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This week is a review of where we have been and a look forward as to what may happen next.
First, let's rewind the tape to the beginning of March.

"Most importantly, 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."
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“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."

The market did indeed fail to breakout and on March 23rd, as the market first tested the 200-dma
for the first time, we laid out the three possible pathways for the market.

| have repeated those options over the last couple of weeks, so click the link

above for specific details.
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e Option 1: The market regains its bullish underpinnings, the correction concludes
and the next leg of the current bull market cycle continues.

e Option 2: The market, given the current oversold condition, provides for a
reflexive bounce to the 100-dma and fails.e

e Option 3: The market struggles higher to the previous ?double top? set in
February, retraces back to the 100-dma and then moves higher.

In last weekend's missive, as the rally approached the 100-dma, we recommended that investors
use the rally to take action and rebalance risk in portfolios. We also discussed the benefits of
holding extra cash.

"Given the recent rally, and overbought conditions,we are using this rally to follow
our basic portfolio management rules.As the market approaches
thes?neighborhood?+of the 100-dma we are:

¢ Selling laggards and raising cash.

¢ Rebalancing remaining long-equity exposure to comply with portfolio target weightings

¢ Rebalancing the total allocation model to comply with target exposure levels. (See 401k plan
manager below)"

Chart updated through Friday's close.
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That advice turned out to be warranted (a lucky guess) as the market not only failed at resistance,
but has now established a third lower top. That failure also pulls the current downtrend line lower
as shown in the chart below. This development should not be lightly dismissed.
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This week, we are continuing to carry an overweight position in cash. However, we are
monitoring the possible actions heading into next week:

1. With the market on a short-term "buy" signal, there remains a potential for another rally
attempt next week. If the market can clear the downtrend, then we will be looking for an
opportunity to redeploy cash.

2. However, the failure at resistance applies more downward pressures to prices in the short-
term which keeps risk elevated.sPathway 2 is becoming much more viable if market
action doesn't improve soon.ee

3. Over the next couple of weeks, it is critically important for the market to regain its footing and
not break the 200-day moving average which will likely accelerate the correction process.s

4. Over the next couple of months, with earnings season still in process, volatility will remain a
close companion so we will have to continue monitoring changes on a very short-term basis
and adjust accordingly.

However, that brings me to the next point.

Corrections Vs. Bear Markets

It was interesting to note last week the number of emails | received, as the market rallied higher, all
asking one primary question:
"Is the bear market over?"

The question is interesting from a couple of perspectives. First, the recent downward slide in
markets was only a "correction" and not a "bear market."s Both in terms of the percentage decline
as well as the lack of reversion in investor psychology. If the recent decline had been a "bear
market," the primary question would be "should I sell now," rather than "should | buy?"¥What
the recent correction failed to do was instill any significant level of "real fear" back into the market.
High yield spreads remain compressed, the rise in the volatility index was quickly reversed, and
investor attitudes were not changed from "greed" to "fear.” From an investment perspective, those
three ingredients are critical for determining longer-term entry points for taking on more aggressive
investment postures. "Buy fear, sell greed." However, while the market rallied nicely early last
week, as noted above, the rally has yet to reverse the current negative trend in the market. This
was also noted by Phil's Stock Worldeearlier this week:

"As you can see from the chart we're still making one of those triangle squeezy thingy
patterns but the top of the down wedge is still at our 2,740 line and it will be three more
weeks of this nonsense (while earnings pour in) until it resolves itself but, with the nose
of the triangle lower than where we are now (2,717) ? the odds favor the short bet
on /ES Futures."
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As Phil correctly notes, the market is being currently supported by excitement over "tax cut” driven
earnings growth. However, while the bottom line is being boosted by tax cuts, revenue
remains another issue. More importantly, investors should keep in mind the "tax cut" benefit is
only good for this year as starting in 2019 we will be to comparing normalized year-over-year
earnings growth. More importantly, the market currently remains on both a short and intermediate
term "sell" signal. While those signals could certainly be reversed in the days and weeks ahead,

historically, it has often paid to adhere to what those signals are suggesting. (The purple bars are
when the MACD line is negative confirming a "sell signal”)

(I penned an article recently on the 200-day moving average and the primary question

was "when do you get back in?"e So, just to clarify, a "sell signal" suggests reducing risk

to equities, when the signal reverses you increase risk to equities.» Notice - it is not an
"all out" or "all in" thing.)

