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It's Spring Break

It's that time of the year again as my family and | make our annual pilgrimage to Utah for a few
days of snowboarding and skiing. This year should be especially interesting as my wife and
daughters have decided to join us "boys" in snowboarding. (Hilarity will surely ensue) There are
generally two events that happen every year - somebody forgets their coat, goggles or some other
article of clothing needed for skiing, and someone visits the emergency clinic with a minor injury.
Last year, it was my son who left his coat at the airport and then broke his collarbone showing off
for some "cute" girls. (Yes, they are at that age - all hormones, no brain) Nonetheless, it is always
an adventure, but most importantly, given how busy our lives have become, it is a great time for all
of us to reconnect as a family and build some terrific memories. So, since we are packing to leave
first thing in the morning, this week's newsletter is going to be brief market review and positioning
update. I will do a full review on my return. Have a great Spring Break.

2018 Bear Market Is Over...For Now

by Lance Roberts As | noted last Tuesday:

?Turning points in the market, if this is one, are extremely difficult to navigate.
*They are also the juncture where the most investing mistakes are made.©ver the last
several weeks,¢l have been providing constant prodding to clean up portfolios and
reduce risks. | also providedguidelines for that process ?elick here. For now, it is
important to note the 'bullish trend'sremains solidly intacend, therefore, we must
give the 'benefit of the doubt'sto the bulls.”

| can not emphasize that last point enough.
¢ Yes, we had rebalanced portfolio risks and raised cash levels.
¢ Yes, we had added a short-hedge to our portfolios to protect against volatility risk.e
¢ No, it does not mean we are "bearish” or "sitting all in cash."e

Portfolio management is never an "all in or out" process. It is about managing the potential risk for
capital loss over time. In that regard, we have been tracking the consolidation process following the
February correction.

"The market is currently in the process of building a consolidation pattern as shown by

the 'red' triangle below. Whichever direction the market breaks out from this

consolidation will dictate the direction of the next intermediate-term move."

Well, on Friday, the market made its move.
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This is the third attempt to move above the 50-dma and the second attempt since registering a
short-term "buy" signal in late February. This bullish backdrop kept portfolios primarily
invested in equities, although we did hedge some risk last week. The breakout of this
consolidation is nothing but "bullish" in the short-term and requires us to remove our hedge and
allow portfolios to run unencumbered for the time being. The great "bear market" of 2018 officially
ended on Friday...for now. As | have notated above, there are three possibilities for the market as
we wrap up the "seasonally strong" time of the year.

1. If the market can clear the previous high from mid-February then an advance to all-time highs
is quite likely. (50%)

2. The market fails to clear resistance, initially, at the mid-February highs, retraces back to the
previous downtrend line (which will likely coincide with the 100-dma), completing a successful
retest of the breakout and then moves to towards all-time highs.«(30%)

3. The market fails at mid-February resistance, tests support, and bounces, but fails at
resistance a second time and begins a deeper correction. (20%)

As | have noted, | am giving the greatest odds right now to option (1)sfor the time being.
However, option (2) and (3) should not be dismissed either. On a longer-term basis, as | have
noted previously, we still have fully registered sell signals. It will likely take a rally to old highs to
reverse those "sell signals,” but with those signals at the highest level on record, there is
likely a limit to a substantial upside advance.e
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While these "sell signals” do NOT mean a*bear market" is about to commence, when they have

been previously triggered at "high levels," they have been good indicators of a short to
intermediate-term topping process. The question we should ask is:

"Was the February correction thee'Bear Stearns'smoment for the market?"

The chart below is what happened in 2007 after "Bear Stearns” collapsed in February of that year.
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In 2007, the market was bullishly biased, we were in a "Goldilocks Economy," and investors were
giddy about future stock market prospects. "It was different this time." The first crack in the market
occurred in February as the market plunged 5% very quickly triggering a weekly "sell signal." The
market quickly recovered and set off to new highs reinforcing the "buy the dip" mentality.e In July,
the market cracked again, triggering a second "sell signal."«Once again, the market quickly
recovered and surged to "new highs" further cementing the belief the bull markets were
unstoppable. It wasn't. The "bear market" officially woke shortly thereafter. Currently, as noted
above, we have registered the first set of "sell signals” at historically high levels. Over the next few
weeks, as we head into summer, it is quite possible we could set new highs. Even if that is the
case, we will be watching for the following to determine if the current "bull market" is at risk:

1. Current "sell signals" are reversed but then trigger again at lower levels.e
2. The "gap" between the long and short-term moving averages begins to narrow.se
3. Relative strength begins to have a negative divergence to the market.

