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In this 06-24-22 issue of "Recession Signs Rise."

e Market Review And Update
e Recession Signs Increase
e Portfolio Positioning

e Sector & Market Analysis

Follow Us On: Twitter, Facebook, Linked-In, Sound Cloud, Seeking Alpha

Need Help With Your Investing Strategy?

Are you looking for complete financial, insurance, and estate planning? Need a risk-managed
portfolio management strategy to grow and protect your savings? Whatever your needs are, we are
here to help.

Schedule your "FREE" portfolio review today.

Need a plan to protect your hard earned ¢, e vour

savings from the next bear market? consultation today

Weekly Market Recap With Adam Taggart

https://www.youtube.com/watch?v=0l-9dUp-t4g

Market Review & Update

Last week, we noted that previous support levels failed to hold as markets tumbled to new lows for
the year. However, we also discussed the more extreme oversold conditions present on many
levels, which suggested the potential for a rally was present. Notably, the number of stocks trading
below their respective 50 and 200 daily moving averages hit levels generally seen at market
bottoms. Such led the market to rally nearly 6% this week.
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http://www.facebook.com/realinvestmentadvice
https://www.linkedin.com/in/realinvestmentadvice
https://soundcloud.com/the-lance-roberts-show
https://seekingalpha.com/author/lance-roberts/articles#regular_articles
https://realinvestmentadvice.com/
https://realinvestmentadvice.com/connect-now/
https://realinvestmentadvice.com/fed-bluffs-and-wall-street-calls/
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On Friday, the University of Michigan Sentiment Consumer Sentiment index showed a decline in
inflation expectations which buoyed the bulls by reducing expectations for more aggressive Fed
rate hikes. Suddenly, Fed fund futures are pricing in rate cuts as early as February of next year.

e Market pricing for the fed funds rate change
after the Feb-2023 FOMC meeting 0.25
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Of course, with a market solely dependent on the Federal Reserve for price support, it was not
surprising to see a fairly sharp rally in anticipation of a return of "zero rates" and "Q.E."

However, before you get too excited, the markets have a tremendous amount of work ahead to
repair the technical damage inflicted so far this year. While the rally was strong on Friday, the
volume was light, but it did fill the gap of the previous breakdown in price. Furthermore, as shown,
a series of gaps will provide stiff resistance to a rally over the next few days. However, next week is
the end-of-the-quarter rebalancing which could support a continued rally with many managers
underexposed to equities.
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Any rally to the 3900-4000 range on the S&P index will likely move the markets back into
overbought territory. With recession risk rising, and earnings estimates on the decline, we suggest
using that rally to reduce risk and rebalance allocations accordingly. The odds that a bear market
bottom is "in" remain low. However, if things change and the technical backdrop improves, we will
add exposure accordingly.

Fed Dismisses Risk Of Recession

This past week, Federal Reserve Chairman Jerome Powell testified before senators as the central
bank is under scrutiny for its efforts to combat soaring inflation with rising interest rates while not
driving the economy into a recession. As Powell stated:

"We do understand the full scope of the problem, and we're using our tools to address it
pretty vigorously now. Price stability is really the bedrock of the economy. We have
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both the tools we need and the resolve it will take to restore price stability on
behalf of American families and businesses."”

In simpler terms, by raising the cost of borrowing, the Fed can impact inflation by slowing demand.

The problem is the Fed operates in a "bubble,” believing its policy changes are the only factor
impacting inflation or the economy. If that were the case, it would be possible to hike rates, reduce
inflation, and avoid a recession.

However, that is hardly the case.

Since the beginning of this year, as the Fed was discussing its plans to tighten monetary policy, the
stock market, interest rates, and inflation effectively tightened monetary policy in advance of the
Fed. As shown, effective monetary policy is significantly tighter currently. (The index is comprised
of short-term rates which impact consumption. Long-term rates which affect capital expenditures
and mortgages, and inflation.)