S&P 500 50-200 DMA MACD

CIRIAPr

m { |

wo v A

00 L .'

000

4000

500
1% an 00 005 00 00 i} LY v 0t


https://realinvestmentadvice.com/wp-content/uploads/2018/04/SP500-Chart1-041818.png

SKP 500 13-34 WA MACD EIRIAPY

1300
1000

500

' |
0 #‘ \
| )
500
4000
1504
)
£500 ” |
2000
1004

200

5000

000
19% an i 005 i 200 m 01 015 n

MACD SellSignal —MACD —Signal Line  =3&P500Index  ==13-WMA =34-WNA

As noted above, we remain a heavier in cash than normal until the market breaks out of the
current downtrend and begins to reverse those signals. If the market breaks below the 200-
dma, we will raise more cash and institute further hedges as well. While holding cash will certainly
weigh on short-term performance if the market rallies, | will gladly exchange that for longer-term
outperformance by protecting investment capital. More importantly, the real "bear market" is still

coming.
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Interest Rates At A Critical Juncture

The bond market may be signaling a more important shift which should not be overlooked. Interest
rates have been dismissed by the majority of investors under the premise that as rates rise, money
will flow into equities. While such may be the case early in the investment cycle, in a late-stage
economic cycle where rates have risen sharply, the outcome for investors has not been kind. As
shown in the chart below, historically speaking, such shifts from extreme oversold, as seen in 2016,
to extreme overbought conditions in bonds has tended to be linked with more important market
events.
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Every. Single. Time. Interest rates have also hit levels to where it is impacting consumption, and
will begin to weigh on economic growth. However, rising interest rates alone are one thing, but
when combined with sharply rising oil prices, which is a direct drag on consumer spending, it is
quite another. More importantly, the rise in oil prices has all but wiped out any benefit from the
"tax cut" bill that consumers would expect to receive. This puts economic growth going
forward further at risk as input costs rise to manufacturers which cannot be passed on directly to
consumers. As higher input cost erodes profits, companies look to suppress wage growth. See the
problem here? Furthermore, since the rise in oil prices has been a primary driver of the®inflation?
sstory, which has been bolstered by a sharp decline in the U.S. dollar, and rising interest rates, this

"triple whammy" puts a rather bleak outlook on forward equity returns.

$WTIC Light Crude Oil - Continuous Cortract (EOD) CME StockCharts.com
20-Apr2013 Open &7.24 High 6955 Low 6556 Close 62.40 Volume 330 Chg +1.01 (+1.50%) &

=


https://realinvestmentadvice.com/wp-content/uploads/2018/04/Interest-Rates-Dollar-SP500-042018.png
https://realinvestmentadvice.com/wp-content/uploads/2018/04/Oil-Dollar-SP500-042018.png

With both oil prices extremely overbought on a weekly basis, and the dollar exceedingly oversold, it
is quite likely a strong reversal will occur. If such is the case, it will coincide with a much
broader and deeper correction in the financial markets. Sure, this time could be different.s It just
historically hasn't been. Is a®bear market?eemerging? There is absolutely a case that one could be
and the outcomes of such are not palatable to long-term financial goals. Yes, this could all pass by
very quickly and the bull market could surge back to life. But what is your plan if it doesn't? As |
noted previously, missing out on a rally in the market is extremely easy to make up. Recouping lost
capital is an entirely different matter. Let's see what happens next week.

