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Bull Rally Fails As Bears Regain Control

The bull rally failed as those stating the rise from the July lows was a ?bear market rally? were
proven correct. As we stated last week:

The break of the 100-dma also sets the market up for a retest of the 50-dma next week.
Given the sharp market sell-off on Friday, some follow-through selling on Monday would
be of no surprise.?

That was the case as the market sold off sharply all week, taking out the important 50-day moving
average. However, with the markets deeply oversold, a reflexive bounce is likely. On Friday, the
market attempted a test to break above the 50-dma, but failed. With the market sitting on
important support, an attempt at a rally next week is likely. However, with the MACD on a
?sell signal,? we continue to suggest selling any rallies to reduce risk.
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Unfortunately, the bull rally?s failure suggests more challenges for the stock market. As noted by
Yahoo Finance:

?The historically volatile month of August lived up to its reputation.?

Call it par for the course for 2022, as the Federal Reserve?s resolve to fight inflation
again beat back the most optimistic bulls holding out for the elusive Powell pivot.

?By the numbers: The Nasdaq Composite sank another 4.6% in August, bringing its
year-to-date return to -24.5%. Meanwhile, the Dow is now off 4,828 points for the year,
or 13.2%, and the S&P 500 is 17% in the hole.?

Unfortunately, for investors, the market history books suggest that when markets have negative
returns this far into the year, it portends more weakness and volatility into year-end.



Market Returns Through August vs. End-of-Year
Realized Realized

#of Jan-Aug Sep-Dec  Full Year Volatility Volatility

Years Retum Retum Retum Jan-Aug  Sep-Dec
Dow 1921 - 2021
(All negative years into Aug) 36 -1.64% -1.69% 911% 7.9%% 8.83%
Dow 1921 - 2021
(Down &% or more into Aug) 13 -14.00% -5.09% -15.50% 1.79% 9.80%
Nasdag Composite 1972 - 2021
(All negative years into Aug) 17 -11.26% 6.39% -5.09% 7.99%% 997%
Nasdaq Composite 1972 - 2021
(Down 8% or more into Aug) 9 -18.50% 0.47% -17.91% 8.63% 10.92%
S&P 500 1962 - 2021
(All negative years into Aug) 20 9.73% 3.41% 6.27% T.11% 8.84%
S&P 500 1962 - 2021
(Down 8% or more into Aug) 13 -13.87% -1.91% -15.50% 1.53% 9.25%

Source: TradeStation, Yahoo Finance
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Furthermore, while we could certainly see another bull rally from currently very oversold conditions,
the month of September offers little hope. October tends not to be kind, either.
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While the market is focused on Federal Reserve rate hikes, little attention is paid to the ?elephant
in the room.?

That elephant is the $95 billion in ?Quantitative Tightening? that started this month.

QT Hits Full Strength

In our Daily Market Commentary (subscribe for free daily email) we discussed the Fed?s
balance sheet unwind, aka Quantitative Tightening (QT), which is now at $95 billion a month.

?The plan is to allow 60 billion in U.S. Treasury bonds and 35 billion of mortgages to
mature monthly. The Fed may let additional Treasury Bills mature to reach their 95
billion goals if there are not enough mortgages maturing or paying down in a given
month. With the step up in QT comes reduced liquidity for the banking system and
financial markets.

The 2018 episode of QT taught us that liquidity dries up over time, and the effects take
a while to be felt. The more illiquid markets and market participants relying heavily on
leverage will feel the impact first. Given the 95 billion monthly paces of QT is almost
double the rate of 2018, the adverse liquidity effects may occur sooner this time. Below
we provide a summary of an important white paper on QT presented at the Jackson
Hole Conference.?


https://realinvestmentadvice.com/insights/daily-market-commentary/
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It is important to look back at 2018 when the Fed last tried to reduce its balance sheet. The market
response was a sharp selloff into December, leading to a Fed bailout of hedge funds and banks
through ?reverse repurchases operations? in 2019.

