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The U.S. Economy: Far Too Early
to Break Out the Champagne

That markets are wildly optimistic about the U.S. economy is nothing new. What
should draw our attention this time around is that such upbeat sentiment has
rarely been harder to square with the numbers. For example, contrary to the
dominant narrative:

> The U.S. economy is doing worse than a few months ago, not better.
Growth in industrial output is petering out, productivity has moved into
negative territory, and employment data point to backsliding.

» The economy’s ability to cope with higher interest rates simply can’t be
taken for granted. Not only has consumer spending yet to pick up, but
the real estate market has been derailed by the rise in interest rates since
the start of the year.

» While a change of course by the Federal Reserve may seem long overdue
after five years of unconventional monetary policy, it makes no economic
sense. This suggests that the Fed is very much in danger of jumping the

gun.
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What'’s Behind the Sentiment That Things Are Looking Up?

Growth Stuck Around 1.5 Percent

In July 2013, industrial production was a
mere 1.4 percent higher than a year earlier,
scoring its weakest gain in more than three
years—and even trailing the second
quarter’s 1.6 percent rise in gross domestic
product.

With GDP up by only 1.2 percent halfway
through the year, the U.S. economy is
unlikely to grow by more than 1.5 percent
for all of 2013. If we’re right, this will be its
worst showing since 2009, and one that
stands well below the Fed’s June forecast of
2.3 to 2.6 percent.

Flagging Productivity

The productivity boost from post-2009
recession adjustments has clearly run out of
steam. Over the last few quarters,
productivity growth has been steadily
winding down, and by mid-year had fallen
into negative territory.

This contraction in productivity is currently
the primary obstacle to job creation and an
upswing in corporate investment.

Job Creation Flatlining

Even with unemployment down to 7.3
percent in August—the lowest since
December 2008—the job market shows
precious little punch.

Nonfarm payrolls grew by an average of
148,000 a month over the past three
months—nearly 100,000 less than the
average at the start of the year. At this pace,
we can expect a full-year increase of only 1.6
percent, which falls far short of what usually
occurs during recoveries.
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The Short-Lived Springtime Uptick in Consumer Spending

An End to Job Market Improvement Labour Market Indicators
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numbers back up.

Gains in Disposable Income Below
1 Percent a Year

Household Real Disposable Income and Consumption
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A Worsening Capital Investment Outlook

A Lid on Capital Spending

Those betting on a pick-up in capital
investment are still coming away empty-
handed. Corporate spending on equipment,
intellectual property, and software has been
steadily losing steam since the beginning of
2013.

And the outlook for the next few quarters
isn’t exactly rosy, either.

Dwindling Productivity Gains

A key indicator here -and a disturbing one- is
falling productivity growth, which
foreshadows lower profits at non-financial
corporations. This makes any near-term
improvement in capital expenditure and job
creation highly unlikely.

No Comfort in Leading Indicators

A number of leading indicators paint an
equally dreary capital investment outlook:

- Capacity utilization is stuck well below its
long-term average and hasn’t scored any
gains for months.

- Shipments of capital goods, which tend to
move in lockstep with shipments of
durable goods, are on the decline.

- The San Francisco Fed’s Tech Pulse Index
shows further considerable weakness.
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Bad News on the Residential Property Front

Downslide in Transactions

Rising interest rates have hastened a sharp
downturn in the housing market.

The pace of new housing starts has been
skidding downward since June, while the
data on building permits and pending home
sales preclude any near-term turnaround.

An End to Construction

Recovery

Employment

A further sign of the ailing housing market is
that the rebound in  construction
employment ground to a halt in the spring,
and has been dragging ever since.
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The Fed Struggling to Meet Its Loan-Boosting Targets

M2 Losing Momentum

The considerable expansion of the monetary
base following the onset of QE4. Late last
year hasn’t really translated into expansion
of the broader money supply. The M2
monetary aggregate has been growing more
sluggishly than in early 2012 -or even at the
end of last year.

Private Sector Loans Increasing at Just 1.5
Percent a Year

Weak annual M2 growth -less than 7
percent- wouldn’t be so troubling if it didn’t
reflect an increasingly marked slowdown in
loans to the private sector. At the end of
August, total bank lending was up by just 1.5
percent on an annualized basis -its worst
performance since the end of 2011.
Mortgage lending showed a mild annual
decrease, while industrial and commercial
lending grew at only half the pace recorded
in mid-2012.

Danger Ahead

All in all, the central bank appears to be
falling short of its targets. At the same time,
the housing sector’s extreme sensitivity to
higher interest rates strongly suggests that
the U.S. economy as a whole is still in shaky
condition -shaky enough to make it a bad
idea for the Fed to unwind its support and
start phasing out its asset purchases.
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RichesFlores Research is an economic and financial research provider. We produce international economic analysis and
forecasts, as well as research on broader short-, medium-, and long-term trends in the global economy.

RichesFlores Research is a transparent company, with the databases and information resources we need to remain fully
independent and objective. Because RichesFlores Research is not an investment service provider and does not sell financial
products, we can offer clients added confidence in the independence and objectivity of our assessments, recommendations,
and advice.

This document is provided for information purposes only. It is not and should not be construed as investment advice, or as an
offer or solicitation of an offer to buy or sell securities. It contains strictly confidential information intended only for the use of
the individual or entity to which it is addressed. This document may not be disclosed to any third party without the express
written consent of RichesFlores Research.

This research and its content are the sole property of RichesFlores Research. They may not be reproduced without the express
consent of RichesFlores Research and without indication of the source and date thereof.

RichesFlores Research makes no warranty, express or implied, nor assumes any legal liability or responsibility for the
accurateness, completeness, or usefulness of the research, conclusions, data, and assessments available on this website.

The content of this website does not constitute a contract and is non-binding. It is not and should not be construed as
investment advice or as an offer or solicitation of an offer to buy or sell securities.

Véronique Riches-Flores,contact@richesflores.com
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