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Red Flag

Check out the accompanying chart collection.

(1) Hurricane season is here. (2) Stormy season ahead for stock market too. (3) Rooting for
consolidation of 100% gain in S&P 500. (4) Three peaks—in economic growth, earnings growth, and
policy stimulus. (5) Geopolitical risks rising. (6) Signs of a top in commodity prices and a bottom in the
dollar. (7) Real retail sales are unreal in China. (8) President-for-life Xi needs more babies. (9) The
world’s largest nursing home. (10) China uses America’s Afghanistan disaster to warn Taiwan. (11)
Movie review: “Stillwater” (-).

YRI Podcast. In our latest video podcast, Dr. Ed discusses the main points of today’s
Morning Briefing.

Strategy: Storm Is Coming. | am writing our commentary before Hurricane Henri hits us
on Long Island on Sunday. The lights will probably go out, though we did get a generator
after we were pounded by Hurricane Sandy in 2012. However, we could lose our Internet
connection through the cable company.

Officially, the Atlantic hurricane season started on June 1 and runs until November 30. In
the stock market, September and October tend to be among the stormiest months. Joe and
| aren’t expecting a significant correction, but we wouldn’t be surprised to see lots of
sideways action. After all, the S&P 500 rose 100% from March 23, 2020 through August 16,
2021. A prolonged period of consolidation would be a healthy development. We are still
targeting the S&P 500 to hit 5000 by the end of next year or sooner. That would be a 12.6%
gain from Friday’s close.

For now, the bull market has some challenges to deal with. These include the three peaks—
in economic growth, earnings growth, and policy stimulus. On a y/y basis, nominal GDP
growth undoubtedly peaked at 12.2% during Q2, while S&P 500 earnings growth most likely
peaked around 85% during the quarter on a comparable basis. There may be more fiscal
stimulus coming, but it won’t have the immediate punch that was delivered by the three
rounds of pandemic-relief checks. The Fed is likely to start tapering its bond purchases in
coming months. Geopolitical risks are increasing as a result of the Biden administration’s


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWmlcB2jD3bSN7LFk3Ws9lYjW430FVB4wyhsdN2qdv0J7mf_hV5X_Kf7CgFbPW3zJb154NH7_1Vcq2DV3Nr9CrW8s5wF_34NLpxW8MPfF787TLhXW3NBkK752W7T_W1Thp9S2DmFtNW1d0nm05ZtQBVW7-yZKS791cC5W1pv02N9f7V9wW37nV8N2dPmRHM-9CFm3tFFzW6hr9q_3Bn1TtW3KZ3q34jRlhSW81wy5x5ZZbQ2W8SZJvZ8jdQJZW1_8fM43Ljj2pVGJ_zQ8sZ3NPW1tzR5R85l1TtN1jgwsdpwq20W3j40-x3_xmLfW2v4D8N1v_NPbW6N0VJT57tcQ7W7lC84C5SR0Z-W1db5HY7jDhCzW34c0Vh1jm9CKW4hrhnV35zJtBW4jtCSC7wxLCqW289gF67MC4jqW828_lT1D7vvVW6mVXk56nz0F-N17FfdGPpLb8W7pcJGY4dzB0VW7H6jBD41F4qpN2t72sqxckK0W8lKFT95mKJ1nW3Y019z28l3P7N3vbNXWBJg7XW3RZSDy6C0B-yW55Dshh1CSV7xV2W9W_4Zd06qMfkcS6P5S2xW864zy72SMpyfW7g8QgN3zGqY4W6rnQVF30-cqCW6LWQnr1CyPSGW5fz0-k3HSGtYW73dX1L8qcbVcN79nY32Wn0Q835Wp1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VX1KkB11gdZgN7rRWgNHclp6W87_Sgk4wy82vN2XT7493q8_QV1-WJV7CgS6KW3q21Yl55gSdSW6qZG8m8K67SqW7DZjKp8NMZQxW39xmCD5qzccWVbYkFz1YxmMqW6JLyB63XHyPGW3FPP4K4dBGj7W3GfZg-7kkR1zW77BPM_7jSqfsW36zZxD8tscgvW7V9PY22LGr0lW1h5Whd7s6hJqW1cryGQ1c39F6W1f12vF73w9d1W3N3q4g12FkglW1G7Gvm8HNQ9VW79TxlF5cRpv_N7P7dXV43BtcW4j_sXc59-3j4W5q-9_m84085wW8NnZnz9f7N3RW9k2fdn5r64x63kzv1

disastrous troop withdrawal from Afghanistan.

