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Summary
All key business cycle indicators are consistent with an ongoing economic recovery. Nevertheless, this recovery is somewhat
unusual given the nature of the pandemic/lockdowns and degree of fiscal support. Notably, there are some inflationary pressures
and labor market issues that are typically more associated with late-cycle dynamics. But I expect those will get resolved in the
coming year, as the global economy normalizes.
Nearly 70% of American adults have received at least one vaccine dose. New cases in the U.S. have risen modestly due to the
delta variant. But the effect has been more pronounced internationally. Any new or prolonged mitigation measures at home or
abroad would likely elongate the period of above average inflation.
The June jobs report was generally strong. Importantly, the prime-age labor force participation rate increased from 81.3% to
81.7%. And total continuing jobless claims (including pandemic-specific programs) are making post-pandemic lows, suggesting
we’re moving (albeit slowly) towards a supply-side recovery.
Turning to aggregate U.S. indicators, the Conference Board’s leading economic indicators (LEI) index made another new all-time
high. The increase was supported by broad gains in the subcomponents and confirmed by an increase in the OECD U.S. leading
index. The coincident economic indicators index also continues to move higher. It has recovered 85% of its recession decline and
is approaching new highs as well, suggesting we’ll be out of the recovery phase of this new expansion by the end of the year.
The Atlanta Fed’s GDPNow indicator suggests Q2 growth was probably around 8% annualized. And consensus projections are
forecasting that the U.S. economy will grow by 6.6% this year and 4.1% next year (well above the 2010-2019 expansion average
of 2.3%).
There are a number of cross-currents at work and 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. The Conference Board’s Coincident Economic Index aggregates payrolls, industrial production,
personal income, and manufacturing sales. It does a good job of indicating recession end points, i.e., recession end when the index inflects
Bloomberg ®
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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 May (for the fourteenth 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
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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 declined over the past month. 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 historically been a strong
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recession
indicator
(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 down in June. But 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.
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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.
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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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 global manufacturing sector remains in a strong expansion. But momentum has decelerated somewhat. And two of the twelve
readings
and Russia)
Bloomberg(India
®
07/07/2021
16:11:16 have fallen below 50. Chart Framework: I’d 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)

Source: © Merk Investments, Bloomberg
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Analysis: The June jobs report showed a net job gain of 850k, higher than consensus expectations. The 3-month moving average remains over
500k.Bloomberg
It’s common
to have
®
07/07/2021
16:11:16volatility in job gains in the recovery phase of a new economic expansion. Framework: I’d get incrementally negative
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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 increased to 5.9% (the labor force participation rate was unchanged). Chart Framework: I’d get incrementally
negative
unemployment
rate moved above its 12-month moving average.
Bloomberg ®if the
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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 ®
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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 – 5.9% 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 ®
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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
07/07/2021
16:11:16 might close this gap sooner rather than later. Chart Framework: I’d get incrementally negative on the outlook
23
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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Analysis: The Q2 2021 GDP forecast is currently around +8%. Q1 2021 GDP came in at +6.4% (annualized). Chart framework: I’d get
Bloomberg ®
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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)
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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 ®
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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
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Analysis: Consumer confidence moved higher over the past month. Confidence readings are clearly in a general uptrend (with higher highs and
higher
lows), which
is positive. But at elevated levels they can act as a medium-term contrarian indicator. Chart Framework: I’d get incrementally
Bloomberg ®
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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 ®
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reporting tightening lending 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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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 generally been rising rapidly, likely due to a combination of demographics and Covid-related
demand.
I would get negative if building permits moved back below the 12-month moving average.
Bloomberg ®Framework:
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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

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 medium uncertainty

Medium/Longer Term (6m - 5 years)

Positive with medium uncertainty
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U.S. Dollar Index and U.S. Recessions
Dollar Index (“DXY”) and U.S. Recessions