Monetary Policy Conditions Index Real
Investment
Advice
13.00 7
16.00
6
1400
X 5
<
£ 12400
0 g
c ;]
£ 1000 ‘a
: :
] 2
O 800 3e
2 3
8 w
E 6.00
2 2
400
1
200

- 0
2000 2002 2004 2006 2008 2010 202 2014 2016 208 2020 2022

Recessions  =——Monetary Conditions Index =~ ——Federal Funds Effective Rate

The problem for the Fed is they are well behind the curve in tightening monetary policy. As such,
"over-tightening" becomes a more significant risk.

While Mr. Powell believes the economy is "very strong and well-positioned to withstand higher
rates," the latest New York Federal Reverse forecast is quite pessimistic. As shown, the model
forecasts economic contractions in both 2022 and 2023.
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Current Forecast

Latest Release 900 am, EST June 17,2022

Forecast period 2022 2023 2024 2025
GOP growth 0.6 0.5 0.4 14
(04/04) (-3.6, 2.3) (-5.0,4.0) -4.4,5.3) (-3.9,6.5)
Core PCE inflation ag 2.5 21 2.0
(04/04) (3.3.44) (17.34 1231 (1.0,3.00
Real natural rate 0.9 0.9 0.9 0.8
of interest ((4) (-0.4, 21 (-0.5, 2.4) (-0.7,2.4) (-0.9, 2.5)

Maybe someone missed the memao.
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Recessions Signs Increase

Mr. Powell did acknowledge the risk of a recession. However, he suggested the Fed, or its policy
changes, would be the cause of one. To wit:

"We're not trying to provoke, and don't think that we will need to provoke, a recession.
But we do think it's absolutely essential that we restore price stability, really for the
benefit of the labor market as much as anything else."”

While Mr. Powell may think they can pull levers to slow inflation and economic growth, the
recession signs are mounting quickly on many fronts.

As my colleague Albert Edwards noted on Wednesday, the U.S. Leading Economic Index is
already testing recessionary levels.
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US Conference Board Leading Indicator falls into recession territory
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However, while the Leading Economic Index is one of the best recessionary indicators, other
recession signs confirm the same. As noted last week, our Economic Composite Index (comprised
of both leading and lagging indicators, tracks the 6-month percentage change in the LEI very
closely. The EOCI index suggests the economy is very close to contraction.
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Of course, for investors, these recession signs suggest the stock market has not fully accounted for
the coming contraction in earnings. As Mr. Edwards concluded:

@MikaelSarwe, head of Market Strategy at Nordea, was flagging that 'The problem with
(current) lower P/E ratios is that while the P has moved, the E is on thin ice -- and the

cracks are starting to show.?
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Philly Fed suggesting that US EPS are set to collapse
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Earnings are one of, if not the best, recession signs for investors. Given that earnings estimates
remain elevated, the eventual downward revisions will require a further repricing of assets to
compensate.

In other words, this bear market cycle is likely not over yet.

This Week's MacroView

“HODL” Finds Its Inevitable Flaw

“HODL,” an original misspelling taken on as a badge of courage by cryptocurrency
investors, spread. ..

= Read More

Interest Rates Aren't Pricing In Recession Risk...Yet.

While stocks have not fully accounted for the decline in earnings, the same is true for bonds and
the coming economic slowdown or recession.

As noted above, the New York Federal Reserve made a shocking statement by lopping 1.5% off its
GDP forecast for both 2022 and 2023. Mind you; this is significantly lower than most Wall Street
estimates.

Furthermore, the N.Y. Fed predicted that a coming recession would last two full years, which is
rather extraordinary and arguably one of the most bearish comments | have ever seen by a
regional Federal Reserve bank. To quote:

?The odds of a hard landing are around 80%.? New York Federal Reserve

Notably, there is a relationship between interest rates, the economy, and inflation. As the economy
strengthens, the demand for money increases interest rates as banks can charge more for loans.
Interest rates also compensate for strong inflation as demand exceeds available supply. In a
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recessionary economy, the reverse also holds.

