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Key variables suggest a healthy U.S. consumer is offsetting the only modest fallout from the ongoing U.S.-China 
trade war and other global uncertainties. Despite the duration of economic expansion, the rate of expansion 
has been slow. As a result, there has not been a buildup of excesses that has typically worked against future 
growth historically. Given the strength of the economic indicators and the lack of an obvious triggering 
mechanism for a downturn, we feel it is more likely that the next recession will occur after the 2020 U.S. 
presidential election, not before.

We believe that any outlook on the U.S. economy must begin with the outlook for the U.S. consumer. 
Consumption has historically been the most significant contributor to economic activity. With this in mind, we 
should consider whether the U.S. consumer has the means and the will to continue spending.

The means primarily come from wages but are also a function of wealth, savings and credit availability. Wage 
growth as measured by average hourly earnings has accelerated and has been keeping up with inflation. 
A still-tight labor market suggests the current rate of wage growth may be sustained, at least until we see 
weakness in the labor market. The Federal Reserve recent Flow of Funds report showed that U.S. consumer 
net worth reached a record high $113 trillion in Q2 2019, or 693% of disposable income, significantly above 
the post-crisis low of 556%. The savings rate is currently at a healthy figure. Finally, consumer credit is seeing 
reasonable growth (see chart) even as consumer debt service metrics remain near all-time lows.

Source: Bureau of Economic Analysis, National Bureau of Economic Research and MetLife Investment Management
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Given all the good news about the consumer, the two things consumers should fear are a possible rise in 
layoffs and a further decline in interest rates. Regarding the former, initial unemployment insurance claims 
measured as a percentage of the labor force are near all-time lows (since 1971) (see chart) and the economy 
continues to add to payrolls each month. The unemployment remains near a 50-year low and the number 
of job openings still surpasses the number of unemployed. We believe it would take some time for the labor 
market to turn far enough for the average worker to have to seriously worry about the possibility of losing their 
job and income. Lower interest rates pose a more unique risk as aging workers look ahead to lower fixed-
income rates as they approach retirement, prompting additional savings. While this remains a risk, rates are 
already quite low, and we believe the prospect of negative rates in the United States remains low so long as 
the Federal Reserve maintain a positive policy rate.

Economy-wide margins have been declining since the corporate profit recession of 2015-2016. Margins 
had appeared to stabilize in late 2016 at 10.7%. Since that time, they have drifted down to 10.0% (see chart). 
We see a two-percentage point decline as being a sign that a recession is more likely. As a move to lower 
in margins has already begun and we have dropped roughly 60 basis points lower in one year. We believe a 
continued erosion of margins at that pace would suggest a potential recession between one and two years 
out or 2021.

With All This Good News, Why Is The Clock Ticking At All?

Given all the good news about the consumer, the  

two things consumers should fear are a possible rise  

in layoffs and a further decline in interest rates.

Source: Bureau of Labor Statistics and MetLife Investment Management
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Warning Signs

Given the importance of the U.S. consumer to our outlook, we are watching the unemployment insurance 
claims data carefully. This data is basic, an adding up of filed forms, and timely, as the data is provided weekly. 
The data currently shows claims at an all-time low (data back to 1971). A sustained uptick in claims would be 
an indication that the cycle could be nearing its end.

Source: Bureau of Economic Analysis and MetLife Investment Management

Economy-Wide Margins Are Gradually Slipping
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Similarly, weakness in the ISM surveys, particularly the service sector index, would heighten our level of 
concern. While the manufacturing survey continues to exhibit a cyclical pattern, the service sector survey has 
not. The data shows the service sector index at a still-healthy level. As such, a move in the service sector ISM 
index below 50 would be an indication that the cycle could be nearing its end.

Finally, weakness in core bank loans (i.e., loan to the real economy not to other areas of the financial sector) 
would be a source of concern. For now, continued loan growth suggests “animal spirits” remain in the 
economy with businesses and consumers willing to borrow based on their outlook for the future. 

Note: Shaded area denotes recession
Source: ISM, National Bureau of Economic Research and MetLife Investment Management
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Core Bank Loan Growth Continues
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Disclosure
This document has been prepared by MetLife Investment Management (“MIM”) solely for informational purposes and does not constitute a 
recommendation regarding any investments or the provision of any investment advice, or constitute or form part of any advertisement of, offer 
for sale or subscription of, solicitation or invitation of any offer or recommendation to purchase or subscribe for any securities or investment 
advisory services. The views expressed herein are solely those of MIM and do not necessarily reflect, nor are they necessarily consistent 
with, the views held by, or the forecasts utilized by, the entities within the MetLife enterprise that provide insurance products, annuities and 
employee benefit programs. The information and opinions presented or contained in this document are provided as the date it was written. It 
should be understood that subsequent developments may materially affect the information contained in this document, which none of MIM, 
its affiliates, advisors or representatives are under an obligation to update, revise or affirm. It is not MIM’s intention to provide, and you may 
not rely on this document as providing, a recommendation with respect to any particular investment strategy or investment. The information 
provided herein is neither tax nor legal advice. Investors should speak to their tax professional for specific information regarding their tax 
situation. Investment involves risk including possible loss of principal. International investing involves risks, including risks related to foreign 
currency, limited liquidity, less government regulation, and the possibility of substantial volatility due to adverse political, economic or other 
developments. These risks are often heightened for investments in emerging/developing markets or smaller capital markets. Affiliates of 
MIM may perform services for, solicit business from, hold long or short positions in, or otherwise be interested in the investments (including 
derivatives) of any company mentioned herein. This document may contain forward-looking statements, as well as predictions, projections 
and forecasts of the economy or economic trends of the markets, which are not necessarily indicative of the future. Any or all forward-looking 
statements, as well as those included in any other material discussed at the presentation, may turn out to be wrong.

MetLife Investment Management,1 MetLife, Inc.’s institutional asset management business, is a global fixed 
income and real estate manager providing differentiated investment solutions to institutional investors 
worldwide.  MetLife Investment Management provides institutional investors including corporate and 
government pension plans, insurance companies and other financial institutions with long-term public and 
private investment and financing solutions. 

MetLife Investment Management leverages a disciplined credit research and underwriting process to 
provide institutional investors with asset origination and acquisition opportunities and proprietary risk 
management analytics across public fixed income strategies, private capital, and commercial real estate 
debt and equity investing, among others. 

For more information, visit: metlife.com/investmentmanagement
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About MetLife Investment Management

1 MetLife Investment Management (“MIM”) is MetLife, Inc.’s institutional management business and the marketing name for the following 
affiliates that provide investment management services to MetLife’s general account, separate accounts and/or unaffiliated/third party 
investors: Metropolitan Life Insurance Company, MetLife Investment Management, LLC, MetLife Investment Management Limited, MetLife 
Investments Limited, MetLife Investments Asia Limited, MetLife Latin America Asesorias e Inversiones Limitada, MetLife Asset Management 
Corp. (Japan), and MIM I LLC.
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