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Check out the accompanying chart collection.  
  
Executive Summary: The US economy has been evolving, and it’s time to retire some old rules of thumb 
about how it works. Sources of financing have diversified so much, Eric reports, that banks’ lending 
standards imply less about credit conditions than they used to. And the shift from a mostly goods-
producing economy to an increasingly services-providing one means that credit conditions in turn imply 
less about the state of the economy than they used to, as services providers depend less on credit than 
goods producers do. So banks’ tightening lending standards no longer presage credit crunches or 
recessions. … Also: Melissa ventures to Mexico, where drug cartels are so entrenched in the economy 
that some might consider the country increasingly uninvestable. 

______________________________ 
Weekly Webcast. If you missed Tuesday’s live webcast, you can view a replay here. 
  
US Economy I: Banks Versus Nonbanks. The resilience of the US economy has been 
impressive over the past two years in the face of the Fed’s dramatic tightening of monetary 
policy. Nevertheless, there are still a few hardcore hard-landers predicting that the economy 
either is already in a recession or soon will be. They’re convinced that there are long and 
variable lags between restrictive monetary policy and its depressing impact on the 
economy. Among them is one of our competitors who seems to give a lot of weight to the 
Senior Loan Officer Opinion Survey (SLOOS). SLOOS, she says, suggests that credit 
conditions remain tight. 
  
Eric and I disagree with this assessment. Here is why: 
  
(1) We aren’t saying that SLOOS suggests credit is loose. We are saying that it has become 
a less important indicator of credit conditions in our economy than it used to be. That’s 
because banks have become less important agents of capital allocation in our economy as 
nonbanks have become more important sources of financing (Fig. 1). Private debt and 
private equity funds have been growing rapidly in recent years. So have distressed asset 
funds that have plenty of money available to restructure overleveraged assets, buying at 

https://yardeni.com/wp-content/uploads/cc_20240529.pdf
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3kxW3s7DHx4-kNxmW5bSpm_9gB65FVDcYV45D5wqwW5cX-NM3Dt9fGN7tnrL_lnzJjN25mVk0RQcrcW9g_hyM2bVHnvW36ZjKS3hxhBFW3s_TWB6y5T0gW3BYwnG768YQkW4q06rk90dV5GW1T1Ns627n6ktW2F7YxS1qXc_zW6yH2dS6x1D0cW7wWlkH6gjNn_N75TTqCslL9dW7NWkKG2hKZMtW1vl0Wg4jTnwPW1P2Tb74vmqxCW8sMK7f5kFC36W3b3Rpf73b2MqVz0yp41KpksVW8mCCvw2yLXsTW8VL9TQ5Y2JgCf7B-HGz04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3mNW20vc8d5J_CfKVPrR364Gk_S3W76bGL16G5VnWW4R-dHM8P8RH0W4QdMnf5zXd-qW2BlDcJ2V09C0W7-_N8s5FgvW2W4FLzKs8p78bJW2Sr8Rc6f_sWsW7hTGhj4WH_6nW5tC8wv9fNgyXW7ntW573hB_MMW7QN69D4GR7TxW1tShnq2FrrY5W3mJBKX2NXbRCW2Z_fZ33LyvSyN4Fg7hwC5VfbW22Cgvx6w-Ws1W7h7hPr7Yf5YdW5p7dVp86jlPsW5wG28F2xyZPWVgTVcF7sK9JGW7VFS8D7ZV5hvW8QWX_d36Mcm1f7-m0z404
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3pwW6plvWw203wD2W37CWSY2ylQJpW2fQ9j_5sFdzqW4Zwf1y2VZngZW5Q1YR07CysHJW4YZJB21w26rwW7FJHFF3Jc4ChN3xFgJGJjLfkW5Z3kDx6k2gmLW2VR_Wq3dvwlcW5CHKf84jMfq2W8srl2S846nZRW6w0BNv8GlhKBW26LxZn8hcmtWN3ktDXsLFHBjVSWHRm15cQy9W4tmhy05CPCvBW4K9h7832M-bbVcLKx_6z_tM0W61ql_J5Z_cKmW5wYFtQ3bDWb7W89XQLf6l0ZqtW8JPdWc6K05dbW4JG7q01fN615f7xg_pT04
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significant discounts and then reselling at a premium. 
  
(2) In addition, in recent years, economic growth has been driven by services and 
technology companies. They tend to have higher margins and cash flow and less debt than 
goods-producing companies, so they’re not as affected by rising interest rates and 
tightening credit conditions. 
  
(3) Of course, the housing market remains very interest-rate sensitive. But residential 
construction’s share of nominal GDP has been falling (Fig. 2). It is currently only 4.0%, 
which is near the previous cyclical lows prior to the Great Financial Crisis (GFC). 
  
(4) Auto sales also seem to have become less sensitive to credit conditions. Over the past 
13 months, the total has fluctuated around 15.5 million units (saar) despite higher auto loan 
rates and slowing consumer credit for auto loans (Fig. 3 , Fig. 4, Fig. 5, and Fig. 6). 
Americans have been buying the bigger and more expensive motor vehicles. Light trucks 
now account for 81% of retail unit auto sales, up from 50% during 2012-13 (Fig. 7). 
  
In any event, personal consumption expenditures of new autos as a share of nominal GDP 
has also been falling (Fig. 8). It is currently only 2.6%, which is the lowest since the previous 
cyclical lows prior to the GFC. 
  
In the following section, Eric reviews the evolution of the US economy from a goods-
producing one to a more high-tech and services-providing one, making it less interest-rate 
sensitive. 
  
US Economy II: Goods Versus Services. Last week’s S&P Global flash PMI report for the 
US suggests that the manufacturing sector (i.e., the M-PMI) may be starting to recover from 
its rolling recession, or at least to bottom (Fig. 9). It rose to 50.9 in May. The flash PMI for 
US services (NM-PMI) was stronger, rising to 54.8. We are expecting a lackluster recovery 
in goods-producing industries that should continue to be offset by strength in services-
providing ones. 
  
