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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. 

My outlook of the equity markets has evolved over the last few years.  When I compare the stock 

market today to the stock market from 30 years ago, there are some significant changes in how the 

market functions.  Market moves that used to take weeks or even months now happen within hours or 

days.  The increase in speed has had a dramatic impact on the investing world. 

I attribute the changes in the speed at which the markets move to the ease at which investors have 

access to information.  Thirty years ago, individual investors had to call up a broker to find out a stock 

price or wait until the next day when it was published in the newspaper.  Now investors have real time 

access to data and charts on their computers or mobile phones.  They no longer have to manually draw 

moving averages on a chart with a pencil but rather have their computer do it for them.  They can even 

place a trade while sitting down for lunch from their cell phone!   

In addition, computer systems that place trades based on pre-defined criteria, known as algorithmic 

and high frequency trading (HFT) systems, have driven market movements at an exceptionally fast 

pace.  HFT systems are designed to place large volumes of trades within fractions of a second. When 

the market gets moving in one direction, these HFT systems appear to intensify the move as they all 

feed off of the same information. 

Combining the speed of the market with an overly accommodative Fed that is ready to accommodate 

the market at any indication of market instability has reduced the effectiveness of some models and 

indicators that investors previously relied on.  Quick selloffs that trigger sell stops are quickly recovered 

in a ‘V-shaped’ bottom.  Instead of bulls and bears struggling for dominance, you have computers all 

working in tandem driving the market (higher or lower) at lightning speed.  As a result , some of the 

models and indicators that investors relied on either no longer work or are much less effective then 

they once were.   

As a result I have adjusted how I look at the market to adjust for the speed at which the market moves.   

(Continued on next page) 
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 I believe investors need to do two things to be successful in today’s fast moving environment.   

1) Extend time frames.  Indicators based on short-time frames, that once worked well, are generally 

creating whipsaws (also known as unprofitable trades).  Extending time frames will reduce the 

whipsaws but will also increase day-to-day volatility.  Make sure you understand your tolerance for 

risk. 

2) Use a Weight of the Evidence approach. Use multiple indicators to reduce your reliance on any 

single indicator.  This has the benefit of minimizing the impact of a singular failure and also provides 

you more conviction when a preponderance of the evidence points in a specific direction. 

In this version of the Market Monitor, I am introducing the RGB Stock Market Scorecard which is 

designed to provide you with a summary of the current state of the market. The scorecard incorporates 

a variety of different indicators that can be used together to assess the market environment. Most of 

the data supporting the scorecard is provided by Ned Davis Research, an institutional investment 

research firm that provides stock market research and analysis to hedge funds, mutual funds, wealth 

managers and other institutions.   

As a result, the format of today’s market monitor has been altered to share the RGB Stock Market 

Scorecard.  On a go forward basis, I will adjust the format of the Market Monitor to include the new 

scorecard along with some of the indicators that have been included in the past.  Although today’s 

version does not include the standard format, I have included the junk bond indicator (one of my 

favorites) at the end of the report.   

I presented this new approach, including support for why adjusting my outlook of the markets is so 

critical, to a sub-group of the San Diego Chapter of the American Association of Individual Investors 

(AAII) this past Saturday.  The presentation was well received and provided the basis for some good 

discussion. If you are part of an investment group and would like me to share these new concepts and 

ideas with your group, please let me know. I would be happy to arrange a time to share them with you 

so you can get the most benefit from this information. 

If you have questions about the RGB Market Scorecard or input into what would be useful to include in 

future version s of the Market Monitor, please let me know. I can be reached at 858-367-5200 or by 

email at rob@rgbcapitalgroup.com. 

I hope you all have an opportunity to spend this holiday season with family and friends.  Wishing you 

an enjoyable holiday and a prosperous New Year. 

Market Monitor 
Version 2018-12 

mailto:rob@rgbcapitalgroup.com


 

© Robert Bernstein—All Rights Reserved Page 3  Report produced with data through 12/12/2018 

 

The RGB Stock Market Scorecard is designed to provide a concise summary of the overall ‘state of the mar-

ket’ based upon both technical and fundamental 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:   While the RGB Capital Group Big Picture Market model continues to indicate that we are in a 

secular (long-term) bull market, the underlining technical and fundamental indicators are less positive.  At 

this time, the Market Scorecard is reflecting that we are experiencing a cyclical (short-term) correction within 

a longer-term bull market.  

RGB Stock Market Scorecard 
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The RGB Big Picture Market Model is designed to provide the status of the primary secular (long-term) trend 

of the market. It is a weight of the evidence model that includes six technical indicators and ten fundamental 

indicators.  Although there is no perfect model, this model has done a good job of identifying the major bear 

markets over the last thirty years.  Despite the current market volatility, it reflects that the current secular 

 

 

 

 

The three trend indicators are designed to reflect the trend of the market on a short-term (0—3 weeks), 

intermediate-term (3 weeks to six months) and a long-term (> 6 months) basis.  While it is not surprising that 

the trend of the market is negative, it is important to note that the long-term trend of the market just 

flipped from positive to negative as the 50-day moving average of the S&P 500 just dropped below the 200-

day moving average this past week reflecting a continued deterioration of the trend of the market.   

