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Summary
Reopening is accelerating the pace of recovery. Vaccinations are proceeding at over 3 million per day, with over 180 million
cumulative jabs so far. The U.S. vaccination ramp-up seems to be mostly outpacing the spread of new variants/the European third
wave. And mobility data like daily air travelers and dinner reservations have picked-up noticeably.
The March jobs report showed a net gain of 916,000 jobs (better than consensus expectations). Cumulatively, the recovery has
brought back 14 million of the initial 22 million jobs lost to the pandemic/lockdowns. Job gains in March were broad based—led by
leisure & hospitality, education, and construction. I expect continued strong reports in the months ahead. The unemployment rate
fell to 6.0%. In my view, the more important data point to follow is the prime-age labor force participation rate (percent of the
population 25-54 working or actively looking for work). The prime-age participation rate is currently 81.3%, up from the April 2020
low of 79.8% but below the pre-pandemic level of 83.0% (Jan 2020).
Global economic momentum as measured by manufacturing PMIs increased over the past month. The world’s twelve largest
economies all have readings above 50 (i.e., in expansion). The average reading moved up to 57.4, from 55.9 last month. Looking
at aggregate U.S. indicators, the Conference Board’s leading economic indicators (LEI) index further increased in February (for
the tenth consecutive month). The increase was supported by broad based contribution from the various sub-indicators and the
move higher continues to be confirmed by the OECD U.S. leading index.
Atlanta Fed’s GDPNow indicator suggests Q1 growth was probably around 6% annualized. And consensus projections are
forecasting that the U.S. economy will grow by 6.2% this year and 4% next year (well above the 2010-2019 expansion average of
2.3%).
Ongoing fiscal relief in the form of unemployment benefits could, in some cases, delay returns to the labor force and therefore
delay reduction in labor market slack. There are a number of cross-currents so it’s a matter of following the data as it comes out.
Attention is now turning to the proposed infrastructure plan.
The purpose of the business cycle report isn’t so much about forecasting, it’s about trying to understand where we are currently.
And I think the data picture is clear: we are in the recovery phase of a new economic expansion.
Nick Reece, CFA
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Coincident Economic Index
Conference Board’s Coincident Economic Index (black) and NBER recessions
“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)
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Analysis: The initial late-Spring 2020 snapback in the economy post-lockdown was bound to naturally slow—that was further slowed by the
second wave of lockdowns. The recovery will likely start to reaccelerate now that we are in the mass vaccination phase of the recovery. The
Bloomberg ®
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Conference
Board’s
Coincident Economic Index aggregates payrolls, industrial production, personal income, and manufacturing sales. It does9a
good job of indicating recession end points, i.e., when the index inflects upward after a multi-month decline. The index turned up in May. In
hindsight, NBER’s official recession could be just Feb, March, and April. The end month of the recession has not been announced yet. NBER:
https://www.nber.org/cycles.html
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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

This report may not be modified or altered in any way. The BLOOMBERG PROFESSIONAL service and BLOOMBERG Data are owned and distributed locally by Bloomberg Finance LP (“BFLP”) and its subsidiaries in all jurisdictions other than Argentina, Bermuda, China, India, Japan and Korea (the (“BFLP
Countries”). BFLP is a wholly-owned subsidiary of Bloomberg LP (“BLP”). BLP provides BFLP with all the global marketing and operational support and service for the Services and distributes the Services either directly or through a non-BFLP subsidiary in the BLP Countries. BFLP, BLP and their affiliates
do not provide investment advice, and nothing herein shall constitute an offer of financial instruments by BFLP, BLP or their affiliates.

