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How to use indicators to invest in uncertain markets
Investors are constantly bombarded with economic data. Some of it is predictive, some of it is
reactive, and much of it is irrelevant. In today’s macro driven markets, indicators can play a
key role in understanding where we are in a cycle and how to position portfolios to manage risk
and optimize potential return. We use a variety of indicators to help manage our client’s
tactical portfolio allocations both to take advantage of specific opportunities and most
importantly, to protect against the downside. Here are some examples of how we use
indicators and why:
Leading Indicators – such as the ISM Manufacturing Index and housing starts help provide
clues as to the direction and speed of the economic cycle which can be closely correlated to the
equity markets.
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indicates that the U.S.
economy is still growing even though the manufacturing sector is contracting (below 43
indicates a recession). Housing starts rose 6.9% in June from May to a seasonally adjusted
annual rate of 760,000. This is the highest number since October 2008. Additionally singlefamily housing starts rose for the fourth straight month.
Conclusions:




The ISM Index and the S&P 500 will likely begin to converge again after decoupling
for the past two years due to Fed Policy. Housing starts show growing strength in
real estate prices which is critical to a sustained US recovery.
We are implementing a short-term treasury position (ETF: TLT) to hedge against
additional softening in the US equity markets which we already have a significant
overweight to over the past 18 months (S&P 500 up over 9% in 2012). We also added
exposure to the US Dollar (ETF: UUP) as global manufacturing continues to slow and
BRIC countries add stimulus which devalues their currency on a relative basis.

Lagging Indicators – such as the Unemployment and Jobs number provide a “look back”
and reaffirm key assumptions made by the markets in pricing in risk and return especially in
understanding longer-term cycles or themes.
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Data: The most recent reading on unemployment shows 80,000 jobs in June, with the
unemployment rate staying at 8.2%. The economy added on average just 75,000 jobs per
month in the 2nd Quarter which is one third less than the 226,000 per month created in the
first quarter.
Conclusions:




Consumption is key to the U.S. Economy as it makes up over 71% of GDP. The key
factors to keeping the recovery going are the consumer as well as employment. These
two factors will determine our fate. Another round of additional Quantitative Easing
(QE) is possibly on the table if the economic data continues to deteriorate, but the
actual impact on the economy will likely be minimal, and the resulting equity market
response will be more muted as well this time around.
Over the past two years, central banks have given investors the equivalent of free put
options, however we feel this time it’s best to have exposure to more defensive sectors,
and that is why we are adding exposure to health care (ETF: XLV) and utilities (ETF:
XLU). As the saying goes “a good defense is sometimes the best offense.”

Coincident Indicators – such as the Real Gross Domestic Product or retail sales numbers
provide additional real-time data points to understand what is happening right now in the
global economy. They are used to re-price risk across asset classes and identify shorter term
trends.
Data: Real Gross Domestic Product increased at an annual rate of 1.9% in the first quarter of
2012. Retail sales dropped 0.5% in June versus the 0.2% rise that economists were expecting.
Retail sales have not fallen for three straight months since the fall of 2008, at the height of the
financial crisis. It should be noted that retail sales do not include spending on services, which
represent a larger part of the economy.
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Conclusions:




Concerns over the continuing Euro Zone crisis along with uncertainty at home with
the fiscal cliff have led to a slowing global economy although with a somewhat
healthier backdrop compared to last year.
We are continuing to add selective risk exposure sparingly from excess cash but
remain cautious as trading volumes are light. There is likely additional volatility on
the horizon as we approach the election and the increasing probability of some form of
Fed action in the fall.

Please feel free to contact us with any questions.
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Disclosures
The views of Miracle Mile Advisors, LLC (“MMA”) may change depending on market conditions, the assets
presented to us, and your objectives. This research is based on market conditions as of the printing date. The
materials contained above are solely informational, based upon publicly available information believed to be
reliable, and may change without notice. MMA makes every effort to use reliable, comprehensive information,
but we make no representation that it is accurate or complete. We have no obligation to tell you when
opinions or information in this report change.
MMA shall not in any way be liable for claims relating to these materials, and makes no express or implied
representations or warranties as to their accuracy or completeness or for statements or errors contained in, or
omissions from, them.
This report does not provide individually tailored investment advice. It has been prepared without regard to
the individual financial circumstances and objectives of persons who receive it. The securities discussed in this
report may not be suitable for all investors. MMA recommends that investors independently evaluate particular
investments and strategies, and encourages investors to seek the advice of a financial adviser. The
appropriateness of a particular investment or strategy will depend on an investor’s individual circumstances
and objectives.
This report is not an offer to buy or sell any security or to participate in any trading strategy. In addition to any
holdings that may be disclosed above, owners of MMA may have investments in securities or derivatives of
securities mentioned in this report, and may trade them in ways different from those discussed in this report.
The value of and income from your investments may vary because of changes in interest rates or foreign
exchange rates, securities prices or market indexes, operational or financial conditions of companies or other
factors. There may be time limitations on the exercise of options or other rights in your securities transactions.
Third-party data providers make no warranties or representations of any kind relating to the accuracy,
completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind
relating to such data.
The information and analyses contained herein are not intended as tax, legal or investment advice and may
not be suitable for your specific circumstances; accordingly, you should consult your own tax, legal,
investment or other advisors, at both the outset of any transaction and on an ongoing basis, to determine such
suitability. Legal, accounting and tax restrictions, transaction costs and changes to any assumptions may
significantly affect the economics of any transaction. MMA does not render advice on tax and tax accounting
matters to clients. This material was not intended or written to be used, and it cannot be used by any taxpayer,
for the purpose of avoiding penalties that may be imposed on the taxpayer under U.S. federal tax laws.
The projections or other information shown in the report regarding the likelihood of various investment
outcomes are hypothetical in nature, do not reflect actual investment results and are not guarantees of future
results.
Other Important Disclosures
Physical precious metals are non-regulated products. Precious metals are speculative investments and, as
such, their value can be subject to declining market conditions.
Real estate investments are subject to special risks, including interest rate and property value fluctuations as
well as risks related to general and local economic conditions.
Foreign/Emerging Markets: Foreign investing involves certain risks, such as currency fluctuations and controls,
restrictions on foreign investments, less governmental supervision and regulation, and the potential for political
instability. In addition, the securities markets of many of the emerging markets are substantially smaller, less
developed, less liquid and more volatile than the securities of the U.S. and other more developed countries.
This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of
MMA.
Additional information on recommended securities is available on request.
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