Producing goods is capital intensive and requires lots of financing to start new projects and 
build manufacturing plants. Consumers often require financing for big-ticket purchases like 
autos. Typically, obtaining credit becomes tougher when the Fed raises interest rates. 
Banks pull back on lending, consumers are forced to retrench, and companies cut their 
payrolls to shore up their earnings. That script hasn’t played out in response to the Fed’s 
latest tightening round. That’s because the economy’s shift toward services and away from 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3n0VyCCNT1Rqyd2W6Xg6-M2dwSL1W3k7GGc64KKLlW721jNF82Qth_W8K7Xst3J1nB-N4YNDFv_j9cgW7P1rmH5SLySnW31sMR08N_C4sW98zF0v5xFW-mW30Z61C7w8VpXW5drSGN3BXq2VW7l2N9f1PZLW2W6Wvb5Q508kQkW3w8FgC2P7qVKW1FDr-M2knTCnN9hPx0WfrfQvVKkm9N5Qgc84W26fmgc54zv43W5rXy6D8zd_N5VkjBP945bjxTW1Kwf218zRj1kW2hsKyD7_q1GYW8pT4fn2kS8ZyW6jTj3M70m_Hcf9b6S4404
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3kQW50CGgR8m8XY2W5rbcpg54TTl3W6hZstm6xNWpVW92BjdT37RbhsW1shdSY4Y7dGsW6XsFkv36fdGqW6SdfXD75PJmnW2J0K5T54Tf7cN91sKQ_Dzs35V6fd918-Q_llW478TRS3SWBZFW2SQkyT3Ts1zmW31kFPB8bGKz-W8zV4W-5txjKlW3j4YtX27vMghN2GFTdGhT-lxN3grjw38m-NBW3LWcQS1Q4snyW4jWS6p3t9sv0N3fpB_gbVp8mW9gTdY44cz_cHW7XkBmG3MmwLSW4W5x9d72FG93N97pvCwTnpTFf9jwprb04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3pkW4jkJ3z1dKbK6W5KMpCv41-C7BVjlSwh5ppFx7W14V-gK60X2Z_N6cxB0Vhtg59W651xgz4qjtlnW8ZdT4D8MX6h2W2hhjvf6zqFMBW80kpjD4NQdtsW68vLC-1LSMPZW4G22jl2jzDDjN1Zpl7MzvfPXW6BNN1j8sfwPdW83n1_C7rCxLzN8xcHMhJczDZW1K6lbj7YpGXjW65vG4j6MkbSGW9jwpGt5wVzSgW4D46-W1Tc_HcN93_Fqv88WslW5DWZb_9k3GCNW6B5SJF8xbpvKN6zkpmCG8TXvW5cS3fC5Yhz6Vf7JV2wT04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3nKW80htRK3FxZCYVqyRp_6vyLL3W3Ys4-F4XzSRYMfRZ0ZH77zNW7nqxyz4QzyTsW3xQ3_Y8tJ70pW8hC7ms7BsRCDW6WkqzL5mxxSdW5qWn6k153h5cW3w64vJ7zrRzdN6wCD3t87f8LW7DJG9H3ZPQrpW7Q44SZ8dsvt9VNWGw38_ddJpW8r4phh7VsNqhW4DZBJv92MpS1N7ThkbC24lqWW3JSc_F8q_NbtW1YqP2y3FyKG0W5lr_M77s1cYkW5VMR9z2MK74xMBk4-fCwRvrW8T3Jv24B2P6bW28p2WX2Ns1n1f2mDHx004
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3kxN7dHw5r5L5kPW8BlTQ_1nsMyNW72zc2k1gNsw7W7X26ML7jdBxrW21pQvz2yQBr8VjfW103T20lhW5pWjFP76YP6LW5FlPcV1ZgZY3W3hF9t37WNv4WW2l2W9T3GrXs5W8h2WDc6HMvJ0W2y2txn2nBX8dVKNbSk8lQ7lGMCkv8nrDTSlW3d5Fv779PtcdW3gMqJF8dRty3N4_R7-mzGQb4W6McGZJ3dNTNJW5Kbpxc821vBkW4-QJDj3BTBt7W97_4Zs9jnhy0VD_mjw7vzD_0W78HxgZ70pH14W165w2J3C1pgyf1Vj8VK04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3mKW4VYP9g3C-qxGW11Qpmx8QyDTwW72VZCD3264tjW7k855R9hNhyfW7HjZx01SSLNGW8Lgy8Q1xwDGpW78DX4374YwFmW1q_WMC5c-h0-W4L6ZhQ3Cry4xVsYw_L3ZjsRyW9bMWZY90-wGvVGdwFD70781zN4PcwbT_2KffN94gsbpbb1HbN8HyM65TkGz2N5DW8B_kDx03N4sFVtJLVNWLW6B4nBk81l7mBW25NnJV3hKSt7W99MNyM290vF-W3Jzh5Y3_k2CbW4MRPqD2szvyZN3p5B1ynSVfvW7fXMgX8mJQ4xf6HntZv04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3mTW12r-7m2bnZXZW1_Wl2j31Bk-BW1xw7VV9fyjF7N1jpx3dsCCgJVgGb3d7-zysRW6jmLL23hjJ0vW2NlqG68Z9nN0W2wcbS68n5xglN6dfY7nKsLv4W6ZrX4G8NVP2KW6LN-n78JSKf2W8-HgFt7Ry__TW6zCcfq1HpQm3W7TP_Kf11rW5PTDNRK7Cr3WrW7zR8jW65BdnvW8JwcLR6St-bQW6K3bTX7TKnNPW3ZDgj926wJCmW5gt1dL1GG9B8W3HrT_52MJwKCW4MTXHc5FcZjVW7Yc2Cr3NXR0kW7S24Ft5TwH5Jf20xv2d04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3nqW72tTGJ1-ZtzvW1WRgY16RWCfsN5y37Pf6mh6tW92McXk1V70gGW38ZGHG8VcYj0W7l8kH546TcjJW2YTw-T3jZ1p1W8YrStk17G445W4j40036gh1z3W6PhYMX4_3g4dV5-1gP48k--NVK6fj_8WX6zlN1MkW6TJFt8PW4RV7498npBgGW2jhHFp7gcL3hW3qrgwK3jvQwZW7LQk7T4bJh1cW5PX5zB8NnCTZW83d0BC18sBFnW8SfPxl2gzXJpN5RMCDD22DlCW30zqJ82kcQxDW1CwGPG68JbfSW8xmQD061NgWpf43jSn404
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goods has decreased its sensitivity to higher interest rates. 
  
Consider the economy’s transformation: 
  
(1) Goods have fallen to 31% of what’s produced in America, per nominal GDP, while 
services have risen to 61% (the remaining portion of production is in structures and 
inventories) (Fig. 10). In the early 1950s, the former was over 50%, while the latter was 
under 40%. 
  
(2) These macro-economic trends are driven by the all-important American consumer. 
Personal consumption expenditures make up 68% of nominal GDP—46% of that is services 
consumption, with the remaining 22% goods consumption (Fig. 11). During the 1950s, 
services consumption represented only about 25% of GDP and goods consumption about 
40%. 
  
As a share of total consumption since the early 1950s, spending on goods has fallen from 
about 60% to 33%, while spending on services has increased from just under 40% to 68% 
(Fig. 12). 
  
(3) Fewer of America’s businesses are producing consumer goods and more are producing 
conventional services as well as high-tech goods and services. More of America’s goods 
consumption has been attributable to imports. As a result, manufacturing capacity and 
output have been flat since China joined the World Trade Organization in late 2021 (Fig. 
13). 
  
(4) Capital spending has shifted away from traditional manufacturing to high-tech industries. 
High-tech now accounts for half of all domestic nominal capital spending (Fig. 14). On an 
inflation-adjusted basis, business spending on information processing equipment exceeds 
spending on industrial equipment by 2:1 (Fig. 15). 
  
Real investment in intellectual property (IP) has soared to a new high of $1.43 trillion (saar), 
while structures ($652 billion) and equipment ($1.25 trillion) have only recently returned to 
pre-pandemic highs (Fig. 16). IP now makes up more than 40% of nominal private 
nonresidential fixed investment (Fig. 17). 
  
