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The stock market experienced a decline that started at the end of January.  The depth of the decline was 
not all that remarkable but the speed at which it occurred certainly was. The selloff was unusual in that 
there was little warning of increased risk.  Market declines of this magnitude typically happen after the 
market has been weak for a while and investors have their hand on the ‘sell’ button. That certainly wasn’t 
the case this time around. 

Much of the blame for the market decline was attributed to rising inflation expectations.  This in turn sent 
yields higher and expectations that the Federal Reserve would increase rates faster than previously 
anticipated. This of course could dampen corporate profits in the future. What exasperated the market 
sell off was that volatility, which had been muted for several years, spiked to levels not seen since 2015.  
Investors that were short-volatility (i.e. betting that volatility would remain low) got wiped out.  One short 
volatility product (XIV) lost over 80% of its value overnight.  Fears spread that this would cause volatility 
measures to spike even further, creating additional selling.    

The good news is that I don’t think anything has changed with the fundamentals that are driving the  

economy.  Although the market is still technically in 
a downtrend, it looks more likely that we may 
experience another V-shaped bottom (the market 
has been up the last four days and the futures 
market is indicating another positive open today).  

Of course we have no way to know what will 
actually happen so watch the charts. Market 
uptrends are defined by a series of strong up legs 
followed by weaker down legs. This will in turn 
create a series of rising troughs which will validate 
that the market decline has abated and an uptrend 
has resumed. 

 

Summary Assessment 
  

Indicator Assessment 

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

Long-Term Breadth ? 

Short-Term Breadth - 

Junk Bond Indicator - 

Market Indices - 
 

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. 

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 

personal 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.  

http://www.fasttrack.net/
http://www.worden.com/
mailto:rob@rgbcapitalgroup.com
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Seven-Year Charts 
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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 may perform.  For purposes of the business cycle analysis, we will use a 21-day 
(approximately one-month) moving average of the components of the business cycle as defined by Martin Pring in 
the All Season Investor to focus on the longer term trends. 

 

 
 
 
 
The US Dollar is in a downtrend.  Generally, a down 
trending US dollar has a positive impact on 
commodity prices.  
 
 
 
However, commodities continue to be range 
bound, despite the declining US dollar.  It is 
currently trending up within the well-defined 
trading range (between R1 and S1). If inflationary 
pressures are present in the economy, we would 
expect this trend to break above R1 in the not too 
distant future.   
 
 
 
The uptrend in corporate bonds, has stalled and 
the 21-day moving average has started to turn 
down.  Treasury bonds (not shown) have also 
turned down.  This MAY be the beginning of a shift 
in the longer-term trend of bond prices. 
 
 
 
 
 
The one-month moving average of the Stock 
Market Index has turned down.  So far, the decline 
looks consistent with previous declines and the 
long-term trend of the market remains up. 

 

 

 

Summary:  The business cycle environment is showing indications that it has shifted into 
Stage IV, which is a time that is generally positive for stocks and commodities but bearish for 
bonds.   
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Long-Term Market Breadth 
One-Year Charts 
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The NYSE Composite Index declined through its 
50-day moving average and then bounced right 
at the 200-day moving average.  This is a good 
indication that the long-term trend of the 
market remains up.   
 
 
 
 
The McClellan Summation Index has been 
weak for most of the last year and has been in 
a decline since last October.  The McClellan 
Summation Index is indicating a significant lack 
of participation in the market and this is 
somewhat concerning.  
 
 
 
 
The Cumulative 4-Week New High/New Low 
indicator does a good job of providing clues to 
the longer-term trend of the market.  The 
current decline is indicating a potential shift in 
the longer term trend of the market.     
 
 
 
 
 
The percentage of stocks trending above their 
200-day moving average plummeted to less 
than 40% before recovering the last two days.  
Any reading below 50% should be considered 
as a weak market environment.    

 

 

 

Summary:  The recent decline in the market did some damage to the longer-term health of the 
market.  One encouraging indication is that the NYSE price line bounced right at its 200-day moving 
average, an indication that there is support at this level in the market.  If the market continues to 
recover we should see some of these indicators recover in the near term.       
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Short-Term Market Breadth 
One-Year Charts 
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The NYSE Composite Index dropped decisively 
through its 21-day and 50-day moving 
averages and remains in a short-term 
downtrend.   
 
 
 
 
 
The NYSE Advance / Decline Line is generally 
confirming the trend in the NYSE Index (price). 
A break above its 21-day moving average, prior 
to NYSE Index breaking above, would be 
positive for the short-term health of the 
market. 
 
 
 
 
The McClellan Oscillator was indicating a 
severely oversold market just a few days ago 
but the recent market rally has brought the 
McClellan Oscillator back to the middle of the 
normal range.  Market action over the next 
few days will be less influenced by the recent 
oversold condition and driven more by 
underlining market fundamentals.   
 
 
 
 
 
Currently, only 27% of stocks on the NYSE are 
trending up above their 40-day moving 
average, an indication that stocks remain in 
short-term downtrends.  

 

 

 

Summary:  Short-term market breadth is weak but is showing signs of improvement.  Although the 
recent rally has been impressive, it has not yet recovered from the steep selloff that started about 
two weeks ago.  Although there are some positive indications in the charts above, it will take more 
time for the (short-term) tactical environment to improve.   
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Junk Bond Indicator 
One-Year Charts 
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Junk bonds are one of the best indicators of overall market sentiment.  When risk rises, junk bond prices fall as 
investors 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 
turned down at the end of January and 
penetrated its 50-day moving average.  It is now 
in a low volatility downtrend.    

 

Typically in times of elevated risk, investors seek 
the safety of US Treasuries.  That is not the case 
in the current market environment as rates 
continue to rise, driving bond prices lower.    

