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What Central Banks are Saying
Central banks, with their access to data and well staffed research departments, provide valued global economic perspective that
tends to be objective and clearly articulated in policy statements and other communications. Some key excerpts from the past
month below:
"Over the past month, infection rates have declined in many countries and there has been some easing of restrictions on activity. If
this continues, a recovery in the global economy will get under way, supported by both the large fiscal packages and the
significant easing in monetary policies... Globally, conditions in financial markets have continued to improve, although conditions
in some markets remain fragile. Volatility has declined and credit markets have progressively opened to more firms... it is possible
that the depth of the downturn will be less than earlier expected. The rate of new infections has declined significantly and some
restrictions have been eased earlier than was previously thought likely... There has also been a pick-up in some forms of
consumer spending… However, the outlook, including the nature and speed of the expected recovery, remains highly
uncertain and the pandemic is likely to have long-lasting effects on the economy… much will depend on the confidence that
people and businesses have about the health situation and their own finances.”– Reserve Bank of Australia (6/2/2020)
“Incoming data confirm the severe impact of the COVID-19 pandemic on the global economy. This impact appears to have
peaked, although uncertainty about how the recovery will unfold remains high. Massive policy responses in advanced economies
have helped to replace lost income and cushion the effect of economic shutdowns. Financial conditions have improved, and
commodity prices have risen in recent weeks after falling sharply earlier this year. Because different countries’ containment
measures will be lifted at different times, the global recovery likely will be protracted and uneven. In Canada, the pandemic has led
to historic losses in output and jobs. Still, the Canadian economy appears to have avoided the most severe scenario… funding
conditions have improved. Therefore, the Bank is reducing the frequency of its term repo operations... the Bank’s focus will shift to
supporting the resumption of growth in output and employment.” – Bank of Canada (6/2/2020)

U.S. BUSINESS CYCLE REPORT - JUN 2020

NBER Recessions
Official U.S. Recessions in Blue

“The committee recognizes that the pandemic and the public health response
have resulted in a downturn with different characteristics and dynamics than prior
recessions. Nonetheless, it concluded that the unprecedented magnitude of the
decline in employment and production, and its broad reach across the entire
economy, warrants the designation of this episode as a recession, even if it turns
out to be briefer than earlier contractions.” – NBER (6/8/2020)

Source: © Merk Investments, Bloomberg

Analysis: NBER has announced February 2020 as the business cycle peak and the beginning of the current recession. As a duration reference,
for all official U.S. recessions (going back to the 1850s), the mean was 17.5 months, the median was 14 months, and the central tendency was 824 months. The median in the Fed-era (since 1913) has been 11 months. Presumably the current month of June is the fifth month of recession. If
July turns out to be the last month of recession it will be the shortest recession in NBER history at six months. The end month won't be
announced until well after the fact (just as beginning four months ago was just announced). The 1918-1919 recession was 7 months (the current
shortest).
NBER release: https://www.nber.org/cycles/june2020.pdf
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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. We
are likely currently in the fifth month of recession as the NBER marks the peak month (February 2020) as the starting month of the recession.
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). We are currently seeing some early signs of bottoming. And
the end of this recession is likely near.
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NBER Recessions
Composite Index of GDP, Jobs, Industrial Production, and Income

Source: © Merk Investments, Bloomberg

Analysis: The above is a simple index averaged from the four data series in the previous chart. It does a reasonably good job indicating how the
NBER’s business cycle dating committee marks the beginning and end of recessions (this index peaked in February). When the index falls
noticeably for more than a few months, the peak to trough is the recession. Once the index stops falling, the recession is over and 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 depth of
this current contraction, the recovery phase (to get back to where we were) might be long relative to the duration of the contraction.
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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 further declined in April. YoY it’s down 11.5%. As I noted previously, this will likely be the first time the LEIs failed to signal an
imminent recession (given the positive picture for the Feb LEIs). That speaks to the sudden exogenous 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. We may already see improvement when the May data comes out later
this month. I’m also cross referencing ECRI’s weekly U.S. leading index and the OECD leading indexes (see additional charts section).
Conference Board LEI release: https://conference-board.org/pdf_free/press/US%20LEI%20PRESS%20RELEASE%20-%20MAY%202020.pdf
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U.S. Yield Curve Steepness
(10yr yield – 3mo yield)

Source: © Merk Investments, Bloomberg

Analysis: The yield curve has steepened over the past month. Specifically, it has “bear steepened,” meaning long-end rates moved up– that’s
bullish for the growth outlook. 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 618 months after initial inversion). In hindsight, this may be one of the only leading indicators that “predicted” the current recession. Chart
Framework: I’d get incrementally negative on this picture if the yield curve flattens again, likely meaning lower long end rates. The short-end is
likely to remain near zero for some time as the Fed as committed to keeping rates low.
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U.S. PMIs
Manufacturing and Non-manufacturing (aka Services) PMIs (Purchasing Managers Index)

