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Purpose(s) of this 
presentation

1. Provide a few tools for you to 
track the economy and integrate 
into your business decision 
making process (i.e. complement 
bottoms up with top down)

2. Give our opinions on the outlook 
for the US economy 

Intended Audience

No macro knowledge is required 

Familiarity with profitability drivers

Non-technical, but sophisticated 
understanding of use cases 
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AGENDA

• Tips for Tracking the Economy

• Where are we today? 

• Where might we be headed?
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AGENDA

• Tips for Tracking the Economy

• Where are we today? 

• Where might we be headed?

This is where we’ll 
spend most of our time 
today. 
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Tips for tracking the economy 

Purpose
• Are you forecasting or nowcasting? 

Horizon
• Are you planning for structural or cyclical activity ? 

Model
• Model should be aligned with horizon and purpose

Measure
• Identify key metrics to summarize relevant activity 

Scale
• Use a simple scale to track and compare 
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Forecasting or Nowcasting

Today Future
Period

Time

Past 
(Known Data)

ForecastingNowcasting

PlanningDiagnostics
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Tips for tracking the economy 

Purpose
• Are you forecasting or nowcasting? 

Horizon
• Are you planning for structural or cyclical activity ? 

Model
• Model should be aligned with horizon and purpose

Measure
• Identify key metrics to summarize relevant activity 

Scale
• Use a simple scale to track and compare 
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Structural or Cyclical

Tactical 

%

(10-30yrs)

(3mths-5yrs)

(1day-3mths)

Not our focus



9

Why Horizon Matters

• Should we enter this industry?

• Is it time to exit this product line?

Structural Model Perspective

• How do we save costs during the 
impending recession?

• Should we delay new hiring? 

Cyclical Model Perspective time

%

Strong Structural Trajectory
Weakening Cyclical Trajectory

“It might be time to use free cash flow 
and cheap cost of capital to acquire 

new targets and proceed with 
expansion plans.”

If I didn’t know the structural path, I wouldn’t have the conviction. 
If I didn’t know the cyclical path, I wouldn’t be aware of this opportunity



10

Tips for tracking the economy 

Purpose
• Are you forecasting or nowcasting? 

Horizon
• Are you planning for cyclical or structural activity ? 

Model
• Model should be aligned with horizon and purpose

Measure
• Identify key metrics to summarize relevant activity 

Scale
• Use a simple scale to track and compare 

WARNING: 
All models are wrong, but some are 

more useful than others 
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Connecting Macro to the Bottom Line

Volumes Margins Profit

GDP

Output

Volumes

Sold

Consumer 
Inflation

Pricing Power

Unit

Price

Producer 
Inflation

Labor & COGS

Unit

Costs
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How are these macro drivers 
of profits determined for 
i) Cyclical, and ii) Structural?
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Cyclical Model of Activity 

Output

Labor

Inflation
Interest 
Rates

Exchange 
Rates

Volumes Sold

Labor Costs & Customer Demand

COGS & Pricing PowerCost of Capital

International Sales & Sourcing
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Output

Labor

Inflation
Interest 
Rates

Exchange 
Rates

A Beautiful Machine

The economy starts to strengthen, so … 

…businesses need more workers, 
which …

…increases wages and prices, which….

..prompts the Fed to hike 
interest rates in order to 
cool the economy …

…driving the dollar 
higher, adding to 
cost pressures and 
slowing growth

A Self Reinforcing and 
Self-Regulating 

process that is prone 
to Exogenous Shocks

Supply Chain DisruptionFiscal Stimulus

War in Europe

Work From Home
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Structural Model of Activity
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Structural Model of Activity

Labor Force 
Growth

Productivity
Structural 
Growth

Fertility & 
Mortality

Immigration

Social 
Preferences

Capital

Technology
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Structural Model of Activity
Labor Force 

Growth
Productivity

Structural 
Output 
Growth

Demand 

Supply

Demand

Supply

Structural 
Inflation

Money Goods & Services 

Structural Model of 
Activity
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Tips for tracking the economy 

Purpose
• Are you forecasting or nowcasting? 

Horizon
• Are you planning for structural or cyclical activity ? 

Model
• Model should be aligned with horizon and purpose

Measure
• Identify key metrics to summarize relevant activity 

Scale
• Use a simple scale to track and compare 
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What are the KPIs for the Economy?