Summary:   The junk bond indicator is confirming the uncertainty in the current market 
environment.  With the junk bond index trending below its 50-day moving average, risk should be 
considered above normal and caution is warranted.   
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Major Indices 
One-Year Charts  
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Tracking the major indices allows us to understand how the broad market is performing. These charts are intended to help 
us visualize the trend (up, down or sideways).   

 

 The trend of large-cap stocks, as represented by the S&P 
500 Composite Index, accelerated at the end of last year and 
then surged even higher in January.  When the market 
pulled back, the large-cap index dropped right to the longer-
term uptrend line (T1).  Despite the surge over the last three 
days, RSI remains below 50 and the index should still be 
considered in a downtrend.  The S&P 500 Composite Index is 
down 6.1% from its January high. 

 

 Mid-cap stocks, on the other hand, dropped well below the 
existing uptrend line (T1).  RSI is below 50 and the S&P 400 
Index is still in a downtrend.  The S&P 400 Index is 5.9% 
below its recent high.  

 

The chart pattern for the Russell 2000 Index of small cap 
stocks looks similar to the mid-caps in that it significantly 
penetrated the existing trendline (T1) and RSI remains below 
50. It is currently 5.5% below its recent high.   

Summary:  Despite the surge over the last three trading days, the major equity indices remain in 
downtrends.  Until we see a pattern of rising troughs and RSI rises above 50, the indices should be 
considered in a downtrend.  It is interesting to note, that typically during times of elevated risk, 
investors sell riskier, small-cap stocks driving larger price swings within this group.  However, during 
the recent sell-off, large cap stocks are down more (-6.1%) than both small- and mid-cap stocks (-
5.5% and -5.9%, respectively).  

Indices 
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S&P 400 Index – Mid-Cap Stocks 

Russell 2000 Index – Small-Cap Stocks 
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Market Watch List 
Six-Month Charts  
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Instead of presenting the normal market watch list this month, I believe it would be more valuable to look at how 

each equity, commodity and foreign sector performed relative to the broad market.  When everything is trending 

down concurrently, the value of the market watch list is greatly diminished as it would simply provide a list of sectors 

ranked by maximum drawdown.  However, by looking at the sectors on a relative basis, we can identify the sectors 

that outperform for clues to what might do well once the market stabilizes. Those sectors that outperformed during 

the recent period of weakness may be sectors that will outperform once the market stabilizes. Although there is no 

perfect market index to use as a comparison, I have used the New York Stock Exchange (NYSE) Composite Index as it 

includes a broad cross-section of the overall market.   

The charts below show each sector (excluding the bond groups) in red along with the NYSE Composite Index in 

green.  The bottom half of the chart is a relative strength line along with a 21-day moving average.  When evaluating 

relative strength, look at the slope of the relative strength moving average.  If the sector is outperforming, you will 

see an upward sloping line. 

  

  

  

EQ01 - Aerospace/Defense vs. NYSE 

 

EQ02 - Banking vs. NYSE 

 

EQ06 - Consumer Staples vs. NYSE 

 

EQ05 - Consumer Discretionary vs. NYSE 

 

EQ04 - Construction vs. NYSE 

 

EQ03 - Biotechnology vs. NYSE 
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Market Watch List 
Six-Month Charts  
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EQ09 - Insurance vs. NYSE 

 

EQ10 - Materials vs. NYSE 

 

EQ14 - Transportation vs. NYSE 

 

EQ13 - Telecommunications vs. NYSE 

 

EQ12 - Technology vs. NYSE 

 

EQ11 - Real Estate vs. NYSE 

 

EQ08 - Industrials vs. NYSE 

 

EQ07 - Healthcare vs. NYSE 
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Market Watch List 
Six-Month Charts  
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EQ17 - Mid-Cap vs. NYSE 

 

EQ18 - Small Cap vs. NYSE 

 

CO02 - Commodity General vs. NYSE 

 

CO01 - Commodity Agriculture vs. NYSE 

 

EQ20 - Value vs. NYSE 

 

EQ19 - Growth vs. NYSE 

 

EQ16 - Large Cap vs. NYSE 

 

EQ15 - Utilities vs. NYSE 
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Market Watch List 
Six-Month Charts 
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CO05 - Commodity Energy vs. NYSE 

 

FR01 - Foreign Japan vs. NYSE 

 

FR06 - Foreign International Small Cap vs. NYSE 

 

FR05 - Foreign Emerging Market vs. NYSE 

 

FR03 - Foreign Asia Pacific (ex-Japan) vs. NYSE 

 

FR02 - Foreign Europe vs. NYSE 

 

CO04 - Commodity Precious Metals vs. NYSE 
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Market Watch List – Selected Charts 
One-Year Charts (with 50-day Moving Average) 
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The following charts are the 10 bond and income groups included in the Market Watch List.  Each is show with a 50-day 
moving average.  The predominant short-term trend is indicated with either a green or red arrovw. 

   

   

   

 

The recent rise in interest rates has created a headwind for almost all bond 
groups, both interest sensitive and economic sensitive groups.  With the 
exception of Floating Rate Bonds, which are in a weak uptrend, all the bond 
groups are in short-term downtrends, trending below their 50-day moving 
average.  There is not a lot of upside potential in bond and income groups in 
the current market environment.  

 

BD01 – US Treasuries  

BD04 – Junk Bonds 

 

BD08 – Emerging Market Debt 

 

BD02 – Corporate Bonds  BD03 – Floating Rate 

Bonds  

BD05 – Municipal bonds 

 

BD07 – Mortgage-Backed Securities 

 

BD09 – Inflation Protected Bonds 

 

BD06 – High Yield Muni Bonds 

 

BD10 – Preferred Securities 

 