Source: © Merk Investments, Bloomberg

Analysis: U.S. Manufacturing PMI ticked up from 41.5 to 43.1—a marginally positive development. Said differently, things are slowing at a slower
rate. As was the case in April, the May Mfg PMI indicates a level of contraction not seen since early 2009, but the trajectory improved. For
background, the Mfg PMI is a diffusion index. A diffusion index is a cross-sectional way to analyze incremental changes among various timeseries. It aggregates multiple indicators by examining whether they are getting better or worse relative to the prior month but ignores the
magnitude of the change. Chart Framework: I’d get incrementally positive on the business cycle outlook if the manufacturing PMI moved back
above 50. ISM Report: https://www.instituteforsupplymanagement.org/ISMReport/MfgROB.cfm?SSO=1
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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 positive over the past month. Things are slowing at a slower
rate. Nevertheless, eleven of the twelve readings remain below 50 (with an average of 40.4, up from an average of 36.3 last month). 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 move 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: Last week’s jobs report was a big upside surprise. There’s conflicting data on the labor market, with possible misclassification issues.
And data collection itself has been hampered by the lockdowns. Nevertheless, the 3-month moving average of net job gains has inflected higher
and creates a positive interpretation. Framework: I’d get incrementally negative on this picture if the 3-month average for job gains inflected
lower.
May Jobs Report: https://www.bls.gov/news.release/pdf/empsit.pdf
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U.S. Unemployment Momentum
U-3 Rate and U-3 12 month Moving Average

Source: © Merk Investments, Bloomberg

Analysis: In a positive surprise, the unemployment rate fell to 13.3%. The spread between the unemployment rate (black) and its 12-month
moving average (grey) has inflected downward (see additional charts section). Another month of decline, confirmed by other labor market
indicators (e.g., ADP report) would be very positive. Chart Framework: I’d get incrementally negative if the spread between the unemployment
rate and its 12m MA widened.
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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) does support the recent decline in the U-3 unemployment from last Friday’s jobs
report. Chart Framework: I’d get incrementally negative on the business cycle outlook if the SF Fed model line inflected back up.
*The SF Fed identified six indicators they believe are predictors of future developments in the unemployment rate: insured unemployment rate,
initial claims, capacity utilization, the jobs gap, the ISM manufacturing index, and private payroll employment growth. The model creates an
average Z-score of these six indicators. For reference see the San Francisco Fed Paper
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U.S. Labor Market Slack
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 – 13.3% current reading),
indicating a large amount of labor market slack. 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 updated with Q1 GDP but is still stale. GDP for Q2 will show the output gap materially wider. That will set the stage for the
economic recovery back to full potential.
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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 -54%. Keep in mind that’s on an annualized basis (i.e., roughly
multiplies the QoQ reading by 4). The Q1 2020 GDP was revised lower to -5.0% (from 4.8% initial reading) (again, that’s an annualized number).
Atlanta Fed GDPNow report: https://www.frbatlanta.org/-/media/documents/cqer/researchcq/gdpnow/RealGDPTrackingSlides.pdf
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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 showed a decline in delinquency rate. For intellectual consistency I’m still showing the 3q vs 6q MA chart, which
shows the 3q MA above the 6q MA (a mathematical quirk of base effects). The last two quarters have shown declines in the delinquency rate
(see additional charts section). Q1 data (which is as of 3/31/2020) wouldn’t yet show delinquencies related to Covid19 shutdown/job loss. Q2
data will come out in late August.
NY Fed Report: https://www.newyorkfed.org/medialibrary/interactives/householdcredit/data/pdf/HHDC_2020Q1.pdf
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U.S. Consumer Confidence
Michigan Consumer Sentiment and Conference Board Consumer Confidence

Source: © Merk Investments, Bloomberg

Analysis: The Conference Board reading (black) is showing a slight uptick from the downwardly revised April number. But both measures are
trending lower. Chart Framework: I’d get incrementally positive if both measures start trending higher on a YoY basis.
Conference Board: https://www.conference-board.org/data/consumerconfidence.cfm
U Mich: http://www.sca.isr.umich.edu
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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.
Fed SLOOS: https://www.federalreserve.gov/data/documents/sloos-042020-fullreport.pdf
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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 declined since its recent peak on March 23rd at 10.88. It’s come down in large part due to various Fed
programs aimed at backstopping credit markets. The spread has remained below its recent high and continues to decline. Chart Framework: I’d
get incrementally negative on the business cycle outlook if the spread moved above its recent high of 10.88.
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U.S. Building Permits
U.S. Building Permits and 12-month Moving Average

