
Bear or Bull Market? - RIA

Many investors are questioning whether we are in the grips of a bear market or if the bull market
resumed with the October 2022 lows. The yield curve, leading economic indicators, and Fed policy
point to a recession. 40 years of trustworthy recession indicators say avoiding a recession and bear
market would be extremely rare. Despite concerns, a few technical indicators point to an emerging
bull market. Check out our double Tweet of the Day below, highlighting the mixed messages. The
first Tweet shows that institutional investors are now the shortest since 2007. Either they are
correct, and the bear market emerges from hibernation, or they are wrong, and a new bull market
has plenty of short covering to propel stocks higher. Quite often, they are wrong at extremes. The
second highlights that there has been a recession every time the Philadelphia Fed Index has been
at its current level.

Another confusing piece comes from Callie Cox. Callie shows that if this is a bear market rally, it is
getting very long in the tooth. Thus insinuating it?s becoming a bull market. Per Callie:

We?re now 128 days ? six months and six days ? past the S&P 500?s October low. If
the S&P makes a new low from here, it?d be the second-longest bear market rally in all
bears since 1950 (only behind the 194-day bear rally in the tech bubble bear).
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Market Trading Update

Yesterday the market finally sold off, with selling pressure building into the end of the day. This is
the first reversal day we have seen in a while. As such, we removed our two equity index trading
positions yesterday to take in some profits and raise some cash. The bullish backdrop is still in
place, and the market could rally a bit higher from here, but there are signs of exhaustion following
the rally from the mid-March lows.

We will look for a pullback to support or another oversold condition to add back to our holdings and
increase weights accordingly. As we will discuss in this weekend?s newsletter, there is a risk of a
correction back to the running bullish trend support. Such a decline would be close to 10% and
would certainly invoke many bearish headlines. However, a pullback is logical given that the market
is currently at the top of that range. Take action accordingly to protect gains.
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Tax Receipts and the TGA

Initial April 18th tax receipts came in lighter than forecasters were thinking at $108bn versus the
$130bn expected. As a result, the Treasury?s account at the Fed grew by less than expected.
Such brings forward the debt cap default line in the sand. While we think that will get resolved
despite the political bickering, there is another concern.

Growth of the Treasury General Account (TGA) pulls liquidity out of the system. For example, $108
billion left bank accounts yesterday and now sits at the Fed. The new tax revenue and ultimate
resolution should increase the TGA by at least a few hundred billion. Couple that with QT and
declining usage of emergency banking liquidity programs, and broad Fed liquidity could start falling
rapidly.

The graph below shows how the recent surge in Fed liquidity from the drawdown of the TGA and
the new bank liquidity coincided with stocks rallying. If liquidity declines, as seems likely, will stocks
follow?

https://tinyurl.com/BBR-2023
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More on the Technical Bull Versus the Fundamental Bear Market

The graph below shows that professional investors are more overweight in bonds versus stocks
than at any time since the financial crisis. As we note in the opening section: ?Either they are right,
and the bear market emerges from hibernation, or they are wrong, and a new bull market has
plenty of short covering to propel stocks higher.?

Given the mixed messages of fundamental, technical, sentiment, and positioning indicators, we
advise those believing a bull market is underway to study bearish forecasts. Conversely, it is wise
for those with a bearish tilt to be better versed on the bullish case and why you might be wrong. As
we advised in January, keep your head on a swivel and be ready to quickly audible. This may be
one of those years where bulls and bears are proven wrong.

Tweet of the Day
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Please subscribe to the daily commentary to receive these updates every morning before
the opening bell.

If you found this blog useful, please send it to someone else, share it on social media,
or contact us to set up a meeting.
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