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Commodity Surge Is A Bearish Indicator

In this 03-04-22 issue of "Commodity Surge Is A Bearish Indicator."

e Market Review & Update

e Commodity Surge Is A Bearish Indicator
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 . your

savings from the next bear market? consultation today

Weekly Market/Strategy Recap With Adam Taggart
https://youtu.be/3ta4dTqDuzDQ

Market Review - Stocks Struggle As Russia Advances

Friday morning, stocks sank back to previous support on news Russia had taken Ukraine's nuclear
power facility. It is not surprising with the ongoing Russia conflict; no one wants to hold equities
over the weekend if something happens.

While the market continues to grind out a downtrend, so far, it remains a very steady decline
without much sign of visible panic. Such was a point made by Sentiment Trader this past week.


http://www.twitter.com/lanceroberts
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://simplevisorins.wpengine.com/
https://simplevisorins.wpengine.com/connect-now/

Despite numerous concerns, the Panic Button has not been pressed
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The problem with a declining market with no real "fear" is that signals become less reliable. Trading
signals work best when they trade at extremes but give "false" signals when in the middle. Does
that mean we should abandon our analysis and go with our "gut?" Of course, not. However, it does
mean we should be more cautious in making portfolio changes.

e Give postions a little more "wiggle" room

e Maintain stops at critical support levels

e Reduce position sizes temporarily until certainty returns.
e Add hedges to reduce risk

With those guidelines, we can review the current market setup.

As discussed last week, the market has given us a decent roadmap to follow near term. With a
short-term buy signal still intact and not overbought yet, there are three rally targets and a critical
support level for the market currently:

Rally targets are:

e The 200-dma (red line)
e The current downtrend line; and,
e The 50-dma (black line)

Critical support level:

e January and October lows.
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Unfortunately, most of the "fuel” for a stronger rally got squandered. Therefore, we will re-hedge
risk on any rally next week, particularly as the markets struggle with geopolitical risk.

The surge in commodities is a more concerning bearish indicator.

A History Of Commodity Cycles

Since 1980, the start of my data feed for the CRB Index, there have been 4-distinct cycles in
commodities.
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Commodity prices fell from 1980 to 2000 as the economy shifted from manufacturing to
financialization. Beginning in 2001, as the dot.com era ended, investment flows shifted to
commodities and emerging markets in anticipation of a global resurgence. Housing demand
boomed as mortgage rates fell, and energy demand rose on fears of "peak oil production.”

However, as quickly as it came, the demand for commodities faded as the financial crisis crippled
the entire global economy. That deflationary trend continued until March 2020.

The current commodity spike is a natural byproduct of too much money chasing too few goods. As
the Covid-pandemic shut down production, governments injected billions of dollars to stimulate
demand. That imbalance of demand versus supply created the current inflation surge.
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However, since the demand-side of the equation was a function of artificial liquidity, the
qguestion is the sustainability of higher prices?

We must understand that commodities and hard assets generally do not live in a vacuum to answer
that question. Instead, they are subject to the supply-demand equation, ultimately setting their
price. Therefore, and not surprisingly, economic growth, interest rates, the dollar, and the money
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supply weigh heavily on that equation.

This Week's MacroView

Hiking Rates Into Peak Valuations Is
A Mistake

Hiking rates into a wildly overvalued market is potentially a mistake. So says
Bank of...

> Read More

A Hard Landing

Several indicators point to the ongoing demand for those assets if commodities and hard assets
are driven by demand, particularly in manufacturing.

As discussed previously, the current spread between the Producer Price Index (PPI) and the
Consumer Price Index (CPI) suggests that companies cannot pass along the entirety of higher
input costs. As such, there is a high correlation to earnings growth. Eventually, companies will
react to protect profits through layoffs, automation, and cost reductions. Such actions
typically precede the onset of a recession.
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Interest rates are equally crucial as rates reflect the strength of economic growth, inflation, wages,
and overall demand. There is a decent correlation between the annual change in interest rates
(reflecting economic strength or weakness) and commodity prices.
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The recent surge in commaodity prices from the 2020 lows corresponds with the jump in rates. Such
fits with the flood of fiscal policy, allowing demand to outpace the economic production capacity.
However, with the liquidity now reversed, rates will reverse to levels consistent with weaker
economic growth rates.

