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Overview
In last month’s commentary we reviewed several important signals that pointed to a potential upward inflection
in the US economy. These signals consisted of both
economic data, such as payrolls and retail sales, and
financial indicators such as interest rates. This month
we will review how the changes in some of this data are
beginning to confirm our thesis. Initially though, we will
review the recently renewed financial turmoil
precipitated by the Greek financial crisis.
CHART 1. As you can see in Chart #1 world equity markets
tumbled sharply on Monday, June 29th, after Greece
closed their banks and effectively began imposing
capital controls over the weekend.
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CHARTS 2-4
Measures of systemic risk in
Europe, shown in Chart #2,
spiked up in reaction to the
heightened probability that
Greece would default on their
debt. If they do default and exit
the Euro then their economy
will suffer a sharp decline as did
those of Argentina, Indonesia,
Thailand and Russia after they
defaulted on their sovereign
debt. Those economies, on
average, didn’t recover to predefault levels for five years!
The rest of the Eurozone,
however, is now much better
prepared today than they were
during the initial crisis in 2011
primarily because of a more
proactive European Central
Bank. In Chart #3 you can
see that the growth of money
supply, M1, has risen sharply
over the past year, whereas
in 2011 it had actually shrunk
and subsequently precipitated
a second Eurozone recession.
Additionally, the European
banks have shed about 90% of
their exposure to Greek bonds.
This rapid growth in M1 also
points to improving growth in
industrial production, the orange
line in Chart #3, and to growing
estimates for corporate earnings, Chart #4.It is interesting
to note that earnings estimates
for European equities are rising much faster than for those
of the S&P500, Chart #5!
Although the Greek problem will
remain a source of stress and
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volatility for some time to come,
the European equities market
remains attractive.
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CHARTS 5-7
Last month we discussed the
concern that retail sales in
the US had fallen dramatically in the first part of the year
when, as had been expected
at that time, they should have
risen in response to the sharp
drop in gasoline prices! As
we explained last month, the
primary reason for this apparent contradiction was that it
can take up to three quarters
for a positive supply shock to
become manifest in the economy and that we expected that
retail sales would rise sharply
over the balance of the year.
As can be seen in Chart #6, the
recent rebound in retail sales
in May is likely the beginning of
this recovery. This rebound is
also being reinforced by a rapidly strengthening job market,
Chart #7, improving consumer
sentiment and a dramatic
increase in job openings, Chart
#8.
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CHARTS 8-9 This level of job openings, which is published by the Bureau of Labor Statistics, is now at
its highest level since the data was first published in 2001! These factors in combination with increasing wages and moderate inflation are creating a powerful tailwind for consumer discretionary stocks.
In Chart #9 we can see that the relative performance of the Consumer Discretionary Index, one of our
favorite sectors, has recently spiked up in response to the rebound in retail sales.
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CHARTS 10-12
The strength in the labor market in combination with the
improvement in other economic
indicators such as housing,
Chart #10, and the ISM survey,
Chart #11, all bode well for a
strengthening in the economy.
This strengthening is leading to
a steepening of the yield curve.
As can be seen in Chart #12,
the yield curve has steepened
substantially in just the past
three months. As we indicated
last month, this will benefit the
financial sector and, in
particular, the life insurance
industry.
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CHARTS 13-14
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In Chart #13 the yield curve
shape is represented by the
blue line. When this line goes
up it means that the yield curve
is steepening. The orange
line represents the Financial
Industry Index’s relative performance to the S&P500. You can
see that as the curve steepens
the financial industry generally
outperforms the market. Also,
whenever bond interest rates
rise the life insurance industry
also outperforms. In Chart #14
this relative performance is
represented by the orange line
and it is clear that this trend has
recently become more positive.
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In conclusion, we are seeing that since last month’s publications the trends in retail sales and the
financial sector have begun to improve along the lines of our outlook. Additionally, we believe that the
recent turmoil emanating from the Greek crisis will likely continue but is much better contained by the
European Central Bank than had been the case in 2011 and that the European Equity markets remain
attractive.
To understand how the above commentary may impact your portfolio, please consult with your
investment advisor.
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