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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 TC2000 (www.worden.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. 

Indicator Assessment 

Business Cycle: Stage IV Bonds:  - 
Stocks:  + 
Commodities: + 

Long-Term Breadth + 

Short-Term Breadth ? 

Junk bond Indicator  

Market Indices ? 

The market continues to consolidate after the February ‘mini meltdown’.  Volatility has spiked compared to the volatility 

levels we experienced last year and overall risk remains slightly elevated.  One of the problems with the current market is 

that it is providing some mixed signals.  On one hand, some of the stocks that tend to outperform during bull markets are 

doing just that...outperforming.  Growth stocks are outpacing value stocks.  Consumer discretionary stocks are 

outperforming consumer staples.  And most recently, small-cap stocks are outperforming large-cap stocks.  (I discuss more 

about these relationships on page 8.)  All of these are indicators of a willingness by investors to take on more risk. 

On the other hand, many of the market indicators that I track in the Market Monitor have improved but are still 

questionable.  Short-term market breadth is improving but hasn’t turned positive yet.  The junk bond index is clearly 

negative.  The major market indices, with the exception of growth and technology stocks, have stabilized but have not 

recovered the losses experienced during the ‘mini meltdown’ in February. A breakout to new highs in the major indices 

would be a positive indicator that the bull market has further to go.   

Some of the concerns that sparked the recent volatility appear to be subsiding. Recent readings on the economy, including 

wage growth and retail sales, have put inflation concerns to the 

sidelines for the time being.  As a result, concerns about an 

overly aggressive Fed have also been pushed back.  Fears of 

trade wars are still lingering a bit, but have subsided.   

The stock market tends to be forward looking and can top in 

advance of a peak in the economy.  Therefore it is important to 

continuously monitor and adjust your stops.  The only way I 

know how to prevent large, undesirable drawdowns is to act on 

your stops when they are triggered.  I believe the market will 

likely resolve itself to the upside for another run at new highs.  

However, the market doesn’t care about what I think.   If the 

market turns down, it is important to have your stops in place to 

limit drawdowns within your tolerance for risk.     

Summary Assessment 

http://www.fasttrack.net
http://www.worden.com
mailto:rob@rgbcapitalgroup.com
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The chart above is a ‘percent off all-time high’ chart of four economic indicators:  1) Nonfarm Employment, 2) Industri-

al Production, 3) Real Retail Sales and 4) Real Personal Income.  The charts show new highs as zero and the cumulative 

percent declines of months that aren’t new highs.  The purpose of this type of chart is to help us visualize declines 

more clearly and compare the depth of declines across time.  The shaded areas represent the last two official reces-

sions and I have added red arrows to mark the business cycle peak and green arrows to indicate the business cycle 

troughs. 

By studying how these indicators behaved during previous recessions we can understand what we might expect at the 

beginning of the next recession.  While Industrial Production and Retail Sales started to decline prior to each of the last 

two recessions, Nonfarm Employment and Real Personal Income lagged.  In the current environment three of the four 

indicators are at or near all-time highs.  Retail sales is starting to fall and is 1% below its peak.  I don’t think we are at a 

peak yet, however, this chart may help us identify the next peak in the business cycle. 

The business cycle is defined as alternating periods of expansion and recession.  The purpose of reviewing the business 

cycle is to attempt to understand the macro-economic environment.  This provides us clues as to how the broad asset 

categories (stocks, bonds and commodities) may perform.  There are many charts available to help us monitor the 

business cycle.  This month I want to look at a chart published by Doug Short with Advisor Perspectives. 

Summary: We are in the later stages of the expansion phase of the business cycle as evi-

denced by the length of time since the last official recession.  Although I have not shown the 

charts this month, bonds continue to trend down while stocks and commodities are rising.   

Stage IV 

Bonds   - 
Stocks  + 

Commodities + 

Economic (Business) Cycle 



 

© Robert Bernstein—All Rights Reserved Page 3  Report produced with data through 3/14/2018 

 

The long-term trend of the New York Stock Ex-

change remains up.  Although the index is below its 

50-day moving average, it remains above its up 

trending 200-day moving average.   

