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Most of the major U.S. indexes suffered their third
consecutive week of losses as evidence accumulated of a
global economic slowdown.

Strength in Apple and other information technology shares
supported the NASDAQ Composite, which ended modestly
higher for the week and was the lone gainer.

The Dow Jones Industrial Average retreated -0.9% ending
the week at 26,573. The technology-heavy NASDAQ
Composite managed a 0.5% gain for the week.

Small caps continued to sell off with the Russell 2000 index
falling a further -1.3%, while the S&P 400 midcap index and
S&P 500 large cap index retreated -1% and -0.3%,
respectively.

For the month of September, U.S. indexes were all positive, but the
guarter was mixed with 3 of the “big 5” down for the quarter.

Year to date, NASDAQ leads and Small Caps bring up the rear, but all
are having a decent year.

Index September % 3rd Qtr % Year-to-Date %

NASDAQ 0.5 0.1 20.6
Dow 30 19 12 15.4
Mid Cap 29 0.5 16.4
Small Cap 1.9 2.8 13.0
S&P 500 1.7 1.2 18.7
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International Markets

Major developed international
markets were a sea of red for
the week.

Canada’s TSX had its second
consecutive week of losses
giving up -1.5%, while the
United Kingdom’s FTSE retraced
all of last week’s gain and then
some falling -3.7%.

On Europe’s mainland, France’s
CAC 40 retreated -2.7%,
Germany’s DAX fell -3.0%, and
Italy’s Milan FTSE gave up -
2.5%.

In Asia, China’s Shanghai
Composite was closed for the
week for its National Day
holiday. Japan’s Nikkei ended
down -2.1%.

As grouped by Morgan Stanley
Capital International emerging
markets rebounded 0.8%, while
developed markets ended
down -1.2%.

Commodities

Precious metals finished the
week mixed. Gold rose 0.4%,
ending the week at $1512.90
per ounce. Silver, however,
gave up -0.2% closing at $17.62
per ounce.

Oil fell back to its August lows,
falling -5.5%, to $52.81 per
barrel of West Texas
Intermediate crude oil.

The industrial metal copper,
viewed by some analysts as a
barometer of global economic
health due to its variety of uses,
finished the week down -1.4%.

U.S. Economic News

The number of people seeking
first-time unemployment
benefits rose to a one-month
high last week, the Labor
Department reported.

been sidelined during the
strike.

The less-volatile monthly
average of new claims
remained unchanged at
212,500. The monthly number
usually gives a more accurate
read into labor-market
conditions than the more
volatile weekly number.

Continuing claims, which counts
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Initial jobless claims rose by
4,000 to 219,000 last week,
partially due to the three-week-
old labor strike at General
Motors that has idled tens of
thousands of workers.
Economists had forecast a
reading of 218,000. (Figure 1)

Raw or actual claims — before
seasonal adjustments — surged
in Ohio and remained elevated
in Michigan, two states with
large auto industries. Some
250,000 workers at GM and
some of its parts suppliers have

the number of people already
receiving benefits, declined by
5,000 to 1.65 million. That
number remains near a cycle
low.

The labor market continues to
show resilience in the face of
weakening global economic
data. The Bureau of Labor
Statistics reported the economy
added 136,000 new jobs in
September, raising hopes that
the economy might avoid a
recession.



Hiring in education and health
services led the way, followed
by professional and business
services. Retail trade suffered
the worst pullback. Economists
had forecast an increase of
150,000. The reading was the
slowest pace of job growth in
four months, but employment
gains for August and July were
revised up by a combined
45,000.

To put the reading into
perspective, the pace of job
growth has slowed from
223,000 per month in 2018 to
158,000 over the last three
months.

In a separate survey, the U.S.
unemployment rate dropped to
just 3.5%--its lowest rate since
December 1969. However, one
concern in the report was
worker pay. The annual rate of

increase in compensation fell to
2.9% from 3.2%.

Manufacturing activity in the
Windy City contracted for the
third time in four months,
according to research firm MNI
Indicators.

MNI reported their Chicago
Purchasing Managers Index
(PMI) business barometer
dropped to 47.1 in September,
down from 50.4 in August.
Readings below 50 indicate
worsening conditions.

Economists had expected a
reading of 50. The details of
the report show widespread
weakness.

Production in the Chicago
region hit a 10-year low,
exaggerated by the UAW strike
at GM. However, unrelated to
the strike, the report also
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FIGURE 2

Purchasing Managers’ Indices Signal Weakness In Manufacturing

Source: AIER

showed declines in orders and
inventories. MNI notes that the
eroding business conditions in
the Chicago region mirror the
nationwide trend in
manufacturing. A stronger U.S.
dollar, slowing global economy,
and ongoing trade dispute
between the U.S. and China
have all curbed demand for U.S.
manufactured goods.

Nationwide, manufacturers
experienced their worst month
since the 2007-2009 Great
Recession according to the
Institute for Supply
Management (ISM). ISM
reported its manufacturing
index plunged deeper into
contraction to 47.8 last in
September, down from 49.1.
(Figure 2)

The reading marks its lowest
level since June of 2009.
Economists had expected the
index to rebound to 50.2. In
the details of the report,
production, employment, and
inventories all declined. New
orders did tick up, but remained
in contraction at 47.3—its
weakest level in a decade.

Furthermore, only three of the
eighteen U.S. manufacturing
industries tracked by ISM
reported growth, down from
nine in the prior month. Chris
Low, Senior Economist at FTN
Financial wrote in a research
note, “Manufacturing weakness



is close to dangerous levels.
Historically, readings under 46
are consistent with recession.”

