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The stock market continues to climb higher on relatively low volatility.  Although the markets trended 
sideways over the typically strong end of the year period, the major indices made up for it during the first 
week of January with most of the major indices surging to new highs.   

The anticipation of meaningful tax reform drove the markets higher last year and now that it has been 
signed into law, investors will try to determine what it really means.  If it is better than they thought, then 
the tax legislation could continue to drive the market higher.  Infrastructure spending is another item on 
the Trump Administration’s agenda that could have a positive impact on the economy. 

There are also indications that the economy is starting to grow organically. Cyclical sectors (groups that 
perform well during strong economic times) are outperforming defensive sectors – a sign that the 
economy is strong and consumers are willing to spend. As the economy expands demand for capital, labor 
and raw materials will result in inflationary pressures. Some of those inflationary pressures are already 
evident on shorter-term charts in some commodity groups, particularly energy and metals.  Both started 
to trend up during the last quarter of 2017. 

Bonds on the other hand, may be at the end of a 
30+ year bull market.  Bond prices have flattened 
out and will continue to face downward price 
pressure as 1) the Federal Reserve continues to 
raise short-term interest rates, and 2) overall 
inflationary pressures drive bond yields higher.  I 
just don’t see a scenario for interest rate sensitive 
bonds, such as US Treasuries and corporate bonds, 
to continue to climb. 

Economic sensitive bonds, such as junk bonds, 
floating rate bonds and emerging market bonds, 
could continue to do well as long as the economy 
continues to expand. 

 

Summary Assessment 
  

Indicator Assessment 

Business Cycle: Stage II 
 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


Economic (Business) Cycle 
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 that started about 
one year ago. 
 
 
 
 
 
Generally the US Dollar and commodity prices are 
inversely correlated. However, despite the 
downtrend in the US Dollar, commodities have 
remained flat providing little evidence of inflation 
in the current market environment.   
 
 
 
 
 
Long-term US Treasuries are trending up, but the 
uptrend is starting to level off. 
 
 
 
 
 
 
Stocks are in a long-term uptrend. 

 

 

 

Summary:  In Martin Pring’s January newsletter, he states that we are in Stage III of the 
business cycle which is characterized by strength in bonds, stocks and commodities. I believe 
that Stage II better describes the current market environment given the sideways trend in 
commodity prices.   

Stage II 

+  Bonds 

+  Stocks 

 - Commodities 

Merrill Lynch Long-Term Treasury Index 

Greenhaven Commodity Index 

(CRBI-) 

US Dollar Index 

Stock Market Index 

Stock Market Index 

1/3 – S&P 500 (large-cap) 

1/3 – S&P 400 (mid-cap) 

1/3 – S&P 600 (small-cap) 



Long-Term Market Breadth 
One-Year Charts 
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The NYSE Composite Index is in a strong 
uptrend, trending up above its rising 50-day 
and 200-day moving averages.  
 
 
 
 
 
The McClellan Summation Index has been weak 
for the last year.  The strong uptrend in the 
NYSE Composite Index would typically be 
supported by a rising Summation Index, but 
that is just not the case.  Although, the 
McClellan Summation Index has climbed higher 
since November, the trend is lackluster. 
 
 
 
 
 
The Cumulative 4-Week New High/New Low 
indicator continues to trend steadily higher, as 
we would expect in a strong uptrend.   
 
 
 
 
 
 
The percentage of stocks above their 200-day 
moving average is a healthy 61% (indicating 
61% of stocks on the NYSE are in long-term 
uptrends).    

 

 

 

Summary:  The long-term breadth indicators shown above, with the exception of the McClellan 
Summation Index, are all positive and confirming the longer term uptrend of the market.   

Long-Term 
Market Breadth 

+ 

New York Stock Exchange (NYSE) Composite Index 

McClellan Summation Index 

Cumulative 4-Week New High/New Low 

% of Stocks Above 200-Day Moving Average 



Short-Term Market Breadth 
One-Year Charts 
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The NYSE Composite Index was in a steady 
uptrend headed into the end of the year and 
then surged higher in January.  It is trending up 
above its rising 21-day and 50-day moving 
averages, a positive configuration.   
 
 
 
 
 
 
 
The NYSE Advance / Decline Line is generally 
confirming the rise in the NYSE Index (price).  
 
 
 
 
 
 
 
The McClellan Oscillator is close to the neutral 
zero level indicating the market is neither 
overbought nor oversold on a short-term basis.   
 
 
 
 
 
 
 
The percentage of stocks above their 40-day 
moving average (short-term trend) is at 64%.  
The 21-day moving average is also rising. 