 

The McClellan Summation Index has bottomed and 

is now trending up.  This is an indication that there 

is increased participation in the market that is not 

yet evidenced in the index (a bullish divergence).   

 

The Cumulative New High / New Low Indicator has 

also bounced.  This is also an indication that the 

selloff in February was simply a correction in an 

ongoing bull market. 

 

The percentage of stocks trending above their 200-

day moving average has recovered from the Febru-

ary decline and is currently sitting at the neutral 

50% level.   

Summary:  Long-term market breadth is improving.  There are bullish indications in the 

breadth indicators that are not yet apparent in the NYSE Index (price).  If the indicators contin-

ue to improve, I would expect to see continued improvement in the price line as well.  The 

longer-term breadth metrics are positive. 

Long-Term Market 
Breadth 

+ 

Long-Term Market Breadth 
One-Year Charts 
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The short-term trend of the New York Stock Ex-

change is sideways and the index remains below 

the all-time high set at the end of January.  

 

The Advance / Decline Line has outpaced the index 

and is close to its January high.  This is considered a 

bullish divergence and a positive indication that 

more stocks are advancing than declining. 

 

The McClellan Oscillator is neither overbought nor 

oversold currently.  Although the indicator reached 

a slightly overbought state recently, it has pulled 

back within the normal range of +100 to –100.  

Near-term market activity is unlikely to be driven 

by an overbought or oversold condition. 

 

The percentage of stocks trending above their 40-

day moving average (an indication of short-term 

trend) is approximately 46%.  Anything below 50% 

is considered bearish.   

Summary:  Short-term market breadth has improved but not to the extent that I would call 

bullish.  The most promising indication of short-term breadth is the positive (bullish) diver-

gence between the Advance / Decline Line and the Index.  If the environment has improved, 

we should see positive momentum in the other indicators over the near term. 

Short-Term Market 
Breadth 

? 

Short-Term Market Breadth 
One-Year Charts 

+100 

-100 

Overbought 

Oversold 
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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. 

There are four general configurations for junk bonds and US Treasuries: 

 Junk bonds rising, Treasuries falling – Generally a positive market environment. 
 Junk bonds rising, Treasuries rising – Generally a positive market environment. 
 Junk bonds falling, Treasuries falling – Generally an uncertain market environment. 
 Junk bonds falling, Treasuries rising – Generally a negative market environment, especially if Treasuries are 

surging higher.  

 

The Merrill Lynch High-Yield Master II Index re-

mains in a downtrend.  It is trending below its’ de-

clining 50-day moving average.  As long as junk 

bonds are declining, caution is warranted. 

 

The Merrill Lynch Long-Term Treasury Index has 

been in decline since late 2017.  Typically during 

times of increased market volatility, investors flee 

to the safety of US Treasuries.  That didn’t happen 

during the February sell-off as Treasury prices con-

tinued to decline.  However, that has changed over 

the last two weeks as bond prices are starting to 

rise and the rate of increase is accelerating.  

Summary:  Junk bonds are trending down and US Treasury prices are starting to rise.  The 

junk bond indicator is negative. 

Junk Bond Indicator 

 

Junk Bond Indicator 
One-Year Charts 

Merrill Lynch High-Yield Master II Index 

With 50-day moving average 

Merrill Lynch Long-Term Treasury Index 

With 50-day moving average 
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One observation from the chart above is the relative outperformance of growth and technology stocks.  This has been 

a theme over the last year and continues in the current market environment.  The Nasdaq is the only index above that 

has recovered the losses incurred in February. 

Another observation is the increase in volatility from last year to this year.  After experiencing an extremely low volatil-

ity market over the last six months of 2017 and the first month of 2018, market volatility has increased dramatically 

over the last six weeks.  The chart below compares the volatility before February (marked by a dashed line in the chart 

above) to the volatility since February. 

 

 

 

 

 

Tracking the major indices allows us to understand how the broad market is performing.  Although there is no perfect 

market index, we can track multiple indices to help us understand the trend (either up, down or sideways).  In addi-

tion, by studying the behavior of different indices we can attempt to identify any biases in the market (i.e. capitaliza-

tion bias, style bias, etc.).    

