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The week ahead: Several key data releases are scheduled in the coming week. The most important for
the markets are:

e Tuesday, November 1: The October manufacturing ISM index will be released at 10am EDT and
is expected to be 52, up slightly from last month’s 51.6 and indicating sluggish, but positive
growth.

e Wednesday, November 2" The results of the two day Fed meeting will be released at 12:30pm
EDT. The board will continue to be split on whether to be more accommodative and the third
quarter GDP estimate of 2.5% will likely keep the Fed on hold for the time being. Those
advocating more accommodation have let it be known that there is more accommodation in the
pipeline should economic prospects deteriorate. At the same time, the Fed probably does not
want to preempt year-end action by Congress to deal with the questions of more fiscal stimulus
and longer-term debt reduction. It is more likely that additional measures will be adopted to
coordinate with the outcome of the fiscal/budget outcome.

e Thursday, November 3™: The non-manufacturing ISM index will be released at 10am EDT. While
this index gets less attention than the manufacturing index, | consider it as important because it
covers more of the economy. The forecast is 53.5 up from last month’s 53 and indicating
moderate growth.

e Friday, November 4: The very important October employment index will be released at 8:30am
EDT and is expected to show that payrolls increased by 90,000 jobs. Several lesser but important
predecessors will be released in the middle of the week including the widely watched ADP
report of private hiring on Wednesday.

The Economy: |s the U.S. becoming “lean and mean”? The third quarter GDP report was very positive,
not because of the 2.5% growth, but because of the composition. Specifically:

e The inventory growth was much slower than the propensity to spend and actually subtracted
1.08% from growth, i.e. growth would have been 3.6% if not for this subtraction. As a result of
this and coupled with the momentum in growth at the end of the third quarter, | am raising my
fourth quarter GDP growth forecast to 2-3%.

e Investment in equipment and software contributed 1.2% to growth. Although the jobs picture
still looks very weak, the robust investment will help make the U.S. competitive and productive.
In the longer run this will benefit labor as the U.S. increases exports and produces more of its
own demand.



Equities: The strong gains in equity prices in the last four weeks reinforce my opinion that the market
has seen the low. And, as indicated above, the economic data is stronger than | previously expected,
another supportive factor. However, the market “looks ahead” and despite my improved outlook for the
first quarter, the first half of 2012, looks weak. The outcome of budget negotiations will have a huge
effect on both the economy and the market in my opinion. Thus as attention shifts from Europe to the
U.S. in the next few weeks, the stock market looks vulnerable, although from a higher level than |
previously thought.

My near term forecast is for the S&P to peak somewhere between last week’s high and 1320 in the next
two weeks, well above 1260, the top of my previous short-term range. As attention focuses on the U.S.
budget and growth prospects in 2012, | think the S&P will correct back to the 1150-1200 level. This
would counter the usual trend for the market to rise in the November-December period. Beyond that, |
think the market will respond to the success (or failure) of the year-end budget negotiations.
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