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Executive Summary 
 Equity markets have crashed since the start of the year, and this might just be the tip of 

an iceberg. 
 Credit spreads have widen and the yield curve seems to be flattening. Investors are 

becoming wary, as we enter a risk-off environment. 
 Economic data is not as good as it seems. Employment, profitability and manufacturing 

are at a turning point.  
 
US market down since start of 2016 
The US financial markets have tanked since the start of this year, making it the worst even 
start to the US equity market in history. This seems to be largely driven by the deflationary 
pressure of oil prices and the crash China’s equity market. These two external factors 
seems to have an unusually huge impact in the US equity market. Questions have to be 
raised on why the US equity market has reacted so badly to a lower oil prices and the crash 
of emerging markets. 

Lower oil price are hurting the smaller producers  
Historically, lower oil price is seen as a positive sign as this implied lower energy cost for 
most businesses. However with lower oil price, profitability from the energy sector will be 
affected as revenue decline in tandem with oil price. As profit get squeezed, the ability for 
energy companies to repay their debt came under severe stress when smaller companies 
started to default on their debt obligation. This might be a catalyst for the domino-effect of 
defaults that is yet to coming. The unknown ripple effects of defaults may have adversely 
affected the equity market.  

China leading a global rout 
The China equity market plunged at the start of the year and triggered the limit for trading 
halt twice in just the first week of trading for 2016. In additional, the indecisiveness of the 
China government on their circuit-breaker policy and their continuous ban on stock sales 
by large shareholders didn’t instill much confidence in the market. Even after numerous 
warnings and statements release by top officers from PBOC, market have continued to 
head southwards. The correlation of the global equity markets was at an all-time high in 
January, underlying the movement in the US equity market as it reacted negatively to the 
news of economy slow-down in China.   

This has created panic for most investors thus warrant a look into the fundamental of the 
US economy and investigate if the recent market movement is a canary in the coal mine for 
what is to be expected for the rest of 2016.  

Taking a cue from leading market indicators 
Looking at the 3 major US equity indices, it is clear that the S&P 500 together with Nasdaq 
composites Index and Dow Jones Industrial Average are all ominously returning negative 
since start of the year. However to understand the real significant of this current market 
down swing, we need to take a deeper look at other more telling indices. 

Based on our technical analysis, The Dow Transport, Russell 2000 & MidCap 400 are 
leading indicators of the markets, and it is not hard to see why. The Dow Transports is 
often a leading indicator because people and businesses ship and freight more stuff when 
the economy is doing well, and they pull back when it isn't. The Russell 2000 and MidCap 
400 consist of the smaller and medium size companies listed in US and are generally more 
susceptible to a market down. 
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Dow Jones Transportation 

 

Dow Transport Weekly chart red line = 20 exponential moving average, blue line = 60 EMA, Green line = 200 EMA 

Russell 2000 

  
Russell 2000 Weekly chart, red line = 20 exponential moving average, blue line = 60 EMA, Green line = 200 EMA 

S&P 400 MidCap  

  
S&P400 Midcap Weekly chart, red line = 20 exponential moving average, blue line = 60 EMA, Green line = 200 EMA 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Bloomberg 



 

  
 
 

Page | 3 | PHILLIP SECURITIES RESEARCH (SINGAPORE) 
 

US MARKET OUTLOOK 

The above 3 charts have all experienced a technical recession (20% from its previous high). 
If this is an indication of what is to come, we should be expecting the worst for the US 
equity markets.   

Besides looking at the asset price of the equity markets, we should also pay attention to 
other financial markets. An analysis can only be holistic when we study both the equity and 
the debt market in cohesion. Credit play an important role in economy as it enhance 
economic growth. Furthermore any default in the High Yield bond can be a potential 
catalyst which could trigger a market crash and put the economy back into recession.  

Cheap money may have fueled an Credit bubble which is waiting to burst Again 
It should come as no surprise that the largest financial market in the world is the US bond 
market with a size of US$39 trillion as compared to the total US equity market 
capitalization of US$26 trillion. The US bond market is definitely a space that we need to 
watch closely so as to get a better understanding of the overall health of the economy.   

Credit spread widening 
The credit spread of the bond is an indication of the risk premium that an investor would 
pay to own a corporate bond over a risk-free asset (e.g 10-year US Treasury note). 
Therefore a study of the credit spread can shed some light on the level of risk appetite in 
the market, with higher spread reflecting a more risk-adverse environment.  