 

 

 

Summary:  Despite the surge in the NYSE Composite Index, the short-term market breadth 
indicators shown above indicate a healthy market environment.   

Short-Term 
Market Breadth 

+ 

+ 100 

- 100 

Overbought 

Oversold 

New York Stock Exchange (NYSE) Composite Index 

NYSE Advance / Decline Line 

McClellan Oscillator 

% of Stocks Above 40-Day Moving Average 



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 is 
trending up above its uptrending 50-day moving 
average.  Junk bonds flattened out at the end of 
2017 but surged higher during the first week of 
January. This is an indication that investors are 
willing to take on risk.   

 

Long-term treasuries are trending sideways and 
there are no signs that investors are seeking the 
safety of US Treasuries.  This is a positive 
indication for the overall equity markets. 

Summary: Junk bonds are trending up and long-term treasuries are moving sideways.  This is a 
positive configuration indicating that investors continue to take on risk in the current market.   

Junk Bond 
Indicator 

+ 

 

Merrill Lynch High-Yield Master II Index 

With 50-day moving average 

Merrill Lynch Long-term Treasury Index 

With 50-day moving average 



Major Indices 
One-Year Charts (with 50-day Moving Average) 
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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).  Each index is plotted with its 50-day moving average to help us visualize the 
trend.   

    

   

    

Summary:  The major indices all surged higher in January.  The six market indices reflect a positive 
environment with all indices trending above their 50-day moving average.  RSI, a price momentum 
indicator, is shown in the bottom half of each chart.  With the exception of the Russell 2000 Index, 
RSI is close to 70 for the major indices confirming the strong uptrends.  The trends from 2017 are 
still intact. 

Indices 

+ 

S&P 500 Index – Large-Cap Stocks 

Nasdaq 100 Index – Large-Cap Technology and Growth Stocks S&P 400 Index – Mid-Cap Stocks 

Russell 2000 Index – Small-Cap Stocks 

 

RSI Chart RSI Chart 

RSI Chart RSI Chart 

Nasdaq Composite Index – Tech & Growth Stocks 

 

Value Line Arithmetic Index – Equal Weighted Index 

 

RSI Chart RSI Chart 



Market Watch List 
Calculation Period: 1/10/2017 – 1/10/2018 

Recent Rank: 9/30/2017 – 1/10/2018 
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Rank 

