January 15, 1919

Hamilton-Bates

! consul mption in lhle )
Market Update wwysme i
‘speak-easy’.

 P.O. BOX 270 Newtown Square, PA 19073 877458 www.hbir.com

It was a bumpy ride for stocks during the first ful working) will support household formation, and &iel
week of the New Year, as the market declined in thehigher levels of taxes. If the economy was truly
year’s first five trading days for the first timeese beginning to recover, we should be witnessing an
2008. But the market has since recovered so tiyg earincreasing number of full-time employed$hat has
year drop wasn’t a real disaster. Currently, tleek®t not been the case, as this measure has moved in
remains in a very bullish uptrend and there ikelitt laboured fashion since 2008. It is only slightlytee
evidence at the moment that the current run is done than the lows witnessed during the financial crilsist
We have concerns for 2014 based on historical guite the same picture as a 100% rally for thekstoc
patterns (were covered in the last Update), arttidur market averages is it.

concerns over the full-time employment situatiom, b

in terms of ‘evidence’ the market still favours tdl  The stock market and the economy can and do

vase. diverge, but eventually they come together. Ihisse
_ ‘divergent’ periods that trip investors up, as tiobyase
Earnings, Economy, and Interest Rates the market but get ‘bit’ when the market snaps tack

We continue to observe economic data that paiets ththe economy as it always does. If employment ddesn’
picture of an economy that is just above levels tha improve, and in turn boost corporate revenues and
have historically delineated expansions from earnings, the stock market will eventually hit totad
recessions. We get fits and starts, but nothing tha  waters no matter what the Fed does.

looks like a true self-sustaining growth cyclethe

past it was a muddle-through economy-it now looks The Good News Is...

like its going to be a struggle-through economgtJu Businesses have slashed labour costs to the bene, w
as the full-time employment data mentioned below are now reaching a point where businesses simply
and in the chart sections shows, this recovensian cannot cut further. This means that if you havalla f

a far longer period of hesitation than in prioreamic time job and are relatively competent, you arelyike
cycles. We simply haven't observed any meaningfulkeep it. But if you do not have a job, you are gdin
acceleration. One concern we have is that thetsligh have a tough time finding one. The stubborn average
pickup in economic activity over the last several length of unemployment which is now near an alletim
months may quickly dissipate as the impact of highe high of 30+ weeks is testament to that.

bond yields, taxes, and costs associated withriketo

of the Affordable Care Act reduces disposable inEomMEarnings Season Once Again

of workers already struggling. Its that time again, when companies issue earrdorgs
_ last quarter and outlooks for the year ahead. 624a
The Lack of Breadwinner Jobs of the S&P 500 have reported earnings. 50.0% have

Despite all of the discussions and debates in dsgar beaten estimates, 12% were in line, and 38% missed.
the recent Non-farm Payroll Reports and its sister  That is running a bit high in terms of misses, s |
report ADP’s Payroll situation report, the heartt®d  quarter only 20% of the S&P 500 missed. Its time fo
matter remains a loss in the last Recession atdlac the economy to deliver. The Fed is tapering now, we
creation in the current ‘recovery’ of breadwinneg. need to see revenue growth, and an increase in

We have covered the topic of ‘breadwinner’ jobs andpositive projections. The rally in 2013 was fuelgith
how devastating the last few years have been,tend tFed QE and P/E expansion. With trailing P/E’s now a

chart on page 2 fits nicely with that. But ratheart multi-year highs we are not likely to see further
just high-paying jobs it covers all full-time jobs multiple expansion for price appreciation.
relative to the working age population. Full-time

employment is what ultimately drives economic Market Outlook and Investment Strategy

growth, pays wages that (at least with Mom and Dadin the short-term stocks are rebounding from atyear
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year pause, just ahead of earnings season. With theLevels to watch on the S&P 500 dr@4Q 181Q and
up-trend intact we remain bullish for the first g, 1775 This week’s rally above the end of year peak at
Hopefully some positive news from corporate 1848 suggests a resumption of the advance—as long
America will provide a healthy catalyst for stocksd as this breakout isn’t quickly reversed. A dropobel

the economy. With an intact bullish trend we remain1840 would turn the short-term outlook bearish,levhi
invested in equities, and in the fixed income avea a drop below 1775 would suggest a more significant
continue to favor high-yield bonds. Unlike 2013, top is at hand. 10-year bond yields dropped from
2014 has started out well for fixed income of all 3.00% to the mid-2.80’s, and could drop as low as
types, a trend which we expect to continue as éae y 2.50%. This should help bond investors recoup some
unfolds. If we get a positive earnings news, codiple of last year's losses. High-Yield bonds remain the
with an intact bullish trend in stocks—we could see strongest sector for bonds, but would be vulnerable
robust advance in the early part of the year. any economic weakness.

Market Charts—The S&P 500, and a Sobering Look at BEnployment

e Sesinserbal e e 7 "1 The s&pP 5001Igft) pulled back a bit to begin the year, but
g ”\r/\/ \d %% bounced off initial support levels to keep the aptt
f 750 | jntact. The early 2014 dip provided a few more Igve
AN 7o | watch for keys to market direction. The dip creaed
e W\v/\ / W w50 | Short-term channel of lower highs and lower lows
7% \/\'/\ J > w0 | (dashededlines), that resolved with the market moving
. /” v | UP and out of it this week. As long as this trendside
== quickly reverse below 1840, the breakout suggestswe
v 50| to 1870+ on the S&P Support levels come in at 1840,
uso | 1810 (dashedlueline), and 1775Hold black line).
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The chart at right comes from streetalklive.com :f.";'l;:fz::z\y:es Pelative Ta Panulatian -
(an excellent site) and clearly sums up the trowuliflbin 7 S = =
our economy and labor situation. It looks at the o — —— -
percentage (%) of full-time employees compared tde s | il /!\ | 1
working age population Since the peak in 1999 this rati¢ .., ™ .nf b
has dropped significantly, but the drop since 2083 been| :__ ; L. ™ . ao £
staggering. Full-time job losses in the 2008-208%ssion | £ A B AT
were the worst in 50 years! More concerning is that oo s
ratio hasn't move up much 5 years into a ‘recoveiyhat | =" -
we have now is an economy creating lots of less tha i WE
full-time jobs._The economy won't get healthy witie 600 1 '
employment situation like it is—every prior recoyer s —— 7000
showed a clear uptrend in full-time jobs | orneee R Full Time Employees A % Of Total Population
eek Moving Average of Iitial Claims. Initial Claims Lows During Expansions
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