The services sector, which
makes up almost 80% of U.S.
GDP, registered its weakest
growth in September in more
than three years, according to
the Institute for Supply
Management (ISM). ISM’s non-
manufacturing index fell to 52.6
last month, down 3.8 points
from August. The reading
missed economists’
expectations of 55.3 by a wide
margin.

The index has fallen 8 points
below its post-2008 recession
peak of 60.8 reached just last
fall. The decline has largely
coincided with the intensifying
trade dispute with China. In the
details, business production

and new orders grew more
slowly, while employment
levels remained essentially flat.

rise or fall in tandem with the
health of the economy.
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FIGURE 3

Short Term Market Directional Indicator

The index for production slid to
55.2 from 61.5. The
employment gauge dropped to
a five-year low of 50.4 — barely
above the cutoff point that
separates net hiring from net
layoffs. The ISM indexes are
compiled from a survey of
executives who order raw
materials and other supplies for
their companies, and tend to

U.S. Equities
Bull-Bear Indicator

October 4, 2019
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Technical Indicators

Short Term Trend: Our short
term trend indicator remains
positive. The indicator ended
the week at 24, down from the
prior week’s 27. (Figure 3)

Separately, the Intermediate-
term Quarterly Trend Indicator
- based on domestic and
international stock trend status
at the start of each quarter —
was positive entering October,
indicating positive prospects for
equities in the fourth quarter of
20109.

Bull/Bear Market Status (aka
The Big Picture): The “big
picture” is the months-to-years
timeframe — the timeframe in
which Cyclical Bulls and Bears
operate. The U.S. Bull-Bear
Indicator is in Cyclical Bull
territory at 52.53, down from
the prior week’s 54.82.

(Figure 4)



The average ranking of
Defensive SHUT sectors rose to
13.25 from the prior week’s
14.50, and the average ranking
of the Offensive DIME sectors
fell sharply to 17.75 from the
prior weeks’ 14.50.

The Defensive SHUT sectors
established a new lead over the
Offensive DIME sectors.

Note: these are “ranks”, not
“scores”, so smaller numbers
are higher ranks and larger
numbers are lower ranks

U.S. Intermediate-Term Asset Class Rankings

FIGURE 5

SHUT vs DIME

The ranking relationship between the defensive SHUT sectors and the
offensive DIME sectors

is one way to gauge institutional investor sentiment in the market.

“S”’=Staples “D”=Discretionary
“H”=Healthcare “I"’=Industrial,
“U”=Utilities and “‘M”=Materials
“T"=Telecom “E"=Energy

Major Assst Classes Type Rank Wesk Ago Rank
Utilities 3 1 1
Real Estate 283 2 2
Technology 3 3 3
Finandal 3 El 4
Nasdaq 100 1 5 5
Consumer Non-Cydical 3 6 10
LargeCap Value 1 7 11
Industrial 3 B 7
LargeCap Blend 1 9 9
LargeCap Growth 1 10 8
Dow 30 1 11 12
[ Usmktavg | Russel 3000 Index [ v 5
Developad Int'l Markets 2 13 16
MidCap Value 1 14 17
SmaliCap Value 1 15 18
CASH (1-3 mo T-Bills) 16 24
Consumer Cydical 3 17 6
MidCap Growth 1 18 14
MidCap Blend 1 19 15
Basic Materials 283 20 19
SmaliCap Blend 1 21 21
Tekecom 3 22 22
SmaliCap Growth 1 23 20
Healthcare 3 24 25
Emerging Markets 2 25 23
Energy 3 26 26
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Interesting Chart of The

Week

The month of October has
experienced some of the worst

market crashes in history.

The Bank Panic of 1907, Black

S&P 500 1%+ Drops to Start October

Tuesday, Black
Thursday, Black
Monday that
occurred in 1929,
and Black
Monday in 1987 -
the great crash of
1987 that saw the
Dow plummet
22.6% in a single
day - all occurred
in the month of
October.

This year the
market began the
month with a
decline of at least
1% in each of the
major
benchmarks, and
the S&P 500
notched its worst
daily loss since
August 23",

Date
10/1/1998
10/3/2011
10/1/1934
10/3/1955
10/1/2009
10/3/1966
10/1/1931
10/1/1956
10/1/1962
10/1/2014
10/1/2019
10/1/1975
10/2/1933
10/1/1976

% Chg
-3.01
-2.85
-2.75
-2.70
-2.58
-2.17
-1.85
-1.43
-1.39
-1.32
-1.19
-1.12
-1.03
-1.02
Average
Median

11.38
14.02
-0.23
-0.35
0.62
7.08
9.44
1.97
1.86
3.69
?
7.37
-6.86
-1.22
3.75
1.97

Rest of October (%) Rest of Year (%)

24.62
14.91
/.59
7.04
8.28
1.25

-14.80

4.41

13.1
5.79

?

8.75
3.64
3.16
1.22
1.25

Source: Bespoke Investment Group

You might think that a lousy
start to October portends an
even lousier whole month of

October. But it turns out that a
lousy first day of October
usually sets the stage for a
decent October overall and

even a decent fourth quarter.
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(sources: all index return data from Yahoo Finance; Reuters, Barron’s, Wall St Journal, Bloomberg.com,
ft.com, guggenheimpartners.com, ritholtz.com, markit.com, financialpost.com, Eurostat, Statistics
Canada, Yahoo! Finance, stocksandnews.com, marketwatch.com, wantchinatimes.com, BBC,
361capital.com, pensionpartners.com, cnbc.com, Financial Media Exchange, FactSet; W E Sherman &
Co, LLC)
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