Source: © Merk Investments, Bloomberg

Analysis: Building permits fell sharply in April. The Covid19 shutdown may hinder building permits and housing starts for a while longer. 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

Positive

U.S. PMIs

Short/Medium Term

Negative

Global PMIs

Short/Medium Term

Negative

Job Gains

Medium Term

Positive

U-3 v 12m MA

Medium Term

Positive

SF Fed U-3

Medium Term

Positive

Labor Market Slack

Medium/Longer Term

Positive

Output Gap

Medium/Longer Term

Positive

GDP Nowcast

Short Term

Negative

Household Credit

Medium Term

Negative

U.S. Consumer Confidence

Short/Medium Term

Negative

Lending Standards

Medium Term

Negative

High Yield Spread

Short/Medium Term

Positive

U.S. Building Permits

Medium/Longer Term

Negative

Time Horizon

Overall Outlook on Business Cycle

Short Term (<6 months)

Positive with high uncertainty

Medium/Longer Term (6m - 5 years)

Positive with high uncertainty

© Merk Investments LLC
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Conclusion/Thoughts
Covid19 data continues to be encouraging. Even given reopenings and increased testing, daily new confirmed cases continue to
be stable to lower. And Covid daily new deaths are rapidly declining both in New York (the epicenter) and the rest of the country.
The improving underlying health picture along with reopenings should mean the recession is almost over. Deep but short was the
scenario outlined in my April report. And that appears to be playing out. Once the economy stops contracting, we’ll technically be
in the next economic expansion. The recovery phase (to get back to where we were) will likely be much longer than the
contraction phase. And the path of the recovery remains uncertain. We may see a sharp partial snapback in economic activity in
the coming months, followed by a more gradual recovery.
Market-based growth indicators have steadily moved higher off their lows in March and April. Since last month’s report, U.S. 10year yields have risen from 0.66% to 0.90% (steepening the yield curve), oil has risen from $24/barrel to $40/barrel, and copper
has risen from $2.38/pound to $2.57/pound (as of writing). Given how rapidly the situation is evolving it’s difficult for the economic
data to keep up, and market-based growth indicators are an important cross-reference. Also, the U.S. dollar has weakened
substantially over the past month, which would be consistent with a global growth re-acceleration. Looking internationally, the
German IFO and ZEW data suggest Europe’s largest economy is also in the process of coming out of recession.
Last week’s U.S. jobs report was an upside surprise but conflicted with other labor market data. A partial explanation might be
misclassification issues. And data collection itself has been hampered by the lockdowns. I’d like to see confirmation from other
labor market indicators (e.g., the ADP report), and I suspect we will see that in the coming month.
The NBER just announced February 2020 as the peak in the prior expansion and the beginning of the current recession.
Presumably we are currently in the fifth month of recession (Feb-Jun), but the end month won’t be announced until well after the
fact. If the end of the recession turns out to be July (or earlier), it’ll be the shortest recession on record, which goes back to the
1850s. NBER’s business cycle dating committee said in a statement on Monday: “The committee recognizes that the pandemic
and the public health response have resulted in a downturn with different characteristics and dynamics than prior recessions.
Nonetheless, it concluded that the unprecedented magnitude of the decline in employment and production, and its broad reach
across the entire economy, warrants the designation of this episode as a recession, even if it turns out to be briefer than earlier
contractions.”
Nick Reece, CFA

Additional Charts
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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 continues to
slow.
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COVID19 Confirmed New Cases per Day
U.S. Covid19 Confirmed New Cases per day with 7-day Moving Average (black)

Source: © Merk Investments, Johns Hopkins, Bloomberg

Analysis: The 7-day average (black) peaked in early April. New York has been the epicenter, and the data there is showing a much-improved
trend.
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COVID19 Deaths per Day
U.S. Covid19 deaths per day with 7-day Moving Average (black)

Source: © Merk Investments, Johns Hopkins, Bloomberg

Analysis: The peak 7-day average was 2,200 on April 18th. The current 7-day average is below 1,000 Covid19 deaths per day. New York has
been the epicenter, and the data there is showing a much-improved trend.
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U.S. Tests Per Day and Positives Per Day
U.S. Covid19 tests per day (grey) and positives per day (black) – in thousands

Source: © Merk Investments, Covidtracking.com, Bloomberg

Analysis: Even with increased testing, reopenings, and reduced social distancing generally, the number of new positives is below the April highs.
Source: https://covidtracking.com
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Restaurants
OpenTable Seated Diners in U.S. YoY

