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AIER’s Leading Indicators
index remains neutral in
June; policy remains
biggest risk.

AIER’s Leading Indicators index was unchanged in June, holding at the neutral
reading of 50. The Lagging Indicators index was also unchanged in the latest
month, repeating the May result of 42. The Roughly Coincident Indicators index
fell for a second straight month, to 58 (see chart). The back-to-back neutral 50
readings for the Leading Indicators index reflect the uneven performance of and
high degree of uncertainty in the U.S. economy.
A strong rebound in job creation in June all but guarantees the current economic
expansion ties the record for duration. Continued economic growth in July means
the current expansion will set a new record of 121 consecutive months of growth.
Despite the achievement, the outlook remains highly uncertain. Erratic trade
policy, tariffs, escalating trade wars, deteriorating relations with major trading
partners, and slowing global growth represent threats to continued economic
expansion. Questions about the direction of monetary policy and policy makers’
decision-making process further complicate the outlook. Erratic leadership and
unclear policy remain significant risks.

Chart 1. Indicators at a glance

Notes: Shaded areas denote recessions. A score above 50 indicates expansion. Source: AIER.
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Leading indicators remain at the neutral 50 level in June

The AIER Leading Indicators index
maintained a neutral 50 reading in
June; high levels of uncertainty
regarding trade and monetary
policy are the major risks to
the outlook.

Though the Leading Indicators index was unchanged for the month, four indicators
within the index changed direction. Among the 12 leading indicators, 5 are trending
higher, 2 are neutral, and 5 are trending lower versus 4 trending higher, 4 neutral,
and 4 trending lower in May. Among the four indicators that changed, initial claims
weakened to a neutral trend from a positive trend. As discussed in prior months,
initial claims is one of the indicators with boundaries. It can go no lower than zero,
and in practical terms, it is unlikely to go much lower than the roughly 200,000 level
it is currently at. It’s not surprising that this indicator would eventually turn to a
neutral or flat trend. Though moving to neutral does lower the score of the Leading
Indicators index, it’s not a very bad sign.
The real retail-sales indicator improved in the latest month, moving from a flat trend
to a positive trend. While it’s a good sign for the economy, the improvement was offset
by a deterioration in real new orders for consumer goods, which weakened from a flat
trend to a downtrend. Data related to the consumer are of particular importance to
the outlook given that consumer spending accounts for about 70 percent of gross
domestic product.
Heavy-truck unit sales is the fourth indicator to change direction in June, improving
from a neutral trend to a positive trend. This indicator is related to business
investment and may signify an improving level of confidence in the economic outlook
by businesses.
The Roughly Coincident Indicators index fell 17 points to 58 in June from 75 in May.
The employment–population ratio and consumer confidence in the present situation
both declined, to a neutral trend and downtrend respectively. On balance, three
roughly coincident indicators remained in uptrends (nonfarm payrolls, real
manufacturing and trade sales, and real personal income excluding transfers) while
two were in downtrends (industrial production and consumer confidence in the
present situation) and one was neutral (employment–population ratio).
The Lagging Indicators index held at a reading of 42 in June. Among the six lagging
indicators, just two were trending higher while three were trending lower and one
was neutral. No indicators changed direction in the latest update.
Overall, the back-to-back neutral 50 readings for the Leading Indicators index reduce
some of the cause for concern arising from its weak performance during the first four
months of 2019. However, continued mixed results from economic reports, a high
degree of uncertainty regarding trade and monetary policy, the impact of rising tariffs,
and signs of slowing global growth are clouding the outlook for the economy and
suggest a high degree of caution remains warranted.
Consumer confidence holding at a high level

The University of Michigan Surveys of Consumers show overall consumer sentiment
fell slightly in June. Consumer sentiment decreased to 98.2, down from 100.0 in
May, a 1.8 percent decline. From a year ago, the index is unchanged. Despite the
slight decline for the month, sentiment is holding at very favorable levels.
The two sub-indexes had opposing performances in June. The current-economicconditions index rose to 111.9 from 110.0 in May, a 1.7 percent gain for the month but
a 3.9 percent decrease from June 2018. Consumer expectations, one of the AIER
leading indicators — fell 4.5 percent for the month but still showed a 3.5 percent
gain from the prior year. The index came in at 89.3 in June versus 93.5 in May.
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According to the report,