A consequence of that reversal in liquidity, as measured through M2, is the reversal of inflation
over the next 9-months. Again, since commodities are highly correlated to inflation, it suggests the
peak in the "hard asset" trade as the economy normalizes.
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Not surprisingly, commodities track nominal GDP growth.
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The surge in economic growth following the pandemic-driven shutdown was, as stated, an artificial
"sugar rush" of liquidity flooding the system. Such caused a massive rise in money supply,
leading to inflation given the lack of productive capacity. However, as is already the case,
economic activity is reverting to more normal levels.

Commodity Surge & Markets

With that background, it is not surprising that peaks in commodity prices tend to align with peaks in
the financial markets. Such is because earnings ultimately get derived from economic activity. If
economic activity slows due to high commaodity prices, the market will reprice valuations
accordingly.

e . . Real
Commodities Rally A Bearish Signal Investment
vice
500.0 8192
Russia
Invasion
Covid
400.0 Shutdown 4096

Trade War

Taper Tantrum /
Brexit

300.0 ’
Dot.com Crash Financial Crisis Taper Tantrum

200.0 V 1024

Manufacturing
Recession

Commodities
1
=]
&

S&P 500 Index

100.0 512
1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021
ions = =——C dities ——5S&P 500 Index

Following the financial crisis, the markets became more insulated from commodity declines due to
the massive monetary support from the Federal Reserve. Nonetheless, declines in commodity
prices, which, as noted above, are tied to the economic cycle, resulted in market corrections.
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The current commodity surge will once again trigger an economic slowdown. Commodity surges
are equivalent to monetary tightening by reducing the consumptive power of Americans. However,
when that commodity surge coincides with the Fed's more aggressive monetary policy, the results
will likely be disappointing.

In other words, as the Fed hikes rates, a "hard landing"” is almost assured.

Don’t invest alone.
Tap into the power of

SimpleVisor™

Sign up now

Portfolio Update

The main point of this week's discussion is that many retail traders are now chasing the
"commodity bull market" under the assumption that we are returning to the "inflation" of the 1970s.
There is a considerable difference between the two periods.

The 1970s inflation surge was a function of a strongly growing economy, rising wages, and high
savings rates, versus today's "artificial" demand surge from a massive liquidity program. However,
as is always the case, surges in commodities, particularly oil prices, have an almost immediate
negative impact on economic growth. As high prices quell demand, supply builds, driving down
prices.

From that view, our expectation is the Fed will likely hike rates more quickly than needed in an
already slowing economy leading to a deflationary drag. Such keeps our portfolios aligned to a
defensive posture currently.

However, we did reduce our hedges early this week due to the short-term oversold condition of the
market. We are looking for a bounce to current resistance levels, as discussed above, to rebuild
those hedges and reduce risk further.
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While we are not currently expecting a substantial bear market, the risk of a more profound decline
is undoubtedly present. That risk becomes more elevated as the Federal Reserve begins its rate-
hiking campaign. As shown below, the markets tend to weather rate hikes until the Fed eventually
"breaks something."
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We suspect this time will be no different, and we are hedging our risks accordingly.