The policy-fueled V-shaped recovery in the US stimulated the global economy greatly,
especially Chinese exports to the US. However, a demographic storm has been brewing in
China for many years, as discussed below. The result is that inflation-adjusted retail sales
has stopped growing in China. A slowdown in the US economy could turn out to be a bigger
problem for China than for the US.

In any event, Debbie and | will be monitoring commodity prices closely for signs of
weakness, and the dollar for signs of strength. The signs are already there. The nearby
futures price of a barrel of Brent crude oil is down from this year’s peak of $77.16 on July 5
to $65.18 on Friday. The nearby futures price of copper is down 13.6% from $4.78 on May
11 to $4.13 on Friday. The DXY dollar index bottomed this year on May 25. It is up 4.3%
through Friday’s close.

China I: Economic Consequences of One-Child Policy. Jackie and | have been waving
the red flag about Red China for some time. We’ve focused on both the political and the
economic risks for investors. In our August 15, 2018 Morning Briefing, we observed that
President Xi Jinping consolidated his hold on power on March 11, 2018 by becoming leader
for life and outlining a grandiose vision for China’s global ambitions. That move followed Xi’s
elevation during October 2017 to a status on a par with the founder of the People’s Republic

of China, Mao Zedong, and the inclusion of Xi's “new era” political ideas and philosophy in
the party constitution.

In December 1978, two years after Mao Zedong died, China’s communist leadership
decided that it was time to modernize the country’s economy. Deng Xiaoping, China’s new
leader, announced an Open-Door Policy that aimed to attract foreign businesses to set up
manufacturing operations in Special Economic Zones. This was the first step along the path
that eventually led China to join the World Trade Organization (WTO) in 2001. Along the
way, market reforms were implemented, and foreign trade expanded.

China’s economy flourished. However, in recent years, China’s economic achievements
were partly attributable to the theft of intellectual property from other countries as well as
other abusive practices that were inconsistent with the free-and-fair trade rules of the WTO.
Under Xi, the Chinese Communist Party (CCP) has been moving rapidly, especially this
year, to undo Deng’s market reforms—establishing the supremacy of the party, led by its
Supreme Leader, in all economic and political matters.
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Before we delve into the latest developments on the political side, let’s do so on the
economic front:

(1) Retail sales flagging. The October 1, 2018 Morning Briefing was titled “China
Syndrome.” We wrote that “inflation-adjusted retail sales in China may be the most
important variable for tracking the impact of China’s increasingly dismal demographic profile
on its economy.” Every month, the Chinese report nominal retail sales and the CPI, which
we use to calculate real retail sales. We've been monitoring the yearly percent change in
this series for the past few years (Fig. 7). To smooth out the impact of the pandemic on this
series, Mali and | calculate the 24-month growth rate in the 24-month average of the series
(Fig. 2). The result must be downright alarming for Xi and the CCP. At an annual rate, this
growth rate peaked at a record high of 18.7% during May 2011. It has been trending down
since then, falling to almost zero during July of this year!

(2) Demography is destiny. We’ve been monitoring this series for some time as an indicator
of how China’s rapidly aging population might weigh on the country’s economic growth. The
destiny of Xi’'s would-be dynasty is challenged by the legacy of the CCP’s disastrous one-
child policy, which was imposed from 1979 through 2015. This has frustrated the CCP’s
efforts to transform the Chinese economy from export-led growth to consumer-led growth.
The ongoing strength in China’s exports explains why industrial production growth,
calculated on the same basis as real retail sales, remains relatively strong around 5%—
though that too is down significantly from a peak of 15.0% during March 2012 (Eig. 3).

(3) Make babies. China’s fertility rate has been falling since the mid-1950s in part because
of urbanization (Fig. 4). The one-child policy pushed the fertility rate below the replacement
rate of 2.1 children per woman during 1994 (Fig. 5). The UN projects that it will remain
below the replacement rate through the end of the current century.