Analysis: The LEI index further increased in February (for the tenth consecutive month). The move higher is broad based and continues to be confirmed
by the OECD U.S. leading index. As previously noted, the 2020 Covid-induced recession is the first time the LEIs failed to signal an imminent recession
Bloomberg
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08:22:08 for the February 2020 LEIs). That speaks to the sudden exogenous shock nature of the Covid19 pandemic/shutdown.
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(given
the® positive
picture
Framework: I’d get negative if the YoY rate of change moved lower again.
Conference Board LEI release: https://www.conference-board.org/pdf_free/press/US%20LEI%20-%20Tech%20Notes%20MARCH%202021.pdf
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U.S. Yield Curve Steepness
(10yr yield – 3mo yield)
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Analysis: The yield curve steepened further over the past month (a positive sign for the growth outlook). Prior to the recession, 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 briefly in Q1 2020. 10yr-3m inversion
has
historically04/07/2021
been 08:22:08
a strong recession indicator (with recessions historically starting 6-18 months after initial inversion). In hindsight, this may be one
Bloomberg ®
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of the only leading indicators that “predicted” the 2020 recession. Chart Framework: I’d get incrementally negative on this picture if the yield curve
inverted. It’s worth noting that the short-end is likely to remain near zero for some time as the Fed has committed to keeping rates low and has adopted
an average inflation targeting regime.

Chart - 4/7/2021
NAPMPMI Index (ISM Manufacturing PMI SA)
NAPMNMI Index (ISM Services PMI)
USRINDEX Index (U.S. Recession Indicator...

U.S. BUSINESS CYCLE REPORT-APR 2021

U.S. PMIs
Manufacturing and Non-manufacturing (aka Services) PMIs (Purchasing Managers Index)
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Analysis: U.S. Manufacturing PMI increased in March. And both manufacturing and services PMIs remain now above 60 (extremely high levels
historically).
Bloomberg ®
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PMI
is a diffusion
index, meaning it’s a cross-sectional way to analyze incremental changes among various time-series. 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 negative on the business cycle outlook if the manufacturing PMI moved back below 50.
ISM Report: https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/pmi/march
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Global Manufacturing PMIs
Largest twelve global economies’ Manufacturing PMIs (Purchasing Managers Index)

Source: © Merk Investments, Bloomberg

This report may not be modified or altered in any way. The BLOOMBERG PROFESSIONAL service and BLOOMBERG Data are owned and distributed locally by Bloomberg Finance LP (“BFLP”) and its subsidiaries in all jurisdictions other than Argentina, Bermuda, China, India, Japan and Korea (the (“BFLP
Countries”). BFLP is a wholly-owned subsidiary of Bloomberg LP (“BLP”). BLP provides BFLP with all the global marketing and operational support and service for the Services and distributes the Services either directly or through a non-BFLP subsidiary in the BLP Countries. BFLP, BLP and their affiliates
do not provide investment advice, and nothing herein shall constitute an offer of financial instruments by BFLP, BLP or their affiliates.

Analysis: Global economic momentum as measured by manufacturing PMIs increased over the past month. All twelve readings are above 50
(with
an average
of 57.4,
up from an average of 55.9 last month). Given my framework, I’m currently positive on this picture. Chart Framework: 14
I’d
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get negative on this picture if a majority of Mfg PMIs move below 50.
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Job Gains
The Net Monthly Change in Non-farm Payrolls (grey) with 3-month Moving Average (black)
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Analysis: The Feb jobs report showed a net job gain of 916k. That was higher than consensus expectations, and generally a strong number.
Framework:
get incrementally
negative on this picture if the 3-month moving average fell below -150k (the 3-month average fell below zero
Bloomberg ® I’d 04/07/2021
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coming out of the early 2000s recession and the GFC recession).
Latest Jobs Report: https://www.bls.gov/news.release/empsit.nr0.htm
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U.S. Unemployment Momentum
U-3 Rate and U-3 12-month Moving Average
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Analysis: The unemployment rate fell to 6.0% (the labor force participation rate increased slightly). Chart Framework: I’d get incrementally
negative
unemployment
rate moved above its 12-month moving average.
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San Francisco Fed Leading Unemployment Rate (U-3) Model
Replica of San Francisco Fed Model* (grey) and U-3 Unemployment Rate (black)
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Analysis: The SF Fed unemployment rate model (grey line) has moved higher in recent months. I’m neutral/negative on this framework. Chart Framework: I’d
get incrementally positive on the business cycle outlook if the SF Fed model line starts trending lower again.
Bloomberg ®
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*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
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Analysis: The estimated natural rate of unemployment is well below the current unemployment rate (4.5% estimate – 6.0% current reading),
indicating a large amount of labor market slack. In other words, it will likely take a while before the economy is “running hot” again. I’m currently
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positive
on this
chart. Chart Framework: I’d get incrementally negative on the outlook medium/longer term above zero.
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U.S. GDP Output Gap
Actual GDP minus Potential GDP (CBO est.)
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Analysis: The sharp Covid contraction has created a large output gap. This may lead to a long economic recovery/expansion back to full
potential.
large fiscal
Bloomberg ®But 04/07/2021
08:22:08stimulus could close this gap sooner rather than later. Chart Framework: I’d get incrementally negative on the outlook
24
medium/longer term with the output gap positive (i.e., above zero).
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Atlanta Fed GDPNow GDP Forecast
GDPNow Forecast and the official QoQ SAAR from BEA
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Source: © Merk Investments, Bloomberg

