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The Market Monitor is provided for general information purposes only.  It does not constitute an offer to sell or a solicitation 

to buy a security, and is not an offer to provide any specific investment advice. Past performance is not a guarantee of future 

performance. It is not possible to invest directly in an index. Subscribers of the newsletter must take into account their person-

al financial situation, including financial needs and tolerance for risk, when making investment decisions.  Always reference a 

fund’s prospectus before buying any mutual fund or ETF. Most data and charts are provided by FastTrack (www.fasttrack.net) 

or www.stockcharts.com.  Questions about this newsletter can be addressed to Robert Bernstein at 858-367-5200 or 

rob@rgbcapitalgroup.com.  

The Market Monitor newsletter is intended for individual investors with a desire to manage the conflicting goals of managing 

risk and earning a fair return by providing a unique perspective of general market conditions. 

I have made a few adjustments to the Market Monitor this month. While the changes are not major, I 

believe the adjustments will help communicate a clearer message.  The report is now broken down into 

two primary sections: 1) Stock Market Environment and 2) Bond/Income Environment.   

The Stock Market Environment is intended to provide an overall feel for the state of the equity 

markets.  My assessment includes a review of the primary cycles (secular and cyclical), the technical 

environment (including price trends and momentum), the fundamentals of the market (economic, 

earnings, monetary, inflation and valuation) and a newly added credit conditions section.  Credit 

conditions are based primarily on the state of the high-yield market (i.e. junk bond indicator), which is 

one of the best indicators of overall risk that I have found.  

The Bond/Income Environment is intended to provide an overview of the economic and interest rate 

sensitive bond and income groups that I follow.  The bond/income groups tend to be less volatile but at 

times can provide extremely good risk-adjusted returns which can be beneficial to conservative 

investors as well as more aggressive investors looking to manage overall portfolio volatility.   

I will continue to adjust this report until such time that I feel that I am able to communicate a clear, 

concise message about the state of the markets.  As I don’t think we are at that point yet, expect 

further adjustments in the future.  One addition I plan to make is to add an overall portfolio allocation 

based on the status of the stock and bond/income environments.  I hope to have this available within 

the next month or two.  Now on to the markets… 

The stock market continues to trend up.  I believe that much of this has to do with the 180 degree turn 

by the Federal Reserve who, last December, communicated that they were on autopilot to continue to 

raise rates to a message of being patient and data dependent.  According to www.investing.com, there 

is an 88.6% chance that the Federal Reserve will leave rates at the current level through October 2019.  

A big change from the anticipated 3 to 4 rate hikes during 2019 the Fed projected just last December. 

In addition, positive news regarding a budget deal that would prevent another government shutdown 

and progress in the US-China trade talks have stocks and all bond groups trending higher.  This is a 

broad based rally and is showing no signs of fading.  

http://www.fasttrack.net
http://www.stockcharts.com
mailto:rob@rgbcapitalgroup.com
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The RGB Stock Market Scorecard is designed to provide a concise summary of the overall ‘state of the mar-

ket’ based upon technical, fundamental and credit indicators.  The technical indicators (trend, momentum, 

mean reversion, and sentiment) tell us how the market is performing over short-, intermediate– and long-

term time frames.  The fundamental models tell us how the market should be performing.   Using multiple 

indicators provides a weight of the evidence approach to understanding the market. 

Summary:   The Stock Market Scorecard remains in a healthy state.  The primary changes from last month 

include improvement in the intermediate-term price trend, while our early warning and investor sentiment 

indicators are starting to flash some cautionary signs that the recent uptrend is a bit extended.    

Stock Market Environment 
 Stock Market Scorecard 
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The stock market tends to move in cycles that We study market cycles to understand the predominate trends of the 
markets.   

 Secular Cycle—Secular (long-term) bull markets are defined by above average returns over an extended period of 
time.  Secular bear markets are defined by long-term periods of flat or declining prices (i.e. below average returns). 
Secular cycles tend to last from 5 to 25 years. 

 Cyclical Cycle—Cyclical bull and bear markets are shorter trends within the context of secular (long-term) trend.  
There can be several cyclical bull and bear markets within a secular bull/bear market.  For purposes of this report 
we will define a cyclical bull market as a rise of 30% over 50 calendar days or a rise of 13% after 155 calendar days. 
A cyclical bear market is a 30% decline over 50 calendar days or a 13% decline after 145 days.  

While we don’t make investment decisions based on secular and cyclical cycles, it is helpful to evaluate current market 
market conditions within context of the predominate trend. 