One of the consequences of this development is that the percentage of the population that
is 65 years old and older started to exceed the percentage that is under five years old, and
the gap between the two is widening (Fig. 6). Another one of the terrible consequences of
the one-child policy is that there aren’t enough women to have babies because it caused far
more boys than girls to be raised, resulting in a gender-imbalanced society. The number of
women between the ages of 20 and 39 is expected to drop by more than 39 million over the
current decade, to 163 million from 202 million, according to an August 11, 2018 NYT article
titted “Burying ‘One Child’ Limits, China Pushes Women to Have More Babies.”

When China introduced the one-child policy back in 1979, it was to slow the country’s
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surging population growth. The government limited most urban couples to one child and
rural couples to two if their firstborn was a girl. China officially ended its one-child policy on
January 1, 2016, when the country, trying to cope with an aging population and shrinking
workforce, passed a law allowing all married couples to have a second child. On May 31,
2021, the limit was raised to three children.

The latest policy change comes with “supportive measures” including lower educational
costs for families, stepped-up tax and housing support, strengthened legal protections for
working women, a clamp-down on “sky-high” dowries, and “marriage and love” education
for young people.

Thanks to the government’s one-child policy, most young adults have no siblings and two
old parents to support. If they get married, the couple will be burdened with four old parents.
In China, children are still expected to take care of their elderly parents, since public support
programs are very limited. Under these circumstances, the government’s campaign to boost
births is unlikely to succeed.

(4) Nursing home. The legacy of the CCP’s one-child policy is that China is rapidly turning
into the world’s largest nursing home as the population ages without enough young adults
to support the elderly.

China ll: Progressive Authoritarianism. President-for-life Xi and his CCP seem to have
decided that the state must do everything in its power to increase the birth rate in China.
That means that the cost of having children has to be lowered at the same time as incomes
are boosted for more families. That requires reducing income inequality so that the rich
don’t drive up the prices of goods and services that are necessary for childrearing. The
result has been a barrage of regulations on business. They are seemingly unrelated. The
common theme though is to change China’s destiny by changing its demographic profile
with more babies.

An August 1, 2021 Bloomberg article called the government’s recent assault on capitalism
“progressive authoritarianism.” It observed: “From exhausted couriers in the gig economy,
to stressed parents struggling with ever-rising housing prices and tuition fees, to small
businesses battling tech monopolies, Xi is swinging the cudgel of state power in support of
the squeezed middle class.” Xi previously declared that China had begun a “new
development phase” this year, entailing: (i) national security (including control of data and
greater self-reliance on technology), (ii) common prosperity (aiming to curb inequalities),
and (iii) stability (reducing discontent among the middle class).
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Here are some of the latest developments:

(1) Private tutoring. Last month, the government ordered tutoring companies to become
nonprofits and banned them from pursuing IPOs or taking foreign capital. FP’s China Brief
dated July 28, 2021 explains why the Chinese government is cracking down on the private
tutoring industry in China as follows:

“If the new regulations work to lessen the cost burden on parents and the strain on children,
the government hopes it can reverse demographic decline. The price of raising children in
China is a powerful factor restricting family size, even after the government increased
family-planning limits. Authorities are concerned not only about growth but also about so-
called population quality—they want well-off families, not the rural poor, to have more
children.”

In China, higher education hinges on the gaokao, the all-important college entrance
examination. Chinese parents can spend thousands of dollars a year on private tutoring just
to keep their kids competitive. The government’s program includes measures to encourage
extracurricular activities while reducing the stress of curriculum cramming. The state has
also prohibited nonprofit tutoring firms from holding lessons on holidays or during winter and
summer vacations. By the way, a year ago, the CCP restricted the study of US and world
history to prevent the influence of foreign ideas.

(2) Technology. Among the most successful companies in China are those in the
technology sector. Their executives are among the richest people in China. So they are
natural targets in the government’s campaign to force greater income equality. On Friday,
the state-run Economic Daily stated that China’s regulatory crackdown on the country’s
technology sector, which so far has wiped out around US$1.5 trillion of value from tech
stocks, is a short-term cost that must be paid to ensure the healthy long-term growth of the
digital economy.

