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MACRO TIDES Macro Factors and their impact on Monetary Policy, the Economy, and Financial
Markets
U.S. Stocks
Charts for the S&P 500 and the Major Trend Indicator (MTI) and the Advance/Decline line have been
provided so you can reference them as you read my analysis of the stock market. The initial discussion
covers the basics of technical analysis which may prove helpful.
Most bull markets end after building a top over a period of many months. This occurs in part since greed
is a less intense emotion than fear, which is why most market bottoms take far less time than market
tops. The main characteristic of bull market tops is a progressive deterioration in upside momentum and
market breadth. The Major Trend Indicator (MTI) does a good job of measuring momentum, and the
Advance/Decline line measures market breadth. The Advance/Decline line frequently tops before a bull
market top or an intermediate high as fewer stocks rally, even though the S&P 500 may hit a new high
or test a prior high. A new price high in the S&P 500 and a lower high in the Advance/Decline line sets up
a negative divergence. A negative divergence is a warning that the stock market is vulnerable to a
correction. The depth of the correction is dependent on the health of the economy. Corrections of 7% or
so are common during an economic expansion, while bear markets are associated with a recession. This
was certainly the case in the summer of 2015 and in January 2016 as the Advance/Decline line recorded
a negative divergence, which preceded the sharp declines in August 2015 and in January 2016. Since
economic growth remained positive, these declines didn’t morph into a larger bear market decline. After
bottoming in February 2016 the Advance/Decline line trended up throughout 2016 and 2017.
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The majority of bull markets since 1950 have ended due to monetary tightening by the Federal Reserve
in response to strong economic growth and inflation concerns. The initial decline leading into a bear
market can be gradual if the economy holds up despite the rate increases by the Fed since analyst’s
earnings estimates will be positive. The Federal Reserve increased the federal funds rate from 4.75% in
July 1999 to 6.50% in August 2000. Although the magnitude of the increase was not large by historical
standards, it was sufficient to pop the dot.com bubble and a historically over valued stock market.
During the 2001 – 2002 bear market the S&P 500 fell -49.1%. Leading up to the financial crisis the
Federal Reserve increased the federal funds rate from 1.0% in June 2004 to 5.25% in July 2006, which
was enough to unwind the housing bubble. The S&P 500 plunged -56.4% as the financial crisis unfolded.
Prior to the bear markets in 2001-2002 and 2007 – 2009, the Major Trend Indicator (MTI) provided a
warning that upward momentum in the S&P 500 was waning indicating that the stock market could be
vulnerable to any meaningful deterioration in the economy. The recognition point of when the potential
for a bear market is manifesting occurs once the S&P breaks below an important trend line that
connects at least two prior lows. Breaking support in the S&P is especially important if the MTI has
already posted at least two lower highs, is trending lower, and slightly above the green or below the
horizontal line.
In 2000, the peak in the MTI in March 2000 was lower than the high in late December 1999.Even as the
S&P was testing the March high in July and again in August 2000, the MTI posted lower peaks. The S&P
rebounded from a low in February 2000, and proceeded to make a higher low in April, May, and late
September. Each of these lows can be connected to form an important trend line, since it was more
than seven months in the making. On October 6, the S&P closed well below this trend line and also
violated the closing low on July 28 of 1419.89 and the intraday low on September 27 at 1419.57. The
break of support in the S&P, preceding lower peaks and down trend in the MTI suggested that a bear
market had likely begun on October 6. A bear market is confirmed once the MTI falls below the red
horizontal line, which it did in mid October 2000.
2000
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In 2007, the MTI made lower highs in July and October even as the S&P was making higher highs. During
the decline in August, the S&P 500 established an important low and thus the basis for the rising blue
trend line. In early November, the S&P fell below the rising blue trend line indicating that the new all
time high was actually a failed rally.
2007

After peaking in June the Advance/Decline line recorded lower highs in July and more importantly in
October as the S&P was making a new all-time high (red trend line). The A/D line then broke down in
early November confirming the same message as the MTI and the break of the trend line in the S&P.