Source: © Merk Investments, Bloomberg
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Analysis: Historically, recessions usher in U.S. dollar cycle turning points. My base-case scenario is that this time is no different—and that the
dollar
cycle® has07/07/2021
turned,
starting in March 2020. As I said at the time, the U.S. dollar index probably would have strengthened more during the
Bloomberg
16:24:16
39
crisis if it had not been for the Fed’s U.S. dollar swap lines to foreign central banks. But since those were already in place from the 2008 GFC, it
was to be expected that they would be activated again to alleviate the global dollar funding stress caused by the pandemic/lockdowns.
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Fed U.S. Dollar Swap Line Lending to Foreign Central Banks
Billions in USD Swap agreements outstanding to foreign central banks
“These swaps involve two transactions: When a foreign central bank draws on its swap
line with the Federal Reserve, the foreign central bank sells a specified amount of its
currency to the Federal Reserve in exchange for dollars at the prevailing market
exchange rate. The Federal Reserve holds the foreign currency in an account at the
foreign central bank. The dollars that the Federal Reserve provides are deposited in an
account that the foreign central bank maintains at the Federal Reserve Bank of New
York. At the same time, the Federal Reserve and the foreign central bank enter into a
binding agreement for a second transaction that obligates the foreign central bank to
buy back its currency on a specified future date at the same exchange rate. The second
transaction unwinds the first. At the conclusion of the second transaction, the foreign
central bank pays interest, at a market-based rate, to the Federal Reserve. Dollar
liquidity swaps have maturities ranging from overnight to three months… When the
foreign central bank loans the dollars it obtains by drawing on its swap line to institutions
in its jurisdiction, the dollars are transferred from the foreign central bank's account at
the Federal Reserve to the account of the bank that the borrowing institution uses to
clear its dollar transactions. The foreign central bank remains obligated to return the
dollars to the Federal Reserve under the terms of the agreement, and the Federal
Reserve is not a counterparty to the loan extended by the foreign central bank. The
foreign central bank bears the credit risk associated with the loans it makes to
institutions in its jurisdiction.” – Fed website

Source: © Merk Investments, Bloomberg
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began) the Fed formed standing arrangements for dollar liquidity swap lines with the Bank of Canada, the Bank of England, the European Central Bank, the
Bank
of Japan,
and the11:20:11
Swiss National Bank. Fed dollar swap lines were used again in 2011-2013 (primarily by the ECB due to stress in the Eurozone). It 1
Bloomberg
®
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seems likely that Fed swap lines will be used heavily again in future crises (as was the case with Covid). Yellen has argued it is within the Fed’s congressional
mandate to respond to global developments given the potential spillover to the US. The IMF’s Lagarde (now the ECB chief) encouraged extending the U.S.
dollar swap lines to emerging market central banks as an additional crisis fighting tool.
Link: https://www.federalreserve.gov/monetarypolicy/bst_liquidityswaps.htm
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Fed U.S. Dollar Swap Line Lending and Dollar Funding Stress
Billions in USD Swap agreements outstanding to foreign central banks (top panel) and cross currency basis swaps (bottom panel)

Source: © Merk Investments, Bloomberg
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Analysis: As you can see in the above chart, Fed lending to foreign central banks tends to alleviate dollar funding stress, as measured by the
cross
currency
basis swaps.
Cross currency basis swaps measure the difference between benchmark interbank interest rate differentials and
Bloomberg
®
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forward currency implied interest rate differentials, and are effectively a measure of U.S. dollar funding stress (sometimes indicative of what is
called “a dollar shortage”).
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U.S. Dollar Index
U.S. Dollar Index (“DXY”)

Index Weights
EUR: 57.6%
JPY: 13.6%
GBP: 11.9%
CAD: 9.1%
SEK: 4.2%
CHF: 3.6%

On 1/1/1999, the euro was adopted. For
purposes of the dollar index, the weights for the
euro prior to 1999 were as follows (based on the
relative size of international trade for the original
11 members):
Germany (mark): 33.1%
France (franc): 19.7%
Italy (lira): 14.8%
Belgium/Luxembourg (franc): 9.2%
Netherlands (guilder): 8.2%
Spain (peseta): 6.7%
Austria (schilling): 4.4%
Finland (markka): 1.5%
Portugal (escudo): 1.3%
Ireland (pound): 1.1%

On 8/15/1971, the U.S. unilaterally terminated
convertibility of the U.S. dollar into gold,
effectively ending the Bretton Woods System.
Source: © Merk Investments, Bloomberg
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Analysis: Bretton Woods was a UN monetary conference held in July 1944, following the end of WW2. The agreement on exchange rates was
that all participating nations would peg their local currencies to the U.S. dollar. And those foreign governments could convert their U.S. dollars
Bloomberg ®
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into gold at the fixed rate of $35/ounce. In August 1971, President Nixon ended the dollar's convertibility into gold, effectively ending the Bretton
Woods System.
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U.S. Dollar Index
U.S. Dollar Index (“DXY”) with Log scale trend channel