The August 20 South China Morning Post observed: “Regulators in Beijing have rushed to
publish new regulations and initiate new campaigns to clip the wings of Big Tech. Since last
year, regulators have revoked approval to go public, levied a huge antitrust fine, forced a
company to relinquish exclusive deals, initiated a cybersecurity probe just days after an
overseas listing, and signed the death warrant of an entire industry sector with just one
single policy change.”
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China lll: Taiwan. President Joe Biden’s disastrous withdrawal from Afghanistan provoked
a belligerent response by China. Chinese state-run media Global Times published an
editorial on August 16 blaming the defeat of the Afghan government on the withdrawal of
US forces. The article suggested that the US would not defend Taiwan should Beijing
invade the island and that Taiwan could see the same “fate” as Afghanistan. The Chinese
military conducted assault drills near Taiwan on Tuesday in response to “interference from
external forces,” Chinese state media said.

By the way, in a Tuesday night speech, Hassan Nasrallah, secretary-general of Hezbollah,
said the Israelis are watching most closely and drawing conclusions” from the aftermath in
Afghanistan. “In order not to have Americans fighting for other [nations], Biden was able to
accept a historic failure. When it comes to Lebanon and those around it, what will be the
case there?” Nasrallah said, according to The Times of Israel.

Movie. “Stillwater” (-) (/ink) is a movie that turns the old proverb on its head. In this case,
still waters don’t run deep. It stars Matt Damon as the oil-rigger father of an American girl
who was convicted of murdering her college roommate in Marseille, France. It's loosely
based on what really happened to Amanda Knox in Italy. Damon’s acting is stiff and one-
dimensional as he does his best to find evidence of his daughter’s innocence. She is played
by an actress who must have studied melodrama.

Calendars

US: Mon: C-PMI, M-PMI, and NM-PMI Flash Estimates 58.3/62.8/59.4, Existing Home
Sales 5.81mu, Chicago Fed National Activity Index. Tues: New Home Sales 690k,
Richmond Fed Manufacturing Index, APl Weekly Crude Oil Inventories. (Bloomberg
estimates)

Global: Mon: Eurozone, Germany, France C-PMI Flash Estimates 59.7/62.2/56.5,
Eurozone, Germany, France M-PMI Flash Estimates 62.0/65.0/57.3, Eurozone, Germany,
France NM-PMI Flash Estimates 56.5/57.32/57.0, Eurozone Consumer Confidence -5.0, UK
C-PMI, M-PMI, and NM-PMI Flash Estimates, Germany Buba Monthly Report. Tues:
Germany GDP 1.5%q/q/9.6%yly, Japan CPI. (Bloomberg estimates)



https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWmlcB2jD3bSN7LFk3Ws9lYjW430FVB4wyhsdN2qdv1V3q905V1-WJV7CgKmxW43TwF-5FK_p2W8gl4HC878lC_W5rdD_28ljpR4W8GKRz-51zV-XMP2rn31xn8ZVXYqyC8twfTXW1X84xt6bQ0MxW8nPGXs8s0nxjW4cYPd51cXGFYW8YCPfT3bvnLSW4wgTSy2TDTWTN7DY4VQY25XvW4_46VH47VZnbN2S7bLlqHhccW4S4NNy5Z2-b5N1-FR0stMmcFW2VYXy_4BW6MDW7Nl1HR9j-slmW773l751XKrlrW73cxdM8ktrGPW3CSK0Q4PSw2jW6m_-p38FvMM4W8M1sCR8KmpdrN7tr_rshlc1h3gG-1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWmlcB2jD3bSN7LFk3Ws9lYjW430FVB4wyhsdN2qdv0J5nKv5V3Zsc37CgLVQW6Txg627Lth54N2Qrv57Z02XXN4s53c9XZXypW1dxSCW96CGKHW4b8HCk5P1TgRW81SCjD7YTLf5W5J69CC90nwkNW1S6z4x9lTVK4W1fWZXD8SYfY4W1SXmkG2G4tmkW51s9L46nBvSSVT5rsN25B2t9W4mdqdw46y0lzW6V09LN7rj4F7W85t0g_6CcH24VNYGrH95hTb7W7x4ZPy939LD1W2K-TlS23gcLlW5WRlz084yyjCW3B3lRN4LGmd3W3MZk3V2Z_P-cW4q4K525wxF1XW2K9KQR2jWtGkW3gQ_Rp8-7BYCN7-wmrWTY4N7V1fpJq1PtpGQW6YvbTP2VsYbpW47qP2g5BG24fW1cnscM4jprYsW47P_5P6-p_t2VVMJ_x3g51PrW8PKkMq3sgYDK3dYS1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWmlcB2jD3bSN7LFk3Ws9lYjW430FVB4wyhsdN2qdv1B3q8_QV1-WJV7CgDnJW8QBMvD9kVvRCW5hbNq87G7zrXW27jhKJ2RyW6KW1GWXGs3rZl9NW2cCgR655fFyPW3SCSQN4p3gW7W3qm8vf4_MRxSW2-Rlgz9kBS3qW3wvZ3C4NKVh2W6DrFCK3v3D1PN52-MSb-BHRjW6JjSC27p08gZW4gL-FF4B9Z9sVpDHcR1zvRG6W1S9vhv54hlFwW47VHL-36RXM9W673kDC8w2l4RW2D7_F1599z8wN5yNmy8dKkBPW1DP72d8R37JZW7PF_4w4tPR86VS58H05Yx2BZ3bf11