My approach combines both fundamental analysis and technical analysis, which is unusual. Most
economists and financial advisors rely almost exclusively on fundamental analysis, which focuses on the
economy and estimates for corporate earnings. I believe the combination of both disciplines is better,
since each provides a different perspective. The probability is higher that my analysis is on target, when
the fundamentals and technical indicators are aligned, especially at major turning points in the economy
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and stock market. In addition to the Major Trend Indicator, the Advance/Decline line, trend analysis of
the major market averages, I also incorporate momentum indicators such as the 21 day Oscillator of the
net Advances minus Declines, the Relative Strength Indicator (RSI), and the concept of contrarian
opinion which uses by the daily Call / Put Ratio, Option Premium Ratio, CNN Fear & Greed Index,
National Association of Active Investment Managers Exposure Index, and the weekly Investors
Intelligence survey.
This is a testimonial from a financial advisor who has been subscriber to Macro Tides for the past
decade. “After the 2008 and 2009 crash I looked for sources who had recommended getting out of the
market in 2007 and 2008 but who had then turned bullish in February or March of 2009. While there
were lots of people warning of impending doom in 2007 and 2008, they were still warning of impending
doom in 2009 and 2010. And while many were bullish in the spring of 2009, they were bullish all through
the crash as well. After my extensive research (I spent well over 150 hours retrieving and reading
available publications) I found only three who met my criteria for roughly “getting it right”: Jeffrey
Gundlach, Ned Davis, and Jim Welsh. Jim does a great job of blending fundamental and technical
analysis and communicating in a way I can understand. He is able to read the Fed minutes and identify
gaps between what the Fed is saying and how it is being interpreted by the market.”
Detailed recap
Weekly Technical View
December 8, 2015
U.S. Stocks
The market’s technical underpinnings have been weakening for months, so it has become increasingly
vulnerable to an increase in selling pressure. The Major Trend Indicator would turn down should the
S&P close below 2019.00 and likely accelerate if selling pressure accelerates on a break of this technical
level. In terms of the Tactical Sector Rotation program, I would view this as a signal to move from being
100% long the top 4 sectors to up to 100% short the S&P 500.
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Weekly Technical View
January 13, 2016
U.S. Stocks
As noted in the last Weekly Technical View on December 8, 2015, the market’s technical underpinnings
had been weakening for months, so the market had become increasingly vulnerable to an increase in
selling pressure. I thought a new high in the S&P was still possible going into year end, based on its chart
pattern, seasonality, and the pressure on underperforming money managers to buy the sectors that
have outperformed. The key to this forecast was that the S&P would not close below 1993, the wave 1
high on August 28. The S&P did close below 1993 on Wednesday January 6, when it closed at 1990.26. In
terms of the Tactical Sector Rotation program, the Major Trend Indicator signaled on January 6 when
the S&P close at 1990.26, that the Tactical Sector Rotation program would shift would from being 100%
long the top four sectors, to 100% short the S&P 500.
Weekly Technical Review
February 29, 2016
U.S. Stocks
Major Trend Indicator
The Major Trend Indicator (MTI) generated a bear market signal on January 6, when the S&P closed
below 1993. The bear market signal was confirmed when the MTI dropped below the red horizontal line
on January 14. When a bear market signal is generated, the Tactical Sector Rotation program is either
100% in cash or up to 100% short the S&P 500. The Tactical Sector Rotation program went 100% short
when the S&P closed at 1990.26 on January 6. The short position was reduced to 50% on February 8
when the S&P closed at 1853, further lowered to 25% early on February 24 as the S&P traded under
1895, and closed on February 25 when the S&P was 1942. The S&P’s average ‘cover’ price on the short
trade was 1885.75. The short trade earned 5.2%. Past performance is no guarantee of future results.

The MTI crossed above its moving average on February 25, generating a bear market rally buy signal.
This signal will remain in place as long as the MTI is above its moving average and the S&P does not
violate important chart support.
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Weekly Technical Review
September 26, 2016
U.S. Stocks
Tactical S&P Sector Rotation Portfolio Model
Relative Strength Ranking
The Sector Relative Strength Ranking is based on weekly data and used in conjunction with the Major
Trend Indicator. As long as the MTI indicates a bull market is in force, the Tactical Sector Rotation
program is 100% invested, with 25% in the top four sectors. When a bear market signal is generated, the
Tactical Sector Rotation program is either 100% in cash or 100% short the S&P 500. The MTI crossed
above its moving average on February 25, generating a bear market rally buy signal. The MTI confirmed
a new bull market on March 30.
