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Investors aren't paying attention. There is an important picture that is currently developing which, if
it continues, will impact earnings and ultimately the stock market. Let's take a look at some

interesting economic numbers out this past week. On Tuesday, we saw
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This deflationary pressure

further showed up on Thursday with a -0.3 decline in Export prices. (Exports make up about 40% of
corporate profits) For all of you that continue to insist this is an "earnings-driven market,"
you should pay very close attention to those three data points above. When companies have
higher input costs in their production they have two choices: 1) "pass along" those price increase to
their customers; or 2) absorb those costs internally. If a company opts to "pass along" those costs
then we should have seen CPI rise more strongly. Since that didn't happen, it suggests
companies are unable to "pass along"” those costs which means a reduction in earnings.
The other BIG report released on Wednesday tells you WHY companies have been unable to
"pass along" those increased costs. The "retail sales” report came in at just a 0.1% increase
for the month. After a large jump in retail sales last month, as was expected following the
hurricanes, there should have been some subsequent follow through last month. There simply
wasn't. More importantly, despite annual hopes by the National Retail Federation of surging
holiday spending which is consistently over-estimated, the recent surge in consumer debt
without a subsequent increase in consumer spending shows the financial distress faced by
a vast majority of consumers. The first chart below shows a record gap between the standard
cost of living and the debt required to finance that cost of living. Prior to 2000, debt was able to
support a rising standard of living, which is no longer the case currently.

Gap Between Real Disposable Income & Cost Of Living ﬂ REAL INVESTMENT ADVICE
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With a current shortfall of $18,176 between the standard of living and real disposable
incomes, debt is only able to cover about 2/3rds of the difference with a net shortfall of
$6,605. This explains the reason why "control purchases" by individuals (those items individuals
buy most often) is running at levels more normally consistent with recessions rather than economic
expansions.

Monthly Retail "Control Purchases" - YoY % Chg. W REAL INVESTMENT ADVICE
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If companies are unable to pass along rising production costs to consumers, export prices
are falling and consumer demand remains weak, be warned of continued weakness in
earnings reports in the months ahead. As | stated earlier this year, the recovery in earnings this
year was solely a function of the recovering energy sector due to higher oil prices. With that
tailwind now firmly behind us, the risk to earnings in the year ahead is dangerous to a market
basing its current "overvaluation" on the "strong earnings"” story. Don't say you weren't warned.

In the meantime, here is your weekend reading list.

Trump, Economy & Fed

e Don't Rely On Consumers For Growthbky Danielle Dimartino-Booth via Bloomberg

e What History Teaches About Interest Ratesby Brian Maher via The Daily Reckoning

e The Deeper Purpose Of Trump's Asia Trip by James Rickards Via Daily Reckoning

e Senate Tax Bill Hides $500 Billion In Gimmicksky Committee For A Responsible Federal
Budget

Which Companies Spend Most On Lobbyistskby Simon Constable via Forbes

Tax Code: Repeal & Replace Itby George Will via National Review

The Moment Cohn Realized He's Wrongby Tyler Durden via ZeroHedge

Gary Cohn Fails Massively With Tax Planby Jonathan Chait via New York Magazine
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Paradise Papers Show How Misguided Tax Plan Iskby Bryce Covert via NYT

Senate Tax Bill Could Increase Taxes On The Middle Classby Bob Bryan via Bl

I'm Conservative, Here's 3-Flaws With Tax Plan by Robert Robb via Arizona Republic
Making A Tax Cut Affordableby Richard Rahn via Washington Times

Republican Tax Plan Will Make Economy Worseby Jared Bernstein via NYT

Jack Kemp, Tax Cuts & The Worldby Ralph Benko via Forbes

Not Much Evidence Tax Cuts Boost Wages by Marc Chandler via Real Clear Markets
How Corporations & Super Rich Avoid Taxeskby Gabriel Zucman via NYT
Consumers Are Confident & Brokeby John Rubino via DollarCollapse.com

VIDEO - It's A Turkey Market

Markets

e Bonds Are From Venus, Stocks From Marsky Caroline Baum via MarketWatch
e Hindenburg Meets The Titanicky Joe Ciolli via Bl

Deutsche Bank: Sell Off In Junk May Not Be Bad Thing by Mark Decambre via
MarketWatch

The 12-Point List To Identify Value Trapskby Nick Colas via Datatrek Research
Advisors Role In Retirement Adviceby SA Gil Weinreich via Seeking Alpha
Back In A Bubble, But This Time Is Differentby Martin Wolf via FT

A Big Stock Buyer Has Stopped Buyingby Kevin Muir via The Macro Tourist

A Lesson Of Confidenceby Andrew Ross-Sorkin via NY Times

A Serious Bear Market May Be On Usky Shawn Langlois via MarketWatch
Market Not Ready To Surrenderby Michael Kahn via Barron's

Yield Curve Not Buying Itby Tad Rivelle via Trust Co Of The West

A Little Knowledge Is Dangerousbky Nick Maggiulli via Dollars and Data

Is Shiller Right? Is Passive Investing Dangerous?by Cullen Roche via PragCap
Market Undergoing A Big Changeby Ryan Vlastelica via MarketWatch

