
   Economics

Economic Indicator — September 19, 2024

 

August LEI: Light at the End of Tunnel?
 
Summary
For now, the best that can be said about the Leading Economic Index is that the declines 
are getting smaller, but positive developments with interest rates point to some 
potential relief from rate-sensitive parts of the economy that have been weighing on this 
barometer.
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Long As I Can See The Light
The Leading Economic Index (LEI) declined again by -0.2% to 100.2 in August, making for a 30th 
consecutive month without an increase (chart). The index breached its pandemic low last month, 
and the last time the LEI registered an increase was February 2022. On a monthly basis, the LEI has 
averaged declines of 0.36% year-to-date in 2024. This is a material improvement from the monthly 
average declines of 0.61% in 2023 and 0.55% in 2022. Declines in the LEI have been becoming more 
modest for some months now.

Most of the components of the LEI that are weighted the strongest once again contributed negatively 
to the monthly decline (chart). The ISM new orders component was a particularly large drag of -0.23 
percentage points. The interest rate spread was not far behind, chopping off -0.18 percentage points 
this month. Elsewhere, consumer expectations (-0.08 percentage points) and the S&P 500 (-0.04 
percentage points) were modest negative contributors to August's decline.

Labor market data in August supported the narrative that the bottom had not fallen out from under 
the labor market and proved to be a positive for the LEI, with average weekly hours for manufacturing 
workers and jobless claims each contributing 0.06 and 0.05 percentage points, respectively. The 
Leading Credit Index offered another modest nudge, tacking on 0.08 percentage points. The largest 
increase came from building permits, which added 0.14 percentage points to the index after surprising 
to the upside and increasing 4.9% to a 1,475K-unit pace in August.
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There is light ahead in the tunnel. The interest rate spread component of the LEI has been a 
consistently negative contributor to the index for the past 21 months, subtracting an average of 
0.13 percentage points in each. However, the component, which is calculated as the spread between 
the 10-year Treasury yield and the federal funds rate, has the potential to be a positive contributor 
in the not so distant future. With the Federal Reserve lowering the federal funds target range by 50 
bps yesterday and the yield curve starting to disinvert, the spread between the 10-year yield and the 
federal funds rate has narrowed thus far in September.

Now that monetary policy easing has begun, the LEI should get some breathing room. In addition 
to a brighter outlook for the interest rate spread, lower rates should provide some relief for the 
manufacturing sector, which is an area that has weighed heavily on the LEI through the ISM new orders 
index, new orders of core capital goods and the average weekly hours worked by factory workers. The 
interest rate sensitive sector has stagnated in recent years, but it should be one area of the economy 
that will benefit as rates decline. Even as the outlook for the LEI improves, the index has not provided 
an accurate signal of the strength of the business cycle and has overstated weakness in the economy 
for two and a half years (chart).
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