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10 For Thursday

Okay, “10 for Thursday” doesn’t rhyme as well as “10 for Tues-

day”, but like the endlessly levitating equity market | can’t control Cullen 0-15“516
ounder
the days of the week.... Orcam Financial Group, LLC

cullenroche@orcamgroup.com

1. Global PMIs Are Generally Sluggish

The globally weighted PMI has weakened a bit in recent months
as notable sluggishness in Europe and China have dragged the in-
dex down. The latest reading of 51.1 is barely above the expan-
sion line and likely to move lower in the coming months as the
recent Flash PMI reports showed continued weakness. The best

houses in a bad neighborhood remain the USA, India and Brazil. “Failure to prepare is pre-
P N paring to fail.”
GDP Weighted PMI Indicator -Coach John Wooden
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(Figure 1—GDP Weighted PMI)
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2. Recession Risk in the USA Remains Low

The risk of recession in the USA remains low according
to the Orcam US Recession Index. This diffusion index

tends to lead the business cycle and is presently con-

sistently with continued modest growth in the USA.

This is extremely important to our cyclical view of the
markets as the worst downturns tend to occur within

recessions.

3. Market Timing Indicators Remain Negative

Quantified Disequilibrium Equity Model
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Orcam U.S. Recessionindex
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(Figure 3—QD Model)

4. Fed Funds Futures = Bond Bull Is Alive

The single best predictor of future bond prices re-
mains the Fed Funds Futures Curve. Investors are
still pricing in a rate increase as early as 2015 and |
just don’t think the odds of this occurring are very
high. That means that curve has to come down as
bond traders will price-in a continuing easy Fed.
That means upward pressure on the curve is likely
to remain muted in the near-term. The bond bull is
very much alive.

OURCAM

(Figure 2—US Recession Index)

The relentless equity rally of 2013 continues and
as the market powers higher our tactical equity
model has remained in risk-off mode even though
it’s improved recently. The lack of negative volatil-
ity is setting records as the current 110 session ral-
ly without a 5% correction has only occurred 3
times in the last decade. We're truly in uncharted
territory and while it might be tempting to chase
the market, my signals still point to prudence and
preference towards risk management.
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(Figure 4—Fed Funds Futures Curve)




5. U.S House Prices Have Started to Rebound

CorelLogic Home Price Index
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Home prices in the USA appear to have found

some footing in 2013 as prices are now up
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declines and low interest rates appear to be
fuelling some demand. Add in the improved
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credit conditions from the waning balance
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(Figure 5—CorelLogic Home Price Index)

6. Corporate Profits Margins Remain Fat

Corporate profit margins remain extremely
healthy as unit labor costs remain low, the gov-
ernment’s deficit remains wide and private in-
vestment improves. The key here will continue
to be the government’s deficit and private in-
vestment. As of now, | think it’s safe to say
that a substantial margin contraction is not in
our immediate future as private investment
improves and the deficit remains wide.

forward though.
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(Figure 6—Corporate Profit Margins)

U.S. Corporate Revenue Growth

7. Revenues Are Tepid at Best

15.00%
10.00%
Zﬁ _ Corporate revenues are growing at just 3.4%

-5.00% according to recent data from S&P. This is
;Zﬁ consistent with readings from the last year,
20.00% \J but certainly a downtrend over the last few
'25°°%qb P > o o S years of mid to high single digit growth.

RGO ‘*Q °“» a @* & "8; o & & While not alarming this is a trend worth

keeping a close eye on.
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(Figure 7—US Corporate Revenues)
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8. Global Inflation Remains Low

Global inflation remains extremely low
and trending even lower. Japan reported
its worst deflation in 2 years this evening
and while the rest of the globe is not quite
in a deflationary funk it’s not terribly far
off. As of now, inflation remains a rela-

Global Inflation Rates (YoY % Change)
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Weekly Intermodal Rail Traffic (12 Wk Avg YoY%) (Figure 8—Global Inflation Rates)
i 9. Rail Traffic Remains Constructive
pansion
Recent rail traffic readings showed a 12 week
moving average of 4%, but have softened sub-
contracon | stantially as Q2 begins. The recent softness is
something we will be keeping a close eye on as
the year progresses. Expansion is expansion,
but a persistent dip into the red would be
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Gold Price (YoY %) vs Real Rates
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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.

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.

URUCAIVI