(5) The recent increase in corporate spending on manufacturing structures is undoubtedly 
tied to the Biden administration’s fiscal packages. Investment in manufacturing structures 
more than doubled from $64 billion in Q3-2020 to $147 billion in Q1-2024. Most of these 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3pDW2NGnkr6_CVckW5j33jY6JDFKhW3x61kq3zrMRTW7rnvM978Fm0ZW5qBV1b54dZNVW95jXWr2ZJG_mW7w5d031_vDZPW2T5rs07mQRDhW1Cgb1N4_Gk1kVkSptc6JDj9pW2vwj2H39Cm6lW2-bJnp1rnnX0V8Cjz94314QhW41nr1_5FvPMRW2BDH6f1YrxDWN3Mb7z52NpsKTJ7xc573gXjW7Rb-g_4tZ7SGW143kD139rHLXW1xF4_P4MgcZvW5dS4WN1NwLJxW136t2_3zmWrxN9bJzJZHfr71W61SKwR5TNDwLf9gmYM004
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3myN2LFlcB5h4-1Vsryqz5pvt9ZV8lqpH8RM_cyW2jJZvd9k9QhvW23N7B74DJwQQW8srnrW66BjCdW8vh2QK14NkB0W7B3k8f4QP3ggW8Hv21J6fVzdRN7TXh-ndWXWhW8J4TSR8S3J8-W796tQJ5lgTYKW7gSPcK7v6W6sW8CyT-d51zMYgMczv26XB2ScW5BBrMg6K5t2jN7MxzBNGNdYlW1V5YKx3_YmSHW6SxCjL2qW_gnW48Z-Sn5q0Qm2W1n2fxh2xY9G5W58-6Bp88pg-6W1RPV1w3qjhFDW5l4kVC2Qbg1Jf1hQKl404
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3nvW635nhj4yyCglW5Yf45d6ssrG8W28-VSY5ynVb1W1GlQ_75N6k0XW5-0t7v7l0H9DW2nlsCk1VzxQkW5qJLpR8c-fFgN1MZJQ7xtHdQN6FH8qlYcyM3N5QR-45FNV8VW7YN7B_2dwJWWW2bKPwW5FB4HDW1SYcd_5nvqHdW3-q1Qm7xfFBPW26nnD_72Cb0rW36l5Cq4pQsygW477Ns76Ljh74W8vv8ZQ6Nt5X_W7RVCSb6xgs05N7zJ4QlNMqdjW2rkD-61wJKXRW5KpHnP9g88JNW2S5c0Q71yBX9VC30rg3dCtC6f1_z02n04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3nWW2H5Blt6DrdydW1xRSy88PZ1w0W2c3njz4PlvQ_W7pKKGy1XdDX3Vd7Rhv8xlgyqW6NnFZK1XHXlPW4hB4TY3xwqr-N8K1Q4c40RKWW52W69x8fcf4zW3TkF3n61cZg4W95w6dX6DdP1nW6ts4V58GS4_4W1vz76G2QstcJW10P03Q2dDmG_VFBRkT51hNcMW2RJJb_5WTYXnW3K3X8D1lYsXmW3Ky5wL7c3hV_W6t77vQ23vGgTW8VfYbL8t8sBYN8hw7SCtc6MFN71cqS0kBbCLW23tkzX7wNHRVW2FCTcl5wKR9Xf8GtKds04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3nWW2H5Blt6DrdydW1xRSy88PZ1w0W2c3njz4PlvQ_W7pKKGy1XdDX3Vd7Rhv8xlgyqW6NnFZK1XHXlPW4hB4TY3xwqr-N8K1Q4c40RKWW52W69x8fcf4zW3TkF3n61cZg4W95w6dX6DdP1nW6ts4V58GS4_4W1vz76G2QstcJW10P03Q2dDmG_VFBRkT51hNcMW2RJJb_5WTYXnW3K3X8D1lYsXmW3Ky5wL7c3hV_W6t77vQ23vGgTW8VfYbL8t8sBYN8hw7SCtc6MFN71cqS0kBbCLW23tkzX7wNHRVW2FCTcl5wKR9Xf8GtKds04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3lhW3MH7fb1d2MD_W934qF949N28mW559nX45B2rq_W7BcpsP8DDZ4xW2Tbmq_8_0M59Vtqn0j2cgTgSW31BwMz6nHskTW5gyL2q6G0x-KW7_nQk456Gs2SV5Y7887QnkPwV-kV028Ql-MgW7VP-mM7gbl_GW6DFcTl6lNkwDW3kJqVG3Q4QcJW8XhRCS2YK9VvVnG-Qk50ySybW12cZS9331YTQW1kyfxs78F_8sW511Fx48YS3-nW5cFVgr7Ty7NSW8-_F6d3y37VrW1x3JC53nS38hW42Nlyg2m79drW27s9-z12T9t4f8-6-8W04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3n4W95h2Jq8GYs1BW5yDVYN8wTfDQW2jGml77cDrWkW1kdpKs9bskjmN5Wqzb13MnLzW7kN_B34FDpgYW3hDGsw95qGWtW8N7DnQ5hXKpVW2CNZGs1_mBChN8tkFxHCSYMhVKLQ472h0Q0GW3rFkzg4Yr0Y5W3BlbZX5Pzj8XW1chQwl53p15RW94LzsS3xSTFzW2TLTQf7MfRqwW2qNklG8C2Py_Vpnbr07gQN0hN28bPwyqSzcvW5FWbbT3kPgqnN19dpRspfNxhW402Y919cRxzZW2nHxQk1WQqXXW7vM-G95bWpvxf61zzyb04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3lyW31bG4j3T6kcBW7B-kV33CznpDW18tf7L2MTGQdW12SVJN3BQ5Q7N5D7-tvdMWDbW8y_sPg8R_mfnV7CfKM7KctsJW2k97XT6sFy0HW3k4KvB8P6PdrW8gjnx31fGyQYMVrR1KG402rW76ysZZ6sMNR8W5wr3Sg15_8Y1VdB-9635ttbkW5Nc4Xy3tTH6QW1FFz2t3T-PJqW8m3Jq14D1dBHW43kP-v5zV3mnW71c4f_1wWs3_W16GRqW3t0WQgW31Q5bJ4gZ0NCW8fmGZ_93cFbvW6WF6Q_5MqnQGW2nP96Z1-H0pVf3BMrF804
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3ngW92dBL35vgqbKW1zY-rY7sk7XSW70n5ZB9b4_pyW4hTPJ84cfpc3W26m66v8DPpRVW7F62qZ1Dw4LHV_jyDS7yh2W0M_nYTFdkzGZW7v-Mm37z2ZlSVkRPpM225mNjW5R0bG93t1dy4W9b7KYq1SPycpVmTZYT3p45wPN3cXqcZ1VsbLVDqHR-8n1T8BW4bfSSq6K-Ms7VqllR815RNyTW7nX3Md8dB-qPVLj_FH6Dm8B8W6Vr-CJ51CWF3VglSGw7bsp87N24bGNnSmkFSW2TrKD72nB7mlW1BHTtb1vTHL8f11Rlzn04
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new factories will be producing high-tech products such as semiconductors and electric 
vehicles. 
  
(6) Services are still more labor-intensive than manufacturing. Soaring services spending in 
areas like restaurants, healthcare facilities, airlines, and hotels has boosted demand for 
workers. It’s mostly lower-income households that have benefited from this, via rising real 
wages from jobs in these industries. 
  
A record 22.3 million Americans are employed in healthcare and social assistance, 17 
million work in leisure and hospitality, and 23 million work for government (mostly state and 
local). In contrast, all goods-producing industries combined employ just 22 million people, 
constituting only 10% of payroll employment, down from over 30% in the 1950s (Fig. 18). 
  
Mexico I: Meet the Cartels. Mexico is a great place to invest for those who don’t mind the 
increasing power of the drug cartels. About a third of the country is under cartel control, 
estimates the US military, and Mexico’s current administration has been accused of cartel 
ties. The cartels profit from trafficking not only drugs but people. They facilitate illegal 
US/Mexican border crossings and are the reason Mexico is the number-one source of 
fentanyl entering the US as well as a major thru-trafficking hub for heroin and cocaine. 
  