Market & Sector Analysis

S&P 500 Tear Sheet
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Relative Performance Analysis
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Technical 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 24.48 out of a possible 100.
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Portfolio Positioning ?Fear / Greed? Gauge

Our "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 0-100. It is a rarity that it reaches levels
above 90. The current reading is 48.09 out of a possible 100.
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Sector Model Analysis & Risk Ranges

How To Read This Table

e The table compares each sector and market to the S&P 500 index on relative performance.
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¢ ?MA 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)

e Table shows the price deviation above and below the weekly moving averages.

e The complete history of all sentiment indicators is on under the Dashboard/Sentiment tab at
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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://simplevisorins.wpengine.com/wp-content/uploads/2022/03/Risk-Reward-Analysis-030522.png
https://simplevisorins.wpengine.com/the-countdown-to-the-next-bear-market/

Scan Result: 20 item(s) found Overview Technicals Fundamentals Performance

Ssymbol T] Trend Last RSI 20 SMA 50 SMA 100 SMA Mohanram Score Piotroski Score SV Rank @ Yield% MACD

Y 1l Tl Tl 1l Tl Tl @1l Q11U 1l 1l Tl
E ABBV 10/10 * £149.82 73.42 %1441 $138.29 $126.78 B a B 3.88% 3.55
|~ apm 10/10  $8261 7450 $77.07 $72.27 $68.37 1] B 1] 211% 209
[~ apa 1o/10  $39.45 7304  $3376  $3170  $29.28 B8 6] 1] 160% 131
|~ cF 10/0  $9091 7293 $7640  $7222  $66.73 1] 3] 8 158%  3.60
[~ cop 1o/10  $99.98 6776  $91.86 $8513 $78.78 1] B 1] 175% 2.74
[~ cTrA 1o/10  $26.26 6825  $23.29 $21.74 $21.29 a B 8 1.92% 0.78
[~ evx 10710 $15825 8164 $13829  $12972  $120.90 8 2] 423% 5.69
[~ pLTR 10/10 $14309 6363 $13842  $136.41  $12896 3] 5] % 202
|~ pvn 1o/10v  $5978 5387 85271  $4860  $4473 1] 8] 8 4.99% 128
[ eoG 0/10v $N888 6223  §N282 $10456  $9619 B 3] 266% 257
E FANG 10/10 'ﬁ $13796 56.46 $131.23 $124.29 $116.52 n E B 1.88% 294
[~ Fex 10710 $50.01 7228  $43.35 $4199  $40.00 1] B 3] 0.81% 192
[~ HAL 1o/10v  $3399 6074  $3241  $2886 $26.37 B8 3] 1.47% 101
|~ HES 10/10 ¥ $10036 6888 $9560  $8866  $85.29 8 8 112% 3
[~ mos w0 $5947 7782  $4696  $4285  $405 8 B 2] 098% 297
|~ mMrO o0 $23.73 6729 $21.70 $19.45 $17.81 1] a 1.30% 0.91
[~ oxy 10710k $56.25 74.06 $4133  $3666 $34.14 a8 010% 2.43
[~ pxp 10/10 W $24058 6274 $22764 $20976  $197.38 1] 8] 3] 2.45% 753
[~ sLe 9ok $3876 5018 $39.34 $36.31 $34.14 5| 2] 1.30% 0.52
[~ xom 1o/10vk  $8384 6653  $7873  $7258 $67.20 3] B 1] 4.95% 167

Momentum Screen

Scan Result: 20 item(s) found Overview Technicals Fundamentals Performance
Symbol T| Trend Last RSI 20 SMA 50 SMA 100 SMA Mohanram Score Piotroski Score SV Rank @ Yield% MACD
T (! i Tl 1l ! ! @1 @1 11 1l !

