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Summary
All key business cycle indicators are consistent with an ongoing economic recovery.
On the Covid front, over 64% of American adults have received at least one vaccine dose. The hospitalization rate is down by
more than 80% from the January high—and new confirmed cases are down by 95%. Anecdotally, in New York City, mask
requirements at local establishments continue to be dropped.
The May jobs report was a little weaker than expected. Notably, the labor force participation rate declined. But encouragingly, the
San Francisco Fed leading unemployment rate model has improved (p10). Total continuing jobless claims (which include
pandemic-specific programs) are making post-pandemic lows (p39), suggesting we’re moving towards a supply-side led recovery
in the real economy.
The Conference Board’s leading economic indicators (LEI) index accelerated higher again in April and made a new all-time high
(p53). To put that into context, the LEI index has regained new highs after 22 months, whereas it took 137 months to regain new
highs coming out of the Great Recession (i.e., less than 2 years vs. more than 10 years).
Stepping back to comment on the current inflation debate, I think the burden of proof falls on the side that suggests there’s a major
long-term shift towards materially higher trend inflation. In other words, my base case view is along the lines of the disinflationary
status quo pre-Covid. There are four or five often cited drivers of disinflation over the past 20-30 years: demographics (aging),
technology, globalization/China, and high debt levels (lower rates of credit growth). While globalization might be slowing or
reversing (e.g., offshoring turning into onshoring), the trends in aging and technological innovation remain intact—as do those with
debt dynamics. If either demographics (p22) or technology are the dominant disinflationary factor (e.g., the 20% of input
accounting for 80% of the output/effect), the trend towards locally integrating supply chains might be marginally inflationary nearterm but wouldn’t create higher inflation on a sustained basis. Separately, the recent large government budget deficits will likely
subside as the Covid crisis passes and gridlock returns to Washington (probably after the mid-term elections next year). In the
meantime, year-over-year base effects and ongoing Covid-related supply issues will continue to make inflation readings look
elevated in the coming few months. But over the next 6-18 months, I expect bottlenecks will ease and the supply-side will return.
Of course the outlook requires constant reassessment.
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 recovery is reaccelerating (along with mass vaccination following the second wave of lockdowns over the winter). The Conference
Board’s Coincident Economic Index aggregates payrolls, industrial production, personal income, and manufacturing sales. It does a good job of
Bloomberg ® recession
06/03/2021 07:20:07
6
indicating
end points, i.e., recession end when the index inflects upward after a multi-month decline. 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
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Analysis: The LEI index further increased in April (for the thirteenth consecutive month) and made a new all-time high. 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
Bloombergan
® imminent
06/03/2021 07:20:07
to signal
recession (given the positive picture for the February 2020 LEIs). That speaks to the sudden exogenous shock nature of 5the
Covid19 pandemic/shutdown. Framework: I’d get negative if the YoY rate of change moved below zero.
Conference Board LEI release: https://conference-board.org/pdf_free/press/US%20LEI%20PRESS%20RELEASE%20-%20May%202021.pdf
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U.S. Yield Curve Steepness
(10yr yield – 3mo yield)
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Analysis: Yield curve steepness was little changed over the past month. Prior to the recession, the 10yr-3m yield curve had inverted (meaning the 3month yield was higher than the 10-year yield) from May to October 2019 and again briefly in Q1 2020. 10yr-3m inversion has historically been a strong
Bloomberg ® indicator
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recession
(with
recessions historically starting 6-18 months after initial inversion). In hindsight, this may be one 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.
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U.S. PMIs
Manufacturing and Non-manufacturing (aka Services) PMIs (Purchasing Managers Index)
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Analysis: U.S. Manufacturing PMI ticked up in May. And both manufacturing and services PMIs remain above 60 (extremely high levels historically).
Chart Framework: I’d get incrementally negative on the business cycle outlook if the manufacturing PMI moved back below 50.
Bloomberg ®
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1

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.
ISM Report: https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/pmi/may
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Global Manufacturing PMIs
Largest twelve global economies’ Manufacturing PMIs (Purchasing Managers Index)
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Analysis: The global manufacturing sector remains in a strong expansion. All twelve readings remain above 50. Chart Framework: I’d get
negative
picture
if a majority of Mfg PMIs move below 50.
Bloombergon
® this
06/03/2021
07:20:07
12

Chart - 6/4/2021
NFP TCH Index (US Employees on Nonfarm P...