This year’s election season could be Mexico’s fiercest and most violent on record. More 
than 125 politically motivated killings reportedly have occurred so far this year. US 
companies are thinking twice about operating in Mexico because of the increasing security 
risks and costs, as the Financial Times recently discussed. 
  
Most political pundits think it will continue to be “business as usual” for the cartels no matter 
who wins Mexico’s upcoming presidential election. The winner of the forthcoming US 
election could matter more for the Mexican economy and the future of the country as an 
exporter. 
  
Here’s more: 
  
(1) Meet Sinaloa & Jalisco. In a 2024 report, the US Drug Enforcement Administration 
redefined Mexico’s leading Sinaloa and Jalisco cartels as “transnational” criminal 
organizations, involved not only in cross-border drug flow but also “arms trafficking, money 
laundering, migrant smuggling, sex trafficking, bribery, extortion, and a host of other 
crimes,” reported the Financial Times article. 
  

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3lBW3zrSYm7bG8MQW3pZrZZ6M8N1tW2yg1CD1xLYSlW9hWLGY6vRThLW8dHrm25c3n3JN5HtVnXlLKD7W6Vv3fr4Z5BJHW1spdrV4vzLYBW1dGtGq7JJTYnW16ymlb2x3xVWW4MyQ8b3z1krrV9d0_g7HQ8dSW4SflL92DkFB_W6Lv83_1mVkdXV_jBks9crnHvW6P0W6K89PJLyVLrYpx7Kd8xgW5nH9JB1tnGqCN4q2q9NJFNH7W3pH3nZ6z-xK3W3K1hkP6wW-GRW4lVXcW5LlCmfW7LHFKL51rnwCW98M9wZ2Qc0hFf85_wQv04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_Bj5nXHsW69t95C6lZ3kGW209lPy9lwhM1W8T4nDB3JqJ_0W5sywND98yf6XVVKRm37Ht08FW42fl_c8sJtY6W19m9dr6f8kB2W57WBq32HnkvHW455Nk92zZm0lW5y73kD839MgNMpv38fjw03QW4HqMvN3N3gmpW79Tb763mdD-kW4D0FQs63cm3zW1793vP8bLc2YW5-pdZ85D8fkqW40PPWz5_Dl5dW4wwCp458W6YvW8jBwsv1jsRBhW7Q7VwB1KZp47VcjCN_4LYDRHW7T3WBP2Y6QRSW8y25ZW2Sc_HfW5BHnS28M9DQxW87s77p94TtYkW265PtN1hKH4NW8FL0mF2X_hMPN95-XVn5H0BPW6YWLQJ2B6ZvDW27hnWQ14VYVDN470RPS5z57mW1xHHBM8cBH2HVqJjmb3cQNC4W50WhTs3Y-v9MN33gsfv-1yQ5N7GPQvDPbjfbVzRYHR58G1qhf2gmYgx04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_zK5nXHsW50kH_H6lZ3mNW1Ncy9-4JV_P0W4Tg-QB9hgcpCMpm_wlkzdpHW6dvnnq8vbfWCMN4FvPHpxSQW6bKr9r6p1RwFF3ZMXpGX9pNW1_-y9D5Fbq4GW8k1ph26SL4tfW6rGMPy8SVShSW1Db3P-8VRgcsW4MCbmS7WV9ljW8_wJM26X6K0qW7n6Qr33QXpWLMNfNzxhRBF4W4VwVCn5HzrHZW2vdd2w7mdw-sW6vqm8h4khpjmW5dSNH63T6Vr1VV0DSp6TsVbhW2QMVrG2R_C0pW66z1Vl1-SX8rW6ZFpcL3YjNl8W8HcB_m83b5cbW5xprT_6NCR6GW7jdgW46BfPxqV4gQDb7-vxLHW9hBnWL61bZ-CW89RpQg6g4PxmW3zcdP5139fl2Vpr7kZ6rB-nsW9ln0Xk6dZ9kXf7p1K0C04
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(2) Meet Obrador. Security experts say that Mexico’s organized crime problem has gotten 
much worse during the five-and-a-half-year tenure of leftwing President Andrés Manuel 
López Obrador. Obrador has taken a soft stance toward the cartels; his “hugs, not bullets” 
policy advocates social programs for drug offenders. Indeed, Obrador may be hugging 
certain criminal organizations if the accusations are true that he accepted funding from them 
to win his election. 
  
(3) Meet Sheinbaum. Mexico’s next general election is slated to occur on June 2, including 
the office of Mexico’s next president to replace Obrador and to serve one six-year term. The 
former mayor of Mexico City, Claudia Sheinbaum, is the projected winner. Sheinbaum is 
backed by leftist Obrador’s Morena Party and has pledged to continue his anti-war-on-drugs 
policies (i.e., more hugs). 
  
(4) Meet the opposition. Senator Xóchitl Gálvez, the second-place hopeful for the seat as 
Mexico’s first female president, leads the opposition party. Galvez promises to confront the 
cartels under her party, the Strength and Heart for Mexico coalition. 
  
(5) No introduction needed. Speaking of upcoming elections, the US presidential election 
could be significant for Mexico. Incumbent President Joe Biden is considered a friend of the 
Mexican government under Obrador’s party, while contender and former president Donald 
Trump is not. Trump has outlined the harsh stance he’d take toward Mexico if elected again, 
placing import tariffs on the country, deploying the US military in the war against fentanyl in 
Mexico, and deporting Mexican and other illegal immigrants. 
  
Mexico II: China’s Backdoor. “Friendshoring” with allies has become a popular strategy 
encouraged by the Biden administration for companies to reduce national-security-related 
sourcing risks from abroad. At the same time, “backdooring” is becoming a popular strategy 
for Chinese companies. By taking up residence in Mexico’s hundreds of 
flourishing industrial parks, many Chinese manufacturers are stamping “made in Mexico” on 
their products, avoiding US tariffs on China. 
  
The Biden administration’s new tariffs on Chinese electric vehicles and other strategic 
sectors will likely accelerate a shift of Chinese production to places including Mexico and 
Vietnam to avoid them, as Reuters recently discussed. 
  