Market & Sector Analysis

Data Analysis Of The Market & Sectors For Traders
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Performance Analysis
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ETF Model Relative Performance Analysis
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Sector & Market Analysis:

On a very short-term basis, the market registered a trading "buy" signal. However, with the market
still on longer-term "sell" signals, below important resistance and still contained in a downtrend,
this rally should be used to raise cash rather than take on additional risk.e
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Discretionary, Technology, Materials, and Industrialsrallied back sharply over the last two
weeks, but have now established a third top in a downtrend channel. We recommended using the
rally to rebalance sectors to portfolio weights but remain long. That advice remains currently. With
earnings season starting, these sectors are the best positioned to benefit from positive surprises
but will still be driven by the direction of the broader market. Financials and Health Carefecovered
recently, but are lagging on a relative performance basis. Health Care, in particular, remains weak.
Remain underweight these sectors currently until performance improves. Energy -after
consolidating for over a month, energy stocks spurted higher over the last couple of weeks as oll
prices ramped up on prospects of an engagement with Syria. The spurt in oil prices has been
pushed higher as shorts have been forced to cover. With oil now back to extremely overbought,
and at levels which have repeatedly denoted peaks in prices, take profits in this sector and
rebalance back to portfolio weight. A fairly healthy correction is needed for an opportunity to
increase exposure. Staples -*has completely fallen apart after a rally back to the 50-dma. The
sector has also taken out recent lows suggesting an elimination of the holdings. Importantly, this
sector speaks much more broadly about the real health of the economy. Pay attention to the
message. Utilitieshave significantly picked up performance in recent weeks and have broken back
above the 50-dma. We are not recommending adding to the position yet as the moving-average
crossover remains negative. However, the 50-dma is beginning to improve. A retracement back to
the 50-dma that holds will provide a trading opportunity.
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Small Cap, Mid Cap, and Internationalsindices all pushed back above their 50-dma last week.
While the performance improved last week, be careful getting overly aggressive at this juncture.
Small caps have potentially put in a triple top, Mid-cap is continuing to build a downtrend as well as
International. Remain patient at the moment. Emerging Markets are still struggling. We previously
removed our holdings in this sector and remain flat currently. We will continue to monitor
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performance for improvement. Dividends and Equal weight continue to hold their 200-dma. We
continue to hold our allocations to these "core holdings,"but are closely monitoring performance.«
The continued development of a downtrend channel is concerning. Goldecontinues its volatile back-
and-forth trade but remains confined below a massive level of multi-top resistance. As of this past
week, Gold failed another test of recent highs. We currently do not have exposure to gold,sand
have been out for a long-time, but if you are already long the metal hold for now. $120 on GLD is a

hard stop.
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Bonds and REITseover the last three of weeks, these two sectors looked to have bottomed and
initiated early "buy” signals. We are raising cash by reducing REIT's to give some clearance to
portfolios for earnings season, but will be quick to add back the exposure if performance improves.
We were stopped out of bond trading position for now. 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.)
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Portfolio/Client Update:

As we several weeks ago, the expectation for a rally occurred. This past week, the rally failed at
our targeted resistance level. With cash levels currently higher than normal, we are already well
positioned for whatever happens next. While we continue to honor the current "bullish trend,” we
remain very aware of the rising risks and continue to look for opportunities to derisk and re-hedge
portfolios whilessell signals” remain firmly intact. The recent rally has been extremely week and
lacked real conviction. However, if the market can break above the current downtrend channel on
heavy volume, confirming a breakout, we reallocate and rebuild portfolio models accordingly. For
the moment, we are just letting the markets determine the best course of action and we continue to
raise cash on technical breakdowns. Our bigger concern, remains the relative risk to capital if the
9-year old bull market is ending. If the current correction expands into a more meaningful
reversionary process, we will become much more aggressively risk adverse. There is plenty of
evidence to support the latter case. It is crucially important the market maintains the current
uptrend from the recent lows. After having reduced exposure a couple of weeks ago,we remain on
alert for the next opportunities. We remain keenly aware of the intermediate "sell signal”
swhich has now been"confirmed" by the recent market breakdown. We will continue to take actions
to hedge risks and protect capital until those signals are reversed.