BUSINESS CYCLE REPORT - JUN 2021

Job Gains
The Net Monthly Change in Non-farm Payrolls (grey) with 3-month Moving Average (black)
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Analysis: The May jobs report showed a net job gain of 559k, a little lower than consensus expectations. The 3-month moving average remains
over Bloomberg
500k. ®It’s common
to have volatility in job gains in the recovery phase of a new economic expansion. Framework: I’d get incrementally
06/04/2021 08:57:08
1
negative on this picture if the 3-month moving average fell below -150k (the 3-month average fell below zero 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 5.8% (but the labor force participation rate decreased). Chart Framework: I’d get incrementally negative if
the
unemployment
moved above its 12-month moving average.
Bloomberg
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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) is now moving lower again. I’m positive on this framework. Chart Framework: I’d get incrementally
negative on the business cycle outlook if the SF Fed model line starts trending higher again.
Bloomberg ®

06/04/2021 08:57:08

5

*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 – 5.8% 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
Bloomberg ®
06/04/2021 08:57:08
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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.)

Source: © Merk Investments, Bloomberg
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Analysis: The sharp Covid contraction created a large output gap. This may lead to a long economic recovery/expansion back to full potential.
ButBloomberg
large® fiscal
stimulus
06/03/2021
07:20:07 might close this gap sooner rather than later. Chart Framework: I’d get incrementally negative on the outlook
22
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 Q2 2021 GDP forecast is currently around +10%. Q1 2021 GDP came in at +6.4% (annualized). Chart framework: I’d get
Bloomberg ®
06/03/2021 07:20:07
25
incrementally
negative
on the outlook if the forecast falls 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)

Source: © Merk Investments, Bloomberg
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Analysis: The Q1 2021 data again showed a decline in delinquency rate. The recent data has been counterintuitively skewed: “Aggregate
delinquency rates have continued to decline since the beginning of the pandemic recession, reflecting an uptake in forbearances (provided by
Bloomberg ®
06/03/2021 07:20:07
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both
the CARES
Act and voluntarily offered by lenders), which protect borrowers’ credit records from the reporting of 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_2021Q1.pdf
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U.S. Consumer Confidence
Michigan Consumer Sentiment and Conference Board Consumer Confidence

Source: © Merk Investments, Bloomberg
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Analysis: Consumer confidence readings were mixed over the past month. But confidence readings are clearly in a general uptrend (with higher
Bloomberg
06/03/2021
07:20:07
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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 an absolute basis over the
three months ending April 30th. Chart Framework: I’d get incrementally negative on the business cycle outlook if the percent of respondents
Bloomberg ®tightening
05/10/2021 lending
08:21:08
2
reporting
standards was above 10. It’s worth noting that this data only comes out quarterly.
Fed SLOOS: https://www.federalreserve.gov/data/documents/sloos-202104-fullreport.pdf
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High Yield Spread
U.S. High Yield Spread (vs 10yr Treasury Yield) 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, 2020 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
Bloomberg ®
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6
incrementally negative on the business cycle outlook if the spread moved back above 5.
*The high yield credit spread is the difference between the yield-to-worst on the U.S. high yield bond index and the U.S.10yr Treasury yield.
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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 (12m MA) have been rising rapidly, likely due to a combination of demographics and Covid-related demand.
Framework:
I06/03/2021
would 07:22:07
get negative if building permits moved back below the 12-month moving average.
Bloomberg ®
1

BUSINESS CYCLE REPORT - JUN 2021

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

Positive

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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Inflation
Consumer Price Inflation (CPI) Year-over-Year Percentage Change (grey) and CPI Index (black in log scale)

Slowing rate of growth in the rise
of the CPI price index

Source: © Merk Investments, Bloomberg
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Analysis: Regarding the inflation debate, I think the burden of proof falls on the side that suggests there’s a major long-term shift towards materially higher inflation. In other
words, my base case view is something along the lines of the disinflationary status quo pre-Covid. There are four or five often cited drivers of disinflation over the past 20-30
years:
demographics
(aging), technology, globalization/China, and high debt levels. While globalization might be slowing or reversing (e.g., offshoring turning into onshoring), 23
the
Bloomberg ®
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trends in aging and technological innovation remain intact. If either demographics or technology are the dominant disinflationary factor (e.g., the 20% of input accounting for 80%
of the output/effect), the trend towards locally integrating supply chains would be marginally inflationary but not materially move the needle on a sustained basis. Separately, the
recent excessive government budget deficits will likely subside as the Covid crisis passes and gridlock returns to Washington (probably in the mid-term election next year). In the
meantime, year-over-year base-effects and ongoing Covid-related supply issues will make inflation readings look elevated in the coming months.
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U.S. Live Births per Year
Millions of live births per year in the U.S. from 1905 to 2015 with generation groupings

