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SUMMARY
Inflation Moving Up But Not Sharply
On the Moving Up side, the US core CPI suggested
that the core PCE deflator increased at a +2.3%
m/m annual rate in July and accelerated to +2.0%
y/y. The headline CPI increased +2.9% y/y.
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Inflation Moving Up But Not Sharply

Contd

EVRISI’s survey of retailers pricing power has
clearly turned up.
Also on the Moving Up side, wages in Canada have
accelerated to +3.6%! Bottom line, there’s little
doubt that inflation is accelerating.

At the same time it seems certain that inflation is
accelerating, it doesn’t seem to be accelerating
sharply enough to be a “problem”.
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Inflation Moving Up But Not Sharply
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Oil prices are still up +35% over the past year, but
they have been at their current level for three
months.
Bond yields closed Friday at 2.87%, the same level
they were at six months ago.
China’s CPI in July was up just +2.1% y/y in July,
significantly less than the +2.9% increase in the US
CPI.
China’s core CPI increased +1.9% y/y.
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Inflation Moving Up But Not Sharply
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Japan’s GDP price deflator declined at a -0.2% q/q
a.r. in 2Q and has been roughly unchanged for three
years. And it’s -15% lower than it was two decades
ago!
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Inflation Moving Up But Not Sharply
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Judging by unemployment claims, which last week
were almost at a five-decade low, the US
unemployment rate is likely to decline to 3.5%.
AHEs are likely to continue to accelerate and could
hit an upside inflection point. But we can’t find a
framework that tells us when.
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YELLOW FLAG: Company Surveys Have Stalled
We believe that the US economy is still powering
ahead at about a +3.5% a.r. But we are raising a
YELLOW FLAG because EVRISI company surveys
have stalled for the first time in their leg up since
2016. At 55.6, they are still consistent with +3.5%
real GDP growth, but they have hooked down
slightly. Stay tuned.
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U.S. Economy Still Powering Ahead
While EVRISI company surveys have stalled,
Consumer Comfort continues to power ahead,
increasing +5 points over the past three months to
59.3, a level it first hit in 1998 when real GDP growth
was +4.5%. This strongly suggests that the positive
condition of the US economy is more than offsetting
concerns about tariffs, recession, and/or political
uncertainty.

9

August 13, 2018

U.S. Economy Still Powering Ahead
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Railcar loadings surged in July and are even
stronger in early Aug.

Unemployment claims last week declined to within
1K of making a five-decade low.
So claims,
Consumer Comfort and railcar loadings all show
strength in early Aug.
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U.S. Economy Still Powering Ahead
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The Fed’s Senior Loan Officer Survey for 3Q
reported last week showed a continued increase.
And notice that this survey rolled over two years
before the last two recessions.
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U.S. Economy Still Powering Ahead
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This is more backward looking, but the consensus
estimate for S&P earnings in 2Q has surged +$8 in
just four weeks to $161, up +27% y/y, more than the
+25% in 1Q. The consensus estimate for S&P
revenues in 2Q moved up to a very strong +11.0%
y/y!
And S&P earnings in 3Q are likely to post another
+25% y/y increase.
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Stimulus, Stimulus, Stimulus!
First, interest rates are low, both short rates and
long rates. Before the last recession, fed funds were
+80bp above nominal GDP growth. Nominal GDP
growth in 2Q was +5.4%. If ff were +80bp above
that, they would be 6.20%. Currently ff are -340bp
below nominal GDP growth.
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Second, the Fed’s balance sheet, while shrinking, is
still over $4t!
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Stimulus, Stimulus, Stimulus!
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Third, the budget deficit is surging. This was
presented in the weekend news as a problem, which
it will become at some point. But at the moment it’s
a reminder that fiscal policy is stimulative. In any
event, the budget deficit is on track to hit -$1t in
2020.
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Stimulus Driving Asset Prices
The above conditions help explain why every day
there’s a tsunami of evidence that “money is easy”.
Here are a few examples from last week:
 Companies set to buy back $1t worth of shares this year.
 Samsung to invest $160b in R&D.
 Aldi $5b plan to expand US business.
 Pandora planning 250 new outlets.

And last week there were 43 deals totaling $239b!
Here are the top five:
1. Tesla weighs taking company private at $71b.
2. Ping An to bid Prudential’s Asian operations for $51.5b.
3. Alibaba to merge its food delivery units at $25b valuation.
4. Frutarom shareholders approve $7.1b deal with IFF.
5. Dun & Bradstreet to go private for $5.38b.
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Stimulus Driving Asset Prices

Contd

“Easy Money” also helps explain why credit spreads
are so tight. Before the last three recessions, credit
spreads have been roughly 400bp. Currently they
are around 250bp.

“Easy Money” may be creating supply that is in
excess of demand, which may be helping
restrain inflation.
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Stimulus Driving Asset Prices

Contd

An extended period of stability and prosperity can
lead to instability and a “Minsky Moment”.
Before the Great Financial Crisis, EVRISI hedge
fund survey repeatedly approached 60.0.
This past week it declined -0.3 to a defensive 49.7.
This suggests that despite the tsunami of deals
every week, a “Minsky Moment” is not at hand.
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No Recession In Sight
Week-before-last we looked at 5 models that on
average suggested the next recession will begin in
5.2 years, or at the end of 2023, with a range of
2021 to 2027.
Last week we looked at 4 economic indicators that
clearly rolled over well before previous recessions
have started, by 3 years on average.

