An interesting thing has begun to occur in the market which is more a symptom of exuberance than
prudence as there seems to be nothing that can derail the market advance to new highs. However,
as Doug Kass noted recently in his diary, the ingredients to shock market participants are already
in place.

e *Speculative activity is on the rise (materially so in the case of Tilray (TLRY) and others in the
space).

¢ eInvestor complacency (not a soul, save permabears, are looking for anything like a large
markdown in market).

¢ Rising interest rates -- with the pace of the yield climb now accelerating to the upside.

e Trade and tariff risk is rising.

¢ An extreme change in the market structure -- much like portfolio insurance in 1987, (ETF and
Quant strategies and products dominate the market) -- in which participants are all on the
same side (long) of the boat.

e Social unrest as the benefits of monetary and fiscal policies failed to trickle down.

e Weak market seasonals.

e Technical divergences.

The market is currently ignoring, in my opinion, two of the biggest risks to the fundamental
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underpinnings of the market which are earnings growth and valuation. While the market has been
rising on stronger rates of earnings growth, due primarily to tax cuts and share buybacks, that
effect will begin to roll off in the months ahead. Tariffs and higher interest costs are a direct threat
to bottom line profitability, particularly when combined with higher labor costs. Today, however,
lswant to focus on the interest rate issue as it is the biggest threat the markets currently face if rates
do indeed continue to rise further. The following video takes a deep dive into rates and historical
outcomes.

(Subscribe to our YouTube channel for daily videos on market-moving topics.)

<span data-mce-type="bookmark" style="display: inline-block; width: Opx; overflow: hidden; line-
height: 0;" class="mce_SELRES start">?</span>|But this is THE chart you should be paying
attention to:
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There are several important points to note in the chart above:

1. In the past 40-years, there have only been seven (7) other occasions where rates were this
overbought. In each case, it was a great time to buy bonds and sell stocks. (When rates got
oversold, it was time sell bonds and buy stocks.)
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2.

There were only two (2) other periods where rates were this extended above their long-term
moving averages. The one that occurred between 1980-1982 began the long-term decline in
bond prices.

Economic growth has peaked every time rates got this extended. (Which shouldn't be a
surprise.)

Whenever rates have previously pushed 2-standard deviations of their 2-year moving
average - bad things have tended to occur such as the Crash of 1974, Crash of 1987, Long-
Term Capital Management, Russian Debt Default, Asian Contagion, Dot.com crash, and the
Financial Crisis.

While the markets are currently ignoring the risk of higher rates, even a cursory glance at the chart
above suggests that we are near the point where "rates will matter." | suspect the "Magic Number"
is likely no higher than 3.25%. But we will only know for sure when the "rabbit pops out of the hat."
Just something to think about as you catch up on your weekend reading list.

Economy, 2008 & Fed

Fed Officials Are Playing With Fireby Caroline Baum via MarketWatch

Burying Our Heads In The Sandby Hunt Lawrence via American Spectator

Further Tax Cuts, Further Fiscal Irresponsibilitylby Committee For A Responsible Federal
Budget

Tax Reform Promised A Deluge, We Got A Dripby Omri Marian via The Hilll

Trade War Escalates - Markets Shrugby Matt Phillips via NYT

6-Signs We're Closer To A Recession Than You Thinkkby Sean Williams via Motley Fool
Wages Are Low And Workers Are Scarceby Annie Lowrey via The Atlantic

The CasualtiessOf The Trump's Trade Waby Steve Chapman via Reason.com
Economic Bump Due To Stimulus by James Macintosh via The New Yorker

Can American Be A Successful Low-Tax Societyby Grover Norquist via Ozy

Who Really Creates Value In An Economyby Mariana Mazzucato via Project Syndicate
A Decade Later, Is The Global System Saferby Knowledge@Wharton

Markets

Edwards: Next Recession Only 6-Months Awaybky Tyler Durden via Zerohedge
This Market Indicator Most Inflated Since 2000by Mark Hulbert via MarketWatch
TSLA: Headed To The Graveyardby Shawn Langlois via MarketWatch

A Warning From Europeby Anne Applebaum via The Atlantic

It's A Nightmare Scenario For The Marketskby Wolf Richter via Wolf Street

The "Junkie Market" Is Back Againky Dana Lyons via The Lyons Share

Central Banks On Gold Buying Spreeby Simon Constable via Forbes

Emerging Pieces From The EM Declineby Seth Levine via The Integrating Investor
Markets Don't Care About Trade Warsky Ryan Vlastelica via MarketWatch
When Is The Next Recession & Bear Marketby Jesse Colombo via Forbes