Barclays US Corporate High yield Average OAS 

 
 

Looking at the High-Yield (HY) market, current level spread is already at a much higher 
level than the credit spread during the market peak of 2007 as identified by the red circle. 
Credit spread is reaching the pre-crisis high sending another warning sign for investors to 
be wary.   

The phenomenon in the increasing spread is not only isolated to the HY markets, credit 
spread for Investment-Grade (IG) bonds have also reached the pre-crisis high of 2007. 
With credit spread widening and default risk going up, sovereign debt is also reflecting the 
flight-to-safety mentality. 
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Yield Curve flattening 
In such a risk-adverse market with a less than healthy appetite for risky assets, we see huge 
inflow into treasury. The US Treasury yields have drop significantly, signally a tremendous 
increase in demand for the sovereign debt (safe haven asset.) 

 

Yield is inversely related to price, as price increases, yields fall. Price of treasury increases 
due to the demand outstripping supply. With treasury yield at different tenor periods 
reaching new low, the hunger for safe assets have never been stronger in recently years. 

Not only did the yield curve shift lower, the yield curve is flattening as the demand for the 
longer end of the curve (30yr treasury) increase due to the uncertain in the market. If the 
yield curve continues to flatten and ultimately invert, it will send a very strong negative 
signal on the U.S. economy.    

To conclude, the financial markets have already shown signs of weakness. The equity 
market have peaked since August 2015 and credit spread are at its most recent high. The 
million dollar question now, is whether the underlying economic of the United States 
concur with the current state of the financial markets. Given a great deal have been said 
about the recovery of the economy and the raising of interest rates by the Federal Reserve 
as a sign of confidence in the economy, let us take a further look at the health of the 
economy.     

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: US Treasury, PSR 
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Is the financial market reflecting the true state of the US economy   
Both the equity and bond markets have shown early warning signs of an economic 
slowdown as observed by the action of wary investors in a risk-off environment. Having 
financial markets as a leading indicator, we dived into the fundamental of the US economy 
to see how the economy has recovered since the Great Recession of 2008.  

Employment data is not as rosy as it seems  
Employment is an important data for and is pivotal in the decision making process for the 
Federal Bank.  

 

With the most recently unemployment data, the Obama administration proudly took credit 
for turning around the economy and lower the unemployment rate from the high of 10% to 
4.9%. In additional, they mention an uptick in the labour force participation but failed to 
mention that the labour force participation rate was still far below the pre-crisis level as 
seen from the chart above. Mathematically, this simply implies that the number of people 
employed has not increase with a decrease in unemployment rate.  

An unemployment rate below 5% is considered full employment by the Fed, however the 
full employment they are experiencing today, is not the same full employment as they had 
experienced during 2005 to 2007 as labour force participation have not recovered. The 
prolonged cyclical unemployment caused by the Great Recession have turned into 
structural unemployment and ultimately leading to discouraged workers leaving the work 
force (lowing labour force participation).     

Furthermore, Increment in Non-Farm payroll (an important economic data which account 
for private employment excluding farming employment) has peaked in Feb 2015 and 
trended downward.   
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Finally, to cap-off the poor employment data, real average hourly earnings growth rate 
have not been back at its pre-crisis high and still below the long term average growth rate 
of 3%. If employment data have not really improved, could businesses be generating higher 
profits with lower employment cost?  

 

A stock market crash always follows when business profit dipped  
Taking a look at the net income reported by the companies in the Wilshire 5000 (the 
biggest 5000 companies in US), we observed that Net Income has peaked in FY2013. 
Looking back at history, a peak in Net Income is usually followed by a stock market crash.  

 

If we believe in this correlation, the stock market should be heading downwards. The only 
question is the magnitude of the fall.  
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Manufacturing is in recession, the numbers don’t lie  
As much as the US politicians wants us to believe the economy is no longer depend on 
manufacturing, we cannot deny the fact that manufacturing still plays an important part in 
the economy and more often than not, manufacturing has provided an early warning signal 
of recession. Manufacturing is already in recession.  
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Final food for though 
Loosen monetary policy has been the only driven for the past 7 years. It is not a 
coincidence that the US stock market rally in the past 7 years was accompanied by an 
unprecedented monetary easing policy. The low interest rate environment coupled with 
the Quantitative Easing (QE) have extended a typical 7 years boom-bust cycle. With the 
end of QE the equity has also seeming peaked back in May 2015.   