June’s small overall decline was entirely due to households with incomes in the top
third of the distribution, who more frequently mentioned the negative impact of
tariffs, cited by 45%, up from 30% last month. Most of the June slippage was
concentrated in prospects for the national economy, with the unemployment rate
expected to inch upward instead of drifting downward in the year ahead. Interest
rates were anticipated to rise by the fewest respondents in six years, and declines in
mortgage rates have begun to have a positive impact on home buying. While more
negative trade news will act to decrease consumer spending, the persistent overall
strength in consumer confidence is still consistent with growth of real personal
consumption expenditures by 2.5% during the next twelve months.
Small-business sentiment is also favorable

The small-business-optimism index from the National Federation of Independent
Business rose to 105.0 in May, up 1.5 points from 103.5 in April and 3.8 points
below the all-time high of 108.8 in August 2018. The latest result extends a run of
30 consecutive months above 100, a very high figure by historical comparison.
The strong result was buoyed by positive results for capital spending, hiring,
inventory investment, and profit trends.
The general outlook remained positive as the percentage of respondents believing
now is a good time to expand came in at 30, up from 25 in April. The net
percentage of respondents expecting better economic conditions (“better” minus
“worse”) came in at 16, up from 13 in April but still high compared to negative
numbers in 2016 when the economy slowed sharply. A net 23 percent expect
higher sales over the coming months while a net 9 percent report higher sales for
the most recent three months versus the prior three months.
Capital expenditures by small businesses also remain solid, with 64 percent of
such businesses having made capital expenditures during the past six months.
Thirty percent of firms have plans for capital expenditures over the next three to
six months, up from 27 percent in the prior month.
The percentage of firms planning to increase employment rose to 21 percent from
20 percent in April. A near-record 38 percent (versus a record 39 percent) of firms
report having openings they are not able to fill. Meanwhile, the percentage of
firms reporting few or no qualified applicants for job openings was 54 percent, up
from 49 percent in April and just 1 point below the record 55 percent from June
2018. That combination in the labor market of healthy demand and weak supply
has a net 34 percent of firms saying they have already increased compensation
over the past three months while a net 24 percent intend to increase worker pay
over the coming months.
The labor-market dynamics have made quality of labor the most important issue
for small businesses. Among the 10 issues listed in the survey, quality of labor
ranks first at 25 percent, tying the survey high. Taxes were second at 16 percent
while government regulation and red tape was third on the list at 12 percent.
Jobs growth improved in June, easing some concerns

The labor market rebounded in June. Nonfarm payrolls added 224,000 jobs in June
after an increase of just 72,000 new jobs in May. For the private sector, nonfarm
payrolls added 191,000 in June following a gain of 83,000 in May. On a threemonth-average basis, private payrolls added 156,000. Over the past year, the
average gain is 192,000 for total nonfarm jobs and 183,000 for the private sector.
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Average hourly earnings rose 0.2 percent in June, leaving the 12-month change at
3.1 percent, down from a peak of 3.4 percent in February but above 3 percent for
the ninth consecutive month. Average-hourly-earnings growth has been slow
compared to previous cycles, especially given the low unemployment rate.
Average weekly hours were unchanged at 34.4. Combining payrolls with hourly
earnings and hours worked, the index of aggregate weekly payrolls rose 0.4 percent
in June and 4.7 percent from a year ago. This index is a good proxy for take-home
pay and has posted relatively steady year-over-year gains in the 4 to 6 percent
range since 2010. Continued gain in the aggregate-payrolls index is a positive sign
for consumer income and spending, which supports continued economic expansion.
Consumer spending is growing, but the pace has slowed

Retail sales and food services rose 0.5 percent in May, following an upwardly
revised 0.3 percent gain in April. The May increase was the third rise in a row
and fourth in the last five months. Over the past year, they are up 3.2 percent.
Retail sales excluding gasoline rose 0.6 percent in May following a 0.1 percent
gain in April. From a year ago, retail sales excluding gas are also up 3.2 percent.
Retail-sales growth has been in the 2 to 6 percent range since 2010, putting the
current pace toward the lower end of the range.
Gains in retail sales in May were widespread among the components. Non-store
retailers increased 1.4 percent for the month, the best of the monthly gainers,
and led all categories with an 11.4 percent rise over the past year. Other strong
performers in May include electronics and appliance stores and sporting-goods,
hobby, musical-instruments, and book stores, gaining 1.1 percent for the month,
restaurants, up 0.7 percent, and health and personal-care stores, up 0.6 percent.
The only major components to show a decline for the month were food and
beverage stores, for which sales fell 0.1 percent for the month but which still
show a 1.6 percent increase over the past year, and miscellaneous store retailers,
whose sales dropped by 1.3 percent and are down 2.6 percent from a year ago.
Unit sales of light vehicles totaled 17.3 million at an annual rate in June, down
from a 17.4 million pace in May. The pace of sales in June remains above the
midpoint of the 16- to 18-million-unit range we have seen for much of the past
two decades.
Business investment growing slowly

