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Recent economic reports have contributed to some fears about 

the future state of the US economy.  There are now growing 

fears that the economy will be weaker than many believed 

heading into the year.  As the cyclical view remains the core to 

my views I think it’s important to maintain the proper perspec-

!ve here and not fall into trap of what looks like an overreac!on 

to some reports.   

First, there has been some clear weakness in recent US econom-

ic reports:  

• The last two labor reports were weaker than expected.   

• Recent housing reports have been extremely weak.   

• Some narrow manufacturing reports have been sluggish.   

 But it’s not nearly as bad as 

some will have us believe.  To-

day’s PMI report was a clear 

sign that the state of affairs is 

be*er than many think.  Head-

line PMI came in at 56.7, up 

from 53.7.  But more important-

ly, employment improved to 54 

from 53.2 and new orders 

jumped to 58.8 from 53.9.   
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One of the be*er real-!me eco-

nomic indicators, ini!al jobless 

claims, con!nues to tell a similar 

story.  The latest reading of 336K is 

consistent with con!nued econom-

ic improvement.  This brought the 

4-week moving average to 339K.  

In 2013 the 4-week moving aver-

age was 344K for the full year.  

Therefore, the recent trends re-

main in the right direc!on.   

 

The latest update to the Orcam US Recession Index also confirms this cyclical view.  Recent data brings 

the index to a reading that is slightly improved and consistent with con!nued US economic expansion.  

This con!nues to lead me to believe that the odds of a recession in the USA are extremely low.  There-

fore, the risk of a tail risk event in 

corporate profits and the broader 

market remains a low risk event.   

 

Of course, this doesn’t mean there 

aren’t other poten!al tail risks that 

exist.  The US economy is a good 

house in what’s looking more and 

more like a bad global neighbor-

hood.  And while the latest US PMI 

report was quite strong, the latest 

Chinese PMI report was quite weak. 

This is a con!nuing worry due to the weakness in emerging markets and the poten!al for crisis.  As Chi-

na’s economy so<ens an important source of demand increases the risk of economic contagion in 

emerging markets.  The longer this weakness con!nues the greater the risk of contagion.   

 

I would con!nue to maintain a bullish cyclical perspec!ve in the USA and developed economies while 

remaining underweight emerging markets.  We can’t predict precisely what will occur in the coming 

years, but we can manage the poten!al risks that exist.  And it’s my view that emerging markets remain 
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an excessive risk in a world where 

we need not expose ourselves.   

The playbook here is emerging 

markets and the 1997 Asian Finan-

cial Crisis.  As you can see at the 

chart to the right, developed econ-

omies substan!ally outperformed 

emerging market stocks during this 

period.  The US stock market is like-

ly to outperform emerging markets 

in the case of further economic de-

teriora!on in emerging markets.  In 

the event of a major tail risk event 

we would expect this outperfor-

mance to appear somewhat similar.     
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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. 
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Orcam Financial Group, LLC is a fee 

only financial services  firm offering 

macro research, personal advisory, 

ins!tu!onal consul!ng and educa-

!onal services.   