“I tend to be bearish on the dollar because it’s a trend. The dollar has been
going down ever since Bretton Woods broke down in the early 1970s. That’s
a pretty good trend for a pretty good reason.” – Andres Drobny

Source: © Merk Investments, Bloomberg
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Analysis: The dollar index appears to be in a long-term downtrend, making lower highs and lower lows. If the index makes a new low at the end
of the
current
dollar
bear
market, it has over 20% downside from the current level of 92.7 ((71.8 / 92.7) -1 = -22.5%).
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Separately, various measures of volatility suggest that the dollar index may be getting less volatile over time.

Chart - 7/7/2021
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U.S. Dollar Relative Purchasing Power Valuation
U.S. Dollar Relative PPP Valuation vs equally-weighted G10
G10 Currencies:
AUD – Australian dollar
CAD – Canadian dollar
CHF – Swiss franc
EUR – euro
GBP – British pound
JPY – Japanese yen
NOK – Norwegian krone
NZD – New Zealand dollar
SEK – Swedish krona
(USD – U.S. dollar)

Source: © Merk Investments, Bloomberg
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Analysis:
exchange
(in
BloombergAs
® all07/07/2021
16:24:16 rates are expressed as one currency’s value in terms of another currency, the above is the U.S. dollar’s value 35
relative purchasing power) compared to an equally-weighted average of the other G10 currencies. For reference, the G10 currencies are listed in
the chart above.
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Non-Dollar G10 Currencies Relative Purchasing Power Valuation vs U.S. Dollar
Non-dollar G10 vs U.S. Dollar – Relative PPP Valuation

Source: © Merk Investments, Bloomberg
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Analysis: This chart shows the relative purchasing power of the various G10 currencies vs the U.S. dollar. Currencies below the zero line
represent
currencies (according to the relative purchasing power parity (PPP) framework). According to relative PPP, the
Bloomberg “undervalued”
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Japanese yen, the Swedish krona, and the Norwegian krone are all significantly undervalued.

Insights on Purchasing Power Parity
Book excerpts that I find particularly insightful on the topic of Purchasing Power Parity

“Real exchange rates exhibit a very important empirical property. Studies find that in the long run, real exchange rates between
countries tend to stabilize around their average values—that is, they mean revert. Stated another way, nominal exchange rates
gradually gravitate toward their PPP-based values. This means that, although over shorter horizons nominal exchange rate
movements may appear haphazard, over longer time horizons nominal exchange rates will tend to gravitate toward their long- run
PPP equilibrium values…
Various versions of PPP exist. The foundation for all of the versions is the law of one price. According to the law of one price,
identical goods should trade at the same price across countries when valued in terms of a common currency… The absolute
version of PPP simply extends the law of one price to the broad range of goods and services that are consumed in different
countries…
The absolute version of PPP simply extends the law of one price to the broad range of goods and services that are consumed in
different countries. Expanding the law of one price to include all goods and services, theoretically the broad price level of the
foreign country should equal the currency-adjusted broad price level in the domestic country… This implicitly assumes that all
domestic and foreign goods are tradable and that the domestic and foreign price indexes include the same bundle of goods and
services with the same exact weights in each country... The absolute version of PPP asserts that the equilibrium exchange rate
between two countries is determined entirely by the ratio of their national price levels. However, it is highly unlikely that this
relationship actually holds in the real world. The absolute version of PPP assumes that goods arbitrage will equate the prices of all
goods and service across countries, but if transaction costs are significant and/or not all goods and services are tradable, then
goods arbitrage will be incomplete. Hence, sizable and persistent departures from absolute PPP are likely. However, if it is
assumed that transaction costs and other trade impediments are relatively constant over time, the relative version of PPP, might
show that the percentage change in the spot exchange rate will be highly influenced by the difference between the foreign and
domestic inflation rates.”
-CFA Level II
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National Activity Index
Chicago Fed National Activity Index 3-month Moving Average