GI generation
(roughly 1913-1929)

Silent generation
(roughly 1930-1946)

Baby boom generation
(roughly 1947-1963)

Generation X
(roughly 1964-1980)

Echo-boom generation
(roughly 1981-1997)

Generation Z
(roughly 1998-2014)
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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.

Source: © Merk Investments, Bloomberg

Analysis: demographic analysis is somewhat unique in that we can be reasonably certain what the future will look like. E.g., babies born in 1990
Bloomberg
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will turn
31 ®this 06/03/2021
year, etc.
1990 was a large birth year, so whatever 31-year-olds normally do (e.g., buy houses), that should be strong this year.
Conversely, 1973 was the smallest birth year in recent generations, so whatever 48-year-olds normally do might be somewhat depressed
(maybe why car sales were sluggish pre-Covid). Each grouping covers 17 calendar years. Here are the total births in millions: GI: 49.0m, Silent:
44.9m, Baby-boom: 68.4m, Gen X: 58.9m, Echo-boom: 65.9, Gen Z: 69.1m. Some notable years: 1957 was the peak baby boom year with 4.3m,
1973 was the min Gen X year with 3.1m, 1990 was the peak Echo-boom year with 4.2m.
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U.S. Demographics and Inflation
16-20 year olds as % of the labor force (shifted forward by 7.5 years) (grey) and 10 year trend inflation rate (CPI YoY 10yr MA) (black)

Source: © Merk Investments, Bloomberg
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Analysis: The trend rate of inflation seems to show a relationship to demographics over a long-term time horizon. The relationship appears to be that
the level and direction of change in the young-to-old ratio corresponds to the level and direction of change in the trend rate of inflation. Possibly
because
as® young
people
enter the labor force they have a future income to borrow against. Credit creation fuels borrowing and spending without an
Bloomberg
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immediate offset of real production. As far as an aging society being deflationary, retirees from the babyboomer generation are finding ways to reduce
their consumption spending. To the extent the above chart represents a genuine causal relationship, the demographic picture looks disinflationary over
the coming several years. *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. Demographics and Inflation
16-year-olds+/20-year-olds+ (lead by 9 years) (grey) and 10 year trend inflation rate (CPI 10yr CAGR) (black)

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 above chart shows population over 16 years old divided by the population over 20 years old, shifted forward by nine years.
®
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*On Bloomberg
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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Labor Force Growth Rate and Inflation
U.S. Labor Force 10 year Annualized Rate of Change (grey) and CPI 10 year Annualized Rate of Change (black)

Source: © Merk Investments, Bloomberg
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Analysis: The labor force grew rapidly in the 1970s as baby boomers entered the work force. At the same time, women entered the work force in
a significant
way
for the first time. Labor force growth seems to be a leading indicator for the medium-term trend rate of inflation.
Bloomberg ®
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Labor Force Growth Rate and Inflation
Growth Rate in U.S. Labor Force (grey) and CPI YoY (black)

Source: © Merk Investments, Bloomberg
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Analysis: Here’s another way of looking at the previous chart. The labor force grew in the 1970s as baby boomers entered the work force, and
women
entered06/03/2021
the work
force in a significant way for the first time.
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Inflation Expectations and Oil
West Texas Intermediate (WTI) Oil Spot Price and the 5-year forward CPI annualized inflation expectation

Source: © Merk Investments, Bloomberg
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Analysis: it seems that annualized inflation expectations (over the subsequent 5 years) are closely related to the current price of oil. This may relate to
the idea of “cost-push” inflation. In other words, the idea that higher input costs such as energy will eventually be passed onto consumers. However,
Bloomberg ®
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energy
is also a06/03/2021
direct 07:20:07
consumer good and appears to show up in CPI readings without a lag. I personally question whether it makes sense that the
market expects a higher rate of inflation going forward based on a higher oil price today. Specifically, it seems likely that a higher oil price today would
actually create future negative base effects for annual inflation readings.
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Realtime Inflation
StateStreet’s PriceStats US Consumer Price Index