Analysis: The Q1 2021 GDP forecast is currently around +6%. Chart framework: I’d get incrementally negative on the outlook if the forecast falls
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below
zero.®
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)
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Analysis: The Q4 2020 data again showed a decline in delinquency rate. The recent data has been counterintuitively skewed: “Aggregate
delinquency rates continued to decline in the fourth quarter, continuing what was seen in the second and third, reflecting an uptake in
Bloomberg ®
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forbearances
(provided by both the CARES Act and voluntarily offered by lenders), which protect borrowers’ credit records from the reporting20of
skipped or deferred payments. Note that accounts in forbearance might be categorized as delinquent on the lender’s book, but typically as
current on the credit reports.” – NY Fed Report.
NY Fed Report: https://www.newyorkfed.org/medialibrary/interactives/householdcredit/data/pdf/HHDC_2020Q4.pdf
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U.S. Consumer Confidence
Michigan Consumer Sentiment and Conference Board Consumer Confidence
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Analysis: Consumer confidence readings increased last month—confidence appears to be slowly improving. Confidence readings are making
Bloomberg
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higher
highs
and
higher
lows. Chart Framework: I’d get incrementally negative if both measures start trending lower 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
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Analysis: Data from the Fed’s Senior Loan Officer Opinion Survey suggest bank lending standards have eased on a relative basis over the three
months ending January 31st. This picture has switched from negative to positive given the recent relative easing. Chart Framework: I’d get
Bloomberg ®
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incrementally
negative
on the business cycle outlook if the percent of respondents reporting tightening lending standards starts increasing again.
It’s worth noting that this data only comes out quarterly.
Fed SLOOS: https://www.federalreserve.gov/data/documents/sloos-202101-fullreport.pdf
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High Yield Spread
U.S. High Yield Spread with Trend Line

Source: © Merk Investments, Bloomberg
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Analysis: The high yield credit spread has declined sharply since its 2020 peak (on March 23rd at 10.88). It has come down in large part due to
various
Fed programs
aimed at backstopping credit markets. The spread has remained well below its March 2020 high. Chart Framework: I’d get
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incrementally negative on the business cycle outlook if the spread moved back above 5.
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U.S. Building Permits
U.S. Building Permits and 12-month Moving Average (thousands)

Source: © Merk Investments, Bloomberg
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Analysis: Monthly building permits have bounced back strongly in recent months, moving back above the 12-month moving average and recently
reaching multi-year highs. Framework: I would get negative if building permits moved back below the 12-month moving average.
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Checklist
Chart

Time Horizon

Per Framework Outlook on Business Cycle

LEIs

Short/Medium Term

Positive

Yield Curve

Medium Term

Positive

U.S. PMIs

Short/Medium Term

Positive

Global PMIs

Short/Medium Term

Positive

Job Gains

Medium Term

Positive

U-3 v 12m MA

Medium Term

Positive

SF Fed U-3

Medium Term

Neutral/Negative

Labor Market Slack

Medium/Longer Term

Positive

Output Gap

Medium/Longer Term

Positive

GDP Nowcast

Short Term

Positive

Household Credit

Medium Term

Neutral/Positive

U.S. Consumer Confidence

Short/Medium Term

Positive

Lending Standards

Medium Term

Positive

High Yield Spread

Short/Medium Term

Positive

U.S. Building Permits

Medium/Longer Term

Positive

Time Horizon

Overall Outlook on Business Cycle

Short Term (<6 months)