 

Conclusion 
From the data, we can see that the U.S. economy is on the brink of another recession. As 
always, market participants have already began pricing in these information and we can 
see it being reflected in the financial markets with the risk-off mentality. Besides the 
weakening fundamental of the economy, we believe that the effectiveness of monetary 
policies have also reached its limit. As Central banks around the world looks to continue 
the party with NIRP (Negative interest rate policy), it will be hard for the Fed to reverse 
their rate hike decision and execute a NIRP effectively without losing their credential. The 
end of an era for the Central Bankers might be just around the corner.  

Lastly, we included a bonus chart on the relationship between Margin Debt and S&P 500. 
The chart is quite fool-proof and reinforce our notion that the market might have peaked in 
the middle of 2015.      

Margin Debt to S&P 500 

 
 

 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: CEIC, PSR 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
Source: CEIC, PSR 
 
 
 
 
 
 
 
 



 

  
 
 

Page | 9 | PHILLIP SECURITIES RESEARCH (SINGAPORE) 
 

US MARKET OUTLOOK 

 

Contact Information (Singapore Research Team) 
Management  Research Operations Officer 
Chan Wai Chee (CEO, Research - Special 
Opportunities) - yebo@phillip.com.sg 

Jacky Lee Chee Waiy (Head, Research) - 
jackyleecw@phillip.com.sg 

Mohamed Ghazali - ghazali@phillip.com.sg 

   

Consumer | Healthcare Infrastructure | REITs (Hospitality) Macro 
Soh Lin Sin - sohls@phillip.com.sg Peter Ng - peterngmc@phillip.com.sg Pei Sai Teng - peist@phillip.com.sg  
   
Transport | REITs (Industrial) REITs (Commercial, Retail, Healthcare) | Property Technical Analysis 
Richard Leow, CFTe, FRM - 
richardleowwt@phillip.com.sg 

Dehong Tan - tandh@phillip.com.sg Jeremy Ng - jeremyngch@phillip.com.sg 

   
Banking and Finance US Equity  
Jeremy Teong - jeremyteongfh@phillip.com.sg Ho Kang Wei - hokw@phillip.com.sg  
   

Contact Information (Regional Member Companies) 
SINGAPORE 

Phillip Securities Pte Ltd 
Raffles City Tower 

250, North Bridge Road #06-00 
Singapore 179101 
Tel +65 6533 6001 
Fax +65 6535 6631 