Currently, none of them have rolled over. Of course
future cycles can be different from past cycles, but
we will be watching these 4 indicators closely.

19

August 13, 2018

No Recession In Sight
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Evercore ISI U.S. Outlook
Real GDP
GDP Price Deflator
Nominal GDP
Fed Funds Rate*
10-Year Bond Yield*
S&P EPS
Avg. Employment Change
Unemployment Rate*

2017
2.5%
1.9%
4.4%
1.50%
2.40%
$130
+170k
4.1%

* Year-end
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2018 f
3.5%
2.5%
6.0%
2.50%
3.25%
$165
+200k
3.5%

2019 f
2.5%
2.5%
5.0%
3.25%
3.75%
$175
+160k
3.0%
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Retail Sales, Industrial Production,
The Flash PMI and Housing Will Be
The Market’s Focus.
We estimate that US retail sales were essentially unchanged in July as gasoline prices and
vehicle sales fell; discretionary retail sales, however, likely posted good gains. Housing starts
probably rebounded more than +10% after tumbling -12.3% in June. The LEI likely posted a
moderate gain, suggesting no near term downturn in the economy. But industrial production
probably barely edged up as vehicle production schedules were weak and electricity production fell.
Overseas, the German ZEW likely increased modestly.
Stan Shipley
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Tuesday, Aug 14
UNITED STATES

July

Aug

1.

NFIB

107.2

106.8

106.0

2.

Import Prices

-0.4%

+0.1%

+0.0%

Core Import Prices

-0.1%

+0.1%

+0.1%

GERMANY
3.

ZEW

July
-24.7

Aug
-18.5

-21.0

WEDNESDAY, Aug 15
UNITED STATES
4.

Empire Mfg Index

5.

NAHB

July

Aug

22.6

21.0

20.0

68

67

66

June

July

6.

Industrial Production

+0.6%

+0.3%

+0.1%

7.

Retail Sales

+0.5%

+0.2%

+0.0%

Thursday, Aug 16
UNITED STATES
8.

June

July

Housing Starts

1.173

1.272

1.300

Building Permits

1.273

1.310

1.320

July
9.

Phil Fed Survey

25.7

Aug
22.0

22.5

Friday, Aug 17
UNITED STATES
10. LEI

June
+0.5%

July
+0.4%
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+0.4%

Actual
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MORTGAGE DELINQUENCY NFIB
July
Aug
IMPORT
May
June
IMPORT
May
June

107.2
106.0 E

Aug 15

Aug 16

6:00

MORTGAGE APPS

106.8 C

EMPIRE MFG INDEX 8:30
July
22.6
Aug
20.0 E

PRICES
8:30
-0.4%
0.0% E
+0.1% C
EX FUEL/FOOD
-0.1%
+0.1% E +0.1% C

* Aug 13 to Aug 17

RETAIL SALES
8:30
June
+0.5%
July
0.0% E
+0.2%
RETAIL SALES ex AUTO
June
+0.4%
July
+0.2% E
+0.4% C
INDUSTRIAL PROD 9:15
June
+0.6%
+0.1% E
0.3% C
July

NAHB
May
June

10:00
68
66 E

67 C

1 of 1

MFG & TRADE INV
May
+0.4%
June
+0.2% E

UNEMP CLAIMS
Aug 4
213
Aug 11
220 E

Aug 17
8:30
215 C

CONSUMER COMFORT
PHIL FED SURVEY 8:30
July
25.7
Aug
22.5 E
22.0 C

CONSUMER SENT 10:00
July
97.9
Aug 1H 96.5 E
LEI
June
July

10:00
+0.5%
+0.4% E

+0.4% C

HOUSING STARTS 8:30
June
1.173
July
1.300 E 1.272 C
BUILDING PERMITS
June
1.273
July
1.320 E 1.310 C

10:00
+0.1% C

TICS
Monday Aug 20

Aug 21

Aug 22

Aug 23

10:00

UNEMP CLAIMS
Aug 11
220 E
Aug 18
225 E

5.43 C

CONSUMER COMFORT

MORTGAGE APPS
EXISTING HOME
June
5.38
July
5.50 E
FOMC MINUTES

NEW HOME
June
0.631
July
0.660 E

Aug 24

10:00
0.650 C

FHFA HOME PRICE 9:00
May
+0.2%
June
+0.2% E

23

8:30
215 C

MARKIT MFG PMI 9:45
May
55.3
Jun
55.0 C
MARKIT SVC PMI 9:45
56.0
May
Jun
55.8 E
MARKIT COMP PM 9:45
May
55.7
Jun
55.5 E

DUR GOODS ORDE 8:30
June
+0.8%
July
+1.2% E +1.0% C
EX TRANS
June
+0.2%
July
+0.5% E
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