 

Secular Cycle: The primary, long-term trend of 

the market remains up.  The secular bull market 

started in 2009 at the conclusion of the Financial 

Crisis and remains in tact. 

 

Cyclical Cycle: The primary cyclical trend of the 

market remains up.  While volatility picked up at 

the end of 2018 it did not meet our criteria for a 

cyclical bear market.   

S&P 500—Weekly Chart 

10-Week, 30-Week, 55-Week Moving Average 

Stock Market Environment 
Cycle Analysis 

S&P 500 w/ 200-day moving average 

20-Year Chart 

S&P 500 w/ 200-day moving average 

10-Year Chart 

Secular Bear Market 
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On a short-term basis, the S&P 500 is in a strong 

uptrend. The index is trending up above its 5-day, 

10-day and 39-day moving averages. All of the mov-

ing averages have now bottomed after the late 

2018 decline and are rising again. 

 

The intermediate-term trend of the market has 

turned up.  The S&P 500 Index (weekly chart) is 

trending up above its 10-week, 30-week and 55-

week moving averages.  The 10-week moving aver-

age has turned up definitively while the 30-week 

and 55-week moving averages are starting to turn 

up. 

 

The long-term trend of the S&P 500 is considered 

to be in a downtrend as the 50-day moving average 

is below the 200-day moving average.  However, 

while still considered negative, the long-term trend 

has improved considerably.  If the current short-

term trend continues, the 50-day moving average 

will soon be back above the 200-day moving aver-

age. 

Merrill Lynch High-Yield Master II Index 

With 50-Day Moving Average 

S&P 500 Composite Index (Daily) 

One-Year Chart 

S&P 500—Weekly Chart 

10-Week, 30-Week, 55-Week Moving Average 

Signal              Indicator          Historical Return 

Stock Market Environment 
Trend Analysis—One Year Charts 

S&P 500—Daily Chart 

5-Day, 10-Day, 39-Day Moving Average 

S&P 500—Daily Chart 

50-Day, 200-Day, Moving Average 
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Momentum across all time frames is now positive.  With the rally off the December 24th low continuing to 

climb higher, short-term momentum remains strong.  Last month, the intermediate- and long-term momen-

tum models were negative, but have now moved into positive territory this month.  Both the intermediate- 

and long-term momentum models are driven by the technical health of 157 sub-industry groups.  With 73% 

of the sub-industry groups currently positive and rising, it is a positive sign for the market as a whole.  

Historical analysis by NDR indicates that if 79% or more of the sub-industry groups turn positive and the 

direction of the trend is increasing, as it is now, the historical, annualized return goes from 13.4% to over 

33%! 

 

 

 

 

 

The overbought/oversold and mean reversion indicators are starting to signal that the current rally may be a 

bit extended.  This is a shift from last month’s report where both the intermediate- and long-term indicators 

were both positive.  

The short-term overbought/oversold signal is based on the stochastics of the daily S&P 500 Index (see chart 

next page).  Stochastics is a bound, price momentum oscillator.  For our short-term indicator we use a 14-

day lookback period.  When the stochastics rises above 80, as it is now, it is neutral.  However, a drop below 

80 would create a negative reading. 

The intermediate-term overbought/oversold indicator is based on a 40-day RSI of the NYSE Index (see chart 

next page).  The indicator is at 55 and within the neutral band.  For the model to trigger a negative reading, it 

would have to rise above 60 and then reverse.  Waiting for a reversal is important as the market can remain 

overbought for an extended period of time. 

While the market can remain overbought for a while, it is unlikely to remain overbought for an extended 

period of time.  It wouldn’t be surprising to see the market pull back, or trend sideways, in the not too 

distant future. 

Stock Market Environment 
Momentum / Early Warning 

Signal              Indicator           Historical Return 

Signal              Indicator           Historical Return 
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Early Warning/Mean Reversion Analysis (continued) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Both short-term and intermediate-term overbought conditions are neutral. 

 

 

 

 

 

The investor sentiment models are also flashing a warning sign.  Last month, all three models were indicating 

a positive market environment.  With the continuation of the rally over the last month, it isn’t too surprising 

that we are starting to see some red flashing with these indicators.   

Similar to the overbought/oversold indicators, the sentiment models are indicating an increased likelihood 

of a pull-back, or at least a sideways trend, over the short-term.  However, based on the positive momentum 

we are seeing in the market, any pull back could be a buying opportunity. 