As noted, the rate of QT is twice that of any previous period in history. With the Fed increasing
rates, it?s worth noting how QT negatively impacts liquidity. The&#2013266080;58-page Fed white
paper by Viral V. Acharya&#2013266080;0n the topic of QT and liquidity got presented at the
recent Jackson Hole Conference.&#2013266080;Cross Border Capital&#2013266080;highlights a
few of the paper?s key points.



https://www.kansascityfed.org/Jackson%20Hole/documents/9040/JH_Paper_Acharya.pdf
https://www.kansascityfed.org/Jackson%20Hole/documents/9040/JH_Paper_Acharya.pdf
https://twitter.com/crossbordercap

“During quantitative tightening, the banking sector may not shrink the claims it
has written on liquidity at the same pace that the central bank withdraws reserves.
This may lead to tightened liquidity conditions and the greater possibility
of episodes of systemic liquidity stress ....” [non-linearity,/ asymmetry from
QE/ QT policies]

“Another possibility ... is the incentive of banks to hoard liquidity for non-
supervisory reasons.” [i,e, Tiquidity’ iz not fungible in crises for precautionary
reasons)

“Liquidity dependence resulting from QE and the poor reallocation of liquidity
within the system in times of stress can also have implications for market-making by
banks in systemically important markets such as the Treasuries. This can
affect the orderly functioning of shadow banks, as seen at the time of the COVID
outbreak.” [extends broadly to embrace shadow banks]

[banks’ liabilities become more short-term when QE expands reserves] “... the
maturity-shortening of banking sector liabilities when the stock of reserves rizes is
evidenced not just at the aggregate level in time-series data but also at an individual
bank level in the cross-section. Banks also originate more corporate lines of credit.
We observe little reversal of all this during quantitative tightening. We argue that this
asymmeitric behaviour can explain tightening liquidity conditions and
occasional stress episodes when quantitative tightening is underway,
despite the central bank balance-sheet being large relative to historical standards.
Furthermore, such behaviour can make the banking system dependent on
the central bank for ever larger liquidity infusions during stress.” [local
and systemic balance sheet mis-matches are important crisis triggers]

Acharva et al. (2022)
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To summarize:

e Point 1? Banks may use the excess liquidity during QE to make loans, including those like
margin debt used for speculative purposes. During QT, however, they may not reduce their
loan book, thus effectively reducing net liquidity available to others.

e Point 2?7 Banks, understanding that liquidity is declining, may ?hoard? excess liquidity. Such
actions reduce system-wide liquidity.

e Point 3? Liquidity is allocated poorly during QE. When removed, it can have unequal stress
on Treasury markets, where banks rely heavily on liquidity to maintain balanced two-way
flows.

e Point 4? During QE, banks tend to loan money for shorter time periods. This can be for
speculative purposes and short-term loans. In many cases, the short loans need to roll over
once they mature. With QT draining liquidity, stress can occur as the borrowers may struggle
to borrow to pay off the original loans. Such can result in the forced liquidation of assets to
repay the original loan.

The bottom line is that another primary support of the bull market rally since 2009 is now removed.

The Buffett Indicator



| am writing a longer discussion of the ?Buffett Indicator,? but the following note from Chartr is a
good primer.

?The recent stock market moves left us wondering where equity valuations were. With
hundreds of different ways to value stocks, we settled on arguably the simplest: the
ratio of&#2013266080;total market cap.&#2013266080;to GDP. It?s a simple metric
that compares the total value of public equities with the actual economic output of the
country as a whole.

A favorite of a certain&#2013266080;Warren Buffett, the indicator currently sits just
shy of&#2013266080;170%. That number doesn?t mean much on its own, but when
placed in historical context, it?s striking. Even after the recent fall&#2013266080;in
markets, the ratio is still one of the highest on record, north of the ~140%
recorded&#2013266080;during the dot-com bubble 0f&#2013266080;2000, and
considerably elevated compared to the average since&#2013266080;
1995&#2013266080;(109%).? ? Chartr
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Since 2009, repeated monetary interventions and zero interest rate policies led many investors to
dismiss any measure of ?valuation.? The reasoning is that since there was no immediate
correlation, the indicator is wrong.