Again, let me be VERY clear. The "bullish trend" remains solidly intact.While 'bearish signals'
sare making an appearance, the market has done nothing in the short-term except complete a
correction/consolidation process. Such does not mean go jumping back into the market with
reckless abandon. As | noted two weeks ago, when the market last made an attempt to head to
new highs:

"There is arisk the market could reverse next week keeping prices confined
within the bullish trend channel.”
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We are once again going to test that overhead bullish trend line next week. A failure at the trend
line will lead to a retracement, and retest of the breakout, setting up options (2) and (3)

above. Just for the record, while the short-term outlook is bullish, the long-term market
remains decidedly bearish for equity investors. As | have shown before, on a long-term

backdrop
historical

basis, the overbought, extended and overvalued conditions that are currently present in the

markets have only existed at peaks of bull market advances.
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However, in the short-term, the markets can certainly seem to deny the "laws of gravity" which
encourages investors to take on far more risk than they realize. Just remember, for every "bull

market" there must eventually be a "bear."

Chart Watch

by Jesse Colombo On Thursday, | wrote a brief piece called "Watch These Triangle Patterns In

Stocks And Crude Qil," in which | showed chart patterns in those markets that likely indicated
another major move upon a break-out from that pattern (either up or down). Here are the updated
charts after Friday's powerful surge in stocks and crude oil. The SP500 successfully broke out of

this pattern:
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The Nasdaq 100 also cleared its triangle pattern thanks to strong tech stock performance:
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Unlike the stock indices, WTI crude oil hasn't broken out of its triangle pattern yet, but did have a
strong day on Friday (up 3.33%):
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The technical picture certainly looks strong for now, and | am watching to see if there is follow-
through next week (as confirmed by price and healthy volume). Also, it is important to beware of
the risk of a head-fake after a breakout from such a perfect pattern as this. The "smart money"
sometimes uses obvious-looking patterns like this to suck retail traders in, and then run the market
in the opposite direction. | will continue monitoring the situation and providing updates. Have a
great week.
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Market & Sector Analysis

Data Analysis Of The Market & Sectors For Traders

S&P 500 Tear Sheet
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S&P 500 Fundamental Analysis

2years 1lyear 1Yr%
Item Current
ago ago Change
Dividend Yield| 2.17% 1.87% 1.74% (7.23%) 2.17% 1.68%
P/E Ratio 17.32 2036 2156 5.57% 2157 15.13
P/S Ratio 2.60 310 348 10.38%  3.51 2.06
P/B Ratio 3.01 3.59 3.93 8.62% 3.98 2.57
ROE 15.62% 15.23% 16.02% 4.94% 16.02% 15.00%
ROA 292% 2.84% 3.01% 5.64% 3.01% 2.83%

S&P 500 Asset Allocation

1Year

Price

Return
Energy (2.61%) 5.50% 1.14 33.04 15838 12.14
Materials 17.76% 2.90% 1.36 21.30 21.80 14.20
Industrials 17.96% 10.14% 1.04 21.63 21.21 1477
Discretionary | 23.47% 12.60% 1.10 25.10  25.50 19.49
Staples 0.70% 7.4%% 0.72 20,50 2253 17.19
Health Care 14.44% 13.80% 0.98 18.53 20.37 15.12
Financials 19.34% 14.95% 1.22 18.37 18.26 11.64
Technology 37.70% 25.29% 1.14 2516  24.07 1449
Telecom (9.56%) 1.91% 0.53 1232 1794 1175
Utilities (2.31%) 2.65% 0.24 16.79 19.58 14.89
Real Estate 0.81% 2.62% 0.73 18.08  24.39 17.25

Momentum Analysis

Item Price

Large Cap 278.87 4.50% 274.09 2 1.74% 257.51
Mid Cap 354.91 2.75% 348.72 4 1.78% 331.88
Small Cap 138.06 3.80% 134.53 4 2.62% 128.34

SPY RISK INFO

T2-¥r

Item T1-¥r.