-2 -1 +1 +20WARNING: 
• All economic statistics are WRONG
• They are delayed
• The contain estimation errors
• Economic statistics are simply PROXIES of the truth
• Use with caution
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What are the KPIs for the Economy?

% “Change” aka 
growth rate

Gross Domestic Product 
$ value of everything we 
produce and sell

The “R” stands for “Real”; 
i.e. inflation adjusted

This # is released 
Quarterly

Seasonally Adjusted

Annualized Rate

GDP

Volumes Margins Profit

GDP

Output

Volumes

Sold

Consumer 
Inflation

Pricing Power

Unit

Price

Producer 
Inflation

Labor & COGS

Unit

Costs
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What are the KPIs for the Economy?

% “Change” aka 
growth rate

Consumer Price Index
Cost of typical basket 
bought by US consumer

Released on monthly basis, but 
usually leverage annual 

comparisons 

Consumer 
Inflation 

Volumes Margins Profit

GDP

Output

Volumes

Sold

Consumer 
Inflation

Pricing Power

Unit

Price

Producer 
Inflation

Labor & COGS

Unit

Costs

Producer 
Inflation 

Note: There are myriad measures of Consumer and Producer inflation.  We list here only the most popular (CPI) measure. 
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A Free Repository of Macro Data

https://fred.stlouisfed.org/
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Tips for tracking the economy 

Purpose
• Are you forecasting or nowcasting? 

Horizon
• Are you planning for structural or cyclical activity ? 

Model
• Model should be aligned with horizon and purpose

Measure
• Identify key metrics to summarize relevant activity 

Scale
• Use a simple scale to track and compare 
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Simple Scale

-2 -1 0 +1 +2

Hate
Dislike

Indifferent

Like

Love

Benefits of a simple scale
1) Easy comparison across metric/countries/industries of interest
2) Permits a holistic view; i.e. qualitative information is important as well. 
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Simple Scale 

-1 0 +1 +2

Output

Inflation

-2 -1 +1 +2

-2

0

We love strong 
output growth

We love stable 
prices

We hate 
recessions

We hate rapid 
inflation or deflation
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Tips for tracking the economy 

Purpose
• Are you forecasting or nowcasting? 

Horizon
• Are you planning for structural or cyclical activity ? 

Model
• Model should be aligned with horizon and purpose

Measure
• Identify key metrics to summarize relevant activity 

Scale
• Use a simple scale to track and compare 
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AGENDA

• Tips for Tracking the Economy

• Where are we today?

• Where are we in the Cycle?

• What is our Structural baseline?

• Where might we be headed?



Cyclical

NOWCASTING – WHERE ARE WE IN THE CYCLE?



28

Where are we in the Cycle? 

Output

Labor

Inflation
Interest 
Rates

Exchange 
Rates
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Where are we in the Cycle? - Labor
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Where are we in the Cycle? 

Output

Labor

Inflation
Interest 
Rates

Exchange 
Rates

Labor market is 
very tight
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Where are we in the Cycle? - Inflation
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Where are we in the Cycle? 

Output

Labor

Inflation
Interest 
Rates

Exchange 
Rates

Labor market is 
very tight

Inflation is at 40yr highs
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Where are we in the Cycle? – Interest Rates



34

Where are we in the Cycle? 

Output

Labor

Inflation
Interest 
Rates

Exchange 
Rates

Labor market is 
very tight

Inflation is at 40yr highs
Interest Rates are 

rising rapidly 
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Where are we in the Cycle? – US Dollar
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Where are we in the Cycle? 

Output

Labor

Inflation
Interest 
Rates

Exchange 
Rates

Labor market is 
very tight

Inflation is at 40yr highs
Interest Rates are 

rising rapidly 

The USD is noticeably 
strong
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Where are we in the Cycle? – Output
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Where are we in the Cycle? 

Output

Labor

Inflation
Interest 
Rates

Exchange 
Rates

Labor market is 
very tight

Inflation is at 40yr highs
Interest Rates are 

rising rapidly 

The USD is noticeably 
strong

Output growth is meager. 
Consumer is the firewall. 
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Where are we in the Cycle?

-1 +1 +2

Output

Inflation

-2 0 +1 +2

0-2

-1

Note: This is our subjective assessment.
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AGENDA

• Tips for Tracking the Economy

• Where are we today?

• Where are we in the Cycle?

