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Introduction

The National Bureau of Economic Research, an independent body of academic economists, is

the ultimate arbiter of recessions and their start- and end-months. Although they judge this call

based on the trajectory of many data series, we isolate the five most important parameters

typically indicating recession: industrial production, real retail sales, real personal

consumption, employment (two measures), and real market-driven incomes. By their own

admission, the “two measures [we] put the most weight on are real personal incomes less

transfers and nonfarm payrolls.” This is important to keep in mind with leading economic and

financial market indicators foretelling of recession, and measures of economic growth such as

Real Gross Domestic Income having declined 0.8% YoY.
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Industrial Production

Industrial production seems to have topped in Q3 2022. Beginning Q4 2022, industrial

production saw a string of declines before a short-lived recovery to start 2023. However, we

have again printed consecutive declines (-0.5% in May, -0.6% in June). Other data covering the

sector (ISM and regional Fed data) also show manufacturing in recession. Slowing production

means weaker jobs, hours and incomes. History tells us that industrial production has much

further to fall in the event of recession. This indicator is on its way there!

Sources: Federal Reserve, Haver, SMBC Nikko
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Real Retail Sales

Inflation-adjusted retail sales continue to deteriorate. Since topping out at $234B in April 2022,

they have declined 3.1% — the weakest since November 2009. Although still far above trend,

we are nearing recessionary territory in this respect. Tightening credit and soft real incomes

are biting. This one is heading in a recessionary direction too!

Sources: Census, BLS, NBER, Haver, SMBC Nikko
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Real Personal Consumption

Real personal consumption (inflation adjusted personal spending) as measured by the BEA,

has remained buoyant year-to-date, up 4.0% annualized in 2023. In this respect, we are still

right on trend. Goods spending, particularly for interest rate sensitive durable goods, has

actually accelerated following weakness in Q4 2022. Durable goods spending is now up 6.3%

year-to-date annualized, bucking the continued up-move in interest rates. Services spending

has also remained robust, as of June. Not seeing a recessionary signal here yet.

Sources: BEA, NBER, SMBC Nikko
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Employment Growth

The NBER looks across two measures of payrolls when dating recessions: employment growth

according to the BLS’ survey of households (left) and the establishment survey of firms (right).

Both measures are showing job additions slowing sharply, especially as judged by the

establishment survey, which is now adding just 1.7% on a three-month annualized basis. We

are moving in the recessionary direction in the sense that job growth is steadily slowing. Our

preferred leading indicators for jobs are mixed. 1) Manufacturing overtime hours have trended

flat this year following a sharp deterioration in 2022. 2) Temporary hiring has declined 4.7% on

a year-over-year basis. 3) Construction hiring is still strong growing 2.6% YoY, likely reflecting

record new home construction. No recession here yet although we are heading in that

direction.

Sources: BLS, Haver, SMBC Nikko
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Real Personal Incomes Less Transfer

Real personal income less government transfers is another measure of labor market strength.

Due to inflation’s continued comedown, this series has shown rapid improvement since late

2022. Year-to-date, this measure of market incomes is up 2.1% annualized. Inflation’s

comedown and the strong Q2 productivity numbers are tailwinds. No recession signal here yet.

Sources: BEA, NBER, Haver, SMBC Nikko
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Conclusion

In sum, industrial production and real retail sales are only beginning to flash recessionary

signals while job growth is steadily softening. Real PCE and real incomes less transfers both

remain sturdy. We are expecting these indicators to weaken as growth deteriorates and firms

are increasingly faced with a Hobson’s choice of paying creditors/operational investment or

cutting headcount. Forward looking indicators continue to support the recession thesis. The

bottom line is that until the unemployment rate ticks up at least 50 basis points, and incomes

and PCE decline, do not expect the NBER to date any recession.
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Disclaimer

This document is provided by SMBC Nikko Securities America, Inc. (“SMBC Nikko”), the US-registered broker-dealer affiliate of Sumitomo Mitsui
Banking Corporation, for informational purposes only. This document was prepared by SMBC Nikko’s economist(s). The views statements,
assumptions and forecasts expressed herein are those of the author(s) and do not reflect the judgment of any other person or of SMBC Nikko, it
does not constitute an offer, or solicitation of the sale or purchase, of securities or other investments. The information contained herein is obtained or
derived from sources believed to be reliable, but SMBC Nikko and the author(s) make no representations as to its accuracy or completeness. In
some cases, such information may be incomplete or summarized. This document has been prepared based on assumptions and parameters
determined by the economist(s) in good faith. The assumptions and parameters used are not the only ones that could have been selected, and
therefore no guarantee is given as to the accuracy, completeness, or reasonableness of any such quotations, disclosures, or analyses. Past
performance is not a reliable indicator of any future results.
This document has been prepared for and is directed at institutional investors and other market professionals and is not intended for use by retail
customers. It does not take into account any specific investment objective, financial situation, or particular need of any recipient. The information
contained herein should, for whatever purpose, be used solely at the discretion and responsibility of the recipient. SMBC Nikko and its affiliates do
not accept any liability or responsibility for any results in connection with the use of such information. Recipients are responsible for making final
investment decisions and should do so at their own discretion after conducting a careful examination of all documentation delivered prior to
execution, explanatory documents pertaining to listed securities, prospectuses, and other relevant documents, and their own independent analysis
and assessment of the merits of any transaction. The financial instruments discussed may be speculative and may involve risks to principal and
interest.
Conflicts of Interest Disclosures
The views statements, assumptions and forecasts expressed herein may differ from those expressed in globally branded research produced by
SMBC Nikko or its affiliates. The trading desks of SMBC Nikko and its affiliates trade or may trade as principal in the financial instruments that are
the subject of this material, and the author(s) of this document may have consulted with the trading desks while preparing this document. The
proprietary interests of SMBC Nikko and its affiliates may conflict with those of the recipient. SMBC Nikko and its affiliates may seek to do business
with the companies mentioned in this material and the trading desks may have accumulated, be in the process of accumulating, or accumulate long
or short positions in the financial instruments mentioned and may have acquired them at prices no longer available. The trading desks may also have
or take positions inconsistent with the views expressed in this document or may have already traded on those views.
This material is not a research report, and neither this material nor its author(s) is subject to SMBC Nikko policies and procedures that apply to the
globally branded research reports and research analysts of SMBC Nikko and its affiliates or to legal requirements designed to promote the
independence of investment research. It is not subject to any prohibition on dealing ahead of the dissemination of investment research. This means
that on the date of this document, SMBC Nikko, its affiliates, and their respective directors, representatives, or employees, may have a long or short
position in any of the instruments mentioned in this document and may make a market or trade in instruments economically related to the securities,
derivatives or other underlying assets mentioned herein, in each case either as principal or as agent.
No part of the author(s) compensation was, is, or will be, directly or indirectly related to the specific recommendations or views expressed herein.
The personal views of authors may differ from one another.
Distribution, possession or delivery of this document in, to or from certain jurisdictions may be restricted or prohibited by law. Recipients of this
document are required to inform themselves of and comply with all such restrictions or prohibitions.
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