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THE POWELL PUT

Federal Reserve Chairman Powell created a nice market rally when he referenced that the Fed would be
more data dependent and patient with interest rate policy. He also communicated that stopping the
balance sheet unwind, or quantitative tightening, is also on the table should the data suggest this
change. This came on the back of a monster headline job number that would have otherwise been
Hawkish.

Markets celebrated the dovish evolution of Chairman Powell, rallying 3% to close the week
positive. Although market participants seemed to be surprised by the sudden shift by the Federal
Reserve, we were not. One of our more recent commentaries, published December 24th, 2018, said the

following:

“Economic growth is slowing and inflation is as well, indicating to us that we are experiencing a
deflationary pulse. This is why the growth component of our framework is negative. This is also
why we expect the Federal Reserve to continue to move dovish in the coming months. Last week
they continued their dovish communication trend by talking down the number of rate hikes for
2019 despite raising interest rates another quarter point. “

The Fed continues to ease through communication. This will be translated to a pause in rate hikes and
guantitative tightening, and then, if the data continues to slow, a rate cut. Economic data last week
added further confirmation of slowing economic activity. The ISM report had the largest monthly drop
since 2008, falling to 54.1 from 59.3. The ECRI weekly leading index declined further to -5.5% year over
year. The four week moving average of the ECRI weekly leading index declined to -2.09% year over
year. This is lower than at the start of the 2008 recession.
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Chart 1: ISM report; Source: www.tradingeconomics.com
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Chart 2: ECRI Weekly Leading Index
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Chart 3: Four week moving average of the ECRI Weekly Leading Index
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The jobs report was a massive upside surprise though. The US added 312,000 jobs in December, far
more than the 177,000 jobs that were expected. However, the unemployment rate ticked up to 3.90%,
and this triggered a close above its 10 month exponential moving average. When the 10 month moving
average turns positive after a low unemployment rate, it can be an early recession indicator.
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Chart 4: Unemployment rate versus 10 month moving average

As far as our framework is concerned, the Federal Reserve is now moving to a point where they are
easing through communication. They are still tightening through open market operations (reducing the
balance sheet) and increasing interest rates. We fully anticipate that they will not raise interest rates
going forward, as long as growth continues to slow. We also expect the Fed to stop the systematic
balance sheet reduction at some point in the next couple of quarters. This will signal to us that they are
now moving to an accommodative stance. We expect our model to move to neutral (yellow) for the
monetary policy component of our framework in the coming months. The fact that the 2 year Treasury
rate is below the Fed funds rate is all the indication we need that the Fed needs to halt rate increases.
In fact, if the 2 year yield drops significantly, we would expect a rate cut as well.
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Chart 5: Fed funds target rate is now above the 2 year rate



VALUATIONS UPDATE

Valuations remain in the top quartile historically and suggest low long-term (10-15 years) average returns
for equities. The cyclically adjusted price to earnings ratio is down to 29 but still is in the top quintile of
historical observations. The Buffett indicator, or the total market capitalization divided by GDP, is also in
the top quintile of historical observations and currently stands at 122% of GDP.

Most measures of market valuation with historical accuracy (having a strong inverse correlation with
subsequent returns) indicate that the market is still highly valued. We believe the expected return on the
S&P 500 over the next 10-12 years is probably between -2% and +5% per year, before inflation. The
market would have to correct substantially to provide a green light from a valuation perspective. We have
included a chart courtesy of Dr. John Hussman to illustrate some potential levels at which the S&P 500
would become attractive from an expected return perspective. For example, to achieve an expected 10%
annualized return over the course of a 10-12 year period, the S&P 500 would have to drop to 1192. That
is over a 50% decline from current levels. Therefore, despite the recent drop in stock prices, the broad
market is not undervalued by the measures of valuation that have proven most accurate in the past (see
Chart 10).
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Chart 6: CAPE Ratio



Real S&P Composite: 1871-Present
with P/E10 Ratio
with exponential regression trendlines

The P/E10 is based on the real monthly averages of daily
closes divided by the 10-year average of real earnings. The
horizontal bands show the quintile breakdown of the P/E10.
I've also added an exponential regression for the P/E10 series.
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Chart 8: Market Capitalization divided by GDP
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Chart 9: Expected returns and levels on the S&P 500; Source: Hussman
Strategic Advisors

Correlation of log valuation ratios with actual subsequent S&P 500 total returns: 1950-2017
Metric 10-year 12-year
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Chart 10: Valuation indicators and correlations to future returns; Source:
Hussman Strategic Advisors



EQUITY MARKET REVIEW:

Links Symbol Name Close Chg %Chg IF | Date
o ol SHKK $HKK - Small Value 127.21 467 381 01-04
emofk  SRUT $RUT - Russell 2000 Small Cap Index 1380.75 4282 320 0104
ok $FHB $FHE - Mid Value 14175 399 250 0104
ol SEIN $EIN - Large Value 97.89 233 244 0104
ol k  SNDX $NDX - Nasdaq 100 Index 642267 13741 219 0104
I off SHKJ $HKJ - Small Cap Grawth 168.58 353 214 01-04
ok $WLSH $WLSH - Wilshire 5000 Composite 26080.80 539463 211 0104
ol ok SEIK SEJK - Large Growth 160.33 322 205 0104
o i o 0 SRUA $RUA-Russell 3000 Index 1488.53 29.01 199 01-04
mod ik SDAX $DAX - German DAX Composite 10767.69 0873 198 0104
ool ke $SPX $SPX - S&P 500 253194 4620 186 0104
o wioff . SFDB $FDB - Mid Growth 195.49 3.26 169 01-04
I ok $INDU $INDU - Dow Jones Industrial Average 2343316 7076 161 0104
Il SMSWORLD SMSWORLD - MSC| Werld ex USA 1730.15 2686 158 0104
lermiof o SMSEAFE $MSEAFE - MSCI EAFE 173669 2437 142 0104
I ol STRAN STRAN - Dow Jones Transportation Average 9225.02 11589 127 0104
~molE  $CAC $CAC - French CAC 40 Index 4737.12 5838 125 0104
oo ol B SNIKK $NIKK - Tokyo Nikkei Average 19561.96 23490 122 0104
I Wl  $SPDAUDP $SPDAUDP - Dividend Aristocrats 1080.08 9.02 084 0104
Lo ] o $SSEC $55EC - Shanghai Stock Exchange 251487 2097 084 0104
ol $HSI $HSI - Hang Seng 2562603 12183 048 01-04
Il SMSEMF $MSEMF - Emerging Markets 964.97 234 024 0104
e wolE SVIX $VIX - Volatility Index - New Methodology 2138 696 -2456 01-04

Source: www.stockcharts.com

Equities markets finished up 2018 and started off 2019 last week with plenty of volatility. US equities
continued the rally that started during the final week of the year with an increase of about 2% for the
Wilshire 5000. The MSCI World Ex-US rose 1.58% for the week. Emerging markets were the laggards,
finishing the week only up 0.24%. The strongest segment of the equities market were small cap US
stocks. The Morningstar small cap value index was up 3.81% for the week.
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Chart 11: Small Cap Value was up big for the week, but remains in a negative
long-term trend.
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Chart 12: Emerging Markets were the notable laggard last week and are still in a strong
negative trend.

BOND MARKET REVIEW:

1o (@) o¥ 3% $UST3M $UST3M - 3 month yield 242 0.02 0.83 01-04
lov (@) o % $UST2Y $UST2Y - 2 year yield 2.50 -0.02 -0.79 01-04
lov (@ o 2% $UST10Y ‘ $UST10Y - 10 year yield 2.67 -0.05 -1.84 01-04
lev (@) o 3% $UST30Y $UST30Y - 30 year yield 298 -0.06 -1.97 01-04
Vli @) o = [ $UST20Y $UST20Y - 20 year yield [ 283 -0.06 [ -2.08 01-04
1o (@) o 5% $USTSY $UST5Y - 5 yearyield 249 -0.07 -2.73 . 01-04
o (&) o 34 $YC2YR $YC2YR - 2-10yield curve 017 -0.03 -15.00 01-04
| (@] o $YC3MO ‘ $YC3MO - 3mo - 10yr yield curve 0.25 ‘ -0.07 -21.87 01-04

Source: www.stockcharts.com

Bond yields dropped from the 2 year through the 30 year Treasury. The yield differential between 10
year Treasury bonds and 2 year Treasuries dropped, as well as the spread between the 10 year yield
and the 3 month yield. The yield curves remain positive at 0.17% and 0.25% respectively.
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Chart 13: IShares 20+ year Treasury ETF (TLT) was up 0.88% last week and is in a new long-term
positive trend.
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Chart 14: The 10 year minus 3 month Treasury curve continues to flatten but remains positive.



