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Focus on Lagging, Not Leading Economic Indicators 
While sentiment towards equities has improved following the 
September rally, many of our clients that we met last week in Toronto 
remain nervous on the US economy due to the continued deterioration 
in leading economic indicators. However, during mid-cycle slowdowns, 
the lagging indicator is what matters. The data released last week 
showed a third monthly rise, supporting our view that the back-end of 
the US economy is recovering, hence, our buy-on-dips equity strategy.   
As we mentioned in our July 23 Incubator, while the leading economic 
indicator is useful in recessions or late in the economic cycle to gauge 
economic turning points, the lagging indicator, which represents the back-
end of the economy (see components next page), is the key economic 
variable to monitor during mid-cycle slowdowns. This is because as a 
composite, the lagging indicator measures the ability/potential for the 
economy to grow on its own, in other words, grow stimulus-free!  
Unsurprisingly, for stock market turning points through mid-cycle slowdowns, 
our quantitative work shows that the ratio of the US lagging-to-coincident 
indicator, as opposed to the leading indicator, is the key variable to watch. 
Indeed, when looking at past mid-cycle slowdowns in 1984, 1994 and 2004 
(Exhibit 1, panels 2, 3 and 4) history shows that once the lagging indicator 
starts growing faster than the coincident indicator (red boxes on the chart), 
this means that economic growth has become self-sustaining and that 
equities are ready to move into a higher trading range. In 2004, Exhibit 2 next 
page shows that had investors waited for growth in the US leading indicator 
to resume before buying equities, they would have missed most of the 2004-
2007 cyclical bull market. The buy signal came from the lagging indicator. 
Last week, the Conference Board released the August statistics for the US 
lagging indicator (+0.2% MoM) and for the third consecutive month, the 
indicator expanded and outpaced the coincident indicator (flat MoM). While 
the lagging-to-coincident ratio is still contracting (-3.6% YoY), the pace of 
improvement suggests that the ratio will expand late this year or early next, 
making the length of the ongoing “time” correction comparable with those 
seen in 1984, 1994 and 2004, that is 67, 54, and 36 weeks. 
Bottom line: In mid-cycle economic slowdowns, investors should focus on 
the US lagging, not leading economic indicator! US equities are likely to grind 
higher and test the upper band of a wide range (S&P 500 1040-1220) as long 
as the ratio of the lagging-to-coincident indicator recovers. However, only an 
expansion in this ratio should catapult the S&P 500 into a higher price range. 
We see this positive resolution late this year or early next. Buy the dips! 

Exhibit 1 
S&P 500: KEEP AN EYE ON THE LAGGING/COINCIDENT INDICATORS' RATIO
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Exhibit 2 

US ECONOMY: FOCUS ON LAGGING NOT LEADING INDICATORS
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The Components  
Below is a list of the seven components of the Composite Index of Lagging Indicators, according to the 
board's Business Cycle Indicators.  

• Average duration of unemployment – This series measures the average duration (in weeks) 
that individuals counted as unemployed have been out of work. Because this series tends to be higher 
during recessions and lower during expansions, it is inverted when it is included in the lagging index (i.e., 
the signs of the month-to-month changes are reversed). Decreases in the average duration of 
unemployment invariably occur after an expansion gains strength and the sharpest increases tend to 
occur after a recession has begun. 
• Ratio, manufacturing and trade inventories to sales (in 1996 dollars) – The ratio of inventories 
to sales is a popular gauge of business conditions for individual firms, entire industries, and the whole 
economy. This series is calculated by the Bureau of Economic Analysis using inventory and sales data 
for manufacturing, wholesale, and retail businesses (in inflation- and seasonally-adjusted form) based on 
data collected by the Bureau of the Census. Because inventories tend to increase when the economy 
slows and sales fail to meet projections, the ratio typically reaches its cyclical peaks in the middle of a 
recession. It also tends to decline at the beginning of an expansion as firms meet their sales demand 
from excess inventories. 
• Change in labor cost per unit of output, manufacturing – This series measures the rate of 
change in an index that rises when labor costs for manufacturing firms rise faster than their production 
(and vice-versa). The index is constructed by The Conference Board from various components, 
including seasonally adjusted data on employee compensation in manufacturing (wages and salaries 
plus supplements) from the BEA, and seasonally adjusted data on industrial production in manufacturing 
from the Board of Governors of the Federal Reserve System. Because monthly percent changes in this 
series are extremely erratic, percent changes in labor costs are calculated over a six-month span. 
Cyclical peaks in the six-month annualized rate of change typically occur during recessions, as output 
declines faster than labor costs despite layoffs of production workers. Troughs in the series are much 
more difficult to determine and characterize. 
