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The TLT Short Trade Is Crowded

Short positions in TLT, the popular 20-year US Treasury Bond ETF, have spiked to over 130 million
shares, up from 107 million last month. TLT has 541 million shares outstanding. Consequently, the
short interest has risen from 20% to 24% of the float. Furthermore, TLT?s days to cover ratio (short
position/average trading volume) is nearly 3.5 days. As the graph below shows, that is far and
away the most prominent short position in the ETF in at least the last 15 years.

So what does this tell us? For starters, it helps explain why bond yields have been trending higher.
The narratives driving the bets for higher yields include inflation due to tariffs and disappointment
over the current deficit spending proposals floating around Congress. However, while the
narratives are concerning, the trade is extremely crowded. Furthermore, the narratives are based
on expectations, not facts. Most large stocks and ETFs typically have short interest ratios of five or
below. This extreme instance could set the stage for a significant short squeeze if yields fall,
economic conditions weaken, or the narratives change.

As the old saying goes, when everyone is on one side of the boat, move to the other. See the
Tweet of the Day for another example of a crowded trade.
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What To Watch Today
Earnings

¢ No notable earnings reports today

Economy
Monday May 19 2025 Actual Previous Consensus Forecast
09.00 AM & S (B Leading Index MoM 07% 2%
10:30 AM s |5 3Month Bill Auction 43% A
10:30 AM & S 8-Month Bill Auction 4.105% e

Market Trading Update

Last week, we discussed how the rally had repaired much of the previous damage following
?Liberation Day.? However, we also made competing cases for the bulls and bears on the
market?s next move.
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?1t is always difficult to say whether this is a&#2013266080;?bear market?
rally&#2013266080;while you are in the midst of it. In hindsight, these things are easy to
identify, and investors have plenty of reasons to play the&#2013266080;?could?ve,
should?ve?&#2013266080;game. However, some valid arguments exist about why the
recent correction was just that, and may now be over.?

This past week, the market continued its advance. There is little reason to be bearish with key
overhead resistance levels broken. However, as shown, the markets are reaching decently
overbought levels after being extremely oversold. This suggests that at least for now, the ?easy
money? has been made. With the market above the 200, and above the 50 and 20-DMA, pullbacks
should be between 5600 and 5800. Investors can use such a pullback to increase portfolio equity
exposures and reduce hedges accordingly. Conversely, 5000 to 5200 becomes the next critical
target if those lower supports are violated. However, such would require some unexpected event to
unfold.
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Given the reduction in tariff-related risk and stable economic data, we suspect the market will hold
bullish support. That statement follows our analysis from earlier this week, which discussed
whether we have returned to a bull market or if this is still a bear market rally. That analysis
compared the current market advance to the 2022 corrective cycle. However, that article elicited
quite a few comments about why the recent ?tariff? sell-off could be like the 2020 COVID-
pandemic decline and recovery. It?s a fair question and worth a few words.

2020 vs 2025

As shown, there is an analogy between the current market recovery and that seen in 2020
following the pandemic. However, it is worth remembering that there are many competing


https://realinvestmentadvice.com/wp-content/uploads/2025/05/image-144.png
https://realinvestmentadvice.com/resources/blog/executive-order-on-drug-prices-rattles-healthcare-sector/

differences between the current macroeconomic backdrop and that of 2020.

Backdrop 2020 2025
Economy Recession Slow Growth
Interest Rates Falling Stable
Inflation Falling Stabilizing
Fed Rate Policy 0% 4.30%
Monetary Policy QE $120 Bil (Mth) QT -55 Bil (Mth)
Gov't Policy Massive Stimulus No Stimulus

However, as we discussed in that previous analysis, even a ?can?t stop, won?t stop bull market?
gives&#2013266080;those who can be patient better risk/reward opportunities to increase equity
exposures. For example, after the initial rally off the March 2020 lows, the market pulled back and
consolidated briefly before rallying further. Then, another longer consolidation process that year
provided another entry point for bullish investors.
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The weekly Technical Gauge we produce each week in this newsletter below follows the same
path as 2020. While not yet back to bullish technical extremes, it is moving quickly higher to more
elevated levels. When those readings reached 80, the market went through a longer consolidation
process in 2020.
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So, is this 2022 where the recent rally will fail and test lower levels? Maybe. Or, is it more like 2020,
where the rally continues with only mild pullbacks along the way? Possibly. The true answer is
that I don?t know. However, it is worth considering that there are many macroeconomic
differences today compared to 2020. That lack of fiscal and monetary support, slowing economic
growth, and tighter monetary policy are headwinds to higher stock prices. But, it is logical that the
latest bullish market action has investors questioning a more cautious approach to the markets.

The same is true for us. We are currently underweight equities and hedged. However, the need for
hedges is quickly declining, and the need for equity exposure is increasing. I1t?s a tough battle
between creating portfolio performance and risk management. We are sticking with risk
management until things become more certain, at least for now.
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The Week Ahead

We get a break this week after a hectic week of economic data. With little data, investors are likely
to focus on Fed speakers. In particular, has the recent round of inflation data eased their tariff-
related inflationary concerns? Powell will speak on Sunday, May 25th. On Thursday, the release of
the Chicago Fed National Activity Index (CFNAI), which comprises 84 indicators, will help us better
assess the economy?s health. Thus far, as shown below, the index doesn?t signal that poor
sentiment and tariffs are weighing on economic activity.

United States, Economic Surveys, Federal Reserve Bank of Chicago, National Financial Conditions Index, National Financial
Conditions Index (NFCI), Index
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Corporate Stock Buybacks- Do They Affect Markets

As of May 2025, corporate stock buyback authorizations are on track to eclipse $1.35 trillion this
year, with more than $1 trillion executed. This will exceed any other year in the market since the
turn of the century. Such should be unsurprising with Apple (AAPL) announcing an additional $100
billion and Google adding another $70 billion to their programs (those two programs will account for
12% of the total alone).
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The data should lead one to question why corporate stock buybacks have grown steadily since the
turn of the century. Such is particularly the case when the overreliance on buybacks at non-
accretive valuations to boost stock prices has become commonplace. Such a statement
undermines the fallacy that corporate stock buybacks are solely a return of capital to shareholders.
For example,&#2013266080;Apple?s $110 billion buyback plan in 2024&#2013266080;raised
guestions among some investors about whether the company focused too much on immediate
stock price increases rather than on investments that could drive long-term value. That
statement should not be overlooked, given that 5-year annualized revenue growth has been flat
since 2018. (Chart courtesy of SimpleVisor.com)

READ MORE?
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Tweet of the Day

Q Lance Roberts £ @LanceRoberts - 46m (Zf ee
If you are long #Gold, there are some valid reasons to consider taking some
#profits and #rebalancing back to target weights. At the end of the day, its
a #commodity and is subject to the dynamics of supply and demand as
every other asset class.
@SoberLook
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?Want to achieve better long-term success in managing your portfolio? Here are our 15-trading
rules for managing market risks.?

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