The problem is that valuation models are not, and were never meant to be, ?market timing
indicators.?&#2013266080;The vast majority of analysts assume that if a measure of
valuation&#2013266080;(P/E, P/S, P/B, etc.)&#2013266080;reaches some specific level it means
that:

1. The market is about to crash, and;
2. Investors should be in 100% cash.

Such is incorrect.&#2013266080; Valuation measures are simply just that ? a measure of current
valuation.&#2013266080;More importantly, when valuations are excessive, it is a better
measure of ?investor psychology? and the manifestation of the ?greater fool theory.?

What valuations do provide is a reasonable estimate of long-term investment returns. It is logical
that if you overpay for a stream of future cash flows today, your future return will be low.

The chart below uses the Willshire 5000 Market Capitalization versus GDP and is calculated on
guarterly data versus 10-year forward returns. Foreward returns over the next 10 years could be
disappointing at current valuation levels.
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The Rule Of 20

The ?Rule Of 207? further confirms what the ?Buffett Indicator? suggests.

To calculate the ?Rule Of 20?&#2013266080;we combine the P/E ratio and inflation rate. Over the
years, markets have shown a distinct tendency to revert to a sum of 20 for these two
metrics.&#2013266080;In other words, the stock market is undervalued when the sum is below 20
and overvalued when the sum is above 20.&#2013266080;This seemingly simplified insight is
nonetheless surprisingly effective, as noted by Evercore ISI:

o Markets rarely trade at equilibrium, so it?s no surprise that the ?Rule of 20? is seldom

precise.&#2013266080;

e The combined P/E ratio and inflation rate have ranged from a low of 14 to a high of 34.

e Over the last 50 years, the average P/E is just below 16, the average inflation rate is 4%, and
the average sum of P/E and inflation, as expected, is close to 20.

The rule peaked at the 2nd highest level in history earlier this year. Such levels suggest the market
is more than&#2013266080;?fully priced.?&#2013266080;Regardless of what definition you

choose to use.


https://realinvestmentadvice.com/the-rule-of-20-why-the-bear-market-remains/
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As Howard Marks noted, the math suggests&#2013266080;forward 10-year returns will be
substantially lower&#2013266080;than the last.
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In a market where momentum drives an ever smaller group of participants, fundamentals become
displaced by emotional biases.&#2013266080;

With the&#2013266080;?Rule Of 20?&#2013266080;very elevated, the Fed reversing monetary
accommodation, and inflation and wages impacting earnings and margins, the risk of a further
&#2013266080;?bear market?&#2013266080;decline is not entirely unreasonable.
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As monetary policy becomes more restrictive and high inflation erodes economic growth, the
market will have to reprice for lower sales, margins, and earnings. As such, if we are indeed ina ?
bear market?&#2013266080;and not just a&#2013266080;?correction,?&#2013266080;then we

have more work to do.

Not Getting The Bull Bear Report Each Week In Your Mailbox? Subscribe Here
For Free.

Everything You Need To Know To Retire Well

[embed]https://www.youtube.com/watch?v=2FI4v_QqDRO[/embed]

Subscribe To Our Youtube Channel To Get Notified Of All Our Videos

How We Are Trading It

The failure of the bull rally was not surprising. With the Fed tightening monetary policy to combat
inflationary pressures, the hopes for a ?pivot? were premature. The bull rally did reverse some of
the extremely negative sentiment, which was needed for the bear market to reassert itself.

The discussion on valuations and forward returns should not be dismissed. The Fed has been clear
that inflicting ?some pain? on the economy and, ultimately, the markets should be expected. As the


https://bit.ly/3yWiGWN
https://bit.ly/3yWiGWN
https://bit.ly/2Tqetau

Fed tightens monetary policy, slower economic growth will make currently elevated valuations
much more difficult to justify. Consequently, lower prices should be expected, particularly if a
recession takes hold.