Summary: The major indices are in short-term uptrends but only the Nasdaq has recovered 

the losses from the February sell off.  The increase in volatility, although not surprising, is a bit 

worrisome.  Until the majority of the major indices exceed their late January highs, I believe 

some caution is warranted. 

Market Indices 

? 

Market Indices 
One-Year Charts 

S&P 500 Composite Index 

S&P 400 Index 

S&P 600 Index 

Nasdaq Composite Index 

Index Volatility 
3/13/17—1/31/18 

Volatility 
1/31/18—3/14/18 

Increase in Volatility Segment 

S&P 500  Composite Index 2.03% 6.75% ~3.3x Large-cap Stocks 

S&P 400 Index 2.71% 5.98% ~2.2x Mid-cap Stocks 

S&P 600 Index 3.48% 6.15% ~1.8x Small-cap Stocks 

Nasdaq Composite Index Growth & Technology 2.93% 6.97% ~2.4x 



 

© Robert Bernstein—All Rights Reserved Page 7  Report produced with data through 3/14/2018 

The market watch list is comprised of equally weighted groups of ETFs and mutual funds representing each sector/group.  You cannot invest di-

rectly into one of the market watch list components.  

The market watch list is sorted first by Ulcer Performance Index (UPI), a measure of risk adjusted return, and then by Maximum Drawdown 

(MDD) for the calculation period.  Negative UPI values are set to zero.  Recent Rank indicates how sectors rank (based on a UPI / MDD ranking) 

for the Recent Rank time period.  Sectors with the largest positive change (moved up 10 spots or more) are highlighted in green and indicate 

sectors with increasing momentum.  Sectors with largest negative change in ranking (moved down 10 spots or more) are highlighted in red, indi-

cating sectors with diminishing momentum.   