Stock Market Environment 
Early Warning / Sentiment 

S&P 500 Composite Index 

One-Year Chart 

Stochastics %K(14) %D(3) 

Signal              Indicator           Historical Return 

NYSE 

One-Year Chart 

RSI (40) 

Short-Term Overbought/Oversold Intermediate-Term Overbought/Oversold 
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The fundamental models help us understand the overall state of the economy.  Since fundamentals drive the 

stock market, these models help us understand what the market should be doing.  Although a strong 

economy is generally good for the stock market, that isn’t always the case.  Sometimes good economic news 

is bad for the stock market.  

 

 

The economic model attempts to reflect the overall health of the economy.  The model deteriorated in 

late 2018 but has since been trending up.   

 

 

The earnings model is based on a 6-week moving average of the S&P 500 Earnings Per Share.  The 

indicator continues to climb higher indicating solid corporate earnings. 

 

 

The monetary model is comprised of two different monetary models that include over 22 monetary 

indicators including money supply and interest rates.  Monetary conditions fell in late 2018 but have 

recovered during the first part of 2019 and continues to move in a positive direction. 

 

 

The inflation model is designed to identify cyclical changes in the rate of inflation.  The model consists of 

22 individual indicators primarily measuring various rates of change on such indicators as commodity 

prices, the Consumer Price Index, producer prices and industrial production.  The model is indicating that 

there is very little inflationary pressures in the current environment. 

 

 

The valuation model provided by Ned Davis Research indicates that stocks are neither expensive or 

cheap and are near long-term norms.   

 

 

Stock Market Environment 
Fundamental Analysis 

Signal              Indicator           Historical Return 
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Summary:  The junk bond indicator is indicating a positive market environment.  Junk bonds are trending up above 

their 50-day moving average and both yields and spreads are declining.  While treasuries are continuing to trend up, 

they are trending up at a pace that indicates that the flight to safety seen in late 2018 has subsided. 

Merrill Lynch High-Yield Master II Index 

With 50-Day Moving Average 

Merrill Lynch Long-Term Treasury Index 

With 50-Day Moving Average 

Junk bonds are one of the best indicators of overall market sentiment.  When risk rises, junk bond prices fall as inves-
tors demand a higher yield to compensate them for the additional risk (remember bond prices fall as yields rise).  
When risk subsides, junk bond yields tend to fall given more favorable market conditions (i.e. lower risk).  Falling yields 
drive junk bond prices higher.  As junk bonds generally trend in the same direction as stocks, following the trend of 
junk bonds provides a good overall indicator for the equity markets.  Assessing junk bonds in conjunction with US 
Treasuries gives us a reasonable clue to the overall risk in the market. 

 

Junk bonds are in a strong uptrend and are firmly 

above their 50-day moving average. 

 

Long-term treasuries continue to rise, but the rate 

of increase has slowed from the pace at the end of 

2018.    

 
Not surprisingly, yields and spreads spiked during 

the last quarter of 2018 but have since retreated 

providing an indication that risk has subsided.  The 

current yield and spreads on the Merrill Lynch High 

Yield Master II Index are 6.8% and 4.3%, respective-

ly.  A continuation of the decline in yields and 

spreads would support rising junk bond prices 

which is a good indicator for both junk bonds and 

stocks. 

9% 

10% 

High Yield—Yields 

High Yield—Spreads 

Stock Market Environment 
Credit Conditions Analysis 
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Both interest rate sensitive and economic sensitive bond / income groups are in 

uptrends and trending above their 50-day moving average.  However, the best risk

-adjusted returns are currently provided by the economic sensitive groups 

including BD03—Floating Rate Bonds, BD04—Junk Bonds, BD08—Emerging 

Market Debt and BD10—Preferred Securities.  There are many great opportunities 

for investors who want to manage volatility in their portfolio while still earning a 

reasonable return.     

The following charts represent 10 groups that encompass a large portion of the bond / income environment.  Each group is 

the average of 10 large mutual funds and is plotted with its 50-day moving average to help us visualize the trend. 

BD01—US Treasuries BD02—Corporate Bonds BD03—Floating Rate Bonds 

BD04—Junk Bonds BD05—Muni Bonds BD06—High-Yield Muni Bonds 

BD07— Mortgage Backed Securities 
BD08— Emerging Market Debt BD09— Inflation Protected Bonds 

BD10— Preferred Securities 

Uptrend 

Uptrend 

Uptrend 

Uptrend 

Uptrend 

Uptrend 

Uptrend 

Uptrend 

Uptrend 

Bond / Income Environment 
Overall Assessment 

Uptrend 