While we made no changes to our portfolio last week, we are looking for a short-term rally to
increase our cash levels and reduce overall portfolio risk.

Looking at our Relative Sector Analysis in SimpleVisor.com, Utilities are overbought relative to
the overall market. Such suggests that if we get a short-term sellable rally, we could see some
selling in the Utilities sector and some buying in Technology which is currently oversold relative to
the market.

Relative Analysis of Sectors against SPY

(click sector symbol for sector details including a relative analysis of its top ten holdings)
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Overbought - could be a good tima to reduce holdings. Oversold - could be a good time to increase holdings


http://www.simplevisor.com/

Relative Analysis of Sectors against SPY

(click sector symbol for sector details including a relative analysis of its top ten holdings)
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Given that we had no trades this past week, our portfolio allocation remains the same, with an
overweight position in cash and underweight in both bonds and stocks. Again, as noted, we will
likely raise additional cash on any rally next week.
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Stick To Your Process

There is a sizable contingent of investors, and advisors, who have never been through a
real bear market. Therefore, it remains important to follow your investment discipline. If you don?t
have one, here is the process we follow during tough markets.

1. Move slowly.&#2013266080;There is no rush to make dramatic changes. Doing anything in
a moment of ?panic? tends to be the wrong thing.

2. If you are overweight equities, DO NOT try and fully adjust your portfolio to your target
allocation in one move.&#2013266080;Again, after big declines, individuals feel like they
?must? do something. Think logically above where you want to be and use the rally to adjust
to that level.

3. Begin by selling laggards and losers.&#2013266080;These positions were dragging on
performance as the market rose, and they led on the way down.

4. Add to sectors, or positions, that are performing with or outperforming
&#2013266080;the broader market if you need risk exposure.


https://realinvestmentadvice.com/wp-content/uploads/2022/08/Portfolio-Allocation-Model-082622.jpg

5. Move ?stop-loss? levels up to recent lows for each position.&#2013266080;

6. Be prepared to sell into the bull rally and reduce overall portfolio risk.
&#2013266080; There are many positions you will sell at a loss simply because you overpaid
for them to begin with. Selling at a loss DOES NOT make you a loser. It just means you made
a mistake. Sell it, and move on with managing your portfolio.&#2013266080;Not every trade
will always be a winner. But keeping a loser will make you a loser of both capital and
opportunity.&#2013266080;

7. If none of this makes sense to you, please consider hiring someone to manage your
portfolio. It will be worth the additional expense over the long term.

I hope this helps.

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.

Need a plan to protect your hard earned ¢
; > Schedule your
savings from the next bear market? consultation today

Need a plan to protect your hard earned
savings from the next bear market? consultation today

» Schedule your

Research Report
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Small business sales are the lifeblood of the economy. We have written
previously about the..

> Read More

Small Business Sales And The
Running Of The Bull

Small business sales are the lifeblood of the economy. We have written
previously about the..

> Read More

Stock Of The Week In Review ? Got Newmont?

Newmont Mining (NEM) is the largest gold miner sporting a market cap of $32 billion. The chart
below shows the price of NEM which is down 50% over the last few months and is back to levels
last seen during the Covid meltdown in 2020. It is also approaching a major support line. The
previous time NEM traded at $40, gold was nearly $300/ounce cheaper than it is today.


https://realinvestmentadvice.com/small-business-sales-and-the-running-of-the-bull/
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Investing in gold is problematic given that real rates are rising and the Fed remains aggressive.
Such circumstances have not boded well for gold in the past. That said, NEM and other miners are
down much more than gold over the last month or two. Might they be approaching a bottom even if
gold continues to decline? NEM has an attractive risk/reward setup, especially with a stop loss limit
slightly below the trend line. Additionally, the dividend yield on NEM is up to 5.3%.