The chart below shows the relationship between the annual change in interest rates to the 6-month
rate of change in the Leading Economic Index. Currently, bonds have not started to effectively
"price in" slower economic growth, much less a recession.
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As the Fed hikes rates, economic growth and inflation will slow. Such suggests that interest rates
should decline to compensate for lower loan demand. Furthermore, as noted above, as the equity
markets reprice lower for earnings, the "risk-off" rotation will apply downward pressure on yields.

Such gets shown by comparing the above monetary policy conditions index to the 10-year
Treasury rate. During the next recession, the 10-year rate will likely fall below 1% to compensate
for the recession and drop in inflation.
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Such is why bonds will likely outperform stocks in the next cycle.



https://realinvestmentadvice.com/wp-content/uploads/2022/06/10-Year-Rate-vs-LEI-6-mth-ROC-062222.png
https://realinvestmentadvice.com/wp-content/uploads/2022/06/Monetary-Policy-Conditions-Vs-10-Year-Treasury-062322.png

Rage not fgdihd or type unknown

Portfolio Update

Just recently, Yahoo Finance had a great note on "bear market rallies."”

"Bear markets test investors, both on the way up and way down. When the news cycle
seems like it can't get any more horrifying, stocks seize an olive branch. Perhaps it is a
reprieve from a hawkish central banker or a drop in sky-high oil prices.

But no matter the catalyst, bear market rallies can send stocks off to the races, and
weary investors don't want to miss out.

Rinse, repeat.”

That is the challenge that faces investors currently. Markets are down, but investors have
repeatedly gotten bailed out by Fed interventions. However, in a real bear market, rallies continue
to "beat" investors into giving up. That is when bottoms usually form.

As we stated, when it comes time to "back up the truck” to buy equities, you won't want to.

The S&P 500 was down over 23% at its most recent lows. The rallies so far this year have been
shallow and short-lived. The largest was a roughly two-week move at the end of March that
produced an 11% bounce for the index.

?And now we're barely off the new lows. Again.

This bear market is likely not over yet as recession signs mount. Such is why we continue carrying
higher levels of cash, reducing exposure, and rebalancing portfolio risks accordingly. There is no
easy measure to navigate markets at the moment, but for those who have never been through a
bear market, this is just part of the process.

ASSETS SECTORS

¢ Technology:3.6 %

f
US Equities:34.2 % '
Cash:46.5 %
-‘ Communication
Services:3.4 %
T~ R0 %

Energy:2.5 %

= Healthcare:9.6 %
Materials:2.4 %
Consumer Goods:4.8 %

h:46.5 %
Cash:46.5 Utilities:3.9 %

ETF:19.3 % Treasury Bond:9.2 %

We suggest using rallies to reduce risk and increase cash levels further until the market provides
better clarity.

As noted last week, we remain pretty confident we are not yet at that point.

Have a great week.
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Market & Sector Analysis

S&P 500 Tear Sheet
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Sector

Energy
Materials
Industrials
Discretionary
Staples
Health Care
Financials
Technology
Telecom
Utilities
Real Estate

2 years
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1.81%
20.00
358
532
21.35%
4.17%

1 Year
Price
Return
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(8.94%)

Momentum Analysis
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SPY RISK INFO

Price Return
Max Drawdown

Daily VaR-5%
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% From
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(32.5%)

(23.74%)
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(1.44%)
0.94%
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(28.40%)

% From
Low

18.87%
30.15%
59.03%

19.7%
18.4%
22.2%
31.1%
36.3%
11.9%
76.2%
18.2%
11.2%
11.2%

T 2-Yr

28.28%
(24.54%)
#NIA
#NIA
17.83
(14.13)

T1-Yr.

