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“Leading Economic Indicators Accelerate into 2017 Finish” 

Preliminary GDP reports have yet to be released for the fourth quarter, but early indications from holiday 

sales and other economic readings support a strong finish to the year. 

Looking into 2018, the story looks just as good if not better. The Conference Board’s Leading Economic 

Indicators Index, which has historically been a very reliable gauge for predicting recessions, accelerated in 

the last few months of 2017. The momentum in economic fundamentals indicates that, absent a “black swan” 

event, the first half of 2018 is going to be strong for the U.S. economy. And that is before the benefits of 

corporate tax reform are manifested.  

 

 

The fundamentals are equally strong in other parts of the world with the Euro area seeing acceleration in 

their own leading economic indicators. Since the U.S. did not have a post ’08-’09 recession like Europe (’11-

12) and several emerging market countries (Brazil/Russia – 2015) more recently, the acceleration in 

economic activity is not quite as momentous as we are seeing in other parts of the world which are growing 

output and earnings from a lower base.  

 

 



 

Still, as we have commented before, this synchronized global growth has rarely come with such harmony. It 

is no wonder that risk assets across the globe continue to set new highs with barely a trace of volatility. 

The strength in U.S. stocks is arguably most impressive given the returns already having been achieved 

before the post-election rally. By some measures, the momentum in U.S. stocks has rarely if ever been this 

strong. In fact, the weekly relative strength index (RSI)* of the Dow Jones Industrial Average hit a reading of 

over 89 last week for the first time on record.  

 

Source: Bloomberg 

*The Relative Strength Index (RSI) is a momentum oscillator that measures the speed and change of price 

movements. The RSI oscillates between zero and 100. Traditionally the RSI is considered overbought when above 

70 and oversold when below 30. 

Such a high RSI indicates that stocks are overbought in the short run and more than overdue for a pullback. 

We have now gone 390 trading sessions without a 5% drawdown in the S&P 500, the second longest streak 



on record. Given the unlikeliness of a 5% pullback in the next week, the record of 394 sessions from 1994 

through 1996 will soon be eclipsed.  

With investor sentiment improving in 2017, we assume that some of the fast start in 2018 can be attributed 

to equity funding from end-of-year bonuses and retirement plan contributions. The so-called “January effect” 

is often more pronounced when the average investor has warmed up to the market like many sentiment 

gauges indicate is finally occurring. 

The combination of healthy small business, consumer and investor sentiment, layered on top of corporate 

tax reform and an uptick in economic growth is why stock prices continue to set new highs. And while every 

indication shows that we are overdue for a correction, 2017 taught many “disciplined” investors the power 

and persistence of momentum. Getting too cute with timing equity allocations can come with enormous 

opportunity costs.    
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