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What I Got
Income and expenditures by age cohort (2024)

Source: Portfolio Analysis & Consulting. Bureau of Labor Statistics.
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Demographics are a critically important and often under-discussed drive of the macro economy, as population growth is the lifeblood of structural economic growth over
time. While demographic changes are generally slow moving and conversations tend to play out in the background as opposed to in the day-to-day tactical arena,
demographics chatter has been on the rise within the macro narrative specifically regarding the increasing pace of retirement of the Baby Boomer generation. While the
aging population may commonly be the realm of economic growth bears or inflationistas, it’s in fact the economic growth bulls now pushing forward aging demographics
to discount the compression in the saving rate and defend their bullish views. As the logic goes, retirees don’t contribute to personal income growth as they no longer
have wage income and instead fund robust consumption out of their robust stock of savings. As such, the accelerating pace of Baby Boomer retirements is artificially
depressing the saving rate, overstating the degree of vulnerability for future consumption. As such, strong consumption can continue despite softer income growth and
continued downside to the saving rate, thanks to demographic distortions. But there are few issues with this neat and tidy narrative. First, while retirees do contribute
less to the national income aggregates, it’s misleading to suggest that they make no income. Retirees may no longer have substantial wage income, but they do book
income from sources like transfer payments, including Social Security and Medicare, dividends and interest, and rental income. In other words, they don’t rely entirely on
portfolio wealth to fuel consumption. Second, looking at the Bureau of Labor Statistics’ annual Consumer Expenditure Survey, while income slows markedly for retirees
from their peak earning years, so, too, does consumption. Lofty portfolio valuations may help support the ability of retirees to consume, but actual consumption decisions
aren’t driven exclusively by that wealth. Finally, while the implied saving rate for the 65+ population does indeed tend to be negative, as retirees spend more than they
earn via income, it’s actually been modestly positive in three of the past five years. In short, while increasing retirements are likely to pressure the aggregate saving rate
lower given the size of the baby boomer generation, the effects are likely far more marginal than the emerging narrative suggests.
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Right Back
Personal saving rate revisions (9/30/65–12/31/25)

Source: Portfolio Analysis & Consulting. Federal Reserve Bank of Philadelphia.
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While the growth bulls appear to have a flimsy argument with respect to demographic effects on the saving rate, it’s worth pointing out that the growth bears raising
alarm bells because of the low level of the saving rate are equally misguided. Keep in mind the saving rate is a flow measure – a compressing saving rate simply means
that consumers are saving less of their incremental income, not outright reducing their stock of savings. Net savings are indeed one buffer for consumers, but it’s not an
outright reduction in the size of that buffer, but rather a slowing in the pace of growth in that buffer. More importantly, the personal saving rate is notoriously subject to
large revisions as more accurate data becomes available. Revisions have been the target of many politically motivated arguments over the past few years, but revisions
are good and increase the quality of economic statistics as more complete data is released. The critical point: Revisions to the saving rate tend to be correlated with the
cycle – when the economy is growing, revisions tend to be positive, and vice versa. We’ve seen this time and again over the past three years, as the quarterly personal
saving rate has ultimately been revised higher in every instance by an average of 0.8% as more income is accounted for. The bulls are using the wrong data to explain
away the risks to consumption of a low and compressing saving rate. The recent compression in the saving rate looks less a function of structural demographic forces
and more a reflection of cyclical factors. And more importantly, the degree of that compression in the saving rate is likely to be smaller as revisions to the national
accounts later this year will likely see the saving rate revised higher once more.
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Pawn Shop
Nominal wages vs fed funds rate & inflation (12/31/80–4/30/26)