Source: © Merk Investments, OpenTable, Bloomberg

Analysis: OpenTable is a popular app that lets you book dinner reservations. The above chart show the YoY % change in seated diners
(meaning people actually sitting at tables). It declined 100% from Feb to March. And is now slowly coming back. This will be a good real-time
monitor of one of the hardest hit parts of the economy.
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Air Travel
Thousands of U.S. Airport travels per day

Source: © Merk Investments, TSA, Bloomberg

Analysis: This chart shows TSA traveler throughput at airports. It went from 2.3 million per day in early March down to 88 thousand in mid-April.
Air travel is slowly coming back, up to 392 thousand daily travelers as of the latest data point.
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NYC Subway Rides
Daily MTA Turnstile Entries in Manhattan

Source: © Merk Investments, Johns Hopkins, Bloomberg

Analysis: This chart shows daily MTA turnstile entries in Manhattan, a real-time metric for one of the hardest hit parts of the country. It went from
a 7-day average of 2.5 million riders in late February to only 79 thousand at the low in mid-April. This has increased to 243 thousand in the past
two months. (Separately, it's interesting to note the summer vacation, Thanksgiving, and Christmas dips.)
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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 and recently hit a new multi-month low.
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New York State Total Hospitalizations
From Governor Cuomo Press Conference Slides

Source: NY Gov. Cuomo Press Conf.

Analysis: Testing has increased and the percent of positives has declined dramatically,
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Mobility Trends
Apple Mobility Trends for the U.S. (based on Apple Maps directions requests)

Source: Apple

Analysis: Nationwide mobility data shows driving and walking activity have returned to pre-Covid levels, with transit activity only slightly up 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 PriceStats data showed an initial wave of deflation, but that has
recently turned back up aggressively.
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U.S. Oil Production
U.S. Oil Production (million barrels per day)

Source: © Merk Investments, Bloomberg

Analysis: Lower oil prices have reduced U.S. production, but only relatively modestly so far (from 13 million to 11.2 million bpd). And there are
news reports of operations coming back online with the current higher oil prices.
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Jobless Claims
Initial (grey) and Continuing (black) Jobless Claims (in thousands)

Source: © Merk Investments, Bloomberg

Analysis: Continuing claims appear to have stabilized and initial claims continue to decline (adding fewer and fewer to the continuing claims
numbers). Continuing claims have generally been better than the cumulative initial claims would suggest, which may mean labor market
dynamism is better than expected. Btw, the trend lower in initial claims is confirmed by Google Trends data on searches for “unemployment
insurance.”
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ECRI Weekly LEI
Economic Cycles Research Institute’s Weekly U.S. Leading Index

Source: © Merk Investments, ECRI, Bloomberg

Analysis: ECRI’s weekly U.S. leading index bottomed on March 29th and has been moving sharply higher since. In the GCF this bottomed on
March 8th, 2009. There were fears of a “double dip recession” in 2010 and 2011, and indeed there were slowdowns within the ongoing economic
recovery, but the expansion continued for the decade.
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Anatomy of a Cycle
Recession, Recovery/Expansion
Recession ends when
contraction stops

Recovery phase ends once
economy gets back to where it was

Recession

Expansion
Recovery Phase of Expansion

Source: © Merk Investments, Bloomberg

Analysis: This chart zooms in on my economic index from 2006 to 2015, with the NBER official recession band from December 2007 to June
2009. The recession lasted 19 months. The recovery phase (to get back to where the economy was in December 2007) took about 44 months.
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Unemployment Momentum
U-3 Unemployment minus it 12-month Moving Average

Source: © Merk Investments, Bloomberg

Analysis: This chart relates to the Unemployment Momentum chart in the first section. When the spread between the U-3 unemployment rate and
its moving average (in this case I’m using a 10-month moving average), that may be a sign that the recession is about to be over.
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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 have trended higher over the past month. Recently the 10yr yield has moved higher to catch up with
other growth indicators. The daily closing low for the U.S. 10yr yield was 0.54% back in March. Copper prices bottomed in late March. And oil
prices bottomed in late April.