Weekly Technical Review
September 11, 2017
U.S. Stocks
Tactical U.S. Sector Rotation Model Portfolio
Relative Strength Ranking
The Sector Relative Strength Ranking is based on weekly data and used in conjunction with the Major
Trend Indicator (MTI). As long as the MTI indicates a bull market is in force, the Tactical Sector Rotation
program is 100% invested, with 25% in the top four sectors. When a bear market signal is generated, the
Tactical Sector Rotation program is either 100% in cash or 100% short the S&P 500.
The MTI crossed above its moving average on February 25, 2016 generating a bear market rally buy
signal. The MTI confirmed a new bull market on March 30, 2016. The MTI continues to indicate that a
bull market is in force.
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Macro Tides
November 7, 2017
U.S. Stocks
Sentiment is like a pendulum which swings from one extreme to the other over a period of years, as the
nearby diagram illustrates. Since sentiment is most often
the leading edge of a trend change, it is important to
monitor whether sentiment is neutral or reaching an
extreme. In the summer of 2007, investors were quite
bullish and in March 2009 it was very difficult to find
anyone who was positive. In recent weeks a number of
sentiment indicators have reflected a high level of
optimism in response to the record highs in the stock
market. If tax reform is passed, sentiment could quickly
jump from Enthusiasm to Euphoria. The current level of bullish sentiment represents an early warning
that investors should heed so they don’t get caught up in all the excitement.
January 25, 2018
U.S. Stocks
I posted the following email to subscribers on LinkedIn on January 24. “The bond market is poised for a
'recognition' point when investors realize that inflation is actually moving higher. If this develops it could
lead to an overreaction. I suspect that the stock market might not appreciate the competition higher
yields pose.” The yield on the 10-year Treasury bond broke out above its March 2017 high of 2.62% on
January 19, and the S&P 500 topped on January 26. The recognition point was provided after the 2.9%
increase in Average Hourly Earnings was announced on February 2 in the January employment report.
Bond yields spiked higher on February 2 and the stock market tanked. The S&P 500 shed 1.4% on
February 2 and proceeded to lose 10.2% from its close on February 1 to the intra-day low of 2532 on
February 9 in just six trading days.
March 5, 2018
U.S. Stocks
Tactical U.S. Sector Rotation Model Portfolio
Relative Strength Ranking
The MTI crossed above its moving average on February 25, 2016 generating a bear market rally buy
signal. Based on the buy signal, a 100% invested position in the top 4 sectors was adopted. The MTI
confirmed a new bull market on March 30, 2016. The MTI continues to indicate that a bull market is in
force. Past performance may not be indicative of future results.
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Weekly Technical Review
May 22, 2018
U.S. Stocks
Tactical U.S. Sector Rotation Model Portfolio
Relative Strength Ranking
The Sector Relative Strength Ranking is based on weekly data and used in conjunction with the Major
Trend Indicator (MTI). As long as the MTI indicates a bull market is in force, the Tactical Sector Rotation
program is 100% invested, with 25% in the top four sectors. When a bear market signal is generated, the
Tactical Sector Rotation program is either 100% in cash or 100% short the S&P 500.
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The MTI crossed above its moving average on February 25, 2016 generating a bear market rally buy
signal. Based on the buy signal, a 100% invested position in the top 4 sectors was adopted. The MTI
confirmed a new bull market on March 30, 2016. Although the MTI has rebounded in the past two
weeks, it is only back to where it was in November 2016. Past performance may not be indicative of
future results.
Weekly Technical Review
September 24, 2018
U.S. Stocks
The market continues to lose internal strength as measured by a number of momentum indicators. For
the first time in many months, the NYSE Advance / Decline line posted a lower high as the S&P 500
made a new price high. This indicates that market breadth is narrowing. For the first time in many
months, the Nasdaq Advance / Decline line has not made a new high. The percent of stocks above their
200 day average nudged up to 53 last week, which is below the 56% on August 29 and 68% in January.

