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Are the Transports Flashing a Warning Sign?

As this is being written on August 12, 2015, the Dow Jones Transportation Index is down
more than 9% this year, a stark contrast to the 1% gain in the S&P 500 Index and the 2% decline in
the Dow Jones Industrial Average. Is this a sign of upcoming economic weakness or just reflective
of industry specific weakness?

Over the past eight years, the Transportation Index has been a decent barometer for the
general strength of the U.S. economy, with the Index declining during the 2008 recession, preced-
ing the need for the Federal Reserve’s “Operation Twist” program in September of 2011, and de-
clining again in the economic weakness leading up to the Fed’s QE3 initiation in September of
2012 (Chart 1). The current decline leads many investors to question whether the economy is
strong enough to absorb what is deemed to be a pending interest rate hike by the Federal Reserve.

The conclusion of the Federal Reserve’s money printing programs and the growing antici-
pation of an interest rate hike over the past twelve months have contributed to a significant gain in
the U.S. dollar versus other major global currencies. The strong dollar has not only affected the
global commodity markets but also made U.S. exports more expensive. Until consumers acceler-
ate their purchasing activity, the strong dollar will continue to work against U.S. exports and sub-
sequently the transportation industry.

Another explanation for the weakness in transportation companies is the slowdown among
emerging countries. Among the popular BRIC economies, Brazil is contracting by more than 1%
year-over-year; Russia’s economy is contracting by more than 4%; India’s economy remains
steady around 5% growth; and China’s economy has decelerated to 7% growth, versus a 5-year
average of 8%. Using the Morgan Stanley Capital International (MSCI) Emerging Markets GDP
Index as an investment proxy for the strength among emerging market economies, there has been a
noticeable deceleration since April that is likely weighing on the global transportation industry
(Chart 2).

Combining the stronger U.S. dollar and a slower global economic growth, we are starting
to see an impact on world trade volume. Global trade volume peaked at the end of 2014 and is
now experiencing the most prolonged deceleration since the last recession (Chart 3). While it may
be premature to forecast a global recession, the declining global trade is concerning and is definite-
ly a headwind to the transportation industry.

At this point, it appears there are several crosscurrents affecting the Dow Jones Transpor-
tation Index. While many of these headwinds can be tied directly to economic weakness, we do
not feel the transportation industry is indicative of a forthcoming recession due to the level of ac-
commodation by central banks around the world and the lack of significant economic oversupply
within the global economy. However, we do feel that consumer spending will need to accelerate
to offset some of these headwinds and to prevent a softening of the U.S. economy.
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Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any
specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by Valicenti Advisory Services, Inc.), or any non-investment related
content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or
prove successful. Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume
that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from Valicenti Advisory Services, Inc. To the extent that a reader has
any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing. Valicenti Advisory
Services, Inc. is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. A copy of the Valicenti Advisory Services,
Inc.’s current written disclosure statement discussing our advisory services and fees is available for review upon request. Please Note: Fee-Based services. The Registrant provides investment advisory services
on a fee basis. The Registrant does not receive any transaction/commission-based compensation for its investment advisory services. Rather, its only compensation is derived from fees paid to it by its clients as
discussed on Part 2A of its written disclosure statement. However, because the Registrant is now affiliated with Valicenti Insurance, a NY insurance agency that is licensed to offer insurance products on a
commission compensation basis, the Registrant cannot hold itself out as a "fee-only" advisory firm.




