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  WHERE WE ARE: Recession Watch Redux 
 
Once again recession talk is in the air, this time given loft by the weak May job growth figures. Nonfarm 
payrolls rose by only 38,000 in May, down from an average of almost 220,000 per month over the past 
year and the weakest performance in almost six years. Another sign of a looming recession? Economic 
bears point out that job growth has declined in each of the past three months since last breaching the 
200,000 mark in February. Moreover, this deceleration is consistent with the exceptionally weak first 
quarter GDP (although that GDP growth estimate has been revised modestly higher from 0.5% to 0.8%).  
 
Also worrying: Growth in nonmanufacturing 
(services) economic activity slowed in May. The 
Institute for Supply Management (ISM) said its 
index of services activity fell to its lowest level 
since February 2014, though the index remained 
above the level associated with positive growth. 
 
Moreover, a variety of analysts are raising their 
odds of a recession starting within the next year. 
One model from UBS based on credit risk pegs the 
recession risk at 34% by the first quarter of 2017. 
Perhaps most alarming is a model from Deutsche 
Bank that suggests the yield curve is now signaling 
a 55% of a U.S. recession within the next 12 months, although many analysts discount the yield curve as 
a predictive tool because global demand for scarce Treasury notes and bonds is driving down long-term 
rates and hence the yield gap between short- and long-term rates. 
 
But these recession models seem to be outliers. Economists polled by the WSJ see about a 20% chance 
of being in a recession within the next 12 months – double the odds from one year ago but essentially 
unchanged since February. There has also been positive economic news over the past two weeks. While 
the growth in services has been dropping (though remaining positive), the ISM reported that its 
manufacturing index rose for the third straight month and is now firmly back into positive growth territory. 
 
And despite the sharp recent drop in job growth, there has been other good news on the labor front as the 
unemployment rate ticked down to 4.7% in May, its lowest level since 2007 (though that partly reflects a 
rise in discouraged workers who dropped out of the labor force), while weekly jobless claims, which serve 
as a proxy for layoffs, remain at historically low figures. In addition, average weekly earnings rose at an 
annualized rate of 2.5%. Together with other technical issues, these indicators imply that the recent weak 
job growth will be temporary and hiring should pick up again this summer. 
 
Meanwhile, consumers remain quite confident about current conditions, which has been fueling 
consumption. Nominal consumer spending by rose by 1.0% in April, the greatest monthly increase in 
more than seven years. Similarly, retail sales growth has been strong, beating expectations. Finally, the 
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highly regarded GDPNow model from the Atlanta Fed puts 2Q16 GDP growth at 2.8% (up from 2.5% 
forecasted last week) – hardly robust growth, but a significant gain over first quarter growth. 
 
So time to cede ground to the bears? Perhaps, but no need to wave the white flag just yet. As we’ve been 
warning for some time now, growth in 2016 will struggle to match even the modest gains of recent years. 
But from my perspective, the economy shows no definitive signs of an imminent downturn. 
 

   MORE QUICK INSIGHTS FROM RECENT ECONOMIC NEWS 
 
Which Labor Market Data Should You Believe? (The New York Times). The duality of economic 
metrics continues, as different labor market measures yield different indications as to the strength and 
health of the economy. Just as the Labor Department reported that the unemployment rate fell 30 basis 
points to 4.7%, its lowest rate in almost a decade, the Labor Market Conditions Index, which is the Fed’s 
preferred measure of labor market vitality, has fallen six straight months to its lowest level in seven years. 
 
If the Economy Is Sinking, Policy Makers Are Far From Prepared (The New York Times). Nine 
months ago I wrote a blog on why the Fed should start to hikes rates. Among the reasons I cited – and 
the most important: “The Fed needs to put some arrows back in its quiver so that it has ammunition to 
fight the next recession.” Now it seems that time may be coming before we’re ready. The Fed has been 
waiting for inflation to reach 2% as a signal that the economy is finally healthy enough to start hiking 
interest rates in earnest. We seem to be just about there, as the deflationary impact lower oil prices fades 
and wage growth strengthens. Meanwhile, if the likelihood of the U.S. soon entering another recession is 
debatable, there is little doubt that growth has been slower in recent months. Thus, raising rates now 
could well derail the economy. Could be a difficult summer of choices for the Fed. 
 