The End Of The Incessant Bidby Kevin Muir via The Macro Tourist

Most Read On RIA


https://www.marketwatch.com/story/fed-officials-are-playing-with-fire-if-they-knowingly-invert-the-yield-curve-2018-09-19
https://spectator.org/a-21432243515559-reckoning/
http://www.crfb.org/press-releases/further-tax-cuts-are-height-fiscal-irresponsibility
http://www.crfb.org/press-releases/further-tax-cuts-are-height-fiscal-irresponsibility
https://thehill.com/opinion/finance/407429-key-aspect-of-tax-reform-has-under-delivered-as-expected
https://www.nytimes.com/2018/09/18/business/trade-war-markets.html?rref=collection/sectioncollection/business&action=click&contentCollection=business&region=rank&module=package&version=highlights&contentPlacement=12&pgtype=sectionfront
https://www.usatoday.com/story/money/markets/2018/09/05/recession-signs-getting-closer/37630241/
https://www.theatlantic.com/ideas/archive/2018/09/is-america-facing-a-labor-shortage/570649/
https://reason.com/archives/2018/09/17/casualties-of-trumps-trade-war
https://www.newyorker.com/news/our-columnists/whats-going-on-with-the-economy-its-the-stimulus-stupid
https://www.ozy.com/opinion/can-america-be-a-successful-low-tax-society-again/88837
https://www.project-syndicate.org/commentary/economy-value-private-public-investment-by-mariana-mazzucato-2018-09
http://knowledge.wharton.upenn.edu/article/ten-years-great-recession-global-financial-system-safer/?utm_source=kw_newsletter&utm_medium=email&utm_campaign=2018-09-12
https://www.zerohedge.com/news/2018-09-20/albert-edwards-why-next-recession-might-only-be-six-months-away
https://www.marketwatch.com/story/this-stock-market-indicator-hasnt-been-so-inflated-since-the-internet-bubble-top-2018-09-18
https://www.marketwatch.com/story/iconic-member-of-detroits-old-guard-says-teslas-headed-to-the-graveyard-2018-09-19
https://www.theatlantic.com/magazine/archive/2018/10/poland-polarization/568324/
https://wolfstreet.com/2018/09/19/mortgage-rates-head-to-6-10-year-yield-to-4-yield-curve-fails-to-invert-and-fed-keeps-hiking/
http://jlfmi.tumblr.com/post/178051234220/the-junkie-market-is-back-again
https://simonjconstable.blogspot.com/2018/09/forbes-central-banks-on-gold-buying.html
https://integratinginvestor.com/emerging-pieces-from-the-emerging-markets-decline/
https://www.marketwatch.com/story/how-trade-war-fears-have-become-less-of-a-factor-for-stock-market-investors-2018-09-18
https://www.forbes.com/sites/jessecolombo/2018/09/14/when-is-the-next-u-s-recession-and-bear-market/

The World Diverges From The U.S.by Lance Roberts

Buffett: A Walking Contradictionby Michael Lebowitz

The Ingredients Of An "Event"by Lance Roberts

80% Of Americans Face A Retirement Crisisby Lance Roberts

Researche/ InterestingesReads

e The Confidence Game Being Run At Salesforceby Ben Hunt via Epsilon Theory

e 2/3rds Of Americans Believe The Stock Market Hasn't Risenby Tyler Durden via
ZeroHedge

A Decade Later: How The Recession Changed Everythingby Liz Wolfe via Playboy
How The Next Downturn Will Surprise Uskby Ruchir Sharma via NYT

5-G Will Change Everything by Gary Shapiro via Real Clear Markets

Statistics Say The Financial Crisis Is Behind Us, They're Wrongby David Leonhardt via
NYT

The Biggest Economic Change In A Decade by John Stepek via MoneyWeek

Is The Stock Market Overvalued?by Knowledge@Wharton

Retirement Is In Peril For Most Americanskby Ted Knutson via Forbes

Fed Should Go Lower For Longerby Janet Yellen via Brookings

The Will Be The Mother Of All Minsky Momentsby John Mauldin via Mauldin Economics
What We Should Have Learned From 2008, But Didn'tby Carmen Reinhart via Foreign
Affairs

"It's all fun and games until someone gets their eye put out.?s-Every Mom In
History

Questions, comments, suggestions ? please email me.


https://realinvestmentadvice.com/technically-speaking-the-world-diverges-from-the-us/
https://realinvestmentadvice.com/a-walking-contradiction-warren-buffett/
https://realinvestmentadvice.com/the-ingredients-of-an-event/
https://realinvestmentadvice.com/why-80-of-americans-face-a-retirement-crisis/
https://www.epsilontheory.com/but-our-interests-are-aligned/
https://www.zerohedge.com/news/2018-09-20/two-thirds-americans-believe-market-hasnt-gone-past-decade
https://www.zerohedge.com/news/2018-09-20/two-thirds-americans-believe-market-hasnt-gone-past-decade
https://www.playboy.com/read/a-decade-later-a-look-at-how-the-recession-changed-the-way-millennials-live-work-and-date
https://www.realclearmarkets.com/2018/09/19/central_bankers_planted_seeds_for_the_next_downturn_217545.html
https://www.realclearmarkets.com/articles/2018/09/19/more_than_faster_phones_the_life-changing_potential_of_5g_technology_103418.html
https://www.nytimes.com/2018/09/14/opinion/columnists/great-recession-economy-gdp.html?rref=collection/sectioncollection/opinion&action=click&contentCollection=opinion&region=rank&module=package&version=highlights&contentPlacement=2&pgtype=sectio
https://www.nytimes.com/2018/09/14/opinion/columnists/great-recession-economy-gdp.html?rref=collection/sectioncollection/opinion&action=click&contentCollection=opinion&region=rank&module=package&version=highlights&contentPlacement=2&pgtype=sectio
https://moneyweek.com/495063/fracking-for-oil-and-the-global-economic-power-shift/
http://knowledge.wharton.upenn.edu/article/siegel-shiller-stock-market/
https://www.forbes.com/sites/tedknutson/2018/09/17/retirement-is-in-peril-for-most-working-class-americans-warns-new-report/#5be09ed75742
https://www.brookings.edu/blog/up-front/2018/09/14/comments-on-monetary-policy-at-the-effective-lower-bound/
http://www.mauldineconomics.com/go/v39lgw/ZHB
https://www.foreignaffairs.com/articles/2018-09-13/crisis-next-time?te=1&nl=dealbook&emc=edit_dk_20180914
https://www.foreignaffairs.com/articles/2018-09-13/crisis-next-time?te=1&nl=dealbook&emc=edit_dk_20180914
mailto:lance@realinvestmentadvice.com