Source: Portfolio Analysis & Consulting. Bloomberg. PCE represents Personal Consumption Expenditures Price Index.
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For all the focus on the level of the saving rate, the better tell with respect to the consumption and growth outlook remains the continued cooling in income growth. While
demographics and wealth effects are certainly part of the story behind resilient consumption, over time, income fuels consumption, and as such, nominal income tends
to be the most reliable proxy for nominal consumption and growth. To that end, wage and salary income growth remains on a slowly cooling path. Over the past year,
wage and salary income has grown just 3.5% in nominal terms, falling below both the fed funds rate as well as headline PCE. In other words, consumers, particularly
those in the lower income cohort are facing tightening financial conditions as debt service costs are higher than income growth at the same time they are seeing real
incomes squeezed by higher energy prices and stickier inflation. To the extent consumers view the energy shock as transitory, the rational reaction function is to draw
down savings to maintain consumption. That’s positive in the sense that consumption likely remains resilient through the shock, but it also means there’s unlikely to be a
bounce should energy prices begin to fade – those savings at the pump will simply go to rebuilding the savings buffers that were drawn down. And while upper-income
consumers continue to put in a robust floor for consumption, the squeeze on lower-income households will likely weigh on the marginal rate of consumption growth.
While we expect that the consumer will continue to do what it does best, spend, in the absence of a clear and convincing tightening in labor markets that translates to a
renewed upward impulse in wage growth, continued cooling in nominal incomes will likely translate to further moderation in consumption.

-5

0

5

10

15

20

1980 1984 1988 1992 1996 2000 2004 2008 2012 2016 2020 2024

In
 %

Recession

Wage and Salary Disbursements

Fed Funds Rate

PCE



CHARTS AND SMARTS®: PORTFOLIO ANALYSIS & CONSULTING

Wrong Way
Computer software and accessories inflation (12/31/20–5/31/26)

Source: Portfolio Analysis & Consulting. Core PCE represents personal consumption expenditures price index excluding food and energy. Core CPI represents consumer price index excluding food and energy.
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A notable dynamic of the post-pandemic inflationary environment has been larger than normal wedges between the two primary measures of inflation, CPI and PCE.
The two measures have notable differences in terms of weight, scope, and methodology that historically result in Consumer Price Index (CPI) tracking about 30 to 40
basis points (bps) higher than PCE. At the post-pandemic highs, that wedge expanded to over 1% between core CPI and PCE, with core CPI consistently overstating
the degree of inflation stickiness relative to the Fed’s preferred measure of core PCE as the disinflationary process set in. But that wedge has been steadily compressing
over the past few years and has since flipped entirely in the opposite direction with core PCE printing at the widest spread above core CPI since 2010. Large weighting
differences, particularly with respect to shelter and healthcare, as well as scope, or differences in the inclusion of specific goods and services, account for much of that
typical wedge. But the recent divergence has been fueled in large part by weighting differences. The Bureau of Labor Statistics’ (BLS) solution for the shutdown -
induced data gap for shelter prices exacerbated that wedge to some degree as shelter prices were artificially lower over the six-month period ending in March applied to
a much larger weight in core CPI relative to core PCE. But the bigger story of late has been the surge in prices for information processing equipment, particularly gaming
hardware, memory products, and computer software and accessories. While there’s been much attention paid to the positive growth effects emanating from the AI
infrastructure buildout it is also now having a material spillover into consumer prices as computer software and accessory prices have surged 26% so far in 2026. While
CPI and PCE use the same price index, the weight for these goods is over 1.25% for core PCE yet just 0.4% placing over 17bps of upside pressure on core PCE
relative to core CPI. While there are legitimate questions as to whether the price index appropriately adjusts for quality improvements that would mute the price
increases, the bigger point is that nuance is important again with respect to inflation prints. Core PCE remains the Fed’s preferred inflation gauge, but it likely is
overstating the degree of inflation stickiness while CPI understates it. The bottom line: The Fed is unlikely to respond to AI-related inflationary impulses, which means
the bar remains high for both a hike and a cut for the foreseeable future.
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What Happened
Cboe 3-Month Implied Correlation Index (1/6/06–6/12/26)