• What is our Structural baseline?

• Where might we be headed?



Structural

NOWCASTING – WHAT IS OUR STRUCTURAL BASELINE?
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What drives the Structural 
Rate of Output Growth?

Labor Force 
Growth

Productivity
Structural 

Growth

Fertility & 
Mortality

Immigration

Social 
Preferences
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A slowdown in population growth…
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..and increase in retirements/social preferences..
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..are manifesting in a smaller Labor Force

Cyclical issues?
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What drives the Structural 
Rate of Growth?

Labor Force 
Growth

Productivity
Structural 

Growth

Capital

Technology
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Industrial capacity relatively flat since 2000… 
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..but IP investments are picking up..
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..combining for modest structural Productivity 

-2

Cyclical issues?
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Are we structurally stable?- Output
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What is our Structural baseline? - Output 

-2 -1 0 +1 +2-2 -1 +1 +20
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Labor Force 
Growth

Productivity

Structural 
Output 
Growth

Demand 

Supply

Demand

Supply

Structural 
Inflation

Money Goods & Services 

What drives the Structural Rate of Inflation?

Amazon Effect

GlobalizationFed Policy 
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What is our Structural baseline? - Inflation

-2 -1 +1 +2

Strong Long Term Deflationary Drivers..

“Amazon Effect” --- online competition drives prices lower

Poor Structural Outlook --- e.g. shrinking 
labor forces curtail demand and prices

Central bank --- era of large balance sheets

..have overwhelmed Inflationary Drivers

Globalization --- increased global competition throughout the 
supply chain drove prices lower for decades.  

0

Sneak Peak

-1-2 -1 +1 +20
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What is our Structural baseline? 

-2 -1 +1 +2

Output

Inflation

-2 -1 0 +1 +2

0-1

Note: This is our subjective assessment.
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AGENDA

• Tips for Tracking the Economy

• Where are we today?

• Where are we in the Cycle?

• What is our Structural baseline?

• Where might we be headed?



Economic Outlook

FORECASTING – WHERE MIGHT WE BE HEADED?
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Here’s our outlook 

Time

%

Peak of the cycle amid a 
Structural slowdown 

This is the scariest place to be.  
Biggest potential drop. 

Inflation 

Output

Cyclical Structural
Nowcast

Cyclical Structural
Forecast

0

-2

-1

-1

-1

-1

-1

0
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Are we in a recession?
Economic 
Outlook:

Output
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NO
ARE WE IN A RECESSION?

Rule of thumb: 
2 negative qrts of GDP = 

recession

Caveats: 
1) Much of the drop was due to 

unusual items (e.g. inventories)
2) These numbers will be revised
3) NBER (official arbiter) hasn’t 

decided yet. 

https://fred.stlouisfed.org/graph/?g=UQj0
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Yes
ARE WE HEADED FOR A RECESSION? 

As an economist I hate to say “Yes”.  
But, the probability of a recession within 

the next 18mths is high. 
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Why are we likely to enter recession?

Soft Landing Recession

Fed 
TighteningStrong Corporate 

Balance Sheets

Excess Savings

Inflation Pinching 
Consumers

Inventory 
Imbalance

Fiscal
Drag 

Strong 
Dollar

Corporate Earnings 
Look Fine

Strong Outlook For Hiring
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Interest rates are expected to keep rising rapidly…
WHY ARE WE LIKELY HEADED FOR A RECESSION? 
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..which is already impacting housing…
WHY ARE WE LIKELY HEADED FOR A RECESSION? 
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..which is a bad sign (Housing Leads in Downturns)
WHY ARE WE LIKELY HEADED FOR A RECESSION? 

Notice how the blue tends to move down BEFORE red/green. 
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US$ expecting to keep rallying with interest rates…
WHY ARE WE LIKELY HEADED FOR A RECESSION? 
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..which is already impacting profits
WHY ARE WE LIKELY HEADED FOR A RECESSION? 
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Consumers have ~$2trln in excess savings…
WHY ARE WE LIKELY HEADED FOR A RECESSION? 
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..but continued price hikes causing a drawdown
WHY ARE WE LIKELY HEADED FOR A RECESSION? 
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Fiscal Drag is a…….Drag
WHY ARE WE LIKELY HEADED FOR A RECESSION? 
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Source: Hutchins Center
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We might talk ourselves into a recession
WHY ARE WE LIKELY HEADED FOR A RECESSION? 
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How could this Cycle play out? - Output  

Fed breaks something  Keeps raising rates, fearful that 
actions have been ineffective.   Inflation could turn quickly 
to deflation. 

