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 Tale of Two Economic Releases 
 
The upcoming week will be defined by two closely linked US macroeconomic data that will frame the 
debate about which direction the economy is poised to take during the latter half of 2008. Yet, these two 
data are likely to paint two very different portraits regarding the condition of the economy. On Thursday the 
market will observe the preliminary estimate of economic growth during the second quarter of the year, 
followed by the publication of the July non-farm payrolls the next morning.  
 
According to Bloomberg, the current market consensus anticipates a 1.8% rate of growth, fractionally below 
our forecast of a 2.1%. Given the bear market rally that we have observed over the past week, there is little 
doubt that the 08:30 AM EDT release on Thursday morning will provide a fairly solid case for equity bulls 
who are claiming that a bottom is in the process of forming in the market. Demand from the external sector 
could approach 2.0% and personal consumption should hold steady at a 1.0% rate of growth. The 
contribution of government spending should remain quite solid, but our forecast implies that the 
combination of the decline in residential fixed investment and a reduction in inventories should combine to 
reduce overall growth by 1.1%. Due a strong rise in demand for net exports and the stimulus inspired rate of 
personal spending, the data does tend to suggest that the risk to the report is to the upside. We would not be 
surprised to observe an initial print as high as 2.6%, with subsequent revisions back to the downside during 
subsequent estimates towards our 2.1% forecast.  
 
However, once the dust settles and the market begins to look at the source of growth and is able to evaluate 
its sustainability a different picture may emerge. What permitted personal consumption, which accounts for 
nearly 70% of overall growth, to obtain a rather anemic rate of growth, was not a resilient consumer, but the 
well-timed fiscal rebates. To be blunt, it was not a consumer hungry for a return to the malls, but 
government spending, which was behind a second straight quarter of weak growth in personal consumption. 
As the June retail sales data illustrated, the impact of the stimulus checks has begun to wane and there is 
very little going forward to support spending. 
 
That very potent fact will be on vivid display the following morning when the July non-farm payrolls report 
is published. Unlike the previous days headline data, the data from the labor sector will not be construed as 
positive, but will be focused on the potential drag on future consumption. The current consensus forecast 
expects a net -70K jobs will be lost, which is little better than our forecast of -93K for the month. We think 
that the combination of downward revisions to recent payroll estimates and losses in goods producing, 
manufacturing and the service sector should push the headline towards the -100k mark for the first time 
since the downturn in the economic cycle began.  
 
Our forecast for the US economic growth path for some time has been that output would resemble a “W.” 
We expect that Q2’08 represents the middle apex in what is shaping up to be a classic double dip economic 
downturn. Our growth forecast implies that the market should observe growth in the third quarter to check 
in at 1.1% and the final three months of the year to observe a 0% rate of growth, with an outsized risk of a 
negative print. Moreover, we do expect that the rate of unemployment will advance to 6.0% by the end of  
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the year and further job losses to add to the -438,000 jobs lost thus far in 2008. Thus, what on Thursday may 
be the source of much celebration among equity bulls, by Friday morning may not seem so compelling. In 
fact, by mid-day on Friday the recent bear market rally may fade into a classic bull trap. To our colleagues 
that are making the case that the economy is in recovery and now is the time to jump into the market and 
purchase equities we have one question; what will support consumption six months out once the stimulus 
power of the rebate checks evaporates? 
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Chief Economist  
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Merk Investments LLC is the manager of Merk Mutual Funds, including the Merk Asian Currency Fund 
and the Merk Hard Currency Fund.  The Merk Asian Currency Fund invests in a basket of Asian 
currencies. Asian currencies the Fund may invest in include, but are not limited to, the currencies of 
China, Hong Kong, Japan, India, Indonesia, Malaysia, the Philippines, Singapore, South Korea, Taiwan 
and Thailand. 

The Merk Hard Currency Fund invests in a basket of hard currencies. Hard currencies are currencies 
backed by sound monetary policy; sound monetary policy focuses on price stability. 

The Funds may be appropriate for you if you are pursuing a long-term goal with a hard or Asian currency 
component to your portfolio; are willing to tolerate the risks associated with investments in foreign 
currencies; or are looking for a way to potentially mitigate downside risk in or profit from a secular bear 
market. For more information on the Funds and to download a prospectus, please visit 
www.merkfund.com. 

Investors should consider the investment objectives, risks and charges and expenses of the Merk Funds 
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carefully before investing. This and other information is in the prospectus, a copy of which may be 
obtained by visiting the Funds' website at www.merkfund.com or calling 866-MERK FUND. Please read 
the prospectus carefully before you invest. 

The Funds primarily invest in foreign currencies and as such, changes in currency exchange rates 
will affect the value of what the Funds own and the price of the Funds' shares. Investing in foreign 
instruments bears a greater risk than investing in domestic instruments for reasons such as 
volatility of currency exchange rates and, in some cases, limited geographic focus, political and 
economic instability, and relatively illiquid markets. The Funds are subject to interest rate risk 
which is the risk that debt securities in the Funds' portfolio will decline in value because of 
increases in market interest rates. The Funds may also invest in derivative securities which can be 
volatile and involve various types and degrees of risk. As a non-diversified fund, the Merk Hard 
Currency Fund will be subject to more investment risk and potential for volatility than a diversified 
fund because its portfolio may, at times, focus on a limited number of issuers. For a more complete 
discussion of these and other Fund risks please refer to the Funds' prospectuses. Foreside Fund 
Services, distributor. 

 

 


