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ISM  MFG & NON-MFG PMI
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ISMS SIGNAL COLLAPSE
The surveys from the Institute for Supply Management
(ISM) depict an economy that fell off a cliff in September
and October. The ISM’s Manufacturing Purchasing Man-
agers Index (MFG-PMI) plunged to a reading of 36.2 in
November – the lowest level since 1982. Meanwhile the
ISM’s measure of services — the Non-Manufacturing Pur-
chasing Managers Index (NON-MFG) — fell to 37.3 last
month from 44.4 in October. As recently as September, the
NON-MFG resided in expansionary territory with a 50.2
reading.

TRADE DEFICIT WIDENS
In October, the U.S. trade deficit widened 1.1% to a season-
ally adjusted annual rate of $57.2 billion from $56.56 billion
in September. The wider-than-expected deficit was the
result of a 1.3% decline in imports (of $208.9 billion) and a
2.2% decline in the level of exports (to $151.7 billion).
Global economic growth is clearly contracting, which may
result in an even greater trade deficit in coming months. A
stronger U.S. dollar has also crimped the level of U.S.
exports.

TOBIN’S ‘q’ AT 0.76 IN QIII
According to Nobel Laureate James Tobin, the ratio of total
stock market value to the stock market’s net worth is a
reliable indicator of market valuation. When the stock
market trades at a ‘discount’ to the replacement cost of its
assets, the market is inexpensive, or cheaper to buy than
build. This discount possesses ‘q’ ratios that are less than
1.0. When “q” exceeds 1.0, the market trades at a premium
to its replacement cost. The most-recent level of 0.76 is the
lowest since 1965 – quite discounted.

INTERNATIONAL TRADE BALANCE ($MLN.)
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MONETARY HIGHLIGHTS

CONSUMER REVOLVING CREDIT (%)CONSUMER CREDIT FALLS
Total consumer credit fell 1.6% in October, after ad-
vancing an annualized 3.1% in September. The decline
in August was 3.0%. Revolving credit (also known as
credit card debt) slipped 0.2% in October, while
nonrevolving credit (which is largely comprised by
automotive loans) sunk 2.5%. This is just another report
that illustrates the “bunker mentality” of the U.S. con-
sumer. Consumers are fearful of the economic outlook,
particularly the jobs climate, and have turned off the
spending spigots. When people are concerned about
losing employment, they don’t ring the cash registers
and certainly don’t buy a car. We may see another three
or four months of negative postings.

ARGUS FED INDEX PLUNGES
The Argus Leading Fed Funds Index (ALFFI), our
internal barometer of changes in the Fed Funds rate, fell
16.7 points to a reading of 46.06 in November. With the
current rate target range set at 0 to 0.25%, the Fed clearly
has no concerns about a higher general price level.
Several of the key monthly inflation reports (CPI, PPI,
import prices, etc.), in combination with this major
downward trend in the ALFFI, are likely to send fears
of deflation through the financial markets. We do not
believe that overall deflation will occur simply because
the recent declines are being driven by lower commod-
ity prices, not services. Services dominate the current
U.S. economy, and services inflation is currently above
3.25%.

FED SLASHES RATES TO NEAR ZERO
The Federal Reserve cut its benchmark borrowing tar-
get rate to a range of 0%-0.25% amid an economic
outlook that “has weakened further.” The Fed is also
apparently quite concerned with the appreciable decline
in inflationary pressures, which they expect to “moder-
ate further in coming quarters.” With its target rate set
at zero, the Fed is left to invent new monetary policy
tools to combat the economic slump and financial crisis.
The Fed said that “The focus of the Committee’s policy
going forward will be to support the functioning of
financial markets and stimulate the economy through
open market operations and other measures that sustain
the size of the Federal Reserve’s balance sheet at a high
level.”

FED FUNDS RATE ACTIVITY (%)

ARGUS LEADING FED FUNDS INDEX
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FINANCIAL MARKET HIGHLIGHTS

NEW FOCUS ON INDUSTRIAL GROUP
Our Sector Recommendation model currently favors
the Healthcare, Consumer Staples and the Industrial
groups.  These sectors, which account for about 34% of
the market, have favorable fundamentals including at-
tractive valuations, price momentum and relatively
strong outlooks for EPS.  The Industrial group may be
poised to benefit from the expected infrastructure spend-
ing plan.  In the past month, we have downgraded our
view on the Energy sector. Valuations appear enticing
in the Oil Patch, but the earnings trend is sharply
negative. Our underweights are the Financial Services,
Utilities and Telecom groups.

POTENTIAL FUEL FOR THE FIRE
According to our calculations, households now have
21% of their total financial assets in either checkable
deposits, currency, time and savings deposits or money
market fund shares. During the bull market of 2003-
2006, the percentage dropped to 19%, as household
funds were diverted into corporate equities and mutual
fund shares. On a dollar basis, the funds on the sideline
for the Household sector now total $8.4 trillion, out of
total household financial assets of $39.8 trillion.  Were
investors to move back into the market as they did in
2003, as much as $1 trillion could be deployed into
stocks. This move could have a major impact on the
market, as the capitalization of the S&P 500 is now $7.9
trillion.

AN OPTIMISTIC MARKET VIEW
In a survey in Barron’s this weekend, 12 strategists were
polled – and all of them expected the S&P 500 to close
2009 at a higher level than the current reading of 888.
The expert forecasts ranged from a low of 950 (which
implies a return of 7%) to a high of 1250 (a gain of 41%).
The average of the outlooks is 1058, for a 19% gain.  Our
estimate for the year-end 2009 S&P 500 level is also
positive at 1200, and implies a 35% return in the stock
market next year.  Our outlook is based on our expecta-
tion that the current earnings trend will trough in 2009,
and profit growth will resume in 2010.  Current valua-
tions are as low as they have been for more than 30
years.

SECTOR VALUATIONS
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