Positive with low uncertainty

Medium/Longer Term (6m - 5 years)

Positive with low uncertainty
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U.S. COVID19 Vaccinations
U.S. Covid19 Vaccine Doses Administered per day (grey) and 7-day Moving Average (black) and Cumulative Doses Administered (red)

Source: © Merk Investments, Bloomberg

Analysis: U.S. vaccinations are now running at rate of over 3 million per day and rising. Cumulative jabs will soon pass 200 million. 28% of
Americans are fully vaccinated now.
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U.S. 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: Nationwide new confirmed cases have risen slightly in recent weeks.
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COVID19 Confirmed New Cases per Day: US and EU
Covid19 Confirmed New Cases per day with 7-day Moving Average in US (black) and EU (grey)

Source: © Merk Investments, Johns Hopkins, Bloomberg

Analysis: So far, the U.S. vaccination ramp-up seems to be mostly outpacing the spread of new variants/the European third wave. Much of
Europe has initiated new widespread lockdowns.
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U.S. COVID19 Deaths per Day
U.S. Covid19 deaths per day with 7-day Moving Average (black)

Source: © Merk Investments, Johns Hopkins, Bloomberg

Analysis: Nationwide daily deaths have leveled off recently, but remain about 70% below the January peak.

U.S. BUSINESS CYCLE REPORT-APR 2021

U.S. COVID19 Hospitalization
U.S. Covid19 Hospitalization as a percent of ICU Capacity

Source: © Merk Investments, Bloomberg

Analysis: Hospitalization rate has leveled off slightly above last summer’s lows.
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Mobility Tracker
US Mobility Tracker (from Dallas Fed)

Source: © Merk Investments, Bloomberg
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Analysis: The Dallas Fed mobility tracker suggests mobility is still about 30% below pre-Covid levels. But it’s been trending up recently.
Bloomberg ®
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Restaurants
OpenTable Seated Diners in U.S. Percent Above/Below Same Day in 2019

Source: © Merk Investments, OpenTable, Bloomberg
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Analysis: The above chart show the percentage change in seated diners (meaning people actually sitting at tables) from the same day in 2019
(the baseline year (pre-Covid)). It declined 100% in March 2020 (the onset of the pandemic/lockdowns). And has recently been showing
Bloomberg ®
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improvement.
Currently,
it is only 17% below 2019 levels.
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Air Travel
Thousands of U.S. Airport travels per day

Source: © Merk Investments, TSA, Bloomberg
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Analysis: This chart shows TSA traveler throughput at airports. It went from 2.3 million per day in early March down to 88 thousand at the low in
mid-April.
Bloomberg ®
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Jobs Recovery (now vs Great Recession)
Millions of jobs relative to the pre-recession peak: Covid Recession (black) Great Recession (grey)

Source: © Merk Investments, Bloomberg
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Analysis: The March jobs report showed a net gain of 910,000 jobs (better than consensus expectations). Cumulatively, the recovery has brought
backBloomberg
14 million
of
the initial 22 million jobs lost to the pandemic/lockdowns.
®
04/07/2021 08:43:08
2

Chart - 4/7/2021
PRUSQNTS Index (US Labor Force Participa...
USRINDEX Index (U.S. Recession Indicator...

U.S. BUSINESS CYCLE REPORT-APR 2021

Prime-Age Labor Force Participation Rate
Percent of Population 25-54 Working or Actively Looking for Work

Source: © Merk Investments, Bloomberg

This report may not be modified or altered in any way. The BLOOMBERG PROFESSIONAL service and BLOOMBERG Data are owned and distributed locally by Bloomberg Finance LP (“BFLP”) and its subsidiaries in all jurisdictions other than Argentina, Bermuda, China, India, Japan and Korea (the (“BFLP
Countries”). BFLP is a wholly-owned subsidiary of Bloomberg LP (“BLP”). BLP provides BFLP with all the global marketing and operational support and service for the Services and distributes the Services either directly or through a non-BFLP subsidiary in the BLP Countries. BFLP, BLP and their affiliates
do not provide investment advice, and nothing herein shall constitute an offer of financial instruments by BFLP, BLP or their affiliates.

