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% ( Assess the current state of the business cycle ) %
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” Current economic conditions

f“] | Forecast future economic trends

Insights into overall health
and direction of an economy Make informed decisions
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Timing of the change The change of the health
of the indicator of the overall economy
Leading Indicators Coincident Indicators Lagging Indicators
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Leading Indicators

Change before the economy as a whole changes (:)"{,'é)

Provide a forecast of the direction in which the economy is headed EI(S_)\._I
o,

Predicting future economic activity DN
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Coincident Indicators
Change at approximately the same time as the whole economy (:‘%r
T . P/
Providing information about the current state of the economy )
5)
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Lagging Indicators

Change after the economy as a whole does (:)l‘{,'é
Providing evidence of the direction of economic movement M
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Leading Indicators

The future direction of the economy and financial markets

Entering or exiting particular:

Markets Sectors Securities

Investors aim to gain insights into:
Future interest . .
( rate movements ) ( Corporate earnings prospects ) ( Overall economic health )
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Leading Indicators
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Complex Timing

False Signals Interpretation Differences

Lead time before the

Change in economic : More comprehensive
direction that does not information becomes inale indi predicted economic
materialize : available { s'?‘g Ol .u_:ato'r change can vary widely
: : showing positive signs
may be contradicted :
: . py broader economic Difficult for investors to
Misinformed investment : Alter the outlook that : fundamentals : time their decisions
decisions was initially indicated
. . : accurately
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Coincident Indicators Lagging Indicators

Realjtime .snapshot ofthe mﬂ@ : GDP Growth Rates Unemployment Rate
economy's current state ‘:{r :

Assess the immediate :;'
investment environment g'.ll

More confident decision-making
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Some Leading Indicators
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( Stock Market Returns ) Manufacturing New Orders ( Building Permits )
Purchasing Manager’s Index — PMI
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Stock Market Returns

Investors’ expectations about future economic conditions directly influence stock prices

Investors believe the Investors expect the
economy will improve : economy to worsen
Stock prices tend to rise in anticipation Stock prices often fall as they
of higher corporate earnings : anticipate declining earnings
FINANCIALEDGE!

Manufacturing New Orders

Purchasing Manager’s Index — PMI

Measures the economic health of the manufacturing sector based on:
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New orders Inventory levels Production Suppllgr Employment
deliveries environment
Increase in new orders Decline in new orders
C Signalling future economic growth ) C Signalling potential slowdown )
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Building Permits

Reflects future construction activity

1| ail
Increase in building permits Decrease in building permits
Future growth in construction- Might signal a future
related employment & investment slowdown in these areas
Indicating broader
economic expansion
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Some Coincident Indicators
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INDUSTRIAL PRODUCTION

FINANCIALEDGE!

¢ A
- 66 @

Manufacturing Mining Utilities

Changes in industrial production (] > Current state of economic activity
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PERSONAL INCOME

As businesses generate more revenue During downturns
during economic expansions: : personal income levels:
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&

tend to increase

Reduce hours Freeze hiring

Lay off employees
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PERSONAL INCOME
<>
: S
( Wages ) ( Salaries )
Based on the number of hours worked Quoted on an annual basis
Professional Managerial
Administrative
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RETAIL SALES
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Insights into consumer spending

<Overoll economic performunce)
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Reflect consumers’ current \.
willingness and ability to spend/

Some Lagging Indicators
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Unemployment
Rate

Consumer Price
Index (CPI)

Hesitant to hire new staff until
they are confident in the
economy's sustained growth

Reluctant to lay off workers
until they are sure of a
prolonged downturn

(

Gross Domestic
Product (GDP)

L+

Consumer goods and services
tend to rise or fall after
economic activity has

increased or decreased

Inflation reflects how previous
economic conditions have
affected the cost of living

\

Takes time to collect, compile,
and analyze the data

GDP reports reflect past
periods of economic conditions

_J
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The Market Narrative
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( Economic indicators ) ( Corporate earnings reports )
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C Geopolitical events ) C Other factors )

These narratives can significantly impact:

Investor behavior Market movements
FINANCIALEDGE!
"Good news is good news”
Positive economic data @ > | Health of the economy
1\ J
V
Bullish market behavior
Confidence that the central bank will maintain
accommodative monetary policies that support growth
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"Good news is bad news"”

[ Environment where the economy is doing well ]

Central banks to raise interest rates to combat inflation

Positive economic reports \
(such as low unemployment ‘—» Negative market reactions
rates or high GDP growth) J
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“Bad news is bad news”
[ Negative reaction in the markets ]
Due to concerns about:
1+
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Economic slowdown Reduced corporate earnings Increased uncertainty
Investors might sell off riskier assets like stocks in favor of safer investments such as bonds or gold
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“Bad news is good hews"

Negative economic indicators or
events leading to positive market reactions

Central banks to introduce or maintain stimulative monetary policy measures

Engaging in
quantitative easing

Provide liquidity

Cutting interest rates to the markets

Lower borrowing costs
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