Source: Portfolio Analysis & Consulting. Bloomberg. CBOE represents Chicago Board Options Exchange.
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While the AI trade has had the attention of the world over the past few years, another trade has been quietly shaping markets under the surface: the dispersion trade. At
its heart, the dispersion trade boils down to monetizing the spread between volatility on individual index components and volatility on the index itself. While there are a
few different ways to implement the strategy, the trade is most commonly implemented by selling index volatility and going long volatility on specific names, yielding
positive returns when index volatility remains benign while volatility on index constituents rises. With the market becoming increasingly defined by the either-or trade of
AI versus everything else, the implied correlation between index constituents within the S&P 500 ® Index has continued to collapse toward record lows as the momentum
trade has powered markets nearly vertical over the past two months. As is always the case, trades that work lure in more assets and positioning eventually gets
crowded, providing the fuel for an aggressive unwind like the one we witnessed on June 5. While the single day moves were certainly eye watering, the risk with any
trend reversal is volatility and correlations rising sharply in tandem. The spike in correlations and index vol triggers an unwind of dispersion trades as investors sell
individual name vol and buy back index vol, driving the VIX higher and triggering further derisking by systematic strategies and volatility targeting strategies. But that’s
not what we’ve witnessed since the Friday swoon as markets have remained firmly entrenched within a rotational churn. When AI outperforms, it drains liquidity from
nearly all other sectors, and when AI sells off, dollars flow to relative laggards. While any selling pressure centered on semiconductors and the AI trade will weigh on the
headline indices thanks to their ever-growing weight, as long as this selling simply funds a rotation, index vol and correlations are likely to remain benign, preventing any
weakness from cascading into a larger sell-off.
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For an illustrative look at major macroeconomic themes that could impact investor 

portfolios and move capital markets, explore our macro investing insights.

https://www.im.natixis.com/en-us/insights/macro-investing-insights?utm_source=deck&utm_medium=pdf&utm_campaign=thought_leadership&utm_content=charts_and_smarts
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Disclosure
This presentation is provided for informational purposes only and should not be construed as investment advice. References to specific securities or industries should not be considered a recommendation. Any opinions or
forecasts contained herein reflect the subjective judgments and assumptions of the authors only and do not necessarily reflect the views of Natixis Investment Managers Solutions, or any Natixis Investment Managers
affiliates. There can be no assurance that developments will transpire as forecasted and actual results will be different. Data and analysis does not represent the actual or expected future performance of any investment
product. We believe the information, including that obtained from outside sources, to be correct, but we cannot guarantee its accuracy. The information is subject to change at any time without notice.

Index information is used to illustrate general asset class exposure and is not intended to represent performance of any investment product or strategy. It is not possible to invest directly in an index.

Investing involves risk, including the risk of loss. Investment risk exists with equity, fixed income, and alternative investments. There is no assurance that any investment will meet its performance objectives or that losses will
be avoided.

This document may contain references to copyrights, indexes and trademarks that may not be registered in all jurisdictions. Third-party registrations are the property of their respective owners and are not affiliated with
Natixis Investment Managers or any of its related or affiliated companies (collectively “Natixis”). Such third-party owners do not sponsor, endorse or participate in the provision of any Natixis services, funds or other financial
products.

Index information contained herein is derived from third parties and is provided on an “as is” basis. The user of this information assumes the entire risk of use of this information. Each of the third-party entities involved in
compiling, computing or creating index information disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a
particular purpose) with respect to such information.

​The S&P 500® Index is a widely recognized measure of U.S. stock market performance. It is an unmanaged index of 500 common stocks chosen for market size, liquidity, and industry group representation, among other
factors. It also measures the performance of the large-cap segment of the U.S. equities market.

The Russell 2000® Index is an unmanaged index that measures the performance of the small-cap segment of the U.S. equity universe.

The Bloomberg Barclays U.S. Aggregate Bond Index is an unmanaged index that covers the U.S.-dollar-denominated, investment-grade, fixed-rate, taxable bond market of SEC-registered securities. The index includes
bonds from the Treasury, government-related, corporate, mortgage-backed securities, asset-backed securities, and collateralized mortgage-backed securities sectors.

​The CBOE Volatility Index® (VIX®) is a key measure of market expectations of near-term volatility conveyed by S&P 500® stock index option prices. The CBOE Volatility Index® (VIX®) reflects a market estimate of future
volatility, based on the weighted average of the implied volatilities for a wide range of strikes; first- and second-month expirations are used until eight days from expiration, then the second and third are used.

CFA® and Chartered Financial Analyst® are registered trademarks owned by the CFA Institute.

Natixis Advisors, LLC provides advisory services through its division Natixis Investment Managers Solutions. Advisory services are generally provided with the assistance of model portfolio providers, some of which are
affiliates of Natixis Investment Managers, LLC.

Natixis Advisors, LLC does not provide tax or legal advice. Please consult with a tax or legal professional prior to making any investment decision.

Natixis Advisors, LLC are located at 888 Boylston Street, Suite 800, Boston, MA 02199-8197. 800-862-4863. im.natixis.com.
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