CURRENCIES:

| (@) o %2 $NYXBT $NYXBT - Daily Solid Line, 1280 3746.61 13557 |3.75
v (@) o 3 $CADUSD $CADUSD - Canadian Dollar to US Dollar (NBD) 0.75 0.01 1.94 01-04
[0 o %= $JPYUSD $JPYUSD - Weekly Solid Line, 1280 0.92 0.01 1.58 01-04
lov (@) o 5 $GBPUSD $GBPUSD - British Pound to US Dollar (NBD) 127 0.00 0.28 01-04
v (2] o 5 $USD $USD - US Dollar Index - Cash Settle (EOD) 95.75 -0.21 -0.22 01-04
v (@) o $EURUSD $EURUSD - Euro to US Dollar (NBD) 114 -0.01 -0.45 01-04
lv @ % % $AUDIPY $AUDJPY - Australian Dollar to Japanese Yen (NBD) 77.21 -0.38 -0.49 01-04
v (@0 o3 $USDJPY $USDJPY - US Dollar to Japanese Yen (EOD) 108.47 -1.74 -1.58 01-04
I [@ o %= $EURJPY $EURJPY - Euro to Japanese Yen (NBD) 123.64 -2.59 -2.05 01-04

Source: www.stockcharts.com

Currencies were wild last week. The Yen was strong broadly—gaining over 2% against the Euro and 1.58%
against the dollar. The trade weighted dollar was down -0.21% to $95.75 to close the week. We
highlighted the strength in the Yen in our commentary last week. It is usually a sign of increasing volatility
and risk aversion within global markets. Bitcoin was the strongest performer, rising almost 4% against the
US dollar.
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Chart 15: Japanese Yen/Euro vs. Volatility - The Yen was stronger against the Euro, surging 2.02%
over the week. Itisin a long-term positive trend. This is a sign of risk aversion and increasing
volatility. The 20 week moving average of the VIX is illustrated with the green line, showing the
correlation with the Yen.

T

Apr il Apr Jul Aot Apr  Jul  Oet Aot el Apr  Jul Apt Oct Aot



http://www.stockcharts.com/

Friday 4.Jan.2018
Opert 3746.61 Ask PE Y 237%

Options: no
ton 374661  Asksoe s Aneusi Divdendt NI e TR T
Low 374661  Ba Last Sze Ykt NA Last 3746.61

8d Size VWAP: SCTR Vouse 0

| Prev Close: 3837.
(= §NVABT (Dally) 3746.61

157.2%
= CHAN(EY) 3251.32 - $305.83 - 736234

R RREE

[=ROC(144) -50.70%

UIEEETEEE

DL T Egs IRERRREE ERARRRERL

Chart 16: Bitcoin was up 3.75% for the week but remains in a negative trend.

COMMODITIES

v (@ o < $WTIC $WTIC - Crude oil 47.96 2.63 5.80 01-04
lev (@ o 7 $CRB $CRB - Reuters/Jefferies CRB Index 173.35 2.39 140 01-04
lov @) o $GOLD $GOLD - Gold - Continuous Contract (EOD) 1285.80 2.80 0.22 01-04
lv @ o¥ #  $COPPER $COPPER - Copper - Continuous Contract (EOD) 2.65 003 127 01-04

Source: www.stockcharts.com

Oil was the strongest performer last week, rallying almost 6% (5.80%) for the week. The Reuters/Jefferies
index was up 1.40%. Gold was up 0.22% for the week and copper was the laggard, falling -1.27%.

The Reuters/Jefferies CRB index and crude oil remain in negative long-term trends despite the recent
rallies. A Dovish Fed could have the effect of providing fuel for a longer-term rally. We will be watching
the dollar for clues. A meaningful weaker dollar could signal potential upside for inflation and commodity

prices.
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Chart 17: Oil is rallying, but still in negative long-term trend.

MARKET SENTIMENT

Chart 18: Stocks versus Bonds - The Wilshire 5000 is still in a negative trend relative to
the Barclays US Aggregate Bond Index. Stocks rallied 1.78% against bonds this past
week.

© 2018 WealthShield LLC. All Rights Reserved. This is provided for informational purposes only and should not be considered a
recommendation to buy or sell a particular security. Past performance is no guarantee of future returns. Please see attached disclosures.
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Chart 19: Stocks versus Gold- The Wilshire 5000 rallied 1.89% against gold for the
week. This relationship still favors gold.
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Chart 20: US Stocks versus International Stocks - US stocks rose 0.53% against international
equities for the week. The trend is still in favor of US stocks at the moment.
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Chart 21: Small caps versus Large caps - Small cap stocks rallied 0.76% against large cap
stocks last week. Large caps are still favored despite the bounce.
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Chart 22: Developed versus Emerging - Developed markets rose 1.18% against Emerging
markets last week. The trend remains in favor of Emerging markets.
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Chart 23: Large Growth versus Large Value - Value outpaced growth by 0.38% last week.
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Chart 24: Dividend Growth versus S&P 500 - Dividend growth stocks fell against the S&P 500
by -1% last week. Dividend growth is still in a positive trend against the S&P 500.
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Chart 25: High Yield versus Treasuries - High Yield rallied 1.36% against Treasuries last week.