U.S. BUSINESS CYCLE REPORT - JUN 2020

OECD Leading Indicators
12-month Rate of Change of the 3-month Moving Average for the U.S., China, Japan, and Germany

Source: © Merk Investments, Bloomberg

Analysis: Recently the OECD has begun publishing its country LEIs on a timelier basis. Japan was already in recession pre-covid. I’d expect to
see broad-based signs of bottoming and recovery when the May data comes out (at least for China, the U.S. and Germany).
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OECD Leading Indicators
12-month Rate of Change of the 3-month Moving Average for the U.S., China, Japan, and Germany

Source: © Merk Investments, Bloomberg

Analysis: This chart shows that the delinquency rate has improved over the last two quarters of data (Q4 2019 and Q1 2020). The improvement
in Q1 in the face of the beginning of Covid19 layoffs is due to the fact that delinquencies won't show up until 30 days after missed payments, so
3/31/2020 wouldn’t capture effects of Covid19 job losses.
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German IFO
German IFO Survey: Current Assessment (black) and Business Expectations (grey)

Source: © Merk Investments, Bloomberg

Analysis: IFO is a highly-regarded early indicator of economic developments in Germany published on a monthly basis. The IFO is based on approx. 9,000
monthly responses from businesses in manufacturing, service sector, trade, and construction. Companies are asked to give their assessments of the current
situation and their expectations for the next six months. They can describe their current situation as “good,” “satisfactory,” or “poor” and their business
expectations for the next six months as “more favorable,” “unchanged,” or "less favorable.” The value of the Current Assessment is the difference in the
percentage shares of the responses “good” and “poor”; the value of Business Expectations is the difference in the percentage shares of the responses “more
favorable” and “less favorable.”
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Business Expectations

German IFO Business Cycle Clock

Upturn

Expansion

Current Assessment

March 2009

Recession

Downturn

Source: © Merk Investments, IFO

Analysis: This is graphed as a quadrant chart, using the same data as the previous chart. It shows the progress from recession, to upturn, to expansion, to
downturn. Business expectations tend to start to improve before the current assessment improves. The upturn phase occurs when business expectations are
positive and the current assessment is still negative. The expansion phase occurs when both expectations and current assessment are positive. The downturn
phase occurs when expectations go negative while current assessment remains positive. And the recession phase is when both are negative.
For reference: https://www.ifo.de/sites/default/files/secure/umfragen-gsk/ku-202005/ku-2020-05-pm-geschaeftsklima-EN.pdf
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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: Biden remains the presumptive nominee, with about a 90% 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 by a wide margin 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: 44% vs 10%.
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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 now more strongly favored to win the White House, with a 55% 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 and 12-month Moving Average

Source: © Merk Investments, Bloomberg

Analysis: Job cuts spiked but have since come down sharply, although still elevated. It would be good to see the 12-month MA
(black) inflect down.
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U.S. Yield Curve Steepness
(10yr yield – 3m yield)

Source: © Merk Investments, Bloomberg

Analysis: The yield curve has bear steepened, meaning the long-end (grey) has gone up. This is positive for the growth outlook.
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U.S. Yield Curve Shift
U.S. Treasury Yield Curve: from 1 month to 30 years

Source: © Merk Investments, Bloomberg

Analysis: Since September 1st 2019 (the low point of yield curve inversion from last year), the yield curve has shifted from an inverted shape
(grey) to a more normal shape (black), but the entire curve has shifted lower.
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U.S. Yield Curve Shift
U.S. Treasury Yield Curve: from 1 month to 30 years

Source: © Merk Investments, Bloomberg

Analysis: Since last month’s report (in early May), the yield curve has steepened and shifted higher. This has been a “bear steepener,” i.e., a
steepening with rates rising. “Bear steepeners” are so-called because bond prices fall (yields rise)- this is typically a bullish sign for economic
growth.
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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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Global Services PMIs
Largest twelve global economies’ Services PMIs (Purchasing Managers Index)

Source: © Merk Investments, Bloomberg

Analysis: Services PMIs were up across the board for May. China is back above 50, suggesting an expanding services sector (albeit based on a
previously depressed level).
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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 shows a modest rebound for May.
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German PMI and Auto Stocks
JP Morgan Global PMI Index (Purchasing Managers Index)

Source: © Merk Investments, Bloomberg

Analysis: The global auto index has been outperforming the S&P 500 since March and preceded an uptick in German Mfg. PMI.
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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: U.S. car sales plunged in April, but rebounded strongly in May, albeit still well below the levels of last year.
This number includes so-called light trucks (pick-up trucks, SUVs etc.)
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Global Trade
Global Trade Volume (black) and KOSPI Index (grey) (3-month lead)

Source: © Merk Investments, Bloomberg

Analysis: the South Korean stock market index (KOSPI) seems to be a good leading indicator of global trade, and suggests a rebound in trade in
the coming months.
*On this chart the grey series is shifted forward on the horizontal axis to show the potential fit as a leading indicator*
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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. But we’re seeing signs of a turnaround in the Johnson Redbook numbers which
come out weekly. 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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