Strategy Indicators

Global Stock Markets Performance (/ink): Last week saw the US MSCI index drop 0.7%
for it biggest decline in five weeks and end the week at 0.8% below its record high on
August 16. The US ranked 22nd of the 49 global stock markets that we follow in a week
when 13 of the 49 countries rose in US dollar terms. The AC World ex-US index
underperformed with a decline of 3.5% as all regions fell. EMEA was the best-performing
region last week, albeit with a decline of 1.3%, ahead of EM Eastern Europe (-2.4%), EMU
(-2.9), and EAFE (-3.0). BRIC (-5.8) was the biggest underperformer, followed by EM Latin
America (-5.2) and EM Asia (-4.9). Argentina was the best-performing country last week
with a gain of 6.9%, followed by the Philippines (5.2), Portugal (4.2), Hungary (4.0), and
Colombia (3.0). Peru and South Africa were the worst performers with declines of 8.5%,
followed by China (-7.8), Brazil (-7.0), and Australia (-5.8). EMEA has risen 18.1% ytd and
is ahead of the 17.7% gain for the US in the race for the top-performing region so far in
2021. Other regions ahead of the 3.9% ytd gain for the AC World ex-US: EM Eastern
Europe (14.5), EMU (11.6), and EAFE (7.4). The following regions are lagging: BRIC (-
10.8), EM Asia (-8.3), and EM Latin America (-3.5). The top-performing countries ytd:
Argentina (26.5), the Netherlands (26.3), Austria (25.4), the Czech Republic (25.4), and
Hungary (24.5). The biggest laggards of 2021 so far: Peru (-33.1), China (-19.9), Colombia
(-17.5), New Zealand (-15.0), and Turkey (-14.8).

S&P 1500/500/400/600 Performance (link): LargeCap dropped 0.6% last week, but that
was less than the 2.0% and 2.1% declines for MidCap and SmallCap, respectively.
LargeCap ended the week 0.8% below its record high on August 16, while MidCap and
SmallCap finished 3.4% and 6.6% below their respective record highs on May 7 and June
8. Just six of the 33 sectors were higher for the week, down from 19 rising a week earlier.
LargeCap Utilities and LargeCap Health Care rose 1.8% for the best performances of the
week, followed by MidCap Health Care (0.9%), LargeCap Real Estate (0.5), and LargeCap
Tech (0.4). SmallCap Energy was the worst performer with a decline of 10.1%, followed by
LargeCap Energy (-7.3), MidCap Energy (-6.2), MidCap Materials (-4.9), and SmallCap
Materials (-3.5). LargeCap took the lead in the 2021 derby this week with a gain of 18.3%
ytd, ahead of SmallCap (18.1), and MidCap (16.0). Thirty-two of the 33 sectors are higher
ytd, paced by these best sector performers: SmallCap Consumer Discretionary (36.5),
MidCap Energy (31.7), SmallCap Energy (29.4), LargeCap Real Estate (28.9), and
LargeCap Financials (27.6). The biggest laggards so far in 2021: MidCap Communication
Services (-0.1), MidCap Tech (4.7), MidCap Consumer Staples (5.5), MidCap Health Care
(7.6), and LargeCap Consumer Staples (8.2).