This suggests the market is now vulnerable to a sharp sell off if any reason to sell materializes. The
expectation remains that the S&P 500 is vulnerable to a pullback of 3% to 5%. A close below 2790 would
open the door for a decline to 2720 – 2750 which encompasses the low in the second half of June and
the 200-day average at 2752. On October 11 the S&P 500 dropped to an intra-day low of 2710 and
closed at 2728.
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Weekly Technical Review
October 1, 2018
U.S. Stocks
Higher interest rates are causing interest sensitive stocks to fall which is contributing to weakness in the
NYSE Advance / Decline line, which is showing signs of faltering for the first time in many months. The
S&P 500 came within 0.2% of a new all-time high on October 1, but the percent of stocks making a new
52 week high during the past 21 days is comfortably below 0%. The last time the percent of stocks
making a new 52 week high was below 0% with the S&P 500 within 2.5% of its high was in mid June
2015. The fact that this is occurring so close to the all time high is extraordinary.

In June 2015 there were signs that the market’s internal strength was weakening. The percent of stocks
making a new 52 week high fell below 0% and the percent of stocks above their 200 day average slipped
below 50%. When China devalued its currency by 3% in mid August, it caused selling pressure to spike.
Since the market’s internal strength was weak, the S&P 500 plunged 10% in just 4 trading days. The
percent of bulls in the Investors Intelligence survey last week rose to 60.6% an unusually high level. This
indicates that bullish sentiment is high even though the internal health of the market has been
weakening for weeks. Should a decent reason to sell materialize, a quick sharp decline is possible,
especially since there is a large short position in the VIX.
Weekly Technical Review
November 5, 2018
U.S. Stocks
From its high of 2941 on September 21 the S&P 500 peeled off 337 points before bottoming at 2603 on
October 29. The decline certainly looks like a 5 wave decline from the 2941 high which suggests that the
low of 2603 is likely to be tested in coming weeks. A 50% retracement of the 337 point decline from the
high on September 21 to the low on October 29 would allow the S&P 500 to rally back to 2770 while a
61.8% retracement would lift the S&P 500 to 2811.
A 25% short position in an inverse S&P 500 ETF (SH) can be established if the S&P 500 trades up to 2790
and increased to 50% if the S&P 500 trades up to 2805, using 2865 as a stop. If these trades are
triggered and the S&P 500 subsequently falls below 2650, the stop should be lowered to 2710.
The S&P 500 traded up to 28145 on November 7, 2018.
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Weekly Technical Review
November 26, 2018
U.S. Stocks
In the November 5 WTR I recommended shorting the S&P 500. “A 25% short position in an inverse S&P
500 ETF (SH) can be established if the S&P 500 trades up to 2790 and increased to 50% if the S&P 500
trades up to 2805, using 2865 as a stop.” Half of this position was covered when the S&P 500 fell below
2650 on November 20. I am rescinding the recommendation to cover the remaining 25% short position in
the S&P 500 at 2681 in the Special Update on November 26. Instead, use the 25% that was covered
when the S&P 500 traded below 2650 to add to the short position if the S&P 500 rallies above 2730. If
the S&P 500 trades above 2815 increase the short position to 75%, using s stop of 2880 on the whole
position.
The S&P 500 rallied to 2800 on December 3, 2018.
Weekly Technical Review
December 17, 2018
U.S. Stocks
The net of the closed 25% S&P 500 trades: 1) November 8 short 2790, November 20 covered at 2650 =
140 points 2) November 28 short 2730, December 11 covered at 2664 = 64 points. The total 204 points
of profit represents a gain of 7.5%. Lower the stop on the 25% short position established on November 8
at 2805 to 2725 from 2820. Cover this position if the S&P 500 trades below 2485.
The S&P 500 traded below 2485 on December 20 generating a gain of +11.4% from the 25% short
established on November 8 at 2805.
Weekly Technical Review
March 11, 2019
U.S. Stocks
The MTI generated a Bear Market Rally (BMR) buy signal on January 16, 2019 (green arrow) and climbed
above the green horizontal trend line last week, as it did on March 30, 2016. This increases the
probability that a bull market has been confirmed. This does not negate the potential of a pullback to
2720 - 2680 in coming weeks. Corrections of 4% to 7% are common in a bull market, which would allow
the S&P 500 to fall to 2630.
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