• Average prime rate charged by banks – Although the prime rate is considered the benchmark 
that banks use to establish their interest rates for different types of loans, changes tend to lag behind the 
movements of general economic activities. The monthly data are compiled by the Board of Governors of 
the Federal Reserve System. 
• Commercial and industrial loans outstanding (in 1996 dollars) – This series measures the 
volume of business loans held by banks and commercial paper issued by nonfinancial companies. The 
underlying data are compiled by the Board of Governors of the Federal Reserve System. The 
Conference Board makes price level adjustments using the same deflator (based on Personal 
Consumption Expenditures data) used to deflate the money supply series in the leading index. The 
series tends to peak after an expansion peaks because declining profits usually increase the demand for 
loans. Troughs are typically seen more than a year after the recession ends. (Users should note that 
there is a major discontinuity in January 1988, due to a change in the source data; the composite index 
calculations are adjusted for this fact.) 
• Ratio, consumer installment credit outstanding to personal income – This series measures 
the relationship between consumer debt and income. Consumer installment credit outstanding is 
compiled by the Board of Governors of the Federal Reserve System and personal income data is from 
the Bureau of Economic Analysis. Because consumers tend to hold off personal borrowing until months 
after a recession ends, this ratio typically shows a trough after personal income has risen for a year or 
longer. Lags between peaks in the ratio and peaks in the general economy are much more variable. 
• Change in Consumer Price Index for services – This series is compiled by the Bureau of Labor 
Statistics, and it measures the rates of change in the services component of the Consumer Price Index. 
It is probable that because of recognition lags and other market rigidities, service sector inflation tends to 
increase in the initial months of a recession and to decrease in the initial months of an expansion. 

Source: The Conference Board 
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Disclosures & Disclaimers 
Dundee Securities Corporation is an affiliate of Dundee Corporation, DundeeWealth Inc., and Goodman & Company, 
Investment Counsel Ltd.  
Research Analyst Certification: Each Research Analyst involved in the preparation of this Research Report hereby certifies that: 
(1) the views and recommendations expressed herein accurately reflect his/her personal views about any and all of the securities 
or issuers that are the subject matter of this Research Report; and (2) his/her compensation is not and will not be directly or 
indirectly related to the specific recommendations or views expressed by the Research Analyst in this Research Report.  
U.S. Residents: Dundee Securities Inc. is a U.S. registered broker-dealer and an affiliate of Dundee Securities Corporation. 
Dundee Securities Inc. accepts responsibility for the contents of this Research Report, subject to the terms and limitations as set out 
above. U.S. residents seeking to effect a transaction in any security discussed herein should contact Dundee Securities Inc. directly.  
This Research Report is not an offer to sell or the solicitation of an offer to buy any of the securities discussed herein. The 
information contained in this Research Report is prepared from sources believed to be reliable but Dundee Securities Corporation 
makes no representations or warranties with respect to the accuracy, correctness or completeness of such information. Dundee 
Securities Corporation accepts no liability whatsoever for any loss arising from any use or reliance on this Research Report or the 
information contained herein. Any reproduction in whole or in part of this Research Report without permission is prohibited.  
Dundee Securities Research is distributed by email, website or hard copy. Dissemination of initial reports and any subsequent 
reports is made simultaneously to a pre-determined list of Dundee Securities' Institutional Sales and Trading representative 
clients and Retail Private Client offices. The policy of Dundee Securities with respect to Research reports is available on the 
Internet at www.dundeewealth.com. 
The compensation of each Research Analyst/Associate involved in the preparation of this Research Report is based upon, 
among other things, the overall profitability of Dundee Securities Corporation, which includes the overall profitability of the 
Investment Banking Department.  
© Dundee Securities Corporation 
Note 1: All historical data including financial and operating data on the issuer(s) mentioned in this report come from publicly available 
documents including statutory filings of these issuer(s). Data may also be sourced from Bloomberg, Baseline, Thomson ONE. 
Informal Comments are analysts’ informal comments that are posted on the Dundee website.  They generally pertain to newsflow 
and do not contain any change in analysts' opinion, estimates, rating or target price.  Please refer to formal published research 
reports for valuation methodologies used in determining target prices for companies under coverage.  Please refer to formal 
published research reports for company specific disclosures and analyst specific disclosures for companies under coverage. 