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWmlcB2jD3bSN7LFk3Ws9lYjW430FVB4wyhsdN2qdv1B3q8_QV1-WJV7CgDlCW4wh9FF4ZnXRVW1M8BTT9k3HgsW6VMdXD14GxBsW3m2LTv2lmnx7N2y66M5zYxqRW7H9glL3GrQSsW8Srk036sF8C0W2t192r4Qh54vW2y-dlB2W40hGW8ldgyW8GgRRqN9hdsYJXStjRW84xLVX3Zp2pjW77N9vR3xJvp0W7Pwx1y8MSRYbW1Jn2Qc5XWcwjW3KKX2_4k80RKW7VW-6-18RJxLN4NYLfgRchCsN90prHWg4DszW7v38hz42fv66VxTKWH19PL6nW46QFRJ64bXGX33gZ1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWmlcB2jD3bSN7LFk3Ws9lYjW430FVB4wyhsdN2qdv1B3q8_QV1-WJV7CgQt_W7JHXCx63ZsL_W8V-PRv6-0hXyW2ynGD79lkGbgW8dK62C53ZPMnW56LVzb90xtGdW5C1cmJ3HVHlLW15vjyd2WZLXjW1k3L7y2ZQnfmN380lSmkgnyZW7-9hjy1QTWpqW7N1R7J3wRck1W8KDKGl6bry_HN5p1XdTPYkybW7zyh9r4hwbpGW2KY_tT8Vvp6yW7Hs__N8ptTy7W5Cs_ht3fW5knW1JP2w11s9nSvV3wq2W9jFVvCW3jM0rm17LC1SVCZP6G1p8gSlW79_1B526-PGp3fj81

S&P 500 Sectors and Industries Performance (/ink): Five of the 11 S&P 500 sectors rose
last week, and six outperformed the composite index’s 0.6% decline. That compares to a
0.7% gain for the S&P 500 a week earlier, when eight sectors rose and six outperformed
the index. Utilities and Health Care rose 1.8% for the biggest gains of the week, ahead of
Real Estate (0.5%), Tech (0.4), Consumer Staples (0.4), and Communication Services (-
0.4). The worst performers this week: Energy (-7.3), Materials (-3.1), Industrials (-2.3),
Financials (-2.3), and Consumer Discretionary (-2.2). With respect to 2021’s performance,
the S&P 500 has risen 18.3% so far, with all 11 sectors higher ytd and six beating the
broader index. Real Estate is now the leading sector with a gain of 28.9% ytd, followed by
Financials (27.6), Communication Services (24.5), Energy (20.2), Health Care (19.7), and
Tech (19.3). This year’s laggards to date, albeit with gains: Consumer Staples (8.2),
Consumer Discretionary (8.4), Utilities (11.0), Materials (15.3), and Industrials (15.6).

S&P 500 Technical Indicators (l/ink): The S&P 500 fell 0.6% last week and weakened
relative to its 50-day (50-dma) and 200-day moving average (200-dma). It was above its 50-
dma for a ninth week after dropping below a week earlier for the first time since February. It
was above its 200-dma for a 60th straight week last week after being below for 13 weeks
through late May of 2020. The S&P 500’s 50-dma rose last week for a 41st straight week as
the price index weakened to 2.0% above its rising 50-dma from 3.1% a week earlier. That
compares to an eight-month low of 0.4% below its rising 50-dma during mid-June; the index
is still down from its 19-week high of 5.8% above during mid-April. The index mostly has
been trading above its 50-dma since late April 2020; in June 2020, it was 11.7% above,
which was the highest since its record high of 14.0% in May 2009. That compares to 27.7%
below on March 23, 2020—its lowest reading since it was 29.7% below on Black Monday,
October 19, 1987. The price index was above its 200-dma for a 60th week last week, but
dropped to 10.2% above its rising 200-dma from 11.4% a week earlier. It had been at an
eight-month low of 9.2% during mid-June. That compares to 17.0% above in early
December, which was the highest since November 2009 and up from the 26.6% below
registered on March 23—the lowest reading since March 2009. At its worst levels of the
Great Financial Crisis, the S&P 500 index was 25.5% below its 50-dma on October 10,
2008 and 39.6% below its 200-dma on November 11, 2008.

