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Signals from the Markets



Soclal Organizations and Economics

Human beings are social creatures and the history of
human beings and the evolution of human civilizations,
vi ewed f r om -petsmectivescgnserns thes 0
development of social organizations and their intrinsic
economics

The facts are straightforward but the analysis is
difficult:

i Human beings require resources to survive and resources from the
surroundings are limited

i For the sake of survival or otherwise, human beings are social
creatures and they conglomerate into various social groups

i The competition for and distribution of scarce resources (i.e. the
economics) play out against how people are actually grouped
together (the social organization)



Types of Social Organizations
...

Anarchy

Each man for himself; Lawless

Monarchy, Feudalism

Power in a few
Controlled re-distribution of resources, overwhelming benefits to those in power
Cradle of civilization T Mesopotamia, comprises kingdoms/empires, 5000 BC

Socialism, Communism

Power dispersed to all (in theory)

Central organization of economic activity

Birth of idea: Karl Marx, The Communist Manifesto, 1848
Death(?) of idea: Collapse of Soviet Union, 1991

Capitalism

Birth of idea: Adam Smith, The Wealth of Nations, 1776
Most countries are organized as capitalisms today
Power dispersed through democracy, the rule of law
Economic activity via market economy




Market Economy
o000 |

Distribution of resources is realized through trade
Trade is realized through exchange of goods

Exchange rate (= price) is determined by demand and
supply forces and expectations

Knowledge concerning demand and supply and future
expectations require information-collection processes
and information-dissemination mechanisms



An organic system spl
o000 |

Trading activities create price signals, dissemination of pricing information
encourage trading activities

With the exchange of resources, the society is able to sustain itself, innovate, and
further develop

Not always smooth
i Great Depression (1930s), Great Recession (2008-20097?)
i Regular bursting of bubbles
i Wars

Theorists theorize
i Milton Friedman i markets should be left alone
i John Maynard Keynes 1 government intervention when necessary helps
i Paul Samuelsoni the middle path

The system sputters oné
i Signals from the real economy
i Signals from the financial markets



US GDP
e

GDP measures grovvth
Growth of the

US GDP in billions uf
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Singapore GDP
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Singapore GDP at current
market prices (in USS millions)
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US Inflation
« 1

General rise in prices. Attributable to increased exchanges in the economy,
which in effect, results from increased rate of (re-)circulation of money.
Increased money supply increases this. Decreased money supply mutes this.

Inflation_eats away the value of monetary assets.
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Singapore Inflation
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US Stock Market
« 1

The Tempest e
Boom and bustéirrational exuberanceémake and break meneé
AThe mar ket is going mad! o0é

Objectively: stock market emits signals i these signals say something about
the economy, peopl esdé6 expectations, herding effect, he
éa complex hodgepodge of factorseé
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Singapore Stock Market
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P/E Ratio
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Here are the recent year end values of the S&P 500 index and the associated P/E as reported !

Contractions &.

Date [ |Index [ P/E [H EPS growth %

2007-12-31|1468.36
2006-12-311418.30
2005-12-311248.29
2004-12-31/1211.92
2003-12-311111.92
2002-12-31|879.62
2001-12-31/1148.08
2000-12-31/1320.28
1999-12-31 1469 25
1998-12-31 1229 23
1997-12-31|970.43
1996-12-31|740.74
1995-12-31|615.93
1994-12-31(459.27
1993-12-31 |466.45
1992-12-31(435.71
1991-12-31 | 417.09
1990-12-31|330.22
1989-12-31|353.40
1988-12-31|277.72

2219
17.40
17.85
2070
2281
31.89
46.50
26.41
30.50
32.60
2443
19.13
18.14
15.01
2131
22 82
26.12
16.47
15.45
11.69

1.4
147
13.0
238
18.8
18.5
-30.8
6.6
16.7
0.6
8.3
i3
18.7
18.0
289
8.1
-14.8
5.9

Def:
PE = Price per share / EPS
EPS = Earning per share

Comment [+

2001 contraction resulting in P/E Peak
Dot-com bubble burst: March 10, 2000

Low P/E due to high recent earnings growth.

July 1990-March 1991 contraction.

Bottom (Black Monday was Oct 19, 1987)

PE ratio is a measure of cheapness of the market?

Source: Wiki
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Rough level at year end

879.73
1447.16
1418.3
1254.42
1213.55
1109.64
879.39
1161.02
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-8.93%
-12.58%
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signal énonet hel

The property market
IS observed to lag the
stock market

Why is this plausible?



ur-Cuarter Price Change
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FHFA HOUSE PRICE INDEX HISTORY FOR USA
Seasonally-Adjusted Price Change Measured in Purchase-Only Index

—&#— Quartery Price Change

US Property Market
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Singapore Property Market
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Source . http://www.redas.com/



