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SHORTING SIGNALS 

 

The recent sell -off associated with Washington wrangling has taken the market to critical support levels. In a 
number of cases they have broken key technical support.  

The DOW, though having bounced off its 200 DMA has seen its 50 DMA cross its 100 DMA. This ñDeath 

Crossò is something taken seriously by technical traders.  

 

Additionally, the S&P 500 has broken through its 11 month trend line support.  

 

 

New 52 Week Highs 

As stocks press back towards all - time highs amid:  

Å a US government shutdown,  
Å extreme weakness in earnings pre -announcements,  



 
Å slower - than -expected China growth,  

Å Europe's recovery in doubt, and  
Å An extended debt -ceiling debate in the US,  

é We should consider four 'big picture' charts of dismal divergences that suggest it's not different this time 
at all.  

There is a negative dive rgence in New 52-Week Highs.  

 

Above 200 DMA 

Additionally, we have triple bearish divergence on the percentage of NYSE stocks above their 200 -day 
Moving Averages.  

Below 60% on the percentage of NYSE stocks above 200 -day MAs would provide a warning for US e quities  

The percentage of NYSE stocks above their 200 -day moving averages has a strong bearish divergence 
similar to the divergences that preceded pullbacks in mid 2010 and mid to late 2011.  

This points to diminishing momentum for market breadth and preceded pullbacks in the range of 15% -20% 
in 2010 and 2011  

 

Relative Strength 



 
Both daily and weekly MACD and RSI suggested weaker price momentum as the S&P 500 moved to new 

highs above 1700 in early August and 
mid September.  This is corroborating 
the be arish divergence on the 
percentage of NYSE stocks above 200 -
day moving averages. The last time 
both weekly and daily momentum had 
bearish divergences was in mid 2011.  

In 2011 the S&P 500 corrected nearly 
20% from an April peak to an October 
low.   

The S&P 500 has three higher highs, 
while weekly MACD and RSI remain in 

downtrends off those S&P 500 highs ï 
this is a potential triple bearish 
divergence. Weekly MACD has not yet 
reversed its sell signal.  

Margin Debt 

Margin Debt is contrarian bearish   

Using closing basis monthly data, peaks 
in NYSE margin debt preceded peaks in 
the S&P 500 in 2007 and 2000. The 
March 2000 peak in NYSE margin debt 
of $279m preceded the August 2000 monthly closing price peak in the S&P 500 at 1518. The July 2007 
margin debt pea k of $381m preceded the October 2007 monthly closing price peak of 1550 for the S&P 500. 

Margin debt reached a record high of $384m in April and the S&P 500 continued to rally into July, August, 
and September. This is a similar set up to 2007 and 2000.  

Leverage & Margin Growth 

Going back to January 1959, margin 
debt and the S&P 500 have moved 
together for the most part. But leverage 
is a double edge sword and can 
exacerbate sell -offs, leading to deeper 
than expected market pullbacks.  

Still think the "marke t" is driven by 
earnings or fundamentals? or just 

leverage and marginal credit expansion 
(like shadow banking repos etc.)?  
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The chart shown on the right, overlays the two series. It is about as good a fit as you can get.  

 

 

If anything startles this closely a correlated market than we can expect a stampede. Right now that 
stampeded would be out of stocks but it could just as easily be into stocks as we saw with a 500 point 
upward move in the DOW in 48 hours simply on speculation that Washington talks were becoming 
somewhat more positive.  

TREASURY WARNING ï Correlated Markets 

Another strong correlation can be found between the S&P 500 and hedge fund returns. It has 
never been higher and is approaching 1.  

Another correlation offering the same sorts of r isk.  

It is somewhat surprising that the Treasury Department agreed. In a startling recent report th ey were quite 
vocal is stating:  "this herding into popular assets" by asset managers could pose a threat to the US financial 
systemò. 

What is happening is that Hedge Fund managers have become high cost version of their index - tracking ETF 
brethren.  
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Meanwhile performance advantages have dwindled.  

 

As Stan Druckenmiller previously noted on  why Hedge Fund managers are less successful:  

ñThere are too many, there were eight to ten back then. Somehow, 9000 people are pricing 
their product off of eight to ten peoplôse historic performance. I noticed a lot of the smart early 

investors and hedge fund clients were leaving, but they were more than replaced by sta te pension 
funds, sovereign wealth funds and so far they have been perfectly happy to get returns that our early 
investors would have never tolerated.ò(end of quote). 

18th SLIDE ï PIMCO BOND VIEW ï Low Yields 

 

An important piece of work was recently publi shed by Bill Gross the founder and Co -CIO of PIMCO, the 
largest Bond Fund in the world. He spelled out that Deleveraging has barely begun and that bond yields 
have yet to test their eventual lows.  

I have written many times, that as part of the ongoing macr o prudential policy of Financial Repression we 
can expect 10 year US Treasury Bond yields to eventually fall below 1%. It is nice to not feel so all alone.  

Time of course will tell but I donôt believe for a moment TAPER can politically be implemented. 

Dele veraging is not typically good for equity markets.  

I have had noted market commentator Lance Roberts on Macro Analytics a couple of times now. He is quite 
clear, as these chart shows that the equity markets are levitating on flows based on current monetary  
policy. Any change, or even a hint of a reduction, and equity markets fall.  
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Lance points out those corporate top line revenues continue to deteriorate as stock prices climb. This simply 

cannot be sustained over an extended period of time.  

 

Measures of Economic Output such as the Output Composite Index indicate a worrying trend. This is yet 

another signal of troubling times ahead for equities.  



 

 

Perspective on Bear Markets 

I wonôt go into detail regarding the next two charts. The mechanics behind them are outlined in the Studies 
section of this monthôs MATA report. 

Secular bull and bear markets are periods 
driven by longer - term trends in the 
inflation rate. A trend away from low 
inflation, whether to high inflation or 
deflation, drives the value of the market 
lower. The return trip --  when the inflation 
rate trends toward low inflation --  drives 

the value of the market higher.  

We are currently quite early in the current 
secular bear market. I show this monthly 
in real terms in your MATA report.  

What I do nôt show is that the economy 
experiences periods of  

Å Rising inflation,  

Å Disinflation (i.e., declining 
inflation),  

Å Deflation (i.e., negative inflation),  

Å Reflation (i.e., increasing inflation 
inside of deflation), and  

Å Price stability (i.e., low, stable in flation).  

The periods run in a natural sequence around the starting point of price stability.  

If history is a guide, the inflation rate will at some point trend away from the present price stability. The 
result will be a significant declining trend in P/E . If this occurs over a few years, the market losses will be 
dramatic.  

More likely, it will take a decade or longer. That will enable the underlying economy and baseline earnings to 
grow, thereby offsetting the decline in P/E. As we have seen from history,  that means another decade or 
longer of near -zero returns.  



 
When the adverse inflation - rate trend reaches its nadir, we will mark the end of this secular bear and the 

start of the next secular bull. As the economy or the Fed reverses the adverse inflation - rate trend back 
toward price stability, P/E will trough at its lows and begin the long climb that drives secular bull markets.  

 

 

 

These processes take many years.  
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