S&P 500 Sectors Technical Indicators (l/ink): Eight of the 11 S&P 500 sectors traded
above their 50-dmas last week, down from 10 a week earlier. Consumer Discretionary and
Industrials dropped below their 50-dmas last week. They joined Energy, which was below
for a seventh straight week. That compares to all 11 sectors above at the beginning of May
and just four above at the end of January. Eight sectors have a rising 50-dma, unchanged
from a week earlier. These three sectors remained in the falling 50-dma doghouse last


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWmlcB2jD3bSN7LFk3Ws9lYjW430FVB4wyhsdN2qdv1B3q8_QV1-WJV7CgCshW3QB3dR7bC6VfW3PGWVr8PY4R6W3L-CVy6T9kyzW2vRSsD5p86hsW8TstcV5DMFhjW815J4S7vTh1XN6J_FSTNkpZ0W3THPsm4qwq4FW7CC_k12F1GTpW3VzfDT2_dSRhW2r54nH5L2w3dW2yvbmg3y33RCF2QBcZXv65YW2cdP1x5WmTnwW5zR3lK16GJNhN4wXk2v1BDVyW96SdP53CwdjjW1CDHMW4xlw5BN3X2x5PDnXTyW9fcSpv2XtFXBW7BSMjm289RsTW3VfKqd4z81K33lRY1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWmlcB2jD3bSN7LFk3Ws9lYjW430FVB4wyhsdN2qdv1B3q8_QV1-WJV7CgD5LW1lXJyY6y6jK9W1S46D250bKVyW32lzY-2Zyl1XVZTYRs1788s3W8WbnZn3Wg_kPN75WWpDVY8Q6W8r0NWP2397JmW2X27bs23SVwsW3jWZVm7-0c48W4yxqcj8g0G7yW8sglyw8CBZHnW8DjQRl7zlWPTW5-5h606fm14YW4RyHQm3mptj3W7-GR6s7qMqBkW16JtSJ2QvhhLW72jBV75KQqwDW3hlz2T2KF5GjW4sMBxD7ZcBNPW1j4Bbk2zRvR_W7CN-Kl69jyHWW6vj_h_1GjSPs3n4M1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWmlcB2jD3bSN7LFk3Ws9lYjW430FVB4wyhsdN2qdv1B3q8_QV1-WJV7CgBMDW7ls1RT1zjj9FW1C4Q-t8gcXDfV9VLC15_Tn5gN3Hgdd-5kZZVW1Jd9fr8jpQTkVxbnkY7_CF6vN4v3L7mC_0ypW833Gmc1VT29zW2Pcpp-2V_xPsMBX_qlDKVWKW1cBWLq7NVMLjW57cfZ480lMxqVl71Tp271KFzW72T-9n1slMcYW529fyc6KnV8RW8w6NBK7SKL1WW1lml7W1rfb7fW3nX72y7N3BH2W2TCKHq3zJz9nN61RR3-s3H2pN2nsfkSF1XqzW99h6_G1G7L9C32Fr1

week: Energy, Industrials, and Materials. Looking at the more stable longer-term 200-dmas,
Energy dropped below in the latest week, ending a 23-week period when all 11 sectors had
been above. However, all 11 sectors have had rising 200-dmas for 23 straight weeks. For
perspective, back in April 2020, just one sector (Health Care) was trading above its 200-
dma. Energy’s 200-dma finally turned higher in mid-December after mostly falling since
October 2018.

US Economic Indicators

Leading Indicators (/ink): Leading indicators continues its sharp ascent, soaring to yet
another record high last month. July’s Leading Economic Indicators (LEI) hasn’t posted a
decline since bottoming last April, climbing 0.9% in July and 19.8% during the past 15
months—averaging monthly gains of 1.0% the past five months. All 10 indicators
contributed to the increase in July’s LEI, led by ISM’s new orders diffusion index (+0.19pt),
leading credit index (+0.19), interest rate spread (+0.14), S&P 500 (+0.11), and consumer
expectations (+0.10)—with building permits and the average workweek contributing a solid
+0.7 points. Jobless claims and real consumer goods orders were small contributors. The
Conference Board notes, “While the Delta variant and/or rising inflation fears could create
headwinds for the US economy in the near term, we expect real GDP growth for 2021 to
reach 6.0% year-over-year, before easing to a still robust 4.0% growth rate for 2022.”

