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Last week we had a death cross in the S&P 500 and the 3 year minus 5 year Treasury yield curve went 
negative (inverted). These two events had talking heads claiming everything from bear market to 
recession. Unfortunately, yield curve inversions and death crosses do little but tell us what has happened. 
It does not tell us a lot about what will happen in the future. 

We can look back at every death cross since 1923 (courtesy of @oddstats) and see what happened 
afterwards. What this examination tells us is that death crosses tend to occur once the market is already 
in a downtrend, the median drawdown over the next year is around -11% after the death cross occurs, and 
that market returns are less than average. This is why our process is not reliant on death crosses to shift 
our market outlook. It is simply a symptom of the fact that market conditions are negative.

Chart 1: S&P 500 Death Crosses since 1923; Source: @oddstats

https://twitter.com/OddStats/status/1071495284348280833
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Chart 2: Yield curve is still positive. The difference between the 3 month T-bills and 10 year Treasury yield 
is 0.45%. We expect this to invert prior to the next recession.

Yield curve inversions are another example of a symptom of a late cycle market environment. The 
big news this week was that the 3 year Treasury yield is higher than the 5 year Treasury yield. This 
is the first inversion in the yield curve and now we are going to be victim of hearing the word 
“inversion” over and over in the financial media. Yield curve inversions on the short-end of the 
curve can happen a lot and are more noise than signal. 

The difference between the 3 month T-bills and 10 Year Treasury bonds is still positive. It is 0.45% 
and suggests a still positive but flat curve. When 3 month T-bills are higher than 10 year Treasury 
bonds, historically a recession follows within the next 10-18 months. The most commonly 
referenced yield curve is the difference between the 2 year Treasury bond and the 10 year 
Treasury bond. This relationship is currently at 0.13%, demonstrating that the curve is flat but not 
inverted. 

We expect the 3 month T-bill rate to eventually eclipse the 10 Year Treasury bond rate. However, 
just like the death cross, this will be a symptom of the underlying economic contraction already 
underway.
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The Institute of Supply Management (ISM) has released the November Manufacturing Purchasing Managers' 
Index (PMI) and November Non-Manufacturing (PMI). Both of these reports were bullish and up better than 
expected. Manufacturing was up to 59.3 from 57.7 previous. Non-Manufacturing was up to 60.7 from 60.3 
and above the 59.2 expected. This represents continued growth in the US economy. The ISM reports were a 
nice change from the growth slowing data we have been getting. 

Chart 3: ISM Manufacturing PMI was up significantly from the previous month showing a 
continued expansion; Source: TradingEconomics.com

Chart 4: ISM non-manufacturing was up above the previous month and shows a 
continued robust expansion; Source; TradingEconomics.com
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Non Farm Payrolls came in worse than expected at 155,000 jobs created. This was below the 200,000 
expected and down from a revised 237,000 jobs created in the previous month. Also, the weekly leading 
index from the economic cycle research institute (ECRI) is now down -4.4% year over year.

Chart 5: ECRI Weekly Leading Index Growth Rate;  Source: ECRI

Source: Tradingeconomics.com
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Source: Tradingeconomics.com

We get inflation data next week and retail sales. Core inflation is expected to be up 2.2% on a year over year 
basis. Retail sales are expected to be up 0.1% on a month over month basis. Last month, retail sales were up 0.8%.

Table 1: Equities as of December 7th, 2018; Source: Envestnet | PMC

US stocks were down for the week, with small cap stocks falling the most. The S&P 500 was down almost -
5% for the week. International equities ended the week in negative territory as well. The Russell Global 
index dropped -2.43% for the week. Emerging markets outperformed last week, falling -1.54%. 
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Chart 6: The S&P 500 closed the week at an important support level. The support zone is 2598.22-
2650.45. The S&P 500 is in a negative long-term trend.
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Chart 7: The Russell 3000 finished the week in a support zone according to the point and figure chart 
above. The Russell 3000 remains in a negative long-term trend and will break a major support level on 
a close below 1548.69. 
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Chart 8: Emerging markets are outperforming over the short-term. They have generated a 

point and figure buy signal within a negative trend. 