Price Return 39.87% 17.74% 4.50% (74.63%)
Max Drawdown |-11.76% -11.76% -11.76%  0.00%
Sharpe 200 173 132 (0.24)
Sortino 2.29 191 1.28 (0.33)
Volatility 10.22 10.36 19.48 0.88
Daily VaR-5% 480 372 (5.28) (2.42)
Mnthly VaR-5% 4.45 15.37 15.37 0.00

S&P 500 Market Cap Analysis
“ F.rom “ftom ] Current % Chg
High Low
(19.70%) 3.72% | Shares |2,452.1 2,417.3  (1.42%)
(0.1%) 42.47%| Sales | 55,961 58,533 4.60%
(1.40%) 68.17%| SPS 22.8 24.2 6.10%
(1.40%) 52.73% |Earnings| 7,307 7,950  3.80%
0.00% 6.81% |EPSTIM| 3.5 3.9 11.60%
0.00%  6.36% |Dividend] 1.3 14 7.97%

TTM  Current

DIV. ! Forward

Earnings Forward

Yield Earnings
(79.1%) 6.6% 3.0% 3.24% 3.04 18.55
(2.3%) 10.3% 1.8% 4.79% 451 16.56
2.0% 14.8% 1.8% 497% 4.86 17.53
(1.6%) 21.2% 1.2% 4.01%  4.08 19.85
(9.0%) 24.1% 2.7% 5.03% 3.96 17.72
(9.0%) 27.8% 1.6% 549%  5.83 15.91
0.6% 9.1% 1.6% 5.58% 517 13.91
4.5% 28.6% 1.0% 444%  5.34 21.40
(314%) 19.2% 5.4% 7.95% 3.62 10.69
(14.2%) 10.6% 3.9% 5.72% 3.34 15.88
(25.9%) 8.9% 3.6% 5.67% 3.80 16.76

% From

52-W  Buy/Sell
Low

EN/A 8.30%  6.44%  -2.71%  20.40% Buy
21 6.94% 5.07% -2.42% 16.80% Buy
130 7.16%  442%  -L17% 18.29% Buy
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Performance Analysis
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ETF Model Relative Performance Analysis
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Sector & Market Analysis:.

Two weeks ago, as the market struggled with its intermediate-term bullish trend line, 1 laid out two
possible trajectories previously based on these support and resistance levels. | have updated the

chart through Friday.
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With the breakout above resistance, the "bullish bias" is back. However, we are watching the "sell
signal” closely which has historically led to "false breakouts" in the past. Let's review sectors for

opportunities.
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Discretionary, Technology, Health Care, Industrials, and Financials broke back through their
respective 50-dma with Technology breaking out to an all-time high. Bullish trends remain clearly
intact, and after having recommended taking profits and reducing weightings, these sectors are
exhibiting the best relative strength. Use opportunity to add exposure to portfolios to bring sectors
back up to portfolio weights. Materials and Energy -we were stopped out of our small additional
Energy trade with the break back below the 200-dma, and we closed out our Materials trade on
potential "tariff" risk. | am going to write an update on oil here soon, but the bearish developments
in oil suggest lower prices for energy-related stocks. We will remain neutral on the sectors for now.
Staples and Utilitieshave continued to underperform in recent weeks. With the sectors very
oversold on a longer-term basis look for a potential rotation to reduce weightings in portfolios for
now. | suspect the opportunity for these sectors to shine is coming as the realization of weaker
economic growth and deflationary pressures become more visible, but that could be later in the

year.

$SML 58P 600 Sm... INDX ® StockCharts.com
o-Mar2012  Cla7o.26 Chy +14.82 (+1.56%) &

a75

20 J‘I 850
m 925

-0 800
875

a0 M 280
Mw 825

AM L LA SO HNDIEFM

GLD SPOR Gold NYSE @ StockChartscom
Oobdae24e C1425 543 Chiey +0 95 (+0 0% &

-20

-0

EEM ishares M. NvSE @ StockCharts.com
Claars Chy+10ap2128)0

9-Mar2018

AM L 0 A SO HDIEF M

MDY SPOR S&P M... NvSE @ StockChartscom
Qg de Cl2saa1 Chi +5 72 +4 FE®Y &

EFA iShares MS.. NYSE  @StockCharts.com
OMar2018  CI17075 Chg +0.45 (+0 64%) &
T80

725
700
£7.5
£5.0
G215
£0.0
AWM S 0 A 50 H D18 F M

RSP wvse @itockChartscom
Obdae24e Clam2 o9 Cho +9 50 (49 FR%Y &


https://realinvestmentadvice.com/wp-content/uploads/2018/03/Candleglance-sectors-030918.png
https://realinvestmentadvice.com/wp-content/uploads/2018/03/Candleglance-indicies-030918.png