Analysis: Real time prices according to PriceStats continue to move higher. According to this metric, the current inflation rate is 4.0% YoY, but
the rate of change is now declining.
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Inventories and Inflation
Inventory-to-Sales Ratio (inverted in grey) and CPI YoY (black)

Source: © Merk Investments, Bloomberg
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Analysis: The business inventory-to-sales ratio is at the lowest level in 25 years. Low inventories from supply disruptions seem to be clearly contributing
to current inflation. It seems inevitable that businesses are going to restock inventories. I wouldn’t be surprised if they are overordering right now, which
Bloomberg ®
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will likely
be disinflationary
going forward.
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Demographics and Interest Rates
Young to Old Population Rate (grey) and U.S. 10yr Yield (black)

Source: © Merk Investments, Bloomberg
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Analysis: Like the demographics vs. inflation picture, the long-term demographic picture also seems to suggest interest rates might remain at
Bloomberg
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similar
or lower
levels in
the coming years.
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U.S. 10yr Yield and U.S. Median Age
U.S. Treasury 10yr Yield and US Median age (Inverted Axis)
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Source: © Merk Investments, Bloomberg

Analysis: The large increase in interest rates in the 1960s and 1970s coincided/followed the only two decades over the past 170 years in which
Bloomberg ®
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the U.S.
median06/03/2021
age fell:
the babyboomer birth years of the 1950s and 1960s. Given the demographic outlook, the path of least resistance looks
to be lower interest rates in the U.S. and globally. That would be in keeping with the example of Japan, an aging society at a more advanced
stage than the U.S., where interest rates have been near zero since the mid-1990s.
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U.S. COVID19 Hospitalization Rate
U.S. Covid19 Hospitalization as a percent of ICU Capacity

Source: © Merk Investments, Bloomberg
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Analysis: The Covid19 hospitalization rate is making new lows since the onset of the pandemic. The hospitalization rate has declined over 80%
from the early January 2021 highs.
Bloomberg ®
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Restaurants
OpenTable Seated Diners in U.S. Percent Above/Below Same Day in 2019 (7-day Moving Average)

Source: © Merk Investments, OpenTable, Bloomberg
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Analysis: The above chart shows 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). It recently fully recovered to 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 U.S. airports. It went from 2.3 million per day in early March 2020 down to 88 thousand at
the low
in mid-April
2020.
Now it has recovered to 1.7 million.
Bloomberg
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U.S. Monthly Employee Income + Government Benefits
Total Income + Benefits (black) and Recessions (blue bands)

Source: © Merk Investments, Bloomberg
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Analysis: This continues to be an extremely important chart. Fiscal policy relief has arguably overcompensated for the loss of income (in the
aggregate). The nature of the support up to this point has arguably had a large fiscal multiplier, given that it’s been targeted at lower income
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households. As I’ve noted on this chart for several months: the fine line that fiscal policy makers need to walk is bridging the gap to the other side
of this pandemic (which isn’t quite over) and at the same time not disincentivizing workers from returning to work where possible.
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Jobs Recovery (now vs the 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 May jobs report showed a net gain of 559k jobs. Cumulatively, the recovery has brought back about 15 million of the initial 22
million
jobs lost 06/04/2021
to the pandemic/lockdowns.
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Job Loss
Temporary job loss (grey) and Permanent job loss (black)

Source: © Merk Investments, Bloomberg
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Analysis: Permanent job losses likely have peaked. They peaked well after the end of the last two recessions as well. In other words, this is a
lagging
indicator.
A lot09:35:09
of bears were suggesting/hoping that temporary layoffs would become permanent layoffs—some of that has happened,
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but not much.
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Prime-Age Labor Force Participation Rate
Percent of Population 25-54 Working or Actively Looking for Work

Source: © Merk Investments, Bloomberg
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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
®
06/04/2021 09:36:09
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2020).
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Jobless Claims
Initial (grey) and Continuing (black) Jobless Claims (in thousands)

Source: © Merk Investments, Bloomberg
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Analysis: Initial claims hit their lowest level since the onset of the pandemic, at 385 thousand initial claims. Continuing and initial claims continue
to decline gradually, but remain at elevated levels.
Bloomberg ®

06/04/2021 08:59:08

7

Chart - 6/4/2021
INJCJC Index (US Initial Jobless Claims ...
INJCSP Index (US Continuing Jobless Clai...
INJCUITO Index (Persons Claiming Unemplo...