Analysis: The prime-age labor force participation rate measures the percent of the population 25-54 that is either working or actively looking for
work.Bloomberg
The prime-age
participation rate is currently 81.3%, up from the April 2020 low of 79.8% but below the pre-pandemic level of 83.0% (Jan
®
04/07/2021 08:45:08
28
2020).
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GDP by Country
2019 Annual GDP (USD Trillions) for the US, China, Japan, Germany, UK, and India

Source: © Merk Investments, Bloomberg
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Analysis: Taking a step back and putting things into a global context, the U.S. is the largest economy in the world, accounting for about 25% of global
GDP.Bloomberg
China®is the
second largest economy, and at recent average growth rates might grow larger than the U.S. by 2030. India has recently grown to35be
04/07/2021 08:33:08
bigger than the UK. Japan and Germany remain the 3rd and 4th largest, respectively. Generally speaking, if the U.S. has a recession it becomes a global
recession, if another country has a recession it doesn't necessarily affect the U.S. It’s worth noting that, in the late 1980s, the fall of the Soviet Union
and the bursting of the bubble in Japan’s housing and stock market did not derail the U.S. economy or stock market. For reference, in 1989, it’s
estimated that the Soviet Union was about half the GDP of the U.S. (with a slightly larger population).
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Population by Country
Population (in millions) for the US, China, Japan, Germany, UK, and India with UN projections

Source: © Merk Investments, U.N., Bloomberg
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Analysis: In terms of population, India is about to overtake China as the largest. Long term, the U.S. has arguably the most favorable
demographics.
According
to the World Fact Book, the U.S. is the third largest by area (behind Russia and Canada) and is currently the third most
Bloomberg ®
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populous country (behind China and India).
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China Growth Outlook
China Projected GDP growth for 2021 and 2022

Source: © Merk Investments, U.N., Bloomberg
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Analysis: China is expected to grow 8.5% this year and 5.5% next year.
Bloomberg ®
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Growth Indicators
Oil Price (Generic 3rd month futures), Copper price, and US 10yr Yield

Source: © Merk Investments, Bloomberg
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Analysis: The trend higher in market-based growth indicators has moderated somewhat over the past month.
Bloomberg ®
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Global Services PMIs
Largest twelve global economies’ Services PMIs (Purchasing Managers Index)

Source: © Merk Investments, Bloomberg
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Analysis: Services PMIs were mixed but mostly stronger in March. There is continued dampening from ongoing lockdown measures. This should
Bloomberg
®
04/07/2021 08:36:08 as global vaccination ramps up in the months ahead.
10
improve
more
meaningfully
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Global Manufacturing PMI
JP Morgan Global PMI Index (Purchasing Managers Index)

Source: © Merk Investments, Bloomberg
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Analysis: The global manufacturing PMI index ticked higher last month and remains well above 50 (i.e., in expansionary territory).
Bloomberg ®
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Capacity Utilization
Capacity Utilization Rate and Recessions

Source: © Merk Investments, Bloomberg
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Analysis: Capacity utilization tends to bottom when recessions end. In other words, when capacity utilization turns back up, that’s usually a good
indicator that the recession is over. It seems that exhaustion of labor market slack always happens before exhaustion of slack in fixed capacity
®
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25
and Bloomberg
that caps
capacity
utilization from rising further in the late stages of economic expansions. That might be main reason it appears that
capacity utilization has been trending lower of the last several decades.
Fed paper on secular decline in capacity utilization rates:
https://www.federalreserve.gov/econres/notes/feds-notes/some-characteristics-of-the-decline-in-manufacturing-capacity-utilization-20180301.htm
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Industrial Production
U.S. Industrial Production YoY and Recessions

Source: © Merk Investments, Bloomberg
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Analysis: Industrial production has recently pulled back, after a sharp move higher off of its April 2020 lows.
Bloomberg ®
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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
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Analysis: U.S. car sales plunged in April 2020 but have rebounded strongly since.
This number includes cars and so-called light trucks (pick-up trucks, SUVs etc.)
Bloomberg ®
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Global Trade
Global Trade Volume (black) and KOSPI Index (grey) (3-month lead)