Newmont Corporation (NEM) - Gold

Description

Newmont Corporation engagas in the production and exploration of geld. It also axplores for copper, silver, zinc, and lead. The company has

operations and/or assets in the United States, Canada, Mexico, Dominican Republic, Paru, Suriname, Argenting, Chile, Australia, and Ghana, As of
December 31,2021, It had proven and probable gold reserves of 92.8 million ounces and land position of 62,800 square kilometers, The company
was founded in 1916 and is headquartered in Denver, Colorado.
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Newmont Corporation (NEM) - Gold

Description
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Newmont Corporation engages in the production and exploration of gold. It also explores for copper, silver, zinc, and lead. The company has
operations and/or assets in the United States, Canada, Mexico, Dominican Republic, Peru, Suriname, Argentina, Chile, Australia, and Ghana, As of
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Login to Simplevisor.com to read the full 5-For-Friday report.

Daily Commentary Bits

Bear Market Wealth Management

On Wednesday, we published&#2013266080;Bear Market Wealth Management. The article served
as a simple reminder that limiting losses in a bear market greatly benefits growing long-term
wealth. Unfortunately, we stumbled upon the graph below after we published it. The chart further
highlights the benefit of reducing stock holdings in a bear market. As it shows, if one only missed
the ten worst days in the last 20 years, their wealth would be double that of a simple buy-and-hold
S&P 500 strategy. Realize, however, that sitting out for too long can also be a problem. Missing the
ten best days would leave you with half the wealth of the S&P 500 buy-and-hold strategy.



http://www.simplevisor.com/home
https://realinvestmentadvice.com/bear-market-wealth-management
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Click Here To Read The Latest Daily Market Commentary (Subscribe For Pre-Market Email)

Bull Bear Report Market Statistics & Screens

SimpleVisor Top & Bottom Performers By Sector
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SimpleVisor Asset Class Trend Analysis
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Relative Performance Analysis

In just the last two weeks, the market has fully reversed the bull rally and pushed back into an
extreme overbought condition. Such was what our previously analysis suggested would happen.

?The market surge pushed EVERY MARKET and SECTOR into extreme overbought
territory. As is usually the case, this analysis indicates the market has likely
extracted the majority of the rally, so taking profits remains a profitable strategy.?

Last week, we stated that ?price deviations from the 50-dma (middle right panel) remain very
extended, suggesting this correction may have more work to do.?

We are likely due for a decent counter-trend rally as almost every sector and market are now
extremely OVERSOLD and deviations are reduced. Use rallies to take profits and rebalance
risk.
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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 ?807? are considered overbought,
and below ?207? are oversold. Markets tend to peak when readings are at 80 or above, which
suggests profit taking and risk management are prudent. The best buying opportunities exist
when readings are 20 or below.

The current reading is 30.34 out of a possible 100 and rising. Remain long equities for now.
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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 56.68 out of a possible 100.
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Sector Model Analysis & Risk Ranges

How To Read This Table

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.

Two weeks ago we stated that with ?just two weeks into the month, many markets and sectors
are trading well above their historical monthly trading ranges. Such usually is not
sustainable.? We also stated that a pullback was likely this past week from that analysis.

The risk/range report has reset for the month of September. However, there are still sectors at risk
that are trading double-digit deviations from their respective long-term means. Bonds,
Communications and International holdings may see some rotational inflows as they remain
grossly oversold.
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Weekly SimpleVisor Stock Screens


https://realinvestmentadvice.com/wp-content/uploads/2022/09/Risk-Reward-Gauge.png

Each week we will provide three different stock screens generated from&#2013266080;
SimpleVisor:&#2013266080;(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://realinvestmentadvice.com/the-countdown-to-the-next-bear-market/
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Momentum Screen
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Technical & Fundamental Strength Screen

Scan Result: 6 item(s) found JEDIEIRY Overview Technicals Fundamentals Performance
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SimpleVisor Portfolio Changes

We post all of our portfolio changes as they occur at&#2013266080;SimpleVisor:



https://realinvestmentadvice.com/wp-content/uploads/2022/09/Screen-Technical-and-Fundamental.png
https://simplevisor.com/

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

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

Lance Roberts, CIO

Have a great week!
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