BUSINESS CYCLE REPORT - JUN 2021

Jobless Claims
Initial (grey), Continuing (black), and Total (red) Jobless Claims (in thousands)

Source: © Merk Investments, Bloomberg
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Analysis: Initial claims (grey) and total continuing claims (red) hit their lowest level since the onset of the pandemic.
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Continuing Jobless Claims
Continuing Jobless Claims Including Pandemic Programs (in thousands)

Source: © Merk Investments, Bloomberg
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Analysis: Total continuing claims, including all pandemic related programs, continue to gradually decline—hitting their lowest level postpandemic.
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U.S. Growth Outlook
US Projected GDP growth for 2021 and 2022

Source: © Merk Investments, U.N., Bloomberg
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Analysis:
According
to consensus economic forecasts compiled by Bloomberg, the U.S. is expected to grow 6.6% this year and 4% next year.
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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: According to consensus economic forecasts compiled by Bloomberg, China (the world’s second largest economy) is expected to grow
8.5%Bloomberg
this year
and
5.5% next year.
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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 in market-based growth indicators is somewhat mixed. But notably, oil continues to push to new multi-year highs.
Bloomberg ®
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Housing “Bubble”?
Homebuilders Index relative to S&P 500 Index
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Analysis: There is lots of talk of another housing “bubble.” This chart puts that claim into some perspective.
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 last month. There is continued dampening from ongoing lockdown measures. This
Bloomberg
®
06/04/2021
09:01:09
1
should
improve
more meaningfully
as global vaccination ramps up in the months ahead.
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Global Manufacturing PMI
JP Morgan Global PMI Index (Purchasing Managers Index)
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Analysis: The recovery in global manufacturing continues to accelerate. The global manufacturing PMI index moved higher last month and
Bloomberg
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06/03/2021
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remains
well
5007:38:07
(i.e., in expansionary territory).
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Capacity Utilization
Capacity Utilization Rate and Recessions
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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. In terms of the economic cycle, it seems that exhaustion of labor market slack always happens before
Bloomberg ®
06/03/2021 07:22:07
39
exhaustion
of slack
in fixed capacity—and that caps capacity utilization from rising further in the late stages of economic expansions. That might
be the 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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U.S. Auto Sales
U.S. Auto Sales Seasonally Adjusted Annualized Rate (Sales in Millions of Cars)
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Analysis: U.S. car sales plunged in April 2020 but have rebounded strongly since. Demand has likely been helped by the Covid-related urbanexodus/suburban housing boom.
Bloomberg ®
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Global Trade
Global Trade Volume (black) and KOSPI Index (grey) (3-month lead)
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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: The monthly dollar value of total retail sales continues to hit new all-time highs—well above 2019 levels.
Bloomberg ®
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ECRI Weekly LEI
Economic Cycles Research Institute’s Weekly U.S. Leading Economic Indicators Index
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Analysis: ECRI’s weekly U.S. leading index bottomed on March 29th, 2020 and has been moving sharply higher since—recently making new alltimeBloomberg
highs.®In the
GFC this bottomed on March 8th, 2009. There were fears of a “double dip recession” in 2010 and 2011, and indeed there were
06/06/2021 16:14:16
1
slowdowns within the ongoing economic recovery, but the expansion continued for the decade.
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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.
Bloomberg ®
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Leading Economic Indicators (LEI) Index
Conference Board LEI Index and U.S. Recessions

Source: © Merk Investments, Bloomberg
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Analysis: The Conference Board’s Leading Economic Indicators (LEI) Index just reached a new all-time high. To put that into context, the LEI
Bloomberg
06/03/2021 new
07:43:07highs after 22 months, whereas it took 137 months to regain new highs coming out of the Great Recession (i.e., less
22
index
has® regained
than 2 years versus more than 10 years).
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Leading Economic Indicators (LEI) Index and S&P 500
Conference Board LEI Index Crossover (6-month vs 18-month moving average) and S&P 500 Index

Source: © Merk Investments, Bloomberg
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Analysis: One reason to monitor the LEI index (and the business cycle more generally) is as a potential leading indicator for the stock market.
Bloomberg ®
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Leading Economic Indicators (LEI) Index
Conference Board LEI Index and Monthly Change

Monthly Change in
the Subcomponents

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 Conference Board’s Leading Economic Indicators (LEI) Index has fully recovered from the Covid crash. All 10 subcomponents are
neutral/positive month over month. And the month over month rate of change is the highest since mid-2020.
Bloomberg ®
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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 continue to move higher for the world’s largest economies. We are in the middle of a synchronized global growth
recovery.
Bloomberg ®
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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
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Analysis: Trailing earnings have crossed back above their 12-month moving average.