The 10 year Treasury yield dropped -16 basis points over the week. The 2 year US Treasury yield was flat for the 

week. Treasury bonds were strong for the week demonstrating risk off behavior among market participants in the 

face of equity markets dropping. 

Table 2: Interest Rates as of December 7th, 2018; Source: Envestnet | PMC
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Chart 9: US 10 year Treasury bond rates have broken down significantly and are in a short-term negative 
trend. This is the first time interest rates have signaled a negative trend since turning positive in 2017 on 
a break above 2.22%. The 10 year yield broke support when it breached 3.02%.
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Chart 10: The Vanguard extended duration Treasury ETF has rallied significantly in the face of falling 
stocks. Bonds are now in a short-term positive trend. If the Fed continues to shift more dovish, we 
would expect bond yields to continue to fall and long-term bond prices continue to rally.

Table 3: Commodities as of December 7th, 2018; Source: Envestnet | PMC

Commodities gained about 1.12% last week according to the Bloomberg Commodity Index. Crude oil rallied 
3.30% as OPEC agreed to a supply cut. Wheat was the top performing commodity, gaining 3% for the week. The 

worst performing was natural gas which lost -2.21% for the week.
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Chart 11: The Reuters/Jefferies CRB index bounced 1.33% last week on a relief 
rally. Commodities are still in a long-term negative trend.

Chart 12: Crude oil remains in a negative trend but it rallied over the week as OPEC cut 
production by 1.2 million barrels per day.
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Chart 13: Gold is approaching breaking out to a positive trend. On a short-term basis it has generated a point 
and figure buy signal. However, on a long-term basis it is still in a negative trend.

Table 4: Currencies as of December 7th, 2018; Source: Envestnet | PMC

The dollar was weaker on the week, losing -0.66% over the week. The Chinese Yuan was the strongest gainer, 
rallying 1.25% over the week. The Brazilian Real was the worst performer, dropping over -1% for the week.
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Chart 15: Bitcoin is now down to $3400 and in long-term negative trend.

Bitcoin and other crypto assets dropped significantly over the week. Bitcoin is now around $3400. This is down 
from the peak value of over $19000. Bitcoin remains in a negative trend and continues to make new lows.

Chart 14: The US Dollar Index remains in a positive trend and on a buy signal on a point 
and figure chart. The dollar strength has been a leading indicator for inflation slowing. 
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Intermarket trends continue to support risk aversion and defensive positioning. Low volatility 
equities, Treasury bonds, consumer staples, and dividend growth stocks are showing that defense is 
still warranted. The copper to gold ratio is also indicative of further market volatility and suggests 

that deflationary trends are still present. Intermarket relationships continue to indicate that we are in 
a growth slowing regime.

Chart 16: High Yield bonds have broken into a negative trend relative to Treasury bonds. This is the first reversal 
since turning positive in early 2016. Relative strength now favors Treasury bonds and is indicative of a risk off 
posture among market participants.
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Chart 17: Low volatility equities are in a positive trend and on a point and figure buy signal versus momentum 
equities. The low volatility factor is in favor and this is conducive to a growth slowing environment.

Chart 18: Dividend Growth is rallying against growth suggesting that the value and quality factors 
are in favor over momentum. This trend may still be in the early innings and warrants further 
defensive positions.
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Chart 19: Consumer staples are rallying against consumer discretionary demonstrating another 
defensive rotation in the equities markets.

Chart 20: Copper continues to show weakness against Gold and this supports defensive posturing 
and deflationary trends in the market. This also typically bodes well for bonds.
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Chart 21: China stocks (CYNA) starting to rally against the S&P 500 (SPY)

We have mentioned the opportunity in Chinese equities in several of our weekly 
commentaries. Chinese stocks are still in a negative long-term trend, but interesting from a valuation 

perspective. The chart below illustrates the short-term positive trend developing in the Chinese A 
share ETF relative to the S&P 500. Once the long-term trend reverses positive in support of Chinese 

equities, this may be an interesting opportunity.

Equities markets remain weak as expected based on our framework. We continue to expect growth 
and inflation to slow from here suggesting that defense is still the name of the game. We expect 

rallies to occur and some of them will be impressive. However, we suggest using all rallies to get to a 
comfortable risk position. Until the data suggests that we are moving into a more positive regime, 

our opinion remains to sell the rallies.
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