Small Cap, Mid Cap, Emerging Markets, Equal Weight, and Dividend indices all broke back
through their 50-dma last week and led the charge on Friday. We reduced weights in international
exposure due to the likely impact to economic growth from "tariffs" on those markets. Look for
opportunities to bring these positions back to full portfolio weight on weakness that does not violate
important support levels. Goldsbroke back below its 50-dma last week and has recently put in a
"double top" further reinforcing overhead resistance from last September. We currently do not have
exposure to gold, but if you are already long the metal, the backdrop overall remains bullish but a
correctional phase may be approaching so taking profits is likely wise. Bonds and REITseover the
last couple of weeks, these two sectors looked to have bottomed and initiated early "buy” signals.
Hold positions for now as interest rates have started to recognize the economic weakness that has
shown up in the data as of late.

Sector Recommendations:

The table below shows thoughts on specific actions related to the current market
environment.e

(These are not recommendations or solicitations to take any action. This is for informational purposes only
related to market extremes and contrarian positioning within portfolios. Use at your own risk and peril.)

’ REAL INVESTMENT ADVICE

=
2
Over E E
Bought/ 50/200 = -] = 3| =

Sold DMA Trend Action a = E = Notes
XLY Discretionary OB Positive  Positive Add f:| Rebalance To Target Allocation
XLK Technology 0B Positive  Positive Add _£_=} Rebalance To Target Allocation
XLI Industrials 0B Positive  Positive Hold <= Hold
XLB Materials Improving Positive  Positive Held Mo Position / Stopped Out
¥LE Energy as Positive  Positive Hold No Position / Stopped Out
XLp Staples os Positive  Positive Hold Laoks To Be Bottoming
XLV Health Care mproving  Positive  Positive Hold <= Rebalance To Target Allocation
XLu Utilities Improving Megative Warning Hold Looks To Be Bottoming
XLF Financials OB Positive  Positive Hold = Rebalance To Target Allocation
SSML - Small Caps OB Positive  Positive Hold = Rebalance To Target Allocation
EEM Emerging Mkt 0B Positive  Positive Hold Hold
EFA International mproving  Positive  Positive Hold Hold
GLD Gold Improving Positive  Positive  No Position Hold
MDY Mid Cap OB Positive  Positive Hold = Rebalance To Target Allocation
RSP SP500 Equal Wt OB Positive  Positive Hold <= Rebalance To Target Allocation
sDY SP500 Dividend Improving Positive  Positive Held <= Rebalance To Target Allocation
TLT 20+ Yr. Bond Improving Warning Warning Hold Looks To Be Bottoming
VNO REIT's mproving  Warning  Warning Hold Laoks To Be Bottoming

|LEGEND: X =THI5 WEEK == PREVIOUS DECLINING <= PREVIOUS IMPROVING |

Portfolio Update: Last Friday, the market failed at the 50-dma for the week which required us to
add our "short market hedge" back into portfolios. As stated then:


https://realinvestmentadvice.com/wp-content/uploads/2018/03/Sector-Recommendations-031018.png

"The position is not a 'bearish bet'son the market, but rather a 'volatility reduction'sof our
portfolio longs."

With the market breaking out solidly back above the 50-dma this past Friday we are taking the
following actions:
e Remove the "hedge" from portfolios and allow portfolios to run unconstrained for now.s
¢ We have adjusted portfolio model weightings slightly to adjust for current sector rotations. As
noted above, we will look to reweight the following positions in portfolios
opportunistically:
o Technology
o Discretionarye
o Health Care
o Financials
o Small/Mid Caps
e We are also tweaking duration in our bond portfolios by adding a floating rate fund to the
model and removing our small holding of high yield exposure.

While most positions still remain within their bullish tolerance bands, we are making minor tweaks
to allocations while remaining well aware of the longer-term risks. Furthermore, we remain
keenly aware of the intermediate "sell signal” that currently persists which keeps us focused on risk
management and capital preservation.

THE REAL 401k PLAN MANAGER

The Real 401k Plan Manager - A Conservative Strategy For Long-Term Investors

Risk Management Analysis w REAL INVESTMENT ADVICE
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There are 4-steps to allocation changes based on 25% reduction increments. As noted in the chart above a
100% allocation level is equal to 60% stocks. | never advocate being 100% out of the market as it is far too
difficult to reverse course when the market changes from a negative to a positive trend. Emotions keep us from
taking the correct action.