Website: www.poems.com.sg 

MALAYSIA 
Phillip Capital Management Sdn Bhd 

B-3-6 Block B Level 3 Megan Avenue II, 
No. 12, Jalan Yap Kwan Seng, 50450 

Kuala Lumpur 
Tel +603 2162 8841 
Fax +603 2166 5099 

Website: www.poems.com.my 

HONG KONG 
Phillip Securities (HK) Ltd 

11/F United Centre 95 Queensway 
Hong Kong 

Tel +852 2277 6600 
Fax +852 2868 5307 

Websites: www.phillip.com.hk 

   
JAPAN 

Phillip Securities Japan, Ltd. 
4-2 Nihonbashi Kabuto-cho Chuo-ku,  

Tokyo 103-0026 
Tel +81-3 3666 2101 
Fax +81-3 3666 6090 

Website: www.phillip.co.jp 

INDONESIA 
PT Phillip Securities Indonesia 

ANZ Tower Level 23B, 
Jl Jend Sudirman Kav 33A 
Jakarta 10220 – Indonesia 

Tel +62-21 5790 0800 
Fax +62-21 5790 0809 

Website: www.phillip.co.id 

CHINA 
Phillip Financial Advisory (Shanghai) Co Ltd 

No 550 Yan An East Road, 
Ocean Tower Unit 2318, 

Postal code 200001 
Tel +86-21 5169 9200 
Fax +86-21 6351 2940 

Website: www.phillip.com.cn 
   

THAILAND 
Phillip Securities (Thailand) Public Co. Ltd 

15th Floor, Vorawat Building, 
849 Silom Road, Silom, Bangrak, 

Bangkok 10500 Thailand 
Tel +66-2 6351700 / 22680999 

Fax +66-2 22680921 
Website www.phillip.co.th 

FRANCE 
King & Shaxson Capital Limited 

3rd Floor, 35 Rue de la Bienfaisance 75008 
Paris France 

Tel +33-1 45633100 
Fax +33-1 45636017 

Website: www.kingandshaxson.com 

UNITED KINGDOM 
King & Shaxson Capital Limited 

6th Floor, Candlewick House, 
120 Cannon Street, 
London, EC4N 6AS 

Tel +44-20 7426 5950 
Fax +44-20 7626 1757 

Website: www.kingandshaxson.com 
   

UNITED STATES 
Phillip Futures Inc 

141 W Jackson Blvd Ste 3050 
The Chicago Board of Trade Building 

Chicago, IL 60604 USA 
Tel +1-312 356 9000 
Fax +1-312 356 9005 

Website: www.phillipusa.com 

AUSTRALIA 
Phillip Capital Limited 

Level 12, 15 William Street, 
Melbourne, Victoria 3000, Australia 

Tel +61-03 9629 8288 
Fax +61-03 9629 8882 

Website: www.phillipcapital.com.au 

SRI LANKA 
Asha Phillip Securities Limited 
2nd Floor, Lakshmans Building, 

No. 321, Galle Road, 
Colombo 03, Sri Lanka 
Tel: (94) 11 2429 100 
Fax: (94) 11 2429 199 

Website: www.ashaphillip.net 
   

INDIA 
PhillipCapital (India) Private Limited 

No.1, 18th Floor, Urmi Estate 
95, Ganpatrao Kadam Marg 

Lower Parel West, Mumbai 400-013 
Maharashtra, India  

Tel: +91-22-2300 2999 / Fax: +91-22-2300 2969 
Website: www.phillipcapital.in 

TURKEY 
PhillipCapital Menkul Degerler 

Dr. Cemil Bengü Cad. Hak Is Merkezi 
No. 2 Kat. 6A Caglayan  
34403 Istanbul, Turkey 

Tel: 0212 296 84 84 
Fax: 0212 233 69 29 

Website: www.phillipcapital.com.tr 

DUBAI 
Phillip Futures DMCC 

Member of the Dubai Gold and  
Commodities Exchange (DGCX) 

Unit No 601, Plot No 58, White Crown Bldg, 
Sheikh Zayed Road, P.O.Box 212291 

Dubai-UAE 
Tel: +971-4-3325052 / Fax: + 971-4-3328895 

   
CAMBODIA 

Phillip Bank Plc 
Ground Floor of B-Office Centre,#61-64, 
Norodom Blvd Corner Street 306,Sangkat 
Boeung Keng Kang 1, Khan Chamkamorn, 

Phnom Penh, Cambodia 
Tel: 855 (0) 7796 6151/855 (0) 1620 0769 

Website: www.phillipbank.com.kh 

  

 

 

mailto:yebo@phillip.com.sg
mailto:jackyleecw@phillip.com.sg
mailto:ghazali@phillip.com.sg
mailto:sohls@phillip.com.sg
mailto:peterngmc@phillip.com.sg
mailto:peist@phillip.com.sg
mailto:richardleowwt@phillip.com.sg
mailto:tandh@phillip.com.sg
mailto:jeremyngch@phillip.com.sg
mailto:jeremyteongfh@phillip.com.sg
mailto:hokw@phillip.com.sg
http://www.poems.com.sg/
http://www.poems.com.my/
http://www.phillip.com.hk/
http://www.phillip.co.jp/
http://www.phillip.co.id/
http://www.phillip.com.cn/
http://www.phillip.co.th/
http://www.kingandshaxson.com/
http://www.kingandshaxson.com/
http://www.phillipusa.com/
http://www.phillipcapital.com.au/
http://www.ashaphillip.net/
http://www.phillipcapital.in/
http://www.phillipcapital.com.tr/
http://www.phillipbank.com.kh/


 

  
 
 

Page | 10 | PHILLIP SECURITIES RESEARCH (SINGAPORE) 
 

US MARKET OUTLOOK 

 
 

Important Information  

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s licence under the 
Financial Advisers Act, Chapter 110 in Singapore.  

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may 
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in 
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.  

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from 
public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or 
implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this 
report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to 
supply any corrections, updates or releases in connection therewith.  

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time 
without prior notice. Past performance of any product referred to in this report is not indicative of future results.  

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as 
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available 
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for 
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all 
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent 
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be 
considered to be a disclosure of all risks or a complete discussion of such risks.  

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this 
report should take into account existing public information, including any registered prospectus in respect of such product.  

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but 
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. 
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and 
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip 
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or 
investment services to such companies and investments or related investments, as may be mentioned in this report.  

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, 
purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. 
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars 
and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the 
investment.  

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise 
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, 
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons 
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this 
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or 
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of 
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.  

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any 
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.  

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a 
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the 
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.  

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities 
Research may determine in its absolute discretion. 
 
IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES 
Where the report contains research analyses or reports from a foreign research house, please note: 

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge 
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the 
analyses or reports; and 

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, expert 
investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports. 

 
 


