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The markets were in a celebratory mood in July, as stock prices continued moving higher on
reasonably good economic news and signs that inflation may be moderating. However, just before
the corks started popping, Fitch’s rating service downgraded the debt rating of the United States,
the second time in recent history.

Does this mean the end of the United States, the U.S. Dollar and life as we know it? Not so much.
The downgrade in the U.S. debt rating has little to do with an ability of the country to service its
debt and everything to do with the continued dysfunction in the nation’s capital.

Elsewhere, we continue to be faced with an ongoing array of conflicting economic data. On the
downside, we see the employment situation moderating. Remember that employment is the last
domino to fall in the recession narrative. On the upside, somehow, the economy continues to slog
along, keeping its head above water. The recession debate continues.

The current debate is favoring those in the soft-landing camp, which always makes me nervous
since the crowd is almost always wrong. One of my favorite economic indicators, Productivity and
Costs, hints that things are improving. The latest report reveals that productivity is outpacing unit
labor costs, which we haven’t seen in recent history. Still, one report does not a trend make.

Some analysts are suggesting we are experiencing a “rolling recession,” where recession rolls
through different sectors at different times as opposed to everything going over the cliff together. |
am not opposed to this point of view. In fact, it somewhat supports the signal we are getting from
our Recession Predictor, which continues to show the greatest warning we’ve seen in its 50-year
history. But | could be wrong...

On a positive note, we continue to see an increase in the breadth of the markets, meaning more
stocks continue to participate in the rally. We still need to be prepared for overbought corrections,
since PE ratios are climbing (prices are increasing faster than earnings) The trailing earnings are
down over 18% year-over- year and the current trailing ratio on the DJIA is over 25. At the end of
the day, valuations matter.

The bulls continue to prosper but still remain in the crosshairs of the naysayers. | will finish with
another of my favorite quotes from Winston Churchill: “In life, nothing is more exhilarating than to
be shot at without result.” Let us hope the bears can’t shoot straight! More next time!


https://www.intrivest.com/recession_predictor
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