Keep Calm & Carry Onby Michael Lebowitz via RIA

Or, Would You Rather Be A Bearby Doug Kass via RIA

Researche/ InterestingesReads

Predatory P2P Loans & Delinquenciesby Wolf Richter via Wolf Street

Complete Idiot's Guide To China Risksby Tyler Durden via ZeroHedge

This Indicator Bombed In 2016by Simon Maierhofer via MarketWatch

Is Da Vinci's "Salvator Mundi" Worth $450 Millionkby Jason Zweig via WSJ
Sovereign Wealth Fund Wants To Dump Oil Stockskby Gwladys Fouche via Reuters
U.S. Entry Into WWI Was A Disasterby David Stockman via Daily Reckoning

Central Banks Have Done What They Are Good Atby Jeffrey Snider via Alhambra Partners
Money Moves To Make By Year Endby Dan Caplinger via Motley Fool

Should Retirees Use Robo-Advisorskby Anne Tergesen via WSJ

Hindenburgs & Titanicsby John Hussman via Hussman Funds

Russell's Record Run Of Resilienceby Dana Lyons via The Lyons Share

The Flames Went HigherbysJesse Felder via The Felder Report



https://www.nytimes.com/2017/11/12/opinion/paradise-papers-republicans-taxes.html?mtrref=t.co&assetType=opinion
http://www.businessinsider.com/trump-gop-tax-plan-poor-rich-cut-benefit-2017-11
https://www.usatoday.com/story/opinion/nation-now/2017/11/14/gop-tax-plan-has-3-major-flaws-from-conservative-perspective-robert-robb-column/858857001/
https://www.washingtontimes.com/news/2017/nov/13/making-a-tax-cut-affordable/
https://www.usatoday.com/story/opinion/2017/11/13/gop-tax-plan-wont-unleash-economic-growth-will-make-things-worse-jared-bernstein-column/856462001/
https://www.forbes.com/sites/ralphbenko/2017/11/13/jack-kemp-tax-reform-and-the-way-the-world-works/#3bcab3e37ddc
http://www.realclearmarkets.com/articles/2017/11/16/not_much_evidence_that_a_corporate_tax_cut_boosts_wages_102989.html
https://www.nytimes.com/interactive/2017/11/10/opinion/gabriel-zucman-paradise-papers-tax-evasion.html?rref=collection/sectioncollection/opinion&action=click&contentCollection=opinion&region=rank&module=package&version=highlights&contentPlacement
https://dollarcollapse.com/stock-prices/last-time-happened-part-2-consumers-confident-broke/
https://www.marketwatch.com/story/bonds-are-from-venus-stocks-are-from-mars-2017-11-14
http://www.businessinsider.com/stock-market-news-hindenburg-titanic-signals-first-time-since-financial-crisis-2017-11
https://www.marketwatch.com/story/a-selloff-in-junk-bonds-may-not-spark-a-crash-or-a-recession-says-deutsche-bank-2017-11-15
https://www.marketwatch.com/story/a-selloff-in-junk-bonds-may-not-spark-a-crash-or-a-recession-says-deutsche-bank-2017-11-15
https://datatrekresearch.com/
https://seekingalpha.com/article/4124651-advisors-role-retirement-advice-financial-advisors-daily-digest
https://www.ft.com/content/f5009470-c551-11e7-a1d2-6786f39ef675
https://www.nytimes.com/2017/11/14/business/dealbook/navigating-global-economic-change.html
http://www.marketwatch.com/story/this-could-be-the-start-of-a-bear-market-of-serious-vintage-warns-dennis-gartman-2017-11-15
http://www.barrons.com/articles/this-market-isnt-ready-to-surrender-1510781142
https://www.tcw.com/en/Insights/Economics/11-03-17_Trading_Secrets
https://ofdollarsanddata.com/a-little-knowledge-is-dangerous-8b158566e094
https://www.pragcap.com/is-robert-shiller-right-that-passive-investing-is-dangerous/
https://www.marketwatch.com/story/beneath-a-calm-surface-the-stock-market-is-undergoing-a-major-change-2017-11-15
https://realinvestmentadvice.com/keep-calm-and-carry-on/
https://realinvestmentadvice.com/or-would-you-rather-be-a-bear/
https://wolfstreet.com/2017/11/13/p2p-loans-are-predatory-have-delinquency-characteristics-of-pre-2007-subprime-mortgages-could-impact-financial-stability-cleveland-fed/
http://www.zerohedge.com/news/2017-11-15/complete-idiots-guide-biggest-risks-china
https://www.marketwatch.com/story/this-popular-composite-stock-market-indicator-bombed-in-2016-2016-12-31
https://blogs.wsj.com/moneybeat/2017/11/16/is-da-vincis-salvator-mundi-worth-450-million-or-454680/?reflink=e2twmkts
http://www.businessinsider.com/government-pension-fund-of-norway-wants-to-dump-oil-and-gas-stocks-2017-11
https://dailyreckoning.com/u-s-entry-world-war-disaster/
http://www.alhambrapartners.com/2017/11/14/what-central-banks-have-done-is-what-theyre-actually-good-at/
https://www.usatoday.com/story/money/personalfinance/retirement/2017/11/12/5-money-moves-retirees-should-make-before-the-end-of-the-year/107459016/
https://www.wsj.com/articles/should-retirees-use-robo-advisers-1510542782
https://www.hussmanfunds.com/comment/observations/obs171114/
http://jlfmi.tumblr.com/post/167564297260/the-russells-record-run-of-resilience
https://thefelderreport.com/2017/11/16/the-flames-went-higher/

?The only function of economic forecasting is to make astrology look
respectable.” - Sir John Templeton

Questions, comments, suggestions ? please email me.
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