Treasuries are still in a positive trend relative to high yield currently.
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Chart 26: Copper versus Gold: Copper fell -1.48% against gold last week and gold remains

the favored asset in this pair.
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Chart 28: % of S&P 500
stocks above their 200 day
moving average. This
measure of market breadth
is still extremely week. It
remains below the levels
reached during the 2015-

2016 global

contraction. Markets
remain oversold despite

the recent rally.
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Status Bear Confirmed on 17-Dec-2018

Scaing User-Defined [Reversat 3, Box Size20]

X
I as,
SX X
@ X T MO
T X X0 |7
BHER o
e e
sl o 1
gEid; 2 |1
SQX & ] eIy
o ox oxax MO RN
S RANG | KO AN,
Fal OXOCd | XOXOX
LXOXQ | MOIO
OXOxd | XOox
OXOXD | MON
aOXg | XOx
Q 1F xox
IO
eield
O ON
priyel
a |7

rI-|-|-|-|-|-|1|H|Hr|r|,béjé‘l,¢(1
SRRG00000

0%&%%%;‘)%%00000000!&0&

08 o6 oF o8

b

HHHEHH

SSPXA200R S2P 500 Percent of Stocks Abave 200 Day Maoving Average (EOD) INDX
04-Jan-2019, 1600 ET, weskly, 0 2180, H 2180, L 14.40, C: 21 60, Chy: +1.40 (6 93%)
PA&F Pattern Bearish Triangle Breakdown on 03-Dec-20118
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Chart 27: Invesco S&P 500
Low Volatility vs. iShares
MSCI USA Momentum Factor
ETF - Low volatility is still in
favor relative to the
momentum factor, however,
the momentum factor rallied
0.83% against the low
volatility factor last week.
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Chart 29: The % of S&P 500
stocks on point and figure
buy signals - Only 22% of
the companies in the S&P
500 are on point and figure
buy signals. This suggests a
bearish environment but
also one where the market
is oversold.



CHART OF THE WEEK
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Chart 30: The S&P 500 could have further to rally. The resistance range for the S&P 500 is from 2565 to
2706. We have discussed the 2600 level on the S&P 500 ad nauseum and still believe the market could
attempt to challenge this all important level. That would indicate at least 70 more points in the S&P

500. Interestingly, the 200 day moving average (exponential) is at 2709.83. Could we make a run there?

SUMMARY & PLAYBOOK

Our framework continues to suggest a defensive playbook. We expect the market to attempt to
challenge the 2600 level on the S&P at some point in the near future. However, we also expect the
market to fail in its attempt to switch into a positive trend. Growth is still slowing, market trends are
still negative, and valuations remain in the top quintile historically. Even though the Fed is becoming
more accommodative, we believe that investors should remain at the lower end of their exposure
range to risky assets.

Overweights: Underweights:

Low volatility factor, Utilities, Staples,
REITS, Dividend Growth, Treasuries)

Energy, Technology, Industrials,
Momentum, Global stocks, Credit
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DISCLOSURE:

Past performance is no guarantee of future returns. This is WealthShield’s current
assessment of the market and may be changed without notice. The visuals shown are for
illustrative purposes only and do not guarantee success or certain level of performance. This
material contains projections, forecasts, estimates, beliefs and similar information (“forward
looking information”). Forward looking information is subject to inherent uncertainties and
qualifications and is based on numerous assumptions, in each case whether or not identified

herein.

This information may be taken, in part, from external sources. We believe these external
sources to be reliable, but no warranty is made as to accuracy. This material is not financial
advice or an offer to sell any product. There is no guarantee of the future performance of
any WealthShield portfolio. The investment strategies discussed may not be suitable for all
investors. Before investing, consider your investment objectives and WealthShield's charges

and expenses. All investment strategies have the potential for profit or loss.

Benchmarks: The index / indices used by WealthShield have not been selected to represent
an appropriate benchmark to compare an investor’s performance, but rather are disclosed
for informational purposes. Detailed information regarding the indices is available upon
request. The volatility of the indices may be materially different than that of the portfolio.

WealthShield is a registered investment adviser. Registration does not imply a certain level
of skill or training. More information about WealthShield including its advisory services and
fee schedule can be found in Form ADV Part 2 which is available upon request.
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