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A Word on the Market by Pat Adams, CFA

The market reacted very positively to the Employment
report last Friday. The market liked the 255,000 new jobs,
however the report appears to be inflated. There is an
adjustment made by the Department of Labor called the
Birth-Death ratio, which is the net number of jobs provided
from newly started businesses (births) and closings
(deaths) during the period. What tends to happen during
periods of inflection in the business cycle, is it tends to over
report the true job numbers. The July report had 112,000
additional jobs from the B-D ratio. In May it added 224,000
jobs. Without the bias of the B-D ratio the new jobs in July
would have only been 143,000, which is consistent with the
ADP number of 179,000. What’s more interesting is the job
number from May. Without the adjustment, the new jobs
would have been a loss of 200,000.

The Federal Reserve is building a case to raise interest rates
this year, partly based on these job numbers. The market is
focused on the July Retail Sales report on Friday. A strong
number would go a long way in building a case for the Fed.
Earnings for the companies in the S&P 500 for the second
quarter are down -3.5% thus far, with a large number of
companies reporting.

There are a number of smart and well known investors that
have an extremely negative view of both the stock and bond
market. So why isn’t the market reacting to that? We view
this type of money to be the smart money and it anticipates
rather than reacts. The money that reacts is most of the
market. It, by definition, does not anticipate, but follows
the trend. This doesn’t mean that something is going to
happen, but consistently the smart investors are saying, the
markets have a high degree of risk. As you know we have
a very cautious view of the bond and stock market, but
would note our technical model is in a positive mode.

The VIX has become very low again. The VIX is a measure
of fear. It is currently at 11.5, which is about as low as it
gets. Granted it can stay at these low levels for a while. The
indicator is saying there is very little concern in the
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Economic Events This Week

Date

Event ‘ Forecast ‘ Previous

9-Aug

Productivity-

9 -0.69
Prel 0.5% 0.6%

9-Aug

Wholesale

. 0.2% 0.1%
Inventories

11-Aug

Initial Claims \ 266K 269K

12-Aug

PPI 0.0% 0.5%

12-Aug

12-Aug

0.4% 0.6%

Core PP \ 0.2% 0.4%
Retail Sales ‘

12-Aug

Retail Sales

0.2% 0.7%
ex-auto

12-Aug

Michigan

Sentiment 90.2 90.0

12-Aug

Business
Inventories

Source: Briefing.com

Economic Events Last Week

Date

Event

1-Aug

The ISM Index for Jul. came in at 52.6
which was slightly lower than
estimates of 53.1

1-Aug

Construction Spending for Jun.
dropped -0.6% compared to
expectations of 0.7%

2-Aug

Personal Income for Jun. rose 0.2% vs.
forecasts of 0.3%

markets. We use this indicator as a contrarian indicator.
Meaning, when it is low like this it is concerning. We had
market volatility earlier this year, and in 2015. The VIX
spiked on both occasions.
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Personal Spending for Jun. was up
0.4% vs. estimates of 0.3%

Initial Claims for the week of 7/30
came in at 269K vs. consensus
forecasts of 264K

Factory Orders for Jun. was -1.5%
which was better vs. estimates of -
1.9%

Nonfarm Payrolls for Jul. came in at
255K compared to forecasts of 185K

Nonfarm Private Payrolls for Jul. were
217K vs. expecations of 171K

Unemployment Rate for Jul. was

reported at 4.9% vs. estimates of 4.8%

Average Hourly Earnings for Jul rose

5-Aug 0.3% which was better than forecasts
of 0.2%

Source: Briefing.com
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