © Merk Investments, Bloomberg

Analysis: The above chart shows how the different areas contributed to the most recent GDP growth number (Q1 2020 QoQ was -4.8%).
Notably, Q1 GDP shows a large contraction in consumer spending.
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Household Spending and Business Fixed Investment

U.S. Personal Consumption expenditures (black) and U.S. Capital Goods New Orders (grey)

Source: © Merk Investments, Bloomberg

Analysis: The latest data point shows a big drop in household spending.
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Consumption and Investment Contributions to GDP Growth
Consumption (“C”) and Investment (“I”) as contributions to GDP Growth

Source: © Merk Investments, Bloomberg

Analysis: The above chart shows the contributions to GDP growth on a Seasonally Adjusted Annualized Rate from Consumption and Investment.
There is a notable decline in both investment and consumption which highlights the broad-based nature of the current contraction.

U.S. BUSINESS CYCLE REPORT - MAY 2020

Global Services PMIs

Largest twelve global economies’ Services PMIs (Purchasing Managers Index)

Source: © Merk Investments, Bloomberg

Analysis: Services PMIs were down over the past month with the exception of China, which is trying to bounce back post Covid19 shutdown.
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Global Manufacturing PMI

JP Morgan Global PMI Index (Purchasing Managers Index)

Source: © Merk Investments, Bloomberg

Analysis: The global manufacturing PMI index fell to around 40.
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Global Auto Sales YoY

Global Light Vehicle Sales YoY (12m MA)

Source: © Merk Investments, Bloomberg

Analysis: Global auto sales had been recovering coming to the Covid19 shutdown. Now they are falling again.
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U.S. Auto Sales

U.S. Auto Sales Seasonally Adjusted Annualized Rate (Sales in Millions of Cars)

Source: © Merk Investments, Bloomberg

Analysis: The rate of car sales has plunged.
This number includes so-called light trucks (pick-up trucks, SUVs etc.)
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U.S. Retail Sales

U.S. Retail Sales YoY (black) and Johnson Redbook Retail Sales YoY (grey)

Source: © Merk Investments, Bloomberg

Analysis: Retail sales YoY have fallen to Great Recession levels.
It’s worth noting that Johnson Redbook retail sales does not include online sales (e-commerce), whereas the official retail sales number does.
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Disclosure
This report was prepared by Merk Investments LLC, and reflects the current opinion of the authors. It is based upon
sources and data believed to be accurate and reliable. Merk Investments LLC makes no representation regarding the
advisability of investing in the products herein. Opinions and forward-looking statements expressed are subject to
change without notice. This information does not constitute investment advice and is not intended as an
endorsement of any specific investment. The information contained herein is general in nature and is provided solely
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difficult. The information provided does not constitute legal, financial or tax advice. You should obtain advice specific
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