Source: © Merk Investments, Bloomberg
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Analysis: the South Korean stock market index (KOSPI) seems to be a good leading indicator of global trade, and indeed preceded the recovery
in world trade that we now see.
Bloomberg ®
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*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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Total Retail Sales
Total $ Monthly U.S. Retail Sales (black)
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Analysis: Retail sales are well above 2019 levels: specially, Feb 2021 retail sales are 11% above Feb 2019 levels.
Bloomberg ®
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U.S. Monthly Employee Income + Government Benefits
Total Income + Benefits (black) and Recession (blue bands)

Source: © Merk Investments, Bloomberg
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Analysis: Policy relief had arguably overcompensated for the loss of income (in the aggregate). The nature of the support up to this point has
likely had a large fiscal multiplier, given that it’s been targeted at lower income households where the stimulus money is immediately spent in the
Bloomberg ®
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economy The fine line that fiscal policy makers need to walk is bridging the gap to the other side of this pandemic (which isn’t over) and at the
same time not disincentivizing workers from returning to work where possible.
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Realtime Inflation
StateStreet’s PriceStats US Consumer Price Index

Analysis: Real time prices according to PriceStats continue to move higher. The current index level is 3.9% above the April 2020 trough. This
sets up a high YoY rate of inflation for the April reading (due to base effects). April YoY CPI reading, which comes out in early May, could be over
3%, and maybe even as high as 4%.
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Leading Indexes
The OECD US Leading Index and the Conference Board US LEI Index

Source: © Merk Investments, Bloomberg
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Analysis: Both the OECD and the Conference Board leadings indexes continue to move higher.
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Global Leading Indexes
The OECD Leading Indexes for the US, China, Japan, and Germany

Source: © Merk Investments, Bloomberg
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Analysis: Leading indicators are moving higher for the world’s largest economies. We are in the middle of a synchronized global growth recovery.
Bloomberg ®
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Jobless Claims
Initial (grey) and Continuing (black) Jobless Claims (in thousands)
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Analysis: Continuing and initial claims continue to decline gradually, but remain at elevated levels.
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Continuing Jobless Claims
Continuing Jobless Claims Including Pandemic Programs (in thousands)
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Analysis: Total continuing claims, including all pandemic related programs, have been relatively stable of the past few months.
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US Job Openings and WeWork Bond Price
JOLTS Job Openings (black) and WeWork 2025 bond price (grey)
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Analysis: Here I’m using WeWork bond prices as a proxy for capital available to start-ups. Start-up growth and willingness for venture capital
backed companies to hire and grow seems to have a relationship to job openings. I initially created this chart in 2019 after talking to someone
Bloomberg ®
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who mentioned that their company (not WeWork) was on a hiring freeze due to the problems at WeWork (given that their company was also
backed by SoftBank).
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German IFO
German IFO Survey: Current Assessment (black) and Business Expectations (grey)

Source: © Merk Investments, Bloomberg
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Analysis: The current levels are similar to those of June 2010. 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
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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

June 2010,
March 2021

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.
German IFO report: https://www.ifo.de/sites/default/files/secure/umfragen-gsk/ku-202103/ku-2021-03-pm-geschaeftsklima-EN.pdf

Chart - 4/7/2021
.USOIL1 S 91291395 Index (US monthly oil...
DOETCRUD Index (United States DOE Crude ...