The Chinese origin of the capital coming into Mexico may be uncomfortable for the policies 
of some countries, according to international trade legislation, Mexico’s former vice-minister 
for external trade Juan Carlos Baker Pineda recently told the BBC. However, “those 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_zK5nXHsW50kH_H6lZ3nTN3SKlptfjNCsW3gNfZV6SZLDSVFBN1D6-dnVcW3-RtxW5-wsXDW1vTcS26Yc6xQVFh7Y33psHqzN7ZhgHBRl-7sVxLrP854B631W8ZqMr694ZhlrVlL77t4vgY8YV3ZlZw1Jj2L8W6cmTqz1j5jyZVwLSg-6q9rPyW4tvyC76P5hS6W6d36H96sRs4wW4nRJ0W8jv9PzN2lL8CWbVwqNW3k1p5R3wPNWcW4lLL_j4hp8dhW67b0Qn5ljnMGW3bLM8Z7NWtgPMplD5cXNlc-W79JJ217WzNR7W5mdhwf4N6D4cN2CYcryKBf55W5FspZN8wXmB6N2MhPzBl1KfvW1lmxRZ5KH2_HW24-5931Vwm8_N7DF18R3zL_0W1CZZ2N5lMZp6N8VXZw95vmkvf7x4YNl04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_zK5nXHsW50kH_H6lZ3pQW5nDn6g34_RhJW3WkDZh5C3H5CW5zzQh14C4yqbW3K0v207-DLMGW1rFkxt5sFX10W8tMtPW4rXSDYW7jLCPG2jLtFHW1mTN9z36BDP4N9f2ZyPvhlLwW6V0Ftd1tDMRcW6S9PBy7_tK-vW4rhydV5468T-W6VZ3QN288Kx8V57zCQ1gBJ8WW48fRYX84BwG-W7jZSRH919MXDW4fH7Rk8rNQWBW5F2R6c2mvLGmW9jG1gJ5hDnWQW13bXZs71ZYbDW14_ffQ7hDxMHVqQFtz99CRZ5W24G9nb3CSvv_F6y-mmGdtBfW4mSHT13kmqmcW23x82_66LlqFW8PP4G26HbmmPW3YC0D15qwmLPW2X575h4_6w_RW44J1W94zJT6DW74l6Qs6dqpkVW7TD9l41ymyZWf2ZQFY-04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW5nXHsW7lCGcx6lZ3ncW8h8fSl1RQnvCN5hGHNSQT0dCW6GFHnY1RTDhMW4d2hnn398J4MW5KnRZf6hdzPFVH2Q7Z1W_t0yVtXs8R8yl_jxW9kCBTx3PPgnjW8KhhMV6V4-h_N72T0kyt8WlJW1SCxPj37Mlm-VJJVC06J5kgKW4DLKLc6948S6W1D0MQf70r0qmW1nvPqS7CHTnyW6kswsf8ScKvyW42HJJ45Nl394VrNS2Q1GRx2hN8jQTkYdBrsbW15NFw-8SBtQKW5l_bdh93j3bZW3dYlwf6dp32kW6X3JTw8HBQnQW2rkQzC1gXm_bN3YV1xNjNhQfN3JZj21SQ_-KN2sG6B89WFF_W99GVK29ldw5jW90L2kB33rV94W31dsZj3G87xMW73bg3j1WcnkDW73nl1w301qjYW5VGv4v7BWNyPW2PRPWW6zbwJ4W7C2gP-1zhlGLW6MzlW61fhscqW5v8cRK5gH-JZW4ycfVS2_xGLyW61wk3z1_b6ZMN8Xwnsjnpntdf9c2FRW04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_zK5nXHsW50kH_H6lZ3pdW5GYgtj4kWB-3W2NW7156sJt3zW3fn2Qd334ZhHW7f5hLF4s4fcjW4xBTjs4Mn7z9MXx4llfrWDtW5DwFZz8W_pVgW4Nr9fR8lktgNW88mKHF6rz7m8N8gDv89ShgB0W83sZZ54mPd_sW1_4xlv5mmRMSW46cYkw1XCM5tW1_jZdd2YPkBcW8qzQLG2zq_TbW1KrZYJ1VNsh9W3K85gp5FnkTYW81cZnB2-TpdqW7V5CkV7xgk4hW7g0XcJ4PRF8hW1lLrh57X-Fm9W8dG97r6wvLHxW6PQ95H5xyQqxW6rW75W5pDXRJW6fD3b_7Gt3cSW5GP1zj43SQL7MpkHK6NqfLFW40sy1V53h4wcW4R4SWm685h4tW8TJ_mH2PJwkBW7SwdpZ8kLR4XW2dkl1l4Y8l7Td-sWNv04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3nnW2zM1yq1pq_llW8g7_vM94Z1wQW8zVHhB2qVXYPVhzMxY4KQ4NZN9h4V6zDzh7qN1qWz6w5-WJ5W532fwd3RP1g1W4bckWN3JT494W1v9Tj-2-tQYvW21N1nl2rMv97W211PFZ2Q-T3VN6QCbgxZzqtgW3GwH7V3XL0BtW1ZJZjL8p_J82W31j6tB5HNqPVVGtHgj8F6mKDMMQS7LQtkkpW63sRqv7xFGm8W2SjwH01ZjVWPW68w5GM7r4nPlW5mH8dZ1bkXHGN2Y6m-6VsSMfW3wrG621h_pSZW4MbDfV15CbdMf41Vwjx04
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products are, to all intents and purposes, Mexican,” he added. 
  
Consider the following: 
  
(1) From Mexico into the US. Mexico enjoys tariff-free imports into the US under the US-
Mexico-Canada agreement on trade. Mexico overtook China as the top source of imports 
into the US in 2023 (Fig. 19). 
  
(2) From China into Mexico. Accurate foreign direct investment (FDI) flows from China into 
Mexico are hard to come by, observed The Economist in November 2023. But we’re certain 
they have picked up in recent years. During 2022, FDI from China into Mexico 
approximated $296.5 million, by some measures. That compares with a mere $500 million 
over the four years from 2000 to 2004, according to The Economist. Both estimates 
comport with data from Mexico’s Secretariat of Economy (see the first chart in this SiiLA 
article). But with the possibly cartel-linked Mexican government being the source of these 
data, it is not inconceivable that China’s actual investment in Mexico could be much higher. 
  
Chinese investment in Mexico’s industrial real estate has surged, with a fivefold increase in 
occupied square meters by Chinese companies between 2019 and 2023, according to the 
latest SiiLA data. The latest data also indicate that the Mexican industrial real estate market 
has reached a 98% occupancy rate. 
  
More industrial parks are to be built in the coming years to house all of the incoming 
investment. China’s Lingong Machinery Group, which makes diggers and other construction 
equipment, announced late last year that it would build a factory that it estimates will 
generate $5 billion in investment. The same day Trina Solar, a solar-panel manufacturer, 
said it would invest up to $1 billion in the same northern Mexican state of Nuevo Leon, 
reported The Economist. 
  
(3) Poison from China. China’s manufacturers are not the only organizations “backdooring” 
through Mexico. For years, “China has been the principal supplier of [fentanyl] and its 
precursor agents to the United States—either directly or indirectly through Mexico, and to a 
lesser extent, Canada,” wrote Brookings in a July 2020 report titled “Fentanyl and 
geopolitics. Controlling opioid supply from China.” 
  
