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Expansionary or Restrictive?

FEDERAL 
RESERVE ACTIVITY

Is the economy growing or 

shrinking?

ECONOMIC ACTIVITY

How expensive are assets? Where do 

they stand relative to historical

prices?

VALUATIONS
Are asset classes in positive or negative 

trends? How are asset classes trending 

relative to each other?

MARKET SENTIMENT
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Since the Federal Reserve tilted Dovish to the weakening growth and inflation data, the US stock market has rallied more than 15%. From a technical
perspective we rallied from deep oversold conditions, where less than 2% of the companies in the S&P 500 were trading above their 50 day moving
averages. Currently that number is over 90%, which is one of the most overbought conditions in the indicator’s history.

What we find unnerving about this particular rally is the fact that it has occurred as data has deteriorated. Economic growth has continued to slow
both in the US and globally. Last week we saw one of the steepest month over month drops in retail sales in the US. We also saw industrial
production contract. At the same time, Italy is in a recession and Germany looks to be quickly approaching one as well. Nevertheless, the rally in
global stocks continues.

It is our opinion that we have entered the danger zone. It is not just stocks that have rallied since December. Everything is up. US stocks,
International Equities, Treasuries, the US Dollar, Commodities, and Gold are all up. In our opinion, this cannot last forever. Something has to give.
Either the Fed’s move will reignite economic growth and the data will catch up to the stock market, or the stock market will catch down to the data.
If economic growth starts to accelerate, we would expect the Dollar, Treasuries, and Gold to fall. The days of all asset classes moving up in unison
are probably numbered.

We think that the more probable outcome is that economic growth will continue to slow. This would bode well for Treasuries, Gold, and defensive
equities. If the data changes, we will change our opinion. Until then, we will maintain that being defensively positioned is best for this point in the
cycle.

The rally in stocks has been largely driven by hope. Hope that the Fed will save the day. Hope that the ECB will stop economic inertia and prevent a
recession through more stimulus. Hope that a trade deal between the US and China can cause growth to accelerate. Hope, however, is not part of
our investment management process. If these hopes turn to reality and are reflected in the data, then we will change our minds. Until then, we will
stick with our process.
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Economic growth and inflation data demonstrated the slowing trend that started in the fourth quarter of 2018. The big data points for the
week were retail sales and industrial production. Retail sales were down -1.2% month over month for December. This was a surprise
contraction in retail sales as expectations were set for a 0.2% increase month over month. It was the steepest decline since September 2009.
Industrial production also dropped more than expected, falling -0.6% month over month. The expectation was for an increase of 0.1% for the
month.

The ECRI Weekly Leading Index dropped 0.7 week over week. The year over year growth rate is now at -4.3%, down from 4% a week prior.
The year over year percentage change of the four week moving average now stands at -4.75%. Economic growth appears to be continuing
to slow in the US.

The Vanguard Total Global Stock market ETF (VT) rallied 2.36% last week. This particular index fund closed above key resistance, a positive
sign for risk assets in general. The VT index fund covers approximately 98% of the global investable market cap.

Long-term Treasuries dropped 0.21% (CBOT US 30 Year Treasury Bond Price). Gold gained 0.27% on the week, closing at 1322.10 for the
week. The CRB commodities index finished up 1.85% for the week, despite CPI and PPI data demonstrating a slowdown in inflation.

The broader stock market had an impressive risk-on rally last week as defensive sectors, factors, and asset classes lost ground to offensive
ones. The S&P 500 closed the week above the 200 day simple moving average and looks set to test the 2800 resistance level. Our long-
term volatility range for the S&P 500 is now 2518-2817, implying upside of 1.5% versus downside of almost -10%.
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Chart 1: Over 90% of stocks in the S&P 500 are above their 50 day moving averages.  This indicator continues to flash an overbought 
warning.  It also speaks to the impressive breadth of the rally since the oversold lows in December.
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Chart 2: Stocks, bonds, gold, commodities, and the US dollar are all up since the December 24th lows.
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Chart 3: Retail sales slowed considerably in the month of December.  They contracted -1.2% month over month.  
Retail activity has now slowed to a growth rate of 2% year over year.
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Chart 4: Industrial production slowed as well.  It had a surprise drop of -0.6% month over month.



9© 2019 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. 

Chart 5: The ECRI WLI dropped last week and is down -4.3% year over year.  Growth is still 
slowing in the US. 
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Chart 6: The Vanguard Total World Stock ETF rallied 2.36% last week and closed above key resistance.  Global stocks continue to rally in 
the face of slowing economic data.
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● The Russell 2000 was the leader last week, gaining 4.17%.

● The Wilshire 5000 rose 2.67%.

● Emerging markets lagged, dropping -0.52% on the week.

● Energy was the strongest sector, gaining 5.05%.

● Dividend growth was the strongest factor, gaining 3.02%.

● Low Volatility was the weakest factor, only gaining 1.29%.
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Chart 7: Energy gained 5.05% last week as the strongest sector.  It is still well below resistance and in a long-term negative trend.
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Chart 8: The Russell 2000 rallied 4.17% last week in an encouraging move for risk assets.  Small caps leading could signal a potential uptick in 
future economic growth.  We want to see more of that type of activity going forward.
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Chart 9: Emerging Markets fell -0.52% last week despite the rally in global equities.  The trend is still down in broader Emerging 
Markets despite leading on the way up.  
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● The 2-10 year yield curve finished the week at 0.14%, down 4 basis points from the previous 

week.

● The 3 mo-10 year Treasury yield curve closed the week at 0.23%, up 3 basis points from the 

previous week.

● The benchmark 10 year Treasury bond yield rallied 3 basis points to close at 2.