Mineral Exploration Watchlist:  Dundee Securities Corporation has not initiated formal continuing coverage of Mineral Exploration 
Watchlist companies.  The companies will have recommendations and risk ratings as per our regular rating system, see Explanation 
of Recommendations and Risk Ratings for details.  Risk ratings will be either Speculative or Venture.  Speculative Risk rated 
companies are those companies that have published National Instrument 43-101 or JORC compliant resources or reliable historic 
resources and/or economic evaluations (scoping, pre-feasibility or feasibility studies) that could reasonably form the basis of a 
discounted cash flow analysis. Venture Risk rated companies are those companies that are generally at an earlier stage of 
exploration and/or development, where no material resource estimate, historic or compliant, exists.  No price targets will be set for 
Mineral Exploration Watchlist companies as there are limited financial metrics upon which to base a reasonable valuation.  Valuation 
methodologies and models will not be provided for Mineral Exploration Watchlist companies.  Dundee clients should consult their 
investment advisor as to the appropriateness of an investment in the securities mentioned. 
Base Metals & Iron Ore Weekly Dashboard is a compilation of market statistics and media reports that is posted on the Dundee 
website.  The Dashboard does not contain any change in the analyst’s opinion, estimates, ratings or target prices.  Please refer to 
formal published research reports for valuation methodologies used in determining target prices for companies under coverage.  
Please refer to formal published research reports for company specific disclosures and analyst specific disclosures for companies 
under coverage. 
Presentations do not include disclosures that are specific to analysts and specific to companies under coverage.  Please refer to 
formal published research reports for company specific disclosures and analyst specific disclosures for companies under coverage.  
Please refer to formal published research reports for valuation methodologies used in determining target prices for companies under 
coverage. 
Dundee Securities Corporation and its affiliates, in the aggregate, may beneficially own 1% or more of a class of equity securities 
issued by company(ies) discussed in this report. 
Explanation of Recommendations and Risk Ratings 
Valuation methodologies used in determining the 12-month target price(s) for the issuer(s) mentioned in this report are contained in 
current and/or prior research. Target Price N/A: a target price is not available if the analyst deems there are limited financial 
metrics upon which to base a reasonable valuation.  
BUY: total returns expected to be materially better than the overall market with higher return expectations needed for more 
risky securities. NEUTRAL: total returns expected to be in line with the overall market. SELL: total returns expected to be 
materially lower than the overall market. TENDER: the analyst recommends tendering shares to a formal tender offer.  
*Risk Ratings: risk assessment is defined as Medium, High, Speculative or Venture. Medium: securities with reasonable 
liquidity and volatility similar to the market.  High: securities with poor liquidity or high volatility. Speculative: where the 
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company's business or financial risk is high and is difficult to value. Venture: an early stage company where the business or 
financial risk is high, and there are limited financial metrics upon which to base a reasonable valuation.  
Medium and High Risk Ratings Methodology: Medium and High risk ratings are derived using a predetermined methodology 
based on liquidity and volatility. Analysts will have the discretion to raise the risk rating if it is determined a higher risk rating is 
warranted. Securities with poor liquidity or high volatility are considered to be High risk. Liquidity and volatility are measured 
using the following methodology: a) Price Test: All securities with a price <= $3.00 per share are considered high risk for the 
purpose of this test. b) Liquidity Test: This is a two-tiered calculation that looks at the market capitalization and trading 
volumes of a company. Smaller capitalization stocks (<$300MM) are assumed to have less liquidity, and are, therefore, more 
subject to price volatility. In order to avoid discriminating against smaller cap equities that have higher trading volumes, the risk 
rating will consider 12 month average trading volumes and if a company has traded >70% of its total shares outstanding it will 
be considered a liquid stock for the purpose of this test. c) Volatility Test: In this two step process, a stock’s volatility and beta 
are compared against the diversified equity benchmark. Canadian equities are compared against the TSX while U.S. equities 
are compared against the S&P 500. Generally, if the volatility of a stock is 20% greater than its benchmark and the beta of the 
stock is higher than its sector beta, then the security will be considered a high risk security. Otherwise, the security will be 
deemed to be a medium risk security. Periodically, the equity risk ratings will be compared to downside risk metrics such as 
Value at Risk and Semi-Variance and appropriate adjustments may be made. All models used for assessing risk incorporate 
some element of subjectivity. Risk in relation to forecasted price volatility is only one method of assessing the risk of a security 
and actual risk ratings could differ. 
SECURITY ABBREVIATIONS: NVS (non-voting shares); RVS (restricted voting shares); RS (restricted shares); SVS 
(subordinate voting shares).  
Ideas of Interest 
Dundee Securities Corporation from time to time publishes reports on securities for which it does not and may not choose to 
provide continuous research coverage. Such reports are published as Ideas of Interest.  
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