I cF w010  $9091 7293  $7640  $7222  $6673 (1] (9] 3] 158%  3.60
[ cost g/10h $52575 6097 $51599 $520.50  $515.94 B8 8 3] 061% 252
[~ evx 10/10 $15825 8164 $13829  $129.72  $120.90 8 (7] a 4.23% 5.69
[~ FTNT g0k $333.04 5702  $31771  $317.84 $322.91 — 7] 8 % €.77
|~ ep 10/10 $24301 8115  $21871  $21234  $206.92 — 5] 8 2.25% 6.47
|~ eww 7710 $48395 5017 $47849 $493.05  $48142 8 6] a 135%  -4.98
[~ Hn 710 $21733 7661 $18899  $18878  $190.43 — 5] a 2.46% 514
[~ Hum 6/10Wh $439.46 5975 $426735  $41912  $43169 B 8 8 071% 5.83
[~ sknY s/o $18430 6954  $17177  $16868  $164.76 — a 115% 3.49
|~ Loos s/iok $106.86 7182  $9278  $9123  $92.80 B 6] 8 158%  3.48
[~ LHx g/iovk $26522 7391  $226m  $220.44  $22224 8 (8] 3] 1.91% 8.62
[~ Ly 710 $26217 6201 $24472  $25413 $25173 —_ a8 8 1.61% 0.64
[= LMt 10/10 $45818 7692 $40175 $37850  $361.90 8 8 2.84% 17.36
[~ noc 10/10 W 346814 7242 $39703 $39229  $380.35 4] a 8 163% 1578
|~ nuE 10710 $13758 7249  $12208  $14.07 $M.83 — a a8 170%  6.40
|~ opFL 710 $31788 6019  $30361 $31734  $328.95 6] a8 038%  -0.52
| psa s/ioh $37467 6169 $358.04 $360.02  $345.64 6] a 216% 140
[~ pxo 10/10 $24058 6274 $22764 $20976  $197.38 1] (8] 8 2.45% 753
|~ seoe 8/10 W $20428 6110 §26653  $257.89  $29276 1] (5] 8 % 1481
|~ sre o/l0vh $15092 7706 $13848  $13575  $130.93 8 6 | a8 3.28% 296

Technical & Fundamental Strength Screen


https://simplevisorins.wpengine.com/wp-content/uploads/2022/03/Screen-RSI.png
https://simplevisorins.wpengine.com/wp-content/uploads/2022/03/Screen-Momentum.png

Scan Result: 42 item(s) found QELIEEES Overview Technicals Fundamentals Performance

Symbol 1) Trend Last RSI 20 SMA 50SMA 100 SMA Mohanram Score Piotroski Score SV Rank  Yield% MACD

v ! nooon I 1 1 @ 1l @1l @1 1 1
[= aa w0k 39034 6974  $73.94  $65.26 $5708 B B 1] 0.53% 491
[~ arc /0 $357 6583 $3.31 $3.42 $318 B — 633% 004
[~ cses o0 $6421 66.02 $59.91  $58.36 $55.39 B 8] 3] 1.80% 116
l== cTRA w10 $2626 6825 $2329  $2174 $21.29 B B 3] 192% 078
|~ eoG w0k SNBBS 6223 $N282  $10456 $96.19 8] 3] 2.66% 257
l= FMc 10/10 $12049 6405  $NS9  $N200  $10599 B @] 3] 192% 210
[ W w0k 3686 70.01 $5.55 $5.30 $5.48 8] 8 042% 032
[ 1MKcTaA 1070 $9317 6534  $8328  $8290  $79.25 B B — 081% 088
|~ pER w0 $14.49 6787 $14.00 $12.72 $11.57 B B 3| 14.02% 0.53
[= prsi 100 $6557 4551  $7210  $7018  $66.78 6] 8] a8 % -109
[~ scco wroe  $76.41 7668  $6747  $6535  $62.90 B B a 5.90% 202
l= sFm w0 $3368 6454 $2898  $2889 32676 B 8] a % 027
l= sGRy 1010k  $5252 6258  $4954  $4844  §$46.95 B 7| 2] % 199
l= spTi wro $3276 7952  $2726  $2605  $2499 6] — 3.28% 108
l= Teck 100 $4124 7508  $3564  $3262  $3005 B a 0.44% 157
= cien a0k $6555 5378 $6722 $6996  $6499 6] 8] a % 0.26
[= ew ano $15630 7428  $13871  $13760  $134.48 B 6| 8 0.52% 378
[~ Huse gnolk $8532 6581 §7954  $79.84 $79.89 6] a8 1] % 149
[ nvee gnovlk $12230 6957 $10724  $N616  $114.56 B 6 | o % 17
= wes oo $2565 5748  $2566  $2373  $2259 6] 2] 500% 058
|~ BoL g/iolk  $3372 €693  $2920  $30.30 $30.40 6] 7| — % 0.02
| cpHe anodk 32000 4779  $2023  $1BS56 $17.50 6| 8 — 135% 034
[+ 1rM snok  $5176 7295  $4583 $4712  $46.76 (8] 7] a 5.86% 103
[ seuT 8noWh $20250 5852 $19344 §19694  $194.60 B 1] 085% 107
| oreT snol  $749 4653 $7.86 $7.30 $6.77 6] — 087% 003
l= psa 8ol 337467 6169 $35804 $36002 $34564 B 7| 2] 216% 140
l== snpR snolk $2693 5990  $2592  $2610  $2553 6] 1] 124% 010
l= wem anowk 34682 6401 $4273  $4156  $4149 6] B a 1.40% 115
[~ wrs s/nok  $8914 5606  $9012  $8575  $8284 a 1] 0.58% 118
|~ BrRO 70wk  $6793 4895 $6622  $67.00 $64.97 B B 3] 0.64% -019
[~ Byp 770 $6700 5659  $66.26  $63.68 $63.61 B 3] 0.90% 213
|~ epp 710k $2530 6783  $2405  $23.43 $23.01 B [ 3] 7.72% 0.29
[ Hea 7704 $26500 6503  $24551 $247.40  $245.35 B 3] 077% 366
|~ HoG 770k $3870 5839 $4049  $3802 $3763 6] 1] 1.55% 100
| kFre 7ok  $7159 5249 $7172 $7M8S  §7180 B 7] - 168%  0.49
[~ uire 710k $9207 5068  $9677  $100.63 $9513 6] 8] 8 % 018
[= nvsT 7ol $4624 5408 $4661  $4520  $4285 B B 2] % 096
|~ opFL 7ok $31788 6019 $30361 $317.34  $32895 B 3] 0.38%  -052
[+ pFIE 70 $126 6427 17 $112 $114 7] 5] — % 003
|~ re 710wk $28039 4815 $29408 $28454 $278.09 B 8| a 216% 232

