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PMIs—Time to Get Concerned?

Regional PMI readings have been universally on the weak side in

the USA. Is it time to start fearing a US recession? Cullen O. Roche
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If we get a bit more granular with some of the recent regional Fed
surveys we can see just how weak they’ve been. The Composite

Real-Time U.S. PMI shows a reading of 9.8 which is the third low- LOHg StOl'y short—
est reading since 2009. Clearly, the trend appears to be on a

downward slope since 2010. But we shouldn’t begin to seriously Still no need to panic

over US recession.

Composite Real-Time U.S. PMI
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worry about recession until we see consistent negative readings
in this data. If we take a bit of a longer view here the 3 month
moving average is 14.5 which places us well above a zero reading.
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This is also consistent with meager
US economic growth. Recent read-
ings in the ISM data are historically
consistent with low single digit GDP
readings. Clearly, we'’ll be keeping
a close eye on the composite index
as it gives us a better idea of the
real-time performance of the US
economy. Recent data is not alarm-
ing, but does begin to make me
wonder if the economy isn’t much
weaker than most presume.

| stress the recession forecasting
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because we must always remember that the worst periods of capital destruction occur within

-~

SE&P 500 Stock Price Index (SP500)
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recessionary periods. Asyou
can see in the chart to the
left, every single 30% plus
DECLINE in the S&P 500 has
occurred within a recession.
The only two 40% declines
occurred within a recession.
Why do | focus on such ex-
tremes? Because these peri-
ods are where the invest-
ment math becomes most
extreme. A 20% decline is
not intolerable as it requires
just a 25% price increase to

break-even. A 30% decline, on the other hand, requires a 43% price increase to break-even.
And a 40% price decline requires a staggering 68% price increase to break-even. As you can
see, the numbers become increasingly cruel as the declines mount.

But the good news is that we can remain at least moderately confident that the current envi-
ronment is NOT consistent with a recessionary environment and the type of substantial capi-
tal destruction that often occurs inside of recessions.
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If you ever have questions or comments on research or Orcam’s services
please contact us directly.

Orcam Financial Group, LLC

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.



