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In the last week and a half, the stock market has largely shrugged off a mini-crypto crash and several
signs of corporate credit cracks. Impressive, to say the least.

At this point we are more worried about credit than crypto, but if the credit cycle has indeed taken a
turn for the worse, it could still be awhile before the stock market and the economic expansion follow
suit. While the action in some private credit vehicles, like Business Development Companies (BDCs)
has been troubling, the various yield spreads tracked in the Major Trend Index (as part of the Cyclical
category) remain rated “risk-on.” And obviously, the message from the MTI’s Technical work is also
“risk-on,” with that category having carried a solidly bullish reading of +4 since early July. That, in
turn, has kept the MTI rated either neutral or high neutral since its brief foray into bear territory earlier
this year.

All in all, we’re inclined to give the bull market the benefit of the doubt, but with an asset allocation
stance that respects today’s elevated equity valuations and an increasingly unbalanced economic ex-
pansion.

Net equity exposure across Leuthold’s tactical asset allocation strategies stands at 54-55%, down from
59% before a downward adjustment on October 2nd.

The federal government shutdown again prevented the calculation of a handful of MTI inputs. While
the weekly total of U.S. state unemployment claims is not being published, Bloomberg’s analysis of the
state-level data show both initial- and continuing claims holding steady at recent levels. In the absence
of those numbers, we’ve begun to watch daily job postings on Indeed, which more or less confirm the
steady downtrend shown in the JOLTs job listings—but without the multi-week reporting lag.

Whether or not the government shutdown continues (the betting markets now foresee it ending sooner
rather than later), the September CPI will be published on Friday. The consensus is there’s probably
not an inflation print that’s high enough to prevent the Fed from dropping rates another notch on Octo-
ber 29th, and the 2-Yr. Treasury yield—which has a pretty good record of pegging where the fed funds
rate “should” be at any given time—suggests a 50 basis-point cut wouldn’t be inappropriate. Is the 2-
Yr. telling us that the economy is much weaker than the consensus believes, or that higher inflation is
increasingly becoming normalized? The “stagflationary” answer to those questions is “yes.”

Clients who have questions regarding any of the components or indicators should contact Doug Ramsey at
612-332-1567 or dramsey@LWCM.com
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