 
Symbol 

 
Description 

Period 
Return 

Annualized 
Return 

 
UI 

 
UPI 

 
MDD 

Recent 
Rank 

1 FR06  Foreign - International Small Cap 33.87% 33.87% 0.72  45.68  -2.80% 11  

2 BD10  PREFERRED SECURITIES 9.86% 9.86% 0.22  40.49  -0.92% 21  

3 FR03  FOREIGN - ASIA PACIFIC (EX-JAPAN) 30.33% 30.33% 0.94  31.05  -3.04% 10  

4 EQ16  CAP LARGE 23.34% 23.34% 0.75  29.63  -2.54% 1  

5 FR02  Foreign - Europe 30.16% 30.16% 1.04  28.02  -2.89% 23  

6 FR05  Foreign - Emerging Market 33.89% 33.89% 1.19  27.66  -3.46% 16  

7 EQ04  CONSTRUCTION 33.72% 33.72% 1.19  27.36  -4.18% 2  

8 EQ12  TECHNOLOGY 35.68% 35.68% 1.37  25.21  -4.89% 13  

9 EQ01  AEROSPACE/DEFENSE 34.93% 34.93% 1.40  24.17  -4.40% 15  

10 FR01  Foreign - Japan 27.94% 27.94% 1.17  23.05  -4.76% 6  

11 EQ19  STYLE GROWTH 24.26% 24.26% 1.02  22.77  -3.61% 5  

12 EQ10  MATERIALS 26.61% 26.61% 1.57  16.33  -3.97% 7  

13 EQ08  INDUSTRIALS 24.68% 24.68% 1.48  16.01  -4.50% 9  

14 BD03  FLOATING RATE BONDS 3.63% 3.63% 0.17  14.95  -0.55% 14  

15 BD06  HIGH YIELD MUNICIPAL BONDS 6.93% 6.93% 0.42  14.01  -1.25% 29  

16 EQ05  CONSUMER DISCRECTIONARY 19.02% 19.02% 1.52  11.80  -4.68% 3  

17 BD04  JUNK BONDS 6.98% 6.98% 0.51  11.57  -2.06% 27  

18 BD08  EMERGING MARKET DEBT 10.57% 10.57% 0.86  11.09  -2.66% 31  

19 EQ17  CAP MID 18.01% 18.01% 1.54  10.99  -4.73% 4  

20 EQ07  HEALTHCARE 20.05% 20.05% 1.80  10.59  -5.21% 26  

21 FR04  Foreign - Latin America 29.79% 29.79% 2.83  10.17  -7.38% 30  

22 EQ14  TRANSPORTATION 24.55% 24.55% 2.51  9.37  -6.74% 17  

23 BD05  MUNICIPAL BONDS 4.32% 4.32% 0.45  7.29  -1.47% 35  

24 CO03  COMMODITY METALS 26.69% 26.69% 3.55  7.22  -8.58% 25  

25 BD02  CORPORATE BONDS 4.19% 4.19% 0.45  7.00  -1.52% 33  

26 EQ09  INSURANCE 14.86% 14.86% 2.09  6.62  -8.11% 18  

27 EQ03  BIOTECHNOLOGY 26.23% 26.23% 4.15  6.07  -9.55% 37  

28 EQ18  CAP SMALL 14.06% 14.06% 2.22  5.85  -6.33% 20  

29 EQ20  STYLE VALUE 13.24% 13.24% 2.22  5.49  -5.34% 8  

30 EQ02  BANKING / FINANCIALS 20.39% 20.39% 3.58  5.41  -8.94% 12  

31 EQ06  CONSUMER STAPLES 12.01% 12.01% 2.32  4.74  -6.15% 19  

32 EQ15  UTILITIES 8.72% 8.72% 2.17  3.54  -8.21% 41  

33 EQ11  REAL ESTATE 3.08% 3.08% 1.98  1.03  -5.18% 40  

34 CO04  COMMODITIES PRECIOUS METALS 6.68% 6.68% 5.56  1.02  -11.10% 32  

35 BD01  US TREASURIES 1.85% 1.85% 0.95  0.85  -2.18% 39  

36 BD09  INFLATION PROTECTED BONDS 1.62% 1.62% 0.81  0.73  -1.88% 28  

37 CO02  COMMODITY GENERAL 3.13% 3.13% 5.52  0.38  -10.99% 22  

41 BD07  MORTGAGE-BACKED SECURITIES 1.06% 1.06% 0.49  0.05  -1.42% 38  

38 EQ13  TELECOMMUNICATION -0.35% -0.35% 2.81  0.00  -8.15% 36  

39 CO01  COMMODITY AGRICULTURE -7.40% -7.40% 8.48  0.00  -13.81% 34  

40 CO05  COMMODITY ENERGY -2.92% -2.92% 14.28  0.00  -23.67% 24  

The market watch list is comprised of equally weighted groups of ETFs and mutual funds representing each sector/group.  

You cannot invest directly 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 UPI) 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, indicating sectors with diminishing momentum.   



Market Watch List – Selected Charts 
One-Year Charts 
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During periods of economic expansion, cyclical stocks, such as construction, discretionary spending and industrials, tend 
to outperform defensive stocks, such as utilities and non-discretionary spending.  Reviewing charts of cyclical and non-
cyclical sectors can help us understand what part of the business cycle we are in.  In addition, commodities start to 
outperform as inflation starts to take root in an expanding economy.   

The following six charts plot cyclical and commodity sectors against the Utilities.  The top half of each chart plots the 
sector (in red) against Utilities (EQ15).  The bottom half of each chart shows the relative performance of the sector vs. 
Utilities.  During periods of economic expansion we would expect to see cyclical sectors outperform defensive sectors.  
In addition, some commodity groups are starting to trend up.   

  

  

  

EQ08 - Industrials 

EQ15 - Utilities 

 

EQ05 – Consumer Discretionary  

EQ15 - Utilities 

EQ04 – Construction  

EQ15 - Utilities 

EQ10 - Materials 

EQ15 - Utilities 

 

CO05 - Energy 

EQ15 - Utilities 

 

CO03 - Metals 

EQ15 - Utilities 

 



Market Watch List – Selected Charts 
One-Year Charts 
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The following charts are the 10 bond and income groups included in the Market Watch List.  Some of these groups have 
trended sideways over the last several months (red arrows) while others have continued to trend up (green arrows).     

   

   

   

 

Interest rate sensitive groups (BD01, BD02, BD05 and BD07) are influenced 
primarily by moves in interest rates.  These groups have mostly trended 
sideways as interest rates have climbed.  As the Fed continues on a path of 
raising rates, these groups will likely struggle in the future. 
 
On the other hand, economic sensitive bond groups (BD03, BD04, BD08 and 
BD10) tend to do well as long as the economy is strong.  Notice that each of 
these groups has continued to trend up as the economy continues to grow.    

 

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 

 