External Shock Fed cuts back on rate hikes.  Inflation under 
control.  But we have an exogenous shock: geopolitical 
tensions with China, war in Europe, renewed supply chain 
disruptions, food crisis, etc… sends us into stagflation.  

Resilient Consumer Consumer remains strong amid tight 
labor market.  Rate sensitive sectors are hit the hardest, but 
rate increases are moderate.  
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Regardless, Structural Outlook is Poor

Source: Congressional Budget Office

New investments in capital stock 
prompted by Fiscal policies / 
Green Initiatives / High Tech 
Race / Re-Shoring etc..might
alter the outlook. 
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Will prices return to normal?
Economic 
Outlook:

Prices
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No
WILL PRICES RETURN TO NORMAL?

Falling Prices

Rising Prices

Aggregate prices seldomly fall.  
They just stop rising. 
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Will Inflation Stop Rising so Rapidly?

Continued Hot Inflation Cooler Inflation
(But Not Stable Prices)

Slower Demand Growth
(Impending Recession)

Food Prices Remain Higher
(Ukraine)

Services Inflation From 
Healthy Consumer

Supply Chain 
Normalization

Continued Goods Discounting
(Holiday Season)

Lagged Rent Effects 

Wage Pressures 
(Tight Labor Market)
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Fed was late to the party…..
WHY WILL INFLATION COOL? 

Q1`22 Fed still had 0% 
interest, but these “rules” 
suggested they should have 
been ~7%. 

Source: Federal Reserve Bank of St. Louis

Excessively low interest rates 
stimulated goods, services, 
and asset price inflation. 
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Fed Funds Rate
Taylor Rule
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…but is taking the punchbowl away now…
WHY WILL INFLATION COOL? 
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Supply chains were in shambles….
WHY WILL INFLATION COOL? 
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…triggering overordering and subsequent glut..
WHY WILL INFLATION COOL? 
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…prompting steep discounting by retailers..
WHY WILL INFLATION COOL? 
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…and even avocado prices are falling…
WHY WILL INFLATION COOL? 

6mths later
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Supply chain pressures are easing now..
WHY WILL INFLATION COOL? 
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…and with stabilizing sales, we expect slower inflation.

WHY WILL INFLATION COOL? 

Autos is a prime example
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The labor market is super tight…..
WHY WILL INFLATION COOL? 

1.6 job 
openings per 
unemployed 

worker
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…but people are coming back to work… 
WHY WILL INFLATION COOL? 

https://fred.stlouisfed.org/graph/?g=UQjp
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..which should slow wage gains a bit
WHY WILL INFLATION COOL? 

Labor Demand / Supply imbalance
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How will this cycle play out? - Inflation

Fed breaks something  Keeps raising rates, fearful that 
actions have been ineffective.   Inflation could turn quickly 
to deflation. 

External Shock Fed cuts back on rate hikes.  Inflation under 
control.  But we have an exogenous shock: geopolitical 
tensions with China, war in Europe, renewed supply chain 
disruptions, food crisis, etc… sends us into stagflation.  

Resilient Consumer Consumer remains strong amid tight 
labor market.  Rate sensitive sectors are hit the hardest, but 
rate increases are moderate.  



88

What is our Structural outlook? - Inflation

Strong Long Term Deflationary Drivers..

“Amazon Effect” --- online competition drives prices lower

Poor Structural Outlook --- e.g. shrinking 
labor forces curtail demand and prices

Central bank --- era of large 
balance sheets

..have overwhelmed Inflationary Drivers

Globalization --- increased global competition throughout 
the supply chain drove prices lower for decades.  

0

Globalization --- Reshoring and “supply 
protection”

-2 -1 0 +1 +2-2 -1 +1 +20
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Here’s our outlook 

Time

%

Peak of the cycle amid a 
Structural slowdown 

This is the scariest place to be.  
Biggest potential drop. 

Inflation 

Output

Cyclical Structural
Nowcast

Cyclical Structural
Forecast

0

-2

-1

-1

-1

-1

-1

0
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Takeaways

Purpose

Horizon

Model

Measure

Scale
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