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Executive Summary

« Treasury yield curve is flashing recession risk

« Theyield curve is going to steepen significantly

« Unemployment continues to rise as employment slows

e Construction job losses could push unemployment rate sharply higher

« Initial jobless claims have lost their predictiveness for now

« Measuring the stance of monetary policy has become extremely difficult
* Rates are high but financial conditions are easy because of rising stocks

« The Fed is ultimately going to have to take rates below R* to avoid a recession
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Trouble Ahead

An un-inverting curve foretells of imminent recession
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Wither Leading Indicators?

Except for stocks, leading economic indicators are almost universally flashing warning signs
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Timing The Peak

Sometimes stocks do not provide much lead time

Lead Time

S&P 500 Economy (Months)
January 1953 January 1953 0
July 1957 * August 1957 1
July 1959 April 1960 9
December 1968 December 1969 12
January 1973 November 1973 10
February 1980 January 1980 -1
November 1980 July 1981 8
July 1990 July 1990 0
August 2000 March 2001 7
October 2007 December 2007 2
February 2020 March 2020 1
Awerage --> 4
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Looking For Work

Measured unemployment always rises before job losses
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Rapidly Losing Momentum

A key gauge of private sector job growth continues to trend lower.
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Boom To Bust?

Residential construction could be overstaffed by 1 million workers

- Mortgage Applications for Home Purchase
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Low Unemployment Insurance Uptake

Claims are artificially low because fewer people are applying

Unemployment Insurance Recipiency Rate

Avg = 35.7%
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Is Policy Tight?

Real Rates are well above neutral, but the FCIl remains loose

——Real Fed Funds Fed Financial Conditions Index (rs)
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Cooling Inflation

Growth in cyclical prices is likely to slow if demand continues to weaken

Core PCE Inflation
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Workers Staying Put

Plunging quits point to much weaker wage costs

3.50
3.25
3.00
2.75
2.50
2.25
2.00

% of Total Employment

1.75
1.50
1.25

——Quits Rate (6m lead)

Ly

Employment Cost Index (rs)

05

15

17

19

21

23

25

5.5

5.0

4.5

4.0

3.5

3.0

2.5

2.0

15

1.0

AOA%

11

Source: BLS, Haver, SMBC Nikko



Far From Home

The Fed has room to cut significantly

Fed Funds Target Rate
R* (Long Run Median Dot)
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A Wide Range Of Possibilities

Fed is going to cut a lot more than in previous soft landings

How Much does the Fed Cut in Easing Cycles?

First Fed Rate Cut (Month) Toglp(;;; = Occzjl\r/:;gt]hc;\;er. -
March 1960 280 17
December 1966 197 8
September 1969 547 18
October 1973 556 20
January 1980 479 7
February 1981 438 2
July 1981 1059 20
September 1984 563 24
November 1987* 81 4
June 1989 681 40
July 1995* 75 7
September 1998* 75 3
January 2001 550 30
September 2007 513 16
July 2019* 75 3
Average of soft landings> 77 4
Average ex. soft landings > 533 18

* Represents soft landings

Source: Federal Reserve, Haver, SMBC Nikko
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whatever purpose, be used solely at the discretion and responsibility of the recipient. SMBC Group does not accept any liability or responsibility for any results in
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