Coincident Indicators (/ink): The Coincident Economic Index (CEIl) has increased 12 of the
15 months since bottoming last April, with the only decline occurring this February (-0.7%);
it was unchanged the last two months of 2020. The CEI has accelerated the past two
months, climbing 0.6% in July, following a 0.4% gain in June and 0.1% in both May and
April. Since bottoming last April, the CEl is up 13.8% to within 1.7% of February 2020’s
record high. Once again, all four components of the CEI contributed positively, led by
employment and industrial production. Here’s a look at how the four components performed
in July: 1) Employment in July was once again stronger than expected, with nonfarm
payrolls rising at an 11-month high of 943,000 while there were upward revisions to both
June and May payrolls, for a net gain of 119,000! Private payrolls expanded 703,000—with
revisions in June and May adding 146,000 jobs. 2) Industrial production in July got a boost
from automakers as they either shortened or cancelled their typical July factory shutdowns,
the Fed reported, as they continued to struggle with the global semiconductor shortage.
Headline industrial production expanded a larger-than-expected 0.9% last month, with
manufacturing output jumping 1.4%, as production of motor vehicles & parts rebounded


https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWmlcB2jD3bSN7LFk3Ws9lYjW430FVB4wyhsdN2qdv1B3q8_QV1-WJV7CgKYrW4TCPZW2DwmcdW6dJhYR215QthW5qB3dz79jGs2W4QNT9X3vGVQ7W47B1d751qTrZW7flHTt1-51p0N2GFBNpp9s3MW7GHBc51ggRSyW14Ry_08rNKtVW7gQr_L4c-LZQW5mjjb896N_3MW7T1N-_8fRxj7W1Xjwcf2sbGHJW46phQD452kDBW2wXLpl3j8j3rW2f4D2l6lzGd_N5C0PZX56GwQW2fs2NB5_jNxxW8mwhqN2gHSs3W7DTLrB801gwvW4ZHw6Y3qkHn9W1Rzvxq87l_jL38DK1
https://d13h9q04.na1.hubspotlinks.com/Btc/5E+113/d13h9Q04/VWmlcB2jD3bSN7LFk3Ws9lYjW430FVB4wyhsdN2qdv1B3q8_QV1-WJV7CgGPKW1KP8H21NpLMPN3_Fksxrz93CW8FhNL519hR5vW7nSV_C42VgynW81nf3C9fJLjzW63d32J5qrvzCN62mQ-HHY9nLW5w93X756hB6rW5W7v0D7xqPQcN64Khm8Md49CW19qbkP1ZnVXKW3_Frpn3DCPsmW54pFHL3p6Q1qW8lWCb763xVPkW3kk9mR4gXVvlW2JbZvp1j5NpmW5SKnwC75tPfVVKj7-D71hglZW3KFW1t3K7jn8VXLS7z41vBwDW59-qyR6hgJz-W8dBF6D5fMGk73lQM1

11.2% following June’s 5.9% shortfall. 3) Real personal income less transfer payments
increased for the fifth successive month in July, by 0.2% m/m and 1.3% over the period—
just a tick below last February’s record high. 4) Real manufacturing & trade sales recovered
0.7% during the two months ending July, after a two-month decline of 2.6%; these sales are
currently 1.9% below the record high posted this March. (Note: Latest data for both real
personal income less transfer payments and real manufacturing & trade sales are estimated
using statistical imputations to address the problem of lags in available data.)

Regional M-PMls (link): Two Fed districts have now reported on manufacturing activity for
August (New York and Philadelphia) and show the manufacturing sector expanded at a
slower pace, as growth in the New York region eased from July’s record rate. The
composite index fell to 18.9 this month after accelerating from 24.1 to 32.5 last month, as
the New York (to 18.3 from 43.0) manufacturing sector grew at less than half July’s record
rate, while Philadelphia’s (19.4 from 21.9) basically matched July’s pace. New orders (to
18.8 from 25.1) expanded at a respectable, though slower, pace this month, with
Philadelphia’s (22.8 to 17.0) rate showing a slight acceleration, while the growth rate in New
York (14.8 from 33.2) billings was cut in half. Meanwhile, employment (to 22.7 from 24.9)
growth slowed a bit from July’s near-record rate, as New York (12.8 from 20.6) factories
hired at a slower pace this month—after reaching its highest rate since mid-2018 last
month—though Philadelphia (32.6 from 29.2) manufacturers hired at a new record rate.
Inflationary pressures remain elevated, with Philadelphia’s prices-received (53.9 from 46.8)
measure climbing to its highest rate since 1974 this month, while the prices-paid measure
rose from 69.7 to 71.2, not far from June’s 80.7—which was the highest since the end of
1979. New York’s prices-paid measure eased for the third month to 76.1 from May’s record
high of 83.5, while the prices-received measure accelerated to a new record high of 43.0.
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