Market Watch List 
Calculation Period: 3/14/2017—3/14/2018 

Recent Rank: 2/15/2018—3/14/2018 

Rank Ticker Name 
Period 
Return 

Annualized  
Return  UI   UPI  

Maximum 
Drawdown Recent Rank 

1 EQ01  AEROSPACE/DEFENSE 33.13% 33.13%           1.59          20.50  -7.67% 30 

2 EQ12  TECHNOLOGY 35.63% 35.63%           1.92          18.21  -9.84% 1 

3 BD03  FLOATING RATE BONDS 3.75% 3.75%           0.18          17.85  -0.47% 2 

4 BD10  PREFERRED SECURITIES 6.82% 6.82%           0.48          12.98  -1.76% 4 

5 EQ19  STYLE GROWTH 23.90% 23.90%           1.90          12.25  -9.77% 5 

6 FR05  FOREIGN - EMERGING MARKET 28.43% 28.43%           2.29          12.14  -10.81% 34 

7 FR06  FOREIGN - INTERNATIONAL SMALL CAP 25.90% 25.90%           2.22          11.38  -10.05% 16 

8 FR03  FOREIGN - ASIA PACIFIC (EX-JAPAN) 24.47% 24.47%           2.11          11.29  -10.03% 19 

9 BD06  HIGH YIELD MUNICIPAL BONDS 5.71% 5.71%           0.49          10.31  -1.25% 17 

10 EQ08  INDUSTRIALS 19.81% 19.81%           1.95            9.86  -8.06% 33 

11 FR02  FOREIGN - EUROPE 23.68% 23.68%           2.43            9.49  -9.05% 32 

12 EQ16  CAP LARGE 18.74% 18.74%           1.96            9.22  -10.05% 18 

13 BD04  JUNK BONDS 5.73% 5.73%           0.60            8.59  -2.09% 28 

14 EQ05  CONSUMER DISCRECTIONARY 19.51% 19.51%           2.21            8.53  -7.93% 31 

15 FR01  FOREIGN - JAPAN 18.95% 18.95%           2.52            7.26  -9.58% 21 

16 CO03  COMMODITY METALS 24.03% 24.03%           3.26            7.18  -8.58% 39 

17 BD08  EMERGING MARKET DEBT 8.12% 8.12%           1.07            6.98  -2.84% 10 

18 EQ17  CAP MID 15.91% 15.91%           2.30            6.64  -9.76% 11 

19 EQ10  MATERIALS 17.68% 17.68%           2.67            6.40  -11.19% 35 

20 EQ18  CAP SMALL 16.57% 16.57%           2.61            6.10  -9.24% 6 

21 EQ02  BANKING / FINANCIALS 17.53% 17.53%           2.83            5.98  -8.82% 24 

22 EQ14  TRANSPORTATION 19.13% 19.13%           3.22            5.75  -10.54% 38 

23 EQ03  BIOTECHNOLOGY 26.74% 26.74%           4.68            5.59  -12.02% 7 

24 EQ07  HEALTHCARE 15.38% 15.38%           2.98            4.95  -11.13% 13 

25 EQ04  CONSTRUCTION 15.75% 15.75%           3.77            4.01  -13.90% 40 

26 BD05  MUNICIPAL BONDS 3.54% 3.54%           0.75            3.91  -2.00% 26 

27 EQ20  STYLE VALUE 10.55% 10.55%           2.58            3.84  -9.79% 23 

28 EQ09  INSURANCE 9.70% 9.70%           2.70            3.37  -9.75% 22 

29 BD02  CORPORATE BONDS 3.06% 3.06%           0.81            3.00  -2.52% 27 

30 CO02  COMMODITY GENERAL 5.92% 5.92%           3.38            1.57  -8.21% 29 

31 BD09  INFLATION PROTECTED BONDS 1.57% 1.57%           1.03            0.92  -2.50% 3 

32 EQ13  TELECOMMUNICATION 3.31% 3.31%           3.02            0.89  -8.15% 25 

33 CO04  COMMODITIES PRECIOUS METALS 5.60% 5.60%           5.69            0.87  -11.10% 37 

34 BD01  US TREASURIES 1.78% 1.78%           1.58            0.73  -4.24% 9 

35 EQ06  CONSUMER STAPLES 2.54% 2.54%           3.26            0.59  -8.53% 36 

36 EQ15  UTILITIES 2.67% 2.67%           4.68            0.44  -14.07% 15 

37 BD07  MORTGAGE-BACKED SECURITIES 0.74% 0.74%           0.93            0.13  -2.63% 12 

38 EQ11  REAL ESTATE 1.11% 1.11%           4.07            0.12  -13.07% 14 

39 CO01  COMMODITY AGRICULTURE -1.45% -1.45%           5.31                 -    -10.05% 8 

40 CO05  COMMODITY ENERGY -1.76% -1.76%         10.15                 -    -18.49% 20 
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During strong market uptrends small-cap stocks 

tend to outperform large-cap stocks as investors 

seek the higher returns of the smaller, riskier 

stocks.  That hasn’t been the case until just recent-

ly.  Small-cap stocks have outperformed large cap 

stocks, as is evidenced in the relative strength line 

in the bottom portion of this chart. 

 

Likewise, Consumer Discretionary stocks tend to 

outpace Consumer Stapes during strong economic 

times.  This has been a strong trend since last Sep-

tember. 

 

When growth stocks do well vs. value stocks, it 

tends to be an indicator that the economy is grow-

ing.  Growth stocks tend to have higher price-to-

earnings ratios as investors have expectations for 

higher sales and profits in the future.  Growth has 

outperformed value consistently during 2018.   

Market Watch List—Selected Charts 
One-Year Charts 

Small Cap (EQ18) vs. Large Cap (EQ16) 

Consumer Discretionary (EQ05) vs. Consumer Staples (EQ06) 

Growth (EQ19 ) vs. Value (EQ20) 
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The bond portion of the market watch list is providing some mixed signals.  While 

some bonds appear to be stabilizing (i.e. BD01—US Treasuries, BD02—Corporate 

Bonds, BD10—Preferred Securities) other groups continue to struggle.  In 

particular BD04—Junk Bonds and BD05—Muni Bonds continue to trend down. 

The one exception to the recent bond sell off is BD03—Floating Rate Bonds that 

has continued to trend up.  Although the trend has been a low volatility trend, 

there is limited upside potential with Floating Rate Bonds currently.    

The following charts are the 10 bond and income groups included in the Market Watch List.  These can be broken into two 

groups:  1) Interest rate sensitive bonds and 2) economic sensitive bonds. With a few exceptions, most bonds in both groups 

have been performing poorly.   

Market Watch List—Selected Charts 

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 