SimpleVisor Portfolio Changes

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

February 28th

With the market oversold, a registered ?buy signal? on the S&P 500, investor sentiment
extremely negative, we are removing our short-S&P 500 hedge and raising some


https://simplevisorins.wpengine.com/wp-content/uploads/2022/03/Screen-Fundamental-Techncial.png
https://simplevisor.com/

additional cash. As noted in this morning?s blog post ?March Rally,? there is a
reasonable expectation we could see the market rally into the FOMC meeting. If we do
get that rally, we will likely reset the short-position in the portfolio again.

Equity & ETF Portfolios

¢ Sell 100% of S&P 500 Short Position (SH)
e Sell 100% of IShares Preferred ETF (PFF)

March 2nd

"This morning we reduced exposure slightly by selling 1% of Ford (F) and 0.5% of XLB
and LIT in portfolios. Ford is up almost 5% this morning on plans to split the company
between electric and traditional. However, with the economy slowing, semiconductors
still in short supply, and the Fed reducing monetary support, there is a risk to Ford?s
earnings later this year. We also reduced basic materials in advance of a slower
economic environment as well.

From a trading perspective, we recently added to our bond holdings (TLT) at lower
levels and the sharp rally over the last couple of days pushed yields into resistance. We
are taking profits in the 2% of TLT we recently added but are holding the balance for a
slower economic environment later this year."

Equity Model

¢ Reduce Ford (F) from 3% of the portfolio to 2%.
e Reduce TLT from 10% to 8% of the portfolio.

ETF Model

¢ Reduce SPDR Basic Materials (XLB) and the Global X Lithium (LIT) by 0.5% each.
e Reduce TLT from 10% to 8% of the portfolio.

Find it in the Retirement section
of our website. Find It Here

Lance Roberts, CIO

Have a great week!


https://simplevisorins.wpengine.com/march-stock-rally-doesnt-negate-the-risk-of-a-bear-market/
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