
The good thing about coming down with Influenza A is that you find there’s plenty of time
to do things like watch whole seasons of foreign-made television shows and realize that
reading subtitles isn’t so bad. The bad part is that in spite of this newly discovered talent
for simultaneously watching and reading a television, you still feel like crap. The ugly
part is the realization that while you always thought that a break from family during the
holidays would be just fine, you were wrong. Turns out it’s just downright lonely. Being
forced to change your habits and routines not only provides a reminder of the good
things you forgot to appreciate, it also gives you an opportunity to reflect on cool Clint
Eastwood movie titles from the 1960’s.
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THE HIGHLIGHT TREND
I’ve referenced this trend before but am going to keep as a highlighted trend because it
seems more important than most. The velocity of money measures the number of times one
dollar is spent to buy goods and services per unit of time. If the velocity of money is
increasing, then more transactions are occurring between individuals in an economy. If it’s
decreasing, then fewer transactions are taking place. Money velocity has been falling since
the late 1990’s and a change to this trend could signal other significant economic changes.
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Corporate profits fell at the beginning of 2014, but have recov-
ered since that time. It’s unusual to experience such a decline
in profits without also seeing a recession.

The 20-Year U.S. Treasury Yield has fallen from its peak at the
end of 2013 of 3.70% to 2.33%. Watching closely for a change
in this trend because it seems to be somewhat overdone.

The Leading Economic Indicators Index remains in an uptrend.

MORE DISCLOSURES THAN YOU IMAGINED POSSIBLE
Charts are reprinted from StockCharts.com, StlouisFed.org, TradingEconomics.com and Capital Markets Compendium, 2015, Fidelity Investments Institutional Services Company. All investments involve risks and
their value may be more or less than original costs due to fluctuating market values. Index of Leading Indicators is an index published monthly by the Conference Board used to predict the direction of the economy's
movements in the months to come. The index is made up of 10 economic components, whose changes tend to precede changes in the overall economy. Stocks have fluctuating returns and principal values. Bond
investments involve the risks of price fluctuations and the issuer's credit quality. Foreign investments, especially those in emerging markets, involve greater risks and may offer greater potential returns than US
investments. These risks include the political and economic uncertainties of foreign countries, as well as the risk of currency fluctuations. The municipal market can be affected by adverse tax, legislative or political
changes and the financial condition of the issuers of municipal securities. Income exempt from federal income tax may be subject to state or local tax. The commodities industries can be significantly affected by
commodity prices, world events, import controls, worldwide competition, government regulations, and economic conditions. Changes in real estate values or economic downturns can have a significant negative
effect on issuers in the real estate industry. The gold industry can be significantly affected by international monetary and political developments such as currency devaluations or revaluations, central bank
movements, economic and social conditions within a country, trade imbalances, or trade or currency restrictions between countries. Stock markets, especially foreign markets, are volatile and can decline
significantly in response to adverse issuer, political, regulatory, market, or economic developments. Lower-quality bonds can be more volatile and have greater risk of default than higher-quality bonds. In general,
the bond market is volatile, and bond funds entail interest rate risk. (As interest rates rise, bond prices usually fall and vice versa. This effect is usually more pronounced for longer-term securities.) Fixed income
securities also carry inflation, credit, and default risk for both issuers and counterparties. (Unlike individual bonds, most bond funds do not have a maturity date, so holding them until maturity to avoid losses
caused by price volatility is not possible.). The securities of smaller, less well-known companies may be more volatile than those of larger companies. All indices are unmanaged and assume the reinvestment of
all distributions. It is not possible to invest directly in an index. Diversification does not ensure a profit or guarantee against a loss.
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Recession

Corporate
profits fall
then recover

Uptrend remains
very well intact

Mediocre but
stable growth

Even with a September/October correction, large companies
have continued to establish new recovery highs. However, small
companies have trended sideways for most of the year, unable
to make new highs. This seems to indicate an aging bull market
where fewer and fewer stocks participate in growth.

SUMMARY

The economic trends continue to be positive and supportive of
continuing economic recovery. Falling interest rates would nor-
mally have negative connotations, but have been driven lower
by global declines in interest rates rather than by Fed policy.
With small companies starting to show an extended period of
relative weakness, our market growth cycle is showing its age.

Long-term U.S.
Treasury rates
continue to fall

Large companies
making new highs;
small companies
are not

S&P 500

Russell 2000