YTD

(8.24%) (17.87%)
(24.54%) (24.54%)
(0.40)  (1.34)
(0.32)  (1.99)
1978 2553
(37.16)  (75.81)

S&P 500 Market Cap Analysis

Item

Shares
Sales
SPS

Earnings
EPS TTM
Dividend

DIv.
YIELD

21%
1.8%
0.8%
2.4%
1.6%
2.1%
1.0%
0.6%
3.1%
3.0%

12-M Ago Current

265
12,436
44

93,401
315
16,157

6.2
17

% Diff
YTD/IT1-YR
116.93%

0.00%
2.39
521
0.29
1.04
1.09

(3.33%)
15.01%
18.97%
29.92%
39.39%
10.00%

TTM  Current
Earnings Forward Forward PE

Yield Earnings

7.60% 6.55 14.19
4.57% 6.72 17.36
3.54% 4.89 2451
4.57% 4.94 20.96
6.28% 8.65 16.31
8.90% 7.25 12.78
4.43% 6.75 2215
6.15% 9.20 16.19
516% iy 20.70
5.14% 4.95 19.64

. . . % From % From
Item Price 5’“’03':‘; 200-DMA Zﬁﬂ?;:y ‘:ogi;’;:' 2W  52W  Buy/Sell
High Low
Large Cap 390.08 (10.90%) 40381 49  (3.40%) 43923 67  (11.19%) (8.06%) (18.73%) 7.71% Sell
Mid Cap 42544 (1118%) 44742 14 (491%) 48394 64  (12.09%) (7.55%) (2027%) 6.35% Sell
Small Cap 81.72  (10.42%) 8556 15 (4.48%) 93.31 B4 (12.42%) (8.31%) (22.39%) 5.96% Sell

Relative Performance Analysis
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Year To Date Performance
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Technic

al Composite

The technical overbought/sold gauge comprises several price indicators (RSI, Williams %R, etc.),
measured using "weekly" closing price data. Readings above "80" are considered overbought, and
below "20" are oversold. The current reading is 18.06 out of a possible 100.
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Portfolio Positioning "Fear / Greed" Gauge

The "Fear/Greed" gauge is how individual and professional investors are "positioning” themselves
in the market based on their equity exposure. From a contrarian position, the higher the allocation
to equities, to more likely the market is closer to a correction than not. The gauge uses weekly
closing data.

NOTE: The Fear/Greed Index measures risk from 0 to 100. It is a rarity that it reaches levels
above 90. The current reading is 33.24 out of a possible 100.
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Sector Model Analysis & Risk Ranges

How To Read This Table
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e The table compares the relative performance of each sector and market to the S&P 500
index.

e "M/A XVER" is determined by whether the short-term weekly moving average crosses
positively or negatively with the long-term weekly moving average.

e The risk range is a function of the month-end closing price and the "beta" of the sector or
market. (Ranges reset on the 1st of each month)

¢ The table shows the price deviation above and below the weekly moving averages.

e The complete history of all sentiment indicators is under the Dashboard/Sentiment tab at

SimpleVisor.
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Weekly Stock Screens

Each week we will provide three different stock screens generated from SimpleVisor: (RIAPro.net
subscribers use your current credentials to log in.)

This week we are scanning for the Top 20:

¢ Relative Strength Stocks
e Momentum Stocks
e Technically Strong With Strong Fundamentals

These screens generate portfolio ideas and serve as the starting point for further research.

(Click Images To Enlarge)

RSI Screen


https://simplevisor.com/
https://realinvestmentadvice.com/wp-content/uploads/2022/06/Risk-Range-Report-062522.png
https://realinvestmentadvice.com/the-countdown-to-the-next-bear-market/
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Momentum Screen
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Technical & Fundamental Strength Screen
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SimpleVisor Portfolio Changes

We post all of our portfolio changes as they occur at SimpleVisor:

We had no trades this week.

Find it in the Retirement section
Of OUI’ Web8|te Learn more

Lance Roberts, CIO

Have a great week!
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