Source: © Merk Investments, Bloomberg
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Chicago
Fed National
Activity
Indexan(CFNAI)
uses principal
component
analysis (PCA): “The Chicago Fed National Activity Index (CFNAI) is a weighted
average of 85 monthly indicators of national economic activity. The CFNAI provides a single summary measure of a common factor in these national
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simply, the index is the first principal component of the 85 series. If all 85 series were proportional to a single common variable
plus individual noise discrepancies, the CFNAI would be the estimate of the common variable that minimizes the implied noise discrepancies in a leastsquares sense.” – Chicago Fed. The index can act as a real-time recession warning indicator.
Source: https://www.chicagofed.org/publications/cfnai/index
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Gross Domestic Product (GDP): Expenditures vs Income Approach
U.S. Nominal GDP by Income (black) and U.S. Nominal GDP by Expenditures (grey)

Source: © Merk Investments, Bloomberg
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Analysis: Looking at GDP as measured by the expenditure approach and income approach reminds us that one person’s spending is another
person’s
Some
policy proposals talk about “nominal GDP targeting” or “aggregate demand management” (associated with economists 20
Bloomberg ®income.
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David Beckworth and Paul Sheard respectively).
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Gross Domestic Product (GDP): Nominal vs Real
U.S. Nominal GDP (grey) and U.S. Real GDP (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: Nominal (aka “current dollar” GDP) is 22.06 Trillion (seasonally adjusted annualized rate for Q1 2021). Real GDP is also known as
“constant
dollar”
GDP and is used to measure growth in real GDP (i.e., adjusted for inflation). The two lines cross in 2012, which is the reference
Bloomberg ®
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level for constant dollar real GDP.
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U.S. Recession Probability
Bayesian Econometrics Recession Probability Model

Source: © Merk Investments, Bloomberg
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sales. This DFMS model was originally developed in Chauvet, M. “An Econometric Characterization of Business Cycle Dynamics with Factor Structure and
Regime
Switches,”
International Economic Review, 1998. The smoothed recession probabilities reported above are calculated from the DFMS model using 6
Bloomberg ®
07/07/2021 16:47:16
Bayesian estimation techniques developed in Kim and Nelson (1998, Review of Economics and Statistics). Smoothed recession probabilities calculated from the
same DFMS model, but using maximum likelihood estimation techniques are produced monthly by Marcelle Chauvet:
https://sites.google.com/site/crefcus/probabilities-of-recession The differences between the two sets of probabilities are primarily due to the priors used in
Bayesian estimation of the model, which tend to make the probabilities calculated using Bayesian techniques less sensitive to incoming data.
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Yield Curve Shift
Yield Curve Shift from before June FOMC Meeting to the End of the Week of the FOMC Meeting

Source: © Merk Investments, Bloomberg

Analysis: The yield curve response to the June FOMC meeting suggests that the Fed may be getting ready to make a policy mistake by
tightening too early. The yield curve shifted higher in the 2yr to 5yr tenor (the “belly of the curve”) and fell out the curve, from the 10yr to the 30yr.
That might suggest that the market views the terminal Fed funds rate for the current cycle to be lower than previously thought.
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COVID19 Confirmed New Cases per Day: US vs International
Covid19 Confirmed New Cases per day with 7-day Moving Average in US (black) and International (grey)

Source: © Merk Investments, Johns Hopkins, Bloomberg

Analysis: Recently, new cases in the U.S. and internationally have trended higher due to the delta variant.

Chart - 7/12/2021
OPENCOUS Index (OpenTable United States ...

BUSINESS CYCLE REPORT - JUL 2021

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
(theBloomberg
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 over 2 million.
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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 support has arguably overcompensated for the loss of income (in the
aggregate).
That
has likely contributed to the recent above-average inflation as income increased while the real production of goods and services
Bloomberg ®
07/07/2021 16:44:16
10
decreased.

Chart - 7/7/2021
NFP T Index (US Employees on Nonfarm Pay...
NFP T Index (US Employees on Nonfarm Pay...