Bloomberg ®
06/03/2021
07:22:07 of the S&P 500 12-month trailing Earnings per Share through its 12-month moving average has provided a recession
2
Historically
the
crossover
risk warning. But false signals are common as “earnings recessions” are more frequent than economic recessions. We have recently been in
both an earnings recession and an economic recession.
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Private Sector Net Savings and S&P 500
U.S. Domestic Private Sector Net Savings relative to GDP (grey) and the S&P 500 Index (black)

Source: © Merk Investments, Bloomberg
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Analysis: private sector net savings went negative before two major bear markets (2000 and 2007). The same was true ahead of the 1929 crash
®
06/06/2021 16:22:16
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and Bloomberg
1989 Japan.
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Fiscal Picture: Government Outlays and Receipts
12-month Moving Average of Government Outlays (grey) and Receipts (black) - $ billions per month

Outlays

Receipts

Government receipts grew rapidly relative
to outlays in the mid-2000s economic
expansion, leading to a private sector net
deficit in the context of ongoing large
trade deficits.

Source: © Merk Investments, Bloomberg
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Analysis: Fiscal tightening in the mid-2000s coincided with private sector net savings going negative (consistent with macro accounting
identities).
Government
outlays add to non-government savings. Government receipts withdraw from non-government savings (i.e., receipts take
Bloomberg ®
06/03/2021 07:38:07
25
away from private sector spending power).
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Government Budget Balance and U.S. Current Account Balance
Govt budget balance as a percent of GDP and Current Account Balance as a % of GDP

Source: © Merk Investments, Bloomberg
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Analysis: the U.S. domestic private sector struggles when the government budget deficit is smaller than the trade deficit, as happened from the
06/03/2021
07:56:07
6
late Bloomberg
1990s ®to the
late 2000s.
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Automatic Stabilizers
Unemployment Rate (inverted in grey) and Government Budget Deficit as % of GDP (black)
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Analysis: Prior to 2015, the unemployment rate dictated the budget balance via automatic stabilizers (in a recession, unemployment insurance
Bloomberg
®
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22
outlays
increase,
and 07:22:07
tax receipts decrease—vice versa in an expansion). Since 2015, demographics and entitlements have meant bigger
deficits in general. Obviously, more recently we’ve seen large deficits as a result of Covid.
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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. 2.4%
deficit to GDP was the biggest deficit going into a recession, perhaps suggesting that a deficit smaller than 2.5% represents recession risk. Fiscal
Bloomberg
®
10:02:10
1
policy
now
is06/07/2021
extremely
expansionary. In the same way that the GFC ushered in a new standard for monetary policy (aggressive QE), Covid may
have ushered in a new standard for fiscal policy (aggressive deficit spending/fiscal relief). The above chart illustrates a trend of lower lows in
terms of how deep the budget deficit gets in recessions. Separately, 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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Budget Deficit Projections
U.S. Government Budget Balance as a % of GDP – Projections for 2021 (black) and 2022 (grey)

Source: © Merk Investments, Bloomberg
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Analysis: Using the prior slide’s 2.5% deficit level as a guideline, we can track whether deficits are projected to be above the -2.5% level (as a
recession risk warning sign).
Bloomberg ®

06/07/2021 10:06:10

1

Chart - 6/3/2021
FDDSGDP Index (US Treasury Federal Budge...
USGG3M Index (US Generic Govt 3 Mth)
USRINDEX Index (U.S. Recession Indicator...