Mexico III: Eyes of the Beholder. Melissa and I could go on to review in detail Mexico’s 
latest economic data, including its fifth fastest growing real GDP of the G-20 nations last 
year, unsurprisingly record high industrial production indicators, and increasing government 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3ksW1ZB36K43SQ6wW8N10dJ8yHZVKW2XcPyX4-w7msW6n7cbT9849bRW1v_67H741v6rN2FWj4m_59hyW6ldfxb3RmqWcW1BMh6P6h1Z50W8HKF7b6xTSQDW9hF85f8FvkG3W4GPg5R9j5bPLVHJNHr98kJynVXP11L5xxYn4W2Q6KG88CGrLGW8DvSKp64vY6KN7XDqSnh5LNhW69X_m74yS6X3W1ZyNJy7M3jlZW7vdz0g3MYPHrW7_sW4f4wJKnLW5-6YMD1hngk2W7VKhVk4xl50RVgtFzl96kCClW17G40k5JB15df6BwQR-04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_zK9l0HRW50lwYY6lZ3l2N7vD496W2CsxW91LMQs4D5fHRW93TN_Z78r0xSN2l7K-Kk9jM2VQV9Z45r4_mmW7wfglV2NBYBhW5tVjb95XNs39W6yWR-z3Qll3ZW2fPgWL1yxbWqN4_W-gtVYRnnW24HPzb2pJ26KW4xF6-f7l5hTpW9czRvB5-prV8W2cmpFZ4zJNP3W77s_s-5hxMZtW7nnFrM1gbPFyN3_0v5tXjDkrW6sqt383H2mz6W5nSw8d7wXlM5W5TH7GF8tlm9TW6ph0qf13wgShW4Vr_br21QVFfW1Pgq8f3FjgbjW50r1Rp5mG-f6W5XjzWd4QpJVxW4B2SxG3BtgW1W1CPq196P8qzkVqMh0h2tLNhhW1Tp9dZ4bCtwzW3XJ7Dc7xdV1nW7xnmqN5C4bhRW6Ls3_c15kqTRW8nj9nk3zhtNbW4HSWB0898xYvW2q0bg25MdZ-9N82nTLld8LB-W7m48h47Xb86GW2MdV195nQLRLW4Kw0St7jvR9hW8py9zS83pmbSW64qz0X7FC2_yN2mVzCVgjJ91W83yfcW7st4zPW13JNN9501m-YW5yWnH97mv3rbW9lTWBK6xxqJvW7-r0rc60st36W6J0z168t3QlXW1gFnhj4CSXx9W7CjJCQ7c93RtW7xzbQR2mt1M3Vv1v743vLMfvW4y0fjt4PdhxnW1P4yjc6bBNsVW3xFskg7sQ_ZfW2dhykD66Nl3tW4YYhhN4DqxCLW1pBYF97TkNrfW2gCG_c21FFThW7Z4GdD55_fgMW2mF0CZ7_XDC5N8K__PFSG3V4W87sy-85Bd723W6N-xMV1g5zH1dvFcP804
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_Cb3qn9gW7Y8-PT6lZ3mLW6q8hL11jY2W2N3bkj1WhCJLDW6LxXXF2358jHW30_tjs720PwsW1576Gx905J_xW9c7q_F76Cdh8W4Q8Vw54YH-qDW8NFDrs95Br85VSt3-z7KmJmMW3f1CWW9cFGZZW5xLTcr4g6z7LT4Hz164_RnMW8ymZJ36mJKT4W4cGm4r6m4dY4W4FKMSW3KltskW5GHYlS2Y0JfCW1ZmDnd11HSvFW7_Zfgb26WmwpVT7gJL8JNy15N6B-d-SsW7tXW6YNMkH1QTWYHW8RXSdj3RL2MWW4WphpS7WH5vlW8ZCqyQ4l5G_VW5lZJRv8T4nXBW8KnvX-15TM5bf73-QXT04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_zK5nXHsW50kH_H6lZ3mtN2RK1T1KhmPZW8Fb7S896R4GrN239jH8Ckd4CN2WDR_FzMmwnW4Z8M5W66BbcgW5jLkrd9hklpKVm2QzY5WtMkDVV_Phb7LTXQqW44C6JY61_td1W7Cx9tk2h5l76N5Hfk30dZqNGW2h6SSr3GZPpPN2w4Pk7v6QW5W1Y3HlD2Zk9QFW7qBX7S3k0QkKN7KhkRTpKwskW924DJk8n8-QCW1CmH5H3NXnCZW89dwh15L9X1NW1M7XC629rzlfW3pcsb72GnzbSVhZ8Tf89VJNFW2RHr225M3Ch0W6J0vjq5KCNcSW2lVhDx8jPvnPW3MVgnN6mcGWrW4TqjMm6fv4R1W2kBkVb2VW3_hW7kD1yr8X3WG1W8gqMMH49J16LW5SqxFK9hJZmpW16H9336Zmyjzf4T5mwb04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_Cv3qn9gW8wLKSR6lZ3kLW8JxSpW4MSpFNW92dQN_2zTcQ6W2X-BzD34tDMGW2YhLL42FfYGhW4p4Qcg7h7S7qW26NKKb8VqTy4W3dX-Dc5kw2h1W1tClKw43RBnkW6SZdHh1PqvvLW8XddCC5DPwPNW5RPmPd49MW6zW35Cp446ggC-1W4Gd9NM6b-YJjW81hQ5b3BckxfW5CCmgy7-1448W6nGVlm1tLMwzW3xwCxz6jrdTSW8J5jML3TtnwFW6bVdMM1M2LjsW6m2zwN7fn2kwW70jS2h1HSFWsW7-y8nQ6Jc0cTW4J-zgL5dNhVBW6QH0VX876nSHW2TRr3L2bS0y4W24xC1c4wK6-LW2z99FX75D8m2W9cLGY-4r3Ws2f7t3CPR04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_Cv3qn9gW8wLKSR6lZ3mTW8PTzP943bMkFVyKzkz2dZ_RSW8YVWvR88CLC7W5LfzLb3gSgztW7W0ZNt496Bm_N4Qn3xWqmTpwW2bDMFK6DBjYtW4hrfY07WfcD4W3jGTlx4pPqppW2jXXCk5b_Hm2W6rJR755GRF4LW6GvBqm34g6VFW9cczbz2CX0DCW8WxKkM4FFjJVW8FlBWM99wFggW2BphPj167H4xW6PPBwx3V7480N3ZqTp5pnnpPW8mPT_L4vsw17N7WQkP8DNd_DN1tL7GQqxHGtW8R5JpS3gxl91W5_Jh9l6fm55bW2SHTgb1VyZDlW712Gdm4SRh31W8kBsnB68h2pcVD0hzs8JlzshN1b7fBqtFZKHf7GNqNv04
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investment (Fig. 20, Fig. 21, and Fig. 22). That’s all bullish. 
  
But instead, we’re considering the possibility that Mexico might deserve a label we’ve used 
for China in the past. Is Mexico becoming “uninvestable”? Or is it especially attractive now if 
Mexico can pick up more of the slack in US-China trade? Might extra security be an 
acceptable cost of doing business in Mexico? Or is the increasing cartel control too much of 
a risk? Investors will need to decide. 
  
Nevertheless, here’s a bit more insight into Mexican equities: 
  
(1) Equity prices rising. Mexico’s MSCI stock price index (in local currency) is up 14.2% 
through Friday’s close since hitting a recent low on October 23 (Fig. 23). 
  
(2) Valuation historically low. Though the country’s MSCI equities index and valuation have 
risen since then, the market remains attractively valued from a historical perspective. As of 
May 27, its stocks collectively are trading at a forward P/E of 12.3, below recent years’ 
usual valuations around 14.0 (Fig. 24). 
  
(3) Peso remarkably strong. The Mexican peso has been among the best performing 
currencies in the post-pandemic world, not only because of the country’s economic strength 
but also because the Bank of Mexico led the pack in its tightening cycle (Fig. 25). 
Benchmark interest rates at 11% have lured in capital, including from speculative carry-
traders selling lower-yielding currencies in exchange for the higher-yielding peso (Fig. 26). 

