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LEI-ding the Way to No Recession
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The Conference Board’s Leading Economic Index (LEI) is one of our favorite
economic indicators. It is designed to predict future movements in the
economy based on a composite of 10 economic indicators (like manufacturers’
new orders, stock prices, and weekly unemployment claims) whose changes
tend to precede shifts in the overall economy. Last week, it painted a
continued strong backdrop for future economic growth, as it rose 0.4%
month-over-month and 6.4% year-over-year (YoY).

Looking under the hood, the LEI has risen or been flat for 27 consecutive
months, just topping the streak of 26 months that ended in 2011. This is now
the longest streak without a drop in the LEI since the mid-1980s. While the
yield curve has been getting all the attention recently, all recessions going
back to the early 1970s first saw the LEI turn negative YoY; and because of its
solid track record of predicting recessions, the LEI is a component of LPL
Research’s Five Forecasters.

As our LPL Chart of the Day shows, the LEI is nowhere near turning negative
currently.
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“The fact that the LEI has been very successful at forecasting recessions, and
is one of the few forward-looking economic indicators, makes it one of our
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favorites. The strong recent data suggests a recession is nowhere in sight and
signals solid underlying fundamentals in the U.S. economy,” said Ryan
Detrick, LPL senior market strategist.

Lastly, here are all seven recessions going back to early 1970. As you can see,
the LEI turned negative year-over-year on average eight months (with a
median of six months) before a recession officially took place. That is what we
call a nice track record. Again, with the LEI up 6.4% year-over-year, we are a
long way from this economic indicator flashing any major recession warning.

IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are
not intended to provide specific advice or recommendations for any individual
security. To determine which investment(s) may be appropriate for you,
consult your financial advisor prior to investing. The economic forecasts set
forth in this material may not develop as predicted.

All indexes are unmanaged and cannot be invested into directly. Unmanaged
index returns do not reflect fees, expenses, or sales charges. Index
performance is not indicative of the performance of any investment. All
performance referenced is historical and is no guarantee of future results.

Investing involves risks including possible loss of principal. No investment
strategy or risk management technique can guarantee return or eliminate risk
in all market environments.

This research material has been prepared by LPL Financial LLC.

To the extent you are receiving investment advice from a separately
registered independent investment advisor, please note that LPL Financial LLC
is not an affiliate of and makes no representation with respect to such entity.

The investment products sold through LPL Financial are not insured deposits
and are not FDIC/NCUA insured. These products are not bank/credit union
obligations and are not endorsed, recommended or guaranteed by any
bank/credit union or any government agency. The value of the investment
may fluctuate, the return on the investment is not guaranteed, and loss of
principal is possible.
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