THE REAL 401k PLAN MANAGER

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

Risk Management Analysis ’ 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

Bear To Bull Market

Market Fails At Resistance

As | wrote last week, thesreflexive rally" to reduce exposure finally got into the "neighborhood" of
our initial target area that we laid out nearly a month ago. The market failed at that target on Friday
which confirms the reduction measures we laid out previously. If you have not already taken action
in your 401-k plan, | would advise moving to target allocations next week and mitigating risk
temporarily. With both confirmed "sell signals™ in place, the risk to equity exposure currently
remains to the downside. If conditions improve we will rebalance equity risk in portfolios back to full
allocations but a LOT has to happen first.

c cﬂ"m Allocation Risk Adjusted Allocation

3%

Cash
20%

If you have already reduced equity exposure just sit tight this week and let's see what happens. If
you need help after reading the alert; don?t hesitate to contact me.
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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 401k Allocation Model

Cash + All Future Contributions

Primary concern is the protection of investment capital
Examples: Stable Value, Money Market, Retirement Reserves

20% Ql
Fixed Income (Bonds)

Bond Funds reflect the direction of interest rates
Examples: Short Duration, Total Return and Real Return Funds

759
\ o Targ/: [ 177 Equity (Stocks)

The vast majority of funds track an index.
Therefore, select on ONE fund from each category.
Keep it Simple.
10% Equity Income, Balanced or Conservative Allocation
30% Large Cap Growth (S&P 500 Index)
0% International Large Cap Dividend
9% Mid Cap Growth

Current Portfolio Weighting

Cash

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.
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Common 401K Plan Holdings By Class

Cash Stable Value
Money Market
Retirement Savings Trust
Fidelity MIP Fund
G-Fund
Short Term Bond

Fixed Income  Pimco Total Retum
Pimeco Real Refum
Pimeco Investment Grade Bond
Vanguard Infermediate Bond
Vanguard Total Bond Market
Babson Bond Fund
Lord Abbett Income
Fidelity Gorporate Bond
Westem Asset Morigage Backed Bond
Blackrock Total Refumn
Blackrock Intermediate Bond
American Funds Bond Fund Of America
Dodge & Cox Income Fund
Doubleline Total Retum
F-Fund

International ~ American Funds Capital World G&/
Vanguard Total International Index
Blackrock Global Allocation Fund
Fidelity International Growth Fund
Dodge & Cox International
Invesco Infemational Core Equity
Goldman Sachs Intemational Growth Opp.

The above represents a selection of some of the most
common funds found in 401k plans. Ifyou do not see your
SPECIFIC fund listed simply choose one that closely resembles
the examples herein. All funds perform relativelysimilarly
within their respective fund classes.

Equity
Large Cap

Balanced Funds

Small/Mid Cap

Vanguard Total Stock Market

Vanguard S&F 500 Index

Vanguard Capital Opportunities

Vanguard PrimeCap

Vanguard Growth Index

Fidelity Magellan

Fidelity Large Gap Growth

Fidelity Blue Chip

Fidelity Capital Appreciation

Dodge & Cox Stock

Hariford Capital Appreciation

Amernican Funds AMCAP

Amerncan Funds Growth Fund Of America
Qakmark Growth Fund

G-Fund {Gommon Assets)

ALL TARGET DATE FUNDS 2020 or Later

Vanguard Balanced Index

Vanguard Wellington Fund

Vanguard Windsor Fund

Vanguard Asset Allocation

Fidelity Balanced Fund

Fidelity Equity Income

Fidelity Growth & Income

Amencan Funds Balanced

American Funds Income Fund

ALL TARGET DATE FUNDS 2020 or Sooner

Vanguard Mid Cap Growth

Fidelity Mid Gap Growth

Artisan Mid Cap

Goldman Sachs Growth Opportunities
Harbor Mid Cap Growth

Goldman Sachs Smallfid Cap Opp.
Fidelity Low Price Stock Fund
Columbia Acom US

Federated Kaufman Small Cap
Invesco Small Gap
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