Bull To Bear Market

Bonds

Bear To Bull Market

Bulls Run But Warnings Remain

Last week | stated:
"The market changed this past week with the reversal of the recent rally. While the
market remains confined to the bullish trend currently, the ‘warning'ssigns have
escalated over the past week."

As | also stated:

"With the broader action of the market still bullish, we do not want to start making
drastic changes as of yet. However, "alerts" have gone up and we are a bit more
defensive now than previously. Continue to rebalance bond holdings back to target
allocations but continuesaddingkll NEW contributionseto cash or cash equivalents.K
this correction completes, without violating any underlying bullish trends, we will
use accumulated funds opportunistically to rebalance equity weightings.e If the
market violates the bullish narrative, we will begin reducing overall equity related
exposure."

Well, that is exactly what happened as the market broke out of its consolidation last week,
confirming the bullish bias. Rebalance portfolios this week to target allocations as shown below.
The model below is just a "sample" allocation. Feel free to adjust the weights according to your
own age, risk tolerance and goals. Importantly, while the market is "bullishly biased" short-
term, the longer-term picture of increased volatility, low-forward returns and capital
destruction risks still prevail. If you near retirement, moderate your allocation accordingly to
reduce the risk of loss. If you need help after reading the alert; don?t hesitate to contact me.

Current 401-k Allocation Model

The 401k plan allocation plan below follows the K.I.S.S. principle. By keeping the allocation
extremely simplified it allows for better control of the allocation and a closer tracking to the
benchmark objective over time. (If you want to make it more complicated you can, however,
statistics show that simply adding more funds does not increase performance to any great degree.)

Current Portfolio Weighting Current 401k Allocation Model

m 41154 Cash + All Future Contribution
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401k Choice Matching List

The list below shows sample 401k plan funds for each major category. In reality, the majority of
funds all track their indices fairly closely. Therefore, if you don't see your exact fund listed, look for
a fund that is similar in nature.

Common 401K Plan Holdings By Class

Cash Stable Value Equity
Money Market Large Cap Vanguard Total Stock Market
Retirement Savings Trust Vanguard S&P 500 Index
Fidelity MIP Fund Vanguard Capital Opportunities
G-Fund Vanguard PrimeCap
Short Term Bond Vanguard Growth Index
Fidelity Magellan
Fixed Income  Pimco Total Retum Fidelity Large Cap Growth
Pimco Real Retum Fidelity Blue Chip
Pimco Investment Grade Bond Fidelity Capital Appreciation
Vanguard Intermediate Bond Dodge & Cox Stock
Vanguard Total Bond Market Hartford Capital Appreciation
Babson Bond Fund Amerncan Funds AMCAP
Lord Abbett Income Amencan Funds Growth Fund Of America
Fidelity Gorporate Bond Oakmark Growth Fund
Westem Asset Morigage Backed Bond C-Fund (Common Assets)
Blackrock Total Refum ALL TARGET DATE FUNDS 2020 or Later
Blackrock [ntermediate Bond
Amencan Funds Bond Fund Of America Balanced Funds  Vanguard Balanced Index
Dodge & Cox Income Fund Vanguard Wellington Fund
Doubleline Total Retum Vanguard Windsor Fund
F-Fund Vanguard Asset Allocation
Fidelity Balanced Fund
International ~ American Funds Capital World G&/ Fidelity Equity Income
Vanguard Total Intemational Index Fidelity Growth & Income
Blackrock Global Allocation Fund American Funds Balanced
Fidelity [ntemational Growth Fund Amenican Funds [ncome Fund
Dodge & Cox Infemational ALL TARGET DATE FUNDS 2020 or Sooner
Invesco Infemational Core Equity
Goldman Sachs Intemational Growth Opp. Small/Mid Cap Vanguard Mid Cap Growth
Fidelity Mid Cap Growth
The above represents a selection of some of the most Artisan Mid Cap
common funds found in 401k plans. Ifyou do not see your Goldman Sachs Growth Opportunities
SPECIFIC fund listed simply choose one that closely resembles Harbor Mid Gap Growth
the examples herein. All funds perform relatively similarly Goldman Sachs Small/ifid Cap Opp.
within their respective fund classes. Fidelity ,LDW Price Stock Fund
Columbia Acom US
Federated Kaufman Small Cap
Invesco Small Cap
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