 

RGB Stock Market Scorecard 
Detailed Analysis 

S&P 500 Composite Index 

One-Year Chart 

50-Day Moving Average 

200-Day Moving Average 

Signal              Indicator          Historical Return 

Signal              Indicator         Historical Return 
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The short-term momentum model is driven by a trend and breadth confirmation indicator based on the 25-

day moving average of a universe of small-, mid– and large-cap stocks and the 5-day moving average of the 

corresponding Advance Decline Line.  When both are above their respective moving averages the indicator is 

positive;  when both are below their respective moving averages the indicator is negative.  When one is 

above and one below, the indicator is neutral.  This indicator went from positive last week to negative this 

week. 

The intermediate–term momentum model is based on the health of 157 sub-industry groups as defined by 

the Global Industry Classification Standard (GICS).  The health of the industry groups is based on the direc-

tion and rate-of-change of the sub-industry’s price index.  The indicator is positive when 79% of the groups 

are considered healthy, neutral when 56% - 79% are considered healthy and negative when less than 56% of 

the industry groups are considered healthy.  The current reading is 55.8%. 

The long-term momentum model is based on the same 157 sub-industry groups. The indicator is positive 

when the health of the industry groups moves above 56.5% and will remain positive until it crosses below 

45.5%.  When the model turns negative (i.e. falling below 45.5%) it will remain negative until crossing above 

56.5%.    

 

 

 

 

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

tics is a bound, price momentum oscillator.  For our short-term indicator we use a 14-day lookback period.  It 

is currently reflecting an oversold market.  See chart on next page. 

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

indicator is positive when the RSI falls below the 40-level and then reverses.  The indicator is negative when 

the 40-day RSI moves above 60 and then reverses. 

Mean reversion is a concept that reflects a market that has gone too far in one direction.  Think of a rubber 

band that is stretched.  Its natural tendency is to snap back.  Similarly in the stock market, when a market 

move goes too far in one direction, it tends to snap back to its mean.  The mean reversion model is a 

proprietary Ned Davis Research model. 

RGB Stock Market Scorecard 
Detailed Analysis 

Signal              Indicator           Historical Return 

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

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Generally, when Stochastics drops below 20 and then reverses back above, the market tends to trend higher 

working off the oversold condition.  The Stochastics on the S&P 500 recently broke back above 20 (see 

circled area) indicating the potential for a short-term bottom.  

 

 

 

 

Historical analysis indicates that the stock markets best gains come after an environment has become 

extremely negative from a sentiment standpoint.  Conversely, gains are sub-par after sentiment becomes 

extremely positive.   

The sentiment models are proprietary Ned Davis Research models that incorporate many different indicators 

including American Association of Individual Investors, Hulbert Newsletter Stock Sentiment Index, VIX 

Volatility Index, CBOE Put/Call ratios, Rydex Bullish Asset Percentage plus many more.   

The sentiment models are one bright spot in the current market environment.  The current market decline 

appears to be overdone on a short-, intermediate- and long-term basis which bodes well for a rally into the 

end of the year.  

RGB Stock Market Scorecard 
Detailed Analysis 

Signal              Indicator           Historical Return 

S&P 500 Composite Index 

Six-Month Chart 

Stochastics %K(14) %D(3) 
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Fundamental Analysis 

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 is currently 

positive but not by much. 

 

 

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

per share appear to be strong with the moving average slightly below its recent peak. 

 

 

The monetary model is comprised of two different monetary models that includes money supply and 

interest rates.  Both models are negative resulting in an overall negative reading.   

 

 

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 of such indicators as commodity 

prices, the Consumer Price Index, producer prices and industrial production.  The model currently 

reflects neither high or low inflationary pressures. 

 

 

The valuation model is comprised of two Ned Davis Research valuation models.  The models include 

readings on S&P 500 Price-to-Earnings GAAP Ratio, earnings yields, dividend yields, book values, and 

others.  Both valuation models are indicating that the S&P 500 is overvalued (i.e expensive). 

 

 

 

 

RGB Stock Market Scorecard 
Detailed Analysis 

Signal              Indicator           Historical Return 
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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 contin-

ues to trend below its 50-day moving average indi-

cating an environment of elevated risk.  The index 

is 2.7% below its early October peak. 

 

Long-term Treasuries have risen sharply over the 

last month and may be an indication of a flight to 

safety.  Although Treasuries are on the rise, they 

remain within a trading range that has persisted for 

most of the year.  A break out above the top of this 

range would be an indication that the market 

weakness has further to go.   

Summary:  The junk bond indicator is indicating that risk is elevated.  Junk bond yields and spreads (not shown) are 

on the rise. Yields have risen from 6.19% to 7.28% (a 17.6% increase) over the last 10 weeks.  Spreads have risen from 

3.24% to 4.48% (a 38% increase) during the same time period.   Rising yields and spreads will continue to put down-

ward pressure on junk bonds. 

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 


