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U.S. Equity & Economic Update—Still Looking at Muddle Through

Recession chatter is ramping up again as uncertainty lingers with
the fiscal cliff talks in progress. But we still don’t see the econom-
ic contraction in the USA.

Growth is Weak, but it’s Growth

This morning’s data showed more signs of weakness at the macro
level as both the Dallas Fed Manufacturing and Chicago Fed Na-
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tional Activity Index came in at contraction levels. The Chicago
80.0 4.00\
70.0 1 e N AP - 3.00
—— CFNAI - 2.00
== , | " | oo Long story short—
" m f
{l L L - 0.00 .
- Al Some growth is bet-
40.0 f 4 1 L -2,
| 2 ter than no growth.
30.0 [ i -3.00
\ 1 -4.00
20.0 i
- -5.00
10.0 T T T T T T T -6.00
N I S Y 5»@ 5»6»
SR SR Rt N 55*’» p" 55"
S S S E S TS
Source: Orcam Financial Group, LLC ORCAM

(Chicago Fed National Activity Index vs Nation ISM)

Fed National Activity Index is of particular interest due to its very
high correlation with the national ISM Manufacturing Index.
Many of the other regional Fed Manufacturing Indices are highly
volatile and less consistent. The CFNAI gives us a much better
idea of the state of national manufacturing.

(continued...)
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The current reading of -0.56 is generally consistent with meager growth. According to the Chi-
cago Fed:

“A CFNAI-MA3 value below —0.70 following a period of economic expansion indicates
an increasing likelihood that a recession has begun.”

It’s no fun to declare victory in what is obviously a very weak period of economic growth, but
growth in this environment is indeed a victory.

This week we will see the Q3 GDP likely revised up to 2.8%, but early estimates for Q4 GDP are
in the mid 1% range. | would add that the risks to 2013 growth are presently to the downside,
but that’s assuming Washington doesn’t get its act together. | think this ultimate uncertainty
is likely to wane in the coming weeks as an agreement is pieced together.

Still Expecting a Year-End Rally
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We’re transitioning from a period 15

of policy uncertainty to the strong
likelihood of policy resolution. As
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the market is likely to remain rela-

tively buoyant and frustrate the  Source: Orcam Financial Group, LLC aiatily
bears. It's a “buy the rumor, sell

the news” sort of trading environment. We’re at a point where we all know the fiscal cliff is
going to get resolved, but it’s a matter of when and what the consequences will be. My guess
has been a resolution by the middle of December and something in the ~$150B cut range.
That’s not raging bullish, but it’s also not a “cliff”. So it’s bullish to the extent that it’s not ter-
ribly bearish.

As expected, our primary equity model has bottomed and is signaling a continued bullish risk/
reward scenario. With the market up 4.5% since the recent bottom we’ve seen a nice bounce
and | wouldn’t be surprised to see the equity markets bounce sideways to higher into the end
of the year.
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If you ever have questions or comments on research or Orcam’s services
please contact us directly.
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Orcam Financial Group, LLC is a fee
only financial services firm offering
macro research, personal advisory,
institutional consulting and educa-

tional services.
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Important Disclaimer

Nothing contained herein should be construed as an offer to buy any
security or a recommendation as to the advisability of investing in, pur-
chasing or selling any security. Some of the statements contained
herein are statements of future expectations and other forward-looking
statements. These expectations are based on Orcam's current views
and assumptions and involve known and unknown risks and uncertain-
ties. Actual results, performance or events may differ materially from
those in such statements due to, among other things, general econom-
ic conditions, performance of financial markets, Orcam Financial
Group, LLC assumes no obligation to update any forward-looking
information contained in this document.