BUSINESS CYCLE REPORT - JUN 2021

Fiscal Policy, Monetary Policy, and Recessions
U.S. Government Budget Balance as a % of GDP, The Fed Funds Rate, and Recessions
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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—that again speaks to the exogenous shock nature of the pandemic/lockdowns.
Bloomberg
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This
was® not06/03/2021
an endogenous
business cycle recession.
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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)
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Analysis: This shows net savings for U.S. businesses (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
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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. The U.S. Federal Government is
a monetary sovereign with monopoly issuing power of the currency (USD). In other words, the Federal government is the currency issuer, everyone else (U.S.
Bloomberg ®households,
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businesses,
state and local governments, and the rest of the world (to the extent they want them)) are currency (USD) users. It's an accounting
identity that if U.S. businesses and households want to save dollars (i.e., run net surpluses), the Federal govt deficit needs to be bigger than the current account
deficit (dollars that flow to the rest of the world). State and Local Govts aim to run balanced budgets. Households and businesses aim to accumulate wealth. And
foreigners tend to want dollars for private savings and official FX reserves.
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U.S. Household Savings Rate
U.S. Personal Savings as a Percent of Disposable Income (12-month Moving Average)
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Analysis: Households 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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U.S. Imports
U.S. Monthly Imports ($ Billions) and Year-over-Year Rate of Change (lower panel)

Source: © Merk Investments, Bloomberg
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Analysis: The $ value of monthly imports to the U.S. has reached a new all-time high, fully recovering from the Covid collapse.
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U.S. Exports
U.S. Monthly Exports ($ Billions) and Year-over-Year Rate of Change (lower panel)

Source: © Merk Investments, Bloomberg
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Analysis: The $ value of U.S. exports continues to recover but remains below pre-Covid levels.
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Current Account Balance Components
Net Goods Trade, Net Services Trade, Net Investment Income, Net Unilateral Transfers

Source: © Merk Investments, Bloomberg
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Analysis: The Balance of Payments framework is all about the flow of money across borders. It’s comprised of the Net Goods Trade, Net Services Trade, Net
Investment Income (i.e., dividends and coupons from overseas investments), and Net Unilateral Transfers (i.e., foreign aid, remittances). Everything above the
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zero line (net surpluses) represents foreign currency flowing into the U.S., everything below the zero line (net deficits) represents U.S. dollars flowing out. The
net dollars that flow out via the Current Account deficit come back in the form of investments in U.S. assets (e.g., U.S. stocks and corporate bonds, U.S. real
estate, foreign direct investment, Treasury bonds, or simply holdings of $100 bills), all together called the Capital Account.
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Balance of Payments
Capital Account Flows + Current Account Flows + Balancing Items/Statistical Error = 0

Source: © Merk Investments, Bloomberg
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Analysis: In my view, the persistence of U.S. capital account surpluses does not necessarily represent an “imbalance” (as many claim): the rest of the
world (based on its savings needs and demand for financial assets (which is in large part based on aging)) views exchanging goods for U.S. financial
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assets as a fair deal- in the macro aggregate. As our economic adviser Bill Poole often points out, if the rest of the world in aggregate wants to
accumulate dollar assets, it has to be done via a U.S. current account deficit. In my view, the U.S. "exorbitant privilege" is in large part driven by a
demand for U.S. assets, which results in a current account deficit. Bill wrote a very good paper on this, even linking the global savings glut to aging in
Europe and Japan- something I very much agree with: https://files.stlouisfed.org/files/htdocs/publications/review/04/01/poole.pdf
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Capital Account Surplus and Financials
Monthly Trade Deficit (i.e., Capital Account Surplus) ($ billions per month) and U.S. Financial Sector Index (black)

Source: © Merk Investments, Bloomberg
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Analysis: Banks and financials seem to benefit from foreign capital inflows, which are the corollary of trade deficits.
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“Exorbitant Privilege”
U.S. Net Investment Income (from overseas investments) (top panel) and the U.S. Net International Investment Position (bottom panel)

Source: © Merk Investments, Bloomberg, BEA
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Analysis: the term “exorbitant privilege” refers to the fact that the U.S. has a negative Net International Investment Position (NIIP), meaning the
rest of the world owns more assets in the U.S. than the U.S. owns assets in the rest of the world, but the U.S. nevertheless makes more money
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on its
investments
in the rest of the world than the rest of the world makes from their U.S. investments- that shows up as a line item in the current
account balance called “net investment income.” It’s likely that part of the reason that the world has a demand for U.S. assets is that U.S. dollar
remains the de facto world reserve currency.

Disclosure
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