    

Calendars 
  
US: Wed: Richmond Fed Manufacturing Index -2; MBA Mortgage Applications; Beige Book; 
Williams; Bostic. Thurs: GDP & GDP Price Index 1.3%/3.1%; Headline & Core PCED 
3.4%/3.8% q/q; Corporate Profits 3.9%; Goods Trade Balance -$91.8b; Jobless Claims 
218k; Pending Home Sales 0.1%; Wholesale Inventories -0.1%; Natural Gas Storage & 
Gasoline Production; Fed’s Balance Sheet; Williams; Bailey; Logan. (FXStreet estimates) 
  
Global: Wed: German CPI 0.2%m/m/2.8%y/y; Germany Gfk Consumer Climate Index -
22.5; France Consumer Confidence; Spain Retail Sales; Italy Consumer & Business 
Confidence; Japan Household Confidence 38.9. Thurs: Eurozone Business & Consumer 
Survey 96.0; Eurozone Consumer Confidence -14.3; Eurozone Unemployment Rate 6.5%; 
Eurogroup Meeting; Spain CPI 3.7y/y; Italy Unemployment Rate 7.3%; Japan 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3p_W17LS8c605bJ7W2W6nKT8GVZt1W5G8rd08N85skW61hRm14d6qG7W9gY0pR56qzD-W4KRpmQ7x2gy8W9by32G4PyJpsW2j8GQ-4MpDLnW3p8FsS9hwWQYN2-SHDVGwkv8W3lPKLn4GX2vbW7wdGMl7ky_VMW2_0vV98yrPCpW5wmTw67xKK2sVzj7hL1ZTgMGW84SCpt35Rsp8N7_GP5rM0wMPVpD4553_-h55W5Xr8XL8qxXchW2rj-X21sQfftW5MDWhD81HyrMW2ffCGY4cXJqzW26jc7z2djMYfW4TT3s01v5xbdf2bmRBz04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3l8W875_yP4L5SJQW1XzBjn7Bd3_vW1glxkc2SzrSNW4QcsSC4hM8_7W5zJHFk5n5J72W7Bd1947Ls6mrW4SJrsD8JzPfYW6PXwY95VYMJ7W3KbdVK1dhlbbW44nHP-6mSSjLW76drzt4Qn9wWW2V3RVd3lSPwrW2S26wc2llW45W6fN_FJ8JbBmNW70V-0L44sV-TW3gbGgc5TBs-nW72bjys11DqW4N2PL0DSP02JFW5yZNTR5mWYM1W5QfWZd3kTK81N4C1BrHqgjywW7cYxgH8JLjb0MXR81hwPcT3N7GcGJX9Sjh2f7tzLHR04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3nqVD6v2-5xpslmW1TQjKG5XpZHkN5vVQL-mSQrwW28-clb4YlcClW5DJv6q3RslDYW2-1JXW8lQMx7W2J23DV3n9y84W8TrV1n7gXzwxW7kqDtn7sXHf9MZQLP329NlbW2Y5kyc38_XbzW4rM1kG5tt_vgW72m_D27Wmk8dW2ldsBM5jZymBW9bnlCc4pWw0WW3Nr6kg3Qhv9LW2BDm7b98gG6NW6jTFKm8_Th6vW6kTnsN2xRhWJW3bF6Rz7xd_jJN83y7-Jm5-rgW1Sl77V1ZXyXZW9fTcWH1XcQ9hW2fg24y61FKCwf3f5cbW04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3lRW8Qs1Z771gx29W3RxSnN2DsLXwN4xTzcjSGgKLW8PZdlL2JjvkYW7fSz-4187jvJW2XNkX97B9FjWW5dkC462tRFVMW8_MgKv8VCs_MW28M-9V2RCZcMW5yc1nL7SFbknW1f4cg_89NPR3W3fMkf46MrWHcW5l9JMg74Td1vW5ZLxL37qbYczW4C_9pC1xG1qWN35WvkX4yz-QW2H5lv14QDc40VNBjr43TLP6tW47gt3_891KFCN2X96Jxpg3N2W1J_s2Q5wtLPsW1kGpPV8Dc0pJW5wP0hb6vryJjW3CtBdv74nv5Lf3Z3Gwb04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3m9W2BCkb47N7Y17W8LNF7Q4L7QQnW5g0rFr8TkNQGW22GzYG8lwD2qVFFhm72Y4fjHW3hjF933t4kSKVz4NTd778fNNN8zJ1D8k-Y-bW2NYyYP6qgc3JW90mfCq6TQmYWW6L72qn5Kz8TyN5JqQDtjmlv6W6H2Gw91HXvyyW6n55cT35d9M2W9clzFT8nGXyRN2RDQ9W9t_tRW5K3WCf76BKP3W2z4sB050kym0W50yWVz3tcQ51W6PmsRx8RnXlDW1LvM5b7Qll-8W3Zppv76GYSQ7W3sKXWS7WT2RVW9k4CNJ3G3wSrf6Z3nXF04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3kXW2jQ-PJ6RV2vsW7Ktr145DQKSxMWs_sHqZfrBW7gFp7858VvcdW4NSdxJ6MK__mW8QhWSc9k68-4W4gLzJl869chgW4fhWgp4TS1MBW6FFghb3bz-ghW9bq4L01SZgW8W98LGQR7hKNrbW94LH-Q7J0ClCW6XG3pF7rm3khW4ShKJL44j3PpW54rc0q16QbC5W1SFqng38Xs7kW5X-H6b4LTYZDN2dDd0CRkpg5W4_XBcx8zPtmSW5JFBq18Bg30WW805xK28Zm_j3W6kW--L2Bw4c7W1PwMDb6XHY1TW3PW39t4CxQMVf1S_9c204
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3lxN3q2P9-QzpnVW36dBQ872Qvm-W6jGQbR6BGGNFW4fMjZv2kf2WWW5Cvhy05JKgnGW8fQM257fnbRFW5DTTb74DDyrsW7PJ3sz5y0B4vW4Jlym35lBbYBN6FVQZNP9NzcW1SJPSH3m92k0W76Bft865P1y4W20Qcp18yJRGnW3WrVDs8YFVLgW5g-w2m4Fwx-lW5d7q2Q68sNrVW7tGp-Q2xWS7HW1sMMsC8fyrjgW27KpQF6BrTfBN4mTyD_hgsj1W4fwW3_3FlgD8W999bgY3gD232W3VQ4VZ2WCHCJW4xF3Ly48HYz-f3FX5bs04
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Unemployment Rate 2.6%; Japan Industrial Production 1.5%; Japan Retail Sales 1.8%; 
China M-PMI & NM-PMI 50.5/51.5. (FXStreet estimates)  

    

Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): Forward earnings rose last week 
simultaneously for all three of these indexes, and has done so in five of the past six weeks. 
LargeCap’s forward earnings rose 0.4% w/w to a new record high. It has achieved new 
record highs for 21 straight weeks and in 32 of the 37 weeks since mid-September; last 
week marks the lengthiest string of record-high forward earnings for LargeCap in 22 months 
(since the April 29 week of 2022, when it hit record highs for 22 straight weeks). MidCap’s 
rose 0.3% w/w and improved to 3.4% below its record high in early June 2022. SmallCap’s 
rose 0.4% w/w to 10.8% below its mid-June 2022 record. Through the week ending May 23, 
LargeCap’s forward earnings has soared 14.3% from its 54-week low during the week of 
February 1, 2023; MidCap’s is 5.1% above its 55-week low during the week of March 10, 
2023; and SmallCap’s is 3.3% above its 72-week low during the March 17, 2023 week. 
These three indexes’ forward earnings downtrends since mid-2022 have been relatively 
modest compared to their deep double-digit percentage declines during the Great Virus 
Crisis and the Great Financial Crisis. Their forward earnings momentum has improved from 
three-year lows ago a year, but LargeCap’s is improving faster than the SMidCap’s. Here 
are the latest consensus earnings growth rates for 2024 and 2025: LargeCap (10.3%, 
14.1%), MidCap (3.2, 16.4), and SmallCap (-3.5, 18.7). 
  