U.S. BUSINESS CYCLE REPORT-APR 2021

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

U.S. shale
revolution/boom

Source: © Merk Investments, Bloomberg
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Analysis: U.S. oil production has bounced back somewhat from its Covid-related decline. Because of shale, the U.S. has once again become the
largest oil producer in the world. Shale production combines two relatively new technologies: horizonal drilling and hydraulic fracturing (fracking).
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The U.S. is the only country in the world in which landowners own the mineral rights under their land (as opposed to the government).
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U.S. Household Savings Rate
U.S. Personal Savings as a Percent of Disposable Income (12-month Moving Average)

Source: © Merk Investments, Bloomberg
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Analysis: Household’s have been one of the primary beneficiaries of government deficits. The U.S. savings rate is the highest it’s been as far as
the data goes back (to 1959).
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Sectoral Balances
US Business (grey), Households (blue), State and Local Govt (green), and Foreign (red) Net Savings and Federal Government Deficits (black)

Source: © Merk Investments, Bloomberg
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Analysis: This shows net savings for US Business (grey), Households (blue), State and Local Govt (green), and the rest of the world (red), along with Federal
Government Deficits (black).
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The Federal Government’s Deficits are Everyone Else’s Surpluses
US Business, Household, State and Local Govt, and Foreign Net Savings (black) and Federal Government Deficits (red)

Source: © Merk Investments, Bloomberg

This report may not be modified or altered in any way. The BLOOMBERG PROFESSIONAL service and BLOOMBERG Data are owned and distributed locally by Bloomberg Finance LP (“BFLP”) and its subsidiaries in all jurisdictions other than Argentina, Bermuda, China, India, Japan and Korea (the (“BFLP
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Analysis: This is an aggregation of the previous chart. In general, government deficits end up as surpluses in the private sector. It's an accounting identity that if
U.S. businesses and households want to save dollars (i.e., run net surpluses), the Federal govt needs to run a deficit, and it needs to be bigger than the current
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account
deficit
(dollars
flow to the rest of the world). State and Local Govts aim to run balanced budgets. Households and businesses aim to run surpluses.
And foreigners tend to want U.S. dollars for private savings and official FX reserves (i.e., they also aim to run surpluses).
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Fiscal Policy and Recessions
U.S. Government Budget Balance as a % of GDP and Recessions

Source: © Merk Investments, Bloomberg
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Analysis: Past recessions had been preceded by tighter fiscal policy than we had coming into the 2020 Covid pandemic/shock recession. Fiscal
policy now is extremely expansionary. In the same way that the GFC ushered in a new standard for monetary policy (aggressive QE), Covid may
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08:31:08standard for fiscal policy (aggressive deficit spending/fiscal relief). The above chart illustrates a trend of lower lows25in
have
ushered
in a new
terms of how deep the budget deficit gets in recessions. Expansions may be getting longer, and recessions getting shorter. All four of the
expansions since the early 1980s are among the top six longest in the thirty-four expansions recorded by the NBER since 1854.
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Fiscal Policy, Monetary Policy, and Recessions
U.S. Government Budget Balance as a % of GDP, The Fed Funds Rate, and Recessions

Source: © Merk Investments, Bloomberg

This report may not be modified or altered in any way. The BLOOMBERG PROFESSIONAL service and BLOOMBERG Data are owned and distributed locally by Bloomberg Finance LP (“BFLP”) and its subsidiaries in all jurisdictions other than Argentina, Bermuda, China, India, Japan and Korea (the (“BFLP
Countries”). BFLP is a wholly-owned subsidiary of Bloomberg LP (“BLP”). BLP provides BFLP with all the global marketing and operational support and service for the Services and distributes the Services either directly or through a non-BFLP subsidiary in the BLP Countries. BFLP, BLP and their affiliates
do not provide investment advice, and nothing herein shall constitute an offer of financial instruments by BFLP, BLP or their affiliates.

Analysis: Prior to the Covid recession, past recessions had been preceded by tightening fiscal policy and tightening monetary policy. We did not
have tightening fiscal policy coming into the Covid recession.
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U.S. Household Leverage
U.S. Household Debt as a Percent of Net Assets

Source: © Merk Investments, Bloomberg
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Analysis: Households haven’t been this de-levered since the early 1980s. Leverage reached a peak in 2009, at 24%, in the aftermath of the
leveraged housing bubble bust. The deleveraging is one reason why growth in the 2010s expansion could be described as secular stagnation.
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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 for educational
and informational purposes. Some believe predicting recessions is either impossible or very
difficult. The information provided does not constitute legal, financial or tax advice. You should obtain advice specific to
your circumstances from your own legal, financial and tax advisors. Past performance is no guarantee of future results.
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