
Signs of trouble?


The comparatively calm mood on the surface of the broad indices hides some signals 
that point to a significantly worse economic situation. 


For example, although the S&P 500 has gained 13.5% since the beginning of the 
year, economically sensitive barometers such as the small-cap index Russell 2000, 
the Dow Jones Transportation Average and the S&P 500 Banks Index are performing 
much weaker in some cases:


US bank stocks are currently trading at their lowest levels relative to the S&P 500 in 
at least 80 years:
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This should present a terrific buying opportunity over the course of the coming year, 
as bank stocks are considered early cyclicals and are usually the first to anticipate 
the next upswing during a recession - but at present, the weakness of banks must be 
read as a warning signal rather than a buying opportunity.


The construction machinery giant Caterpillar also sent out a disappointing economic 
signal at the end of October when its order intake in the past financial quarter 
disappointed analysts' expectations.


In the meantime - finally? - the labor market is also showing signs of weakness. In 
October, the US economy only created 150,000 new jobs, disappointing economists' 
expectations for the first time in a long time. The unemployment rate rose to 3.9%. 
Although this is still low in historical terms, it is still 0.5 percentage points above the 
level in February of this year.
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The ISM Purchasing Managers' Index for the manufacturing sector in the US was 
extremely weak. The much-noticed leading indicator fell surprisingly sharply to 46.7 
in October, indicating a contraction in the industrial sector. The sub-components of 
new orders and inventories also slumped.


The weak purchasing managers' indices (PMIs) has also been confirmed in Europe 
and Asia in recent days. 


The global industrial PMI calculated by JPMorgan fell to 48.8 in October, down from 
49.2 in the previous month.


The danger of a (if then probably mild to modest) recession is therefore far from over. 
It could become the dominant theme of the coming year.


Disclaimer


DC Advisory  issues this report as general information only, without taking into account the circumstances, needs or objectives of any of its 
readers. Readers should consider the appropriateness of any recommendation or forecast or other information for their individual situation 
and consult their investment advisor. 


DC Advisory shall not , nor its employees, associates or agents, be responsible for any loss arising from any investment based on any 
recommendation, forecast or other information herein contained. The contents of this publication should not be construed as an express or 
implied promise, guarantee or implication that the forecast information will eventuate, that readers will profit from the strategies herein or 
that losses in connection therewith can or will be limited. Any investment in accordance with the recommendations in an analysis, can be 
risky and may result in losses in particular if the conditions or assumptions used for the forecast or mentioned in the analysis do not 
eventuate as anticipated and the forecast is not realised. 


DC Advisory utilises financial information providers and information from such providers may form the basis for an analysis. DC Advisory 
accepts no responsibility for the accuracy or completeness of any information herein contained.
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