Business investment (capital-goods expenditures) can have a major impact on
future productivity trends, and productivity is critical for helping offset cost
increases and raising living standards over the long term. Furthermore,
capital-goods orders tend to be early indicators of turns in the business cycle.
Real new orders for core capital goods — that is, real nondefense capital goods
excluding aircraft — is one of the indicators in AIER’s Leading Indicators index.
On a nominal basis, new orders for core capital goods rose 0.5 percent in May.
Year to date, core-capital-goods orders are up 2.3 percent to $341.8 billion versus
$334.3 billion for the first five months of 2018.
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CAPITAL MARKET PERFORMANCE
(Percent change)
June
2019

Latest
3M

Latest
12M

2018

Calendar Year
2017
2016

S&P 1500

6.9

3.7

7.2

-6.8

18.8

10.7

11.7

8.3

12.5

S&P 500 - total return

7.1

4.3

10.4

-4.4

21.8

12.0

14.2

10.7

14.7

S&P 500 - price only

6.9

3.8

8.2

-6.2

19.4

9.5

11.9

8.5

12.3

S&P 400

7.5

2.6

-0.3

-12.5

14.5

18.7

9.1

6.3

12.9

Russell 2000

6.9

1.7

-4.7

-12.2

13.1

19.5

10.8

5.6

11.9

Dow Jones Global Large-Cap Index

6.3

3.0

4.2

-10.4

42.9

-10.0

13.6

4.2

7.6

Dow Jones Global Large-Cap ex-U.S. Index

5.7

2.1

-0.6

-15.7

41.0

-10.7

9.9

-0.3

3.8

STOXX Europe 600 Index

4.3

1.5

1.3

-13.2

7.7

-1.2

5.3

2.4

6.5

iShares 20-plus Year Treasury Bond ETF

0.7

5.0

9.1

-4.2

6.5

-1.2

-1.5

3.2

3.5

IiShares AAA - A Corporate Bond Fund

2.0

3.1

6.6

-5.2

2.9

1.7

0.0

0.9

NA

Gold

8.6

9.0

12.9

-1.7

12.6

9.0

2.3

1.4

4.2

Silver

5.1

0.8

-5.1

-8.3

3.8

17.5

-6.1

-6.1

0.9

-1.9

-4.2

-7.1

-5.4

2.2

12.9

-0.4

-3.9

1.4

June
2019

Latest
3M

Latest
12M

2018

30-yr. fixed mortgage

3.8

4.0

4.4

4.5

3.7

3.9

4.2

4.0

4.2

15-yr. fixed mortgage

3.2

3.5

3.9

4.0

2.9

3.1

3.5

3.3

3.5

5-yr. adjustable mortgage

3.5

3.6

3.9

3.8

2.9

2.9

3.5

3.2

3.3

48-month new car loan

NA

NA

5.2

5.0

4.3

4.2

4.8

4.5

5.0

3-year

Annualized
5-year
10-year

Equity Markets

Bond Markets

Commodity Markets

CRB all commodities

CONSUMER FINANCE RATES
(Percent)
Average for Year
2017
2016

Note: New-car loan rates are quarterly data. Values shown are for latest quarter.
Calculations for annualized returns have changed to use daily data instead of monthly averages.
Sources: Barrons, Commodity Research Bureau, Dow Jones, Frank Russell, iShares, Standard & Poor’s, STOXX Europe 600, Refinitiv.

Average over Period
3-year
5-year
10-year
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LEADING INDICATORS (1950-2019)

Sources for Appendix: Bureau of Economic Analysis, Bureau of Labor Statistics, Department of Labor,
Federal Reserve, New York Stock Exchange, Standard & Poor’s, The Conference Board, University of Michigan,
U.S. Census Bureau (Thomson Reuters Datastream).
Note: Shaded areas denote recessions.
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ROUGHLY COINCIDENT INDICATORS (1950-2019)

LAGGING INDICATORS (1950-2019)
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