 CHART OF THE WEEK   

 
“The strong relationship between job growth and apartment annual effective rent growth has been widely 
discussed and generally accepted … This relationship can be clearly seen in the following four charts. 
Each scatterplot chart graphs annual job growth moving by month against annual rent growth by month 
for four different apartment markets: San Francisco (high growth market), Dallas (moderate growth), San 
Antonio (low growth) and Atlanta (late recovery).” 
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   OTHER WORTHWHILE READS 
 
 
ECONOMIC NEWS AND VIEWS 
 
Americans’ Total Wealth Hits Record, According to Federal Reserve Report (WSJ) 
“The wealth of Americans reached a record of $88.1 trillion in the first quarter, with rising home values 
offsetting stock-market wobbles at the start of the year. The boost to wealth was driven by a $498 billion 
increase in residential real-estate values … while the overall value of equities declined by $160 billion.”  
 
Revenue Growth Picks Up at U.S. Service-Sector Firms (WSJ) 
“Sturdy revenue gains across the sprawling U.S. service sector pointed to the economy’s resilience in 
early 2016, even in the face of trouble for manufacturers and worries about a slowdown in hiring.” 
 
Why the Economic Payoff From Technology Is So Elusive (The New York Times) 
“For several years, economists have asked why all that technical wizardry seems to be having so little 
impact on the economy. The issue surfaced again recently, when the government reported 
disappointingly slow growth and continuing stagnation in productivity. The rate of productivity growth from 
2011 to 2015 was the slowest since the five-year period ending in 1982.” 
 
Weak Productivity, Rising Wages Putting Pressure on U.S. Companies (WSJ) 
 “U.S. companies are facing a toxic combination of dismal productivity growth, accelerating wages and 
sluggish demand, raising the risk they will slow hiring, cut spending further and weaken an already-fragile 
economy … A different worry for the Fed is that firms will react to higher labor costs by raising prices, 
pushing inflation above the central bank’s 2% target.” 
 
 
 
PROPERTY MARKETS 
 
Get real: Billions set to pour into real-estate investments (StarTribune.com) 
“A big change is coming in how stock indexes measure the market, one that's likely to push tens of 
billions of dollars into real-estate investments …The S&P 500 and other indexes have long split the 
market into 10 main sectors, such as technology companies or utilities … After the market closes on Aug. 
31, S&P Dow Jones Indices and MSCI will carve out real estate to become the 11th sector.” 
 
REIT Surprise: How Real Estate Crushed the Stock Pickers (WSJ) 
REITs are by far the best-performing asset class in the market over the past 15 years . . . 
Since 2000, REITs have returned an average of 12.0% a year, according to J.P. Morgan Asset 
Management. That crushed the No. 2 finisher, high-yield bonds, which returned 7.9%. Large-cap U.S. 
stocks returned 4.1%.  
 
Stuck In Your Parents’ Basement? Don’t Blame the Economy (FiveThirtyEight) 
“The image of the 20-something still living in his parents’ basement has become a well-worn media trope 
in recent years. … It’s tempting to blame the trend on the economy. … It turns out, though, that the 
recession wasn’t what led millennials to move back into their old bedrooms. …Rather, long-run shifts in 
demographics and behavior have been pushing them in that direction for decades.” 
 
U.S. Houses Are Still Getting Bigger - Real Time Economics (WSJ) 
“The median size of a new single-family house was 2,467 square feet last year, the biggest on record, 
according to Census Bureau data out this week. With all that floor space, homes are 61% larger than the 
median from 40 years earlier and 11% larger than a decade earlier.” 
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