S&P 500/400/600 Valuation (link): Valuations were mostly lower during the May 24 week 
for these three indexes and remain slightly below their recent two-year highs. LargeCap’s 
forward P/E was unchanged w/w at 20.6. That’s down from a 27-month high of 20.9 at the 
end of March and up from a seven-month low of 17.0 during the October 27 week. It’s now 
up 5.5pts from its 30-month low of 15.1 at the end of September 2022, which compares to 
an 11-year low of 11.1 during March 2020. MidCap’s forward P/E fell 0.3pt to 15.4. That’s 
down from a 27-month high of 16.0 at the end of March. That’s up 3.1pts from a 12-month 
low of 12.3 at the end of October. It’s now up 4.3pts from its 30-month low of 11.1 at the 
end of September 2022; these compare to a record high of 22.9 in June 2020 and an 11-
year low of 10.7 in March 2020. SmallCap’s forward P/E was down 0.3pts w/w to 14.4 from 
a 28-month high of 14.7. It’s up 3.8pts from its 14-year low of 10.6 in September 2022 and 
compares to a record low of 10.2 in November 2009 during the Great Financial Crisis. That 
also compares to its record high of 26.7 in early June 2020 when forward earnings was 
depressed. The forward P/Es for the SMidCaps have been mostly below LargeCap’s since 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3mrW7Cy3PR8yh9DSW2GDgQV5q9kwcW28mj5v3f1lBbW5C_-7y8vjdwCN5N5Kh8n9NH4W31tZcV1cN_JzW98vTKM7GxCJpW4Bxgx05cl-TPN3-8VSH-TfJpN6w2g3khbsSlW36T7Zf8Ysm4PW714Tbg2kcPXPW25_Tgw443cskVyVnVv1Vkxf_W2qdYpN5NvWt3VC_Hm271s4NlW928JQg476CGzN372NVQSs0k9VqDYQH13CHgQW2WpNC76BKFd3W78whLG1fygG2W8Njngf3nfrvlN3t2JcW6f8SbW1MS5qg5ZvT5xf5P3bWW04
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3kDW6V1rSD3kcVntVv7f8C65q8nbW8HFLNN2R2_qmN7Vz89fKzjgQN4JmdP9PGT8dW1yCGkZ7BPrsMW7zzV2v1B225xW959m8p6WzzcmW8jtC0c5DJ71YW1BG9S17XjCR3N1p9GDs-rhWfW7d6v8G2H_lbMW2fF_FH2qgHNNW2hnPyw2jlCp2M-DYM9d7WkkW2Hckbp3km2XdW1dRy9q5KG7wyW4x14ZS5xhbzXVnN7D17CSQQhW8JTy8N8SGD6QVcJDrX3KKFfxW3NB49H6zwqc4V4RXg66rNC85W4ZW9vt40Yxlvf3FyhF004


 

9 
 

August 2018. MidCap’s 25% discount to LargeCap’s P/E is up from its 24-year-low 29% 
discount during the June 1, 2023 week. It had been at a 19% discount during the March 2, 
2023 week, which was near its best reading since October 14, 2021. SmallCap’s 30% 
discount is up from a 23-year-low 34% discount during the October 19, 2023 week, which 
compares to a 20% discount during the March 2, 2023 week; that one was near its lowest 
discount since August 2021. The SMidCap’s P/Es had been mostly above LargeCap’s from 
2003 to 2018. 

    

US Economic Indicators 
  
Consumer Confidence (link): Consumer confidence improved in May after deteriorating 
the prior three months. Headline consumer confidence increased to 102.0 this month after 
falling 13.4 points from 110.9 in January to 97.5 in April, which was the lowest reading since 
July 2022. The present situation component climbed to 143.1 this month, following a three-
month drop of 14.3 points (to 140.6 from 154.9), while the expectations component rose for 
the first time in five months, climbing to 74.6 in May after sinking the prior four months by 
13.1 points (to 68.8 from 81.9). Despite May’s increase, the expectations measure 
remained below 80—a threshold the report notes usually signals a recession ahead. Short-
term business conditions on balance were slightly less positive this month: The percentage 
of consumers expecting conditions to improve slipped to 20.3% from 20.8% last month, 
while 17.6% expect business conditions to worsen, unchanged from April. Meanwhile, 
consumers’ assessment of the current labor market improved on balance in May, with 
37.5% of consumers saying jobs were plentiful, down from 38.4% in April, and 13.5% 
saying jobs were hard to get, down from 15.5% last month. Consumers’ assessment of 
short-term business conditions, six months from now, were less pessimistic, with 13.3% 
expecting business conditions to improve, down from 13.4% in April, and 16.8% expecting 
them to worsen, down from 19.1%. Consumers’ assessment of the short-term labor market 
was also less pessimistic this month, with 12.6% expecting more jobs to be available six 
months from now, up from 12.3% in April, and 18.2% anticipating fewer jobs, down from 
19.8% last month. Consumers’ short-term financial prospects in May improved: The 
percentage of consumers expecting their incomes to improve edged up to 16.9% from 
16.8% in April, while the percentage expecting their incomes to decrease fell to 11.0% from 
14.0%. Dana Peterson, chief economist at The Conference Board, noted that in May’s 
write-in responses consumers cited prices, especially for food and groceries, as having the 
greatest impact on their view of the US economy, with 12-month inflation expectations 
ticking up to 5.4%. Also, the percentage of consumers expecting interest rates to rise over 
the year ahead climbed to 56.2% from 55.2% in April.  

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VWgVrb3BmSTJVTtLj25znR5SW5LNP255fFx3xN8kT_BW3qn9gW7lCdLW6lZ3nrW3ct7bY76BBXHN1nkTYmW1_S8W8JcV476L8lsxN6cxNpxZMz3rW23H4nl1DS5r4W3lLPH85xrQNtW3sX6RM2fFq2tW45khQp5J0KGPW31BWp29lTl3tVz06lR1WCBHGW2tKb0h1QmP2VW2P3y4Y1fPwTjW83Hd8x22lJjTW8-XNs879RHKlW7yVRkz4kq7SZW1szMBm66HRSVMTbnM88XRKqW1_QqYR54mcPmW8_yRs58Jc1jXW2T-5Mx1fQ-vfW929BrL2sqDDFW5XyqRy4lxTQkN54kJbfMfc_RW7VJt8X8X365mf60jYdW04


 

10 
 

    

Global Economic Indicators 
  
Germany Ifo Business Climate Index (link):  German business confidence came in below 
expectations in May after showing signs of life the prior three months. The business climate 
index was unchanged at 89.3 (vs 90.4 expected) this month, after climbing from 85.2 in 
January—which was the lowest level since May 2020—to 89.3 this April. The expectations 
component (to 90.4 from 83.4 in January) climbed for the fourth month to a 13-month high, 
while the current situation component has hovered between 88 and 89 the past three 
months, not far from February’s 86.9—which was the lowest since July 2020. Trade’s 
business sentiment took a “significant step upward,” according to the report, with the 
improvement in the current situation driven primarily by the wholesale segment, while 
expectations also improved considerably—though were still marked by some skepticism. In 
manufacturing, the business climate index improved for the third straight month, with 
companies considerably more satisfied with their current business, while the outlook was 
less pessimistic than in prior months. Meanwhile, the service sector took a slight step back, 
with current business conditions deteriorating a bit, though expectations improved as 
companies reported additional orders. Construction’s business climate saw progress for the 
fourth straight month, with companies more satisfied with their current business situation 
and their expectations somewhat less pessimistic.  
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