BUSINESS CYCLE REPORT - JUL 2021

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 June jobs report showed a net gain of 850k jobs. Cumulatively, the recovery has brought back about 16 million of the initial 22
million
jobs lost 07/07/2021
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 appear to be coming down now. They peaked well after the end of the last two recessions as well. In other
words,
this® is a07/07/2021
lagging
indicator. A lot of bears were suggesting/hoping that temporary layoffs would become permanent layoffs—some of that
Bloomberg
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happened, 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 81.7%, up from the April 2020 low of 79.8% but below the pre-pandemic level of 83.0% (Jan
®
07/07/2021 16:44:16
25
2020).

Chart - 7/12/2021
INJCSP Index (US Continuing Jobless Clai...
INJCJC Index (US Initial Jobless Claims ...

BUSINESS CYCLE REPORT - JUL 2021

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 373 thousand initial claims. Continuing and initial claims continue
to decline gradually, but remain at elevated levels relative to the months before the pandemic.
Bloomberg ®
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Jobless Claims
Initial (grey), Continuing (black), and Total (red) Jobless Claims (in thousands)
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Analysis: Initial claims (grey) and total continuing claims (red) hit their lowest level since the onset of the pandemic.
Bloomberg ®
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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, 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
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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 4.1% next year.36
Bloomberg ®
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China Growth Outlook
China Projected GDP growth for 2021 and 2022

Source: © Merk Investments, 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
5.6% next year.
®
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Growth Indicators
Oil Price (Generic 3rd month futures), Copper price, and US 10yr Yield
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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.
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U.S. 10-Year Yield Fair Value Model
Average of CBO U.S. Trend Nominal GDP Growth Potential + German 10yr Yield (grey) and U.S. 10yr Yield (black)
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Analysis:
Many
people
withan offer
theof financial
ideainstruments
that U.S.
GDP growth is a proxy for where the U.S. 10yr yield “should” be. The above framework
extends that concept to trend nominal GDP growth and incorporates the German 10yr yield. The U.S. can have volatile year over year nominal GDP growth, but
®
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10yr Bloomberg
Treasuries
have
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extended duration and so more important than any one year of growth is the general level that can be expected over the subsequent4010
year period. The above framework also includes the effect of German yields by taking the average of trend nominal U.S. GDP growth (about 4%) and the current
German 10yr yield (about -0.25%). In a world of free capital flow between the U.S. and Europe, German yields will likely influence U.S. yields. This framework
does a reasonably good job of providing an estimate of fair value for the U.S. 10yr yield as well as a framework for thinking about where the 10yr yield “should
be.”
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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 last month. There is continued dampening from ongoing lockdown measures. This should improve more
Bloomberg ® as
07/07/2021
36
meaningfully
global16:30:16
vaccination ramps up in the months ahead.
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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 recovery in global manufacturing continues but at a slower pace. The global manufacturing PMI index moved lower last month but
Bloomberg
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remains
well
5016:30:16
(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 ®
07/07/2021 16:16:16
1
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.
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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 be at/near new all-time highs—well above 2019 levels.
Bloomberg ®
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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
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Analysis: The Conference Board’s Leading Economic Indicators (LEI) Index has reached a new all-time high. To put that into context, the LEI
Bloomberg
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16:37:16highs after 22 months, whereas it took 137 months to regain new highs coming out of the Great Recession (i.e., less
11
index
has® regained
than 2 years versus more than 10 years).
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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:
Conference
Bloomberg ® The07/07/2021
16:37:16 Board’s Leading Economic Indicators (LEI) Index has fully recovered from the Covid crash. It continues to make new
6
all-time highs.
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Global Leading Indexes
The OECD Leading Indexes for the US, China, Japan, and Germany
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Analysis: Leading indicators continue to move higher for the world’s largest economies. According to this picture, we appear to be in the middle
of aBloomberg
synchronized
global growth recovery.
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S&P 500 Earnings
S&P 500 Index 12-month Trailing Earnings per Share and 12-month Moving Average
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Analysis: Trailing earnings have crossed back above their 12-month moving average.
Bloomberg ®
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Historically, downside crossover of the S&P 500 12-month trailing Earnings per Share through its 12-month moving average has provided a
recession risk warning. But false signals are common as “earnings recessions” are more frequent than economic recessions. We are currently
coming out of both an earnings recession and an economic recession.
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U.S. Oil Production
U.S. Oil Production (million barrels per day)

U.S. shale
revolution/boom
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Analysis: U.S. oil production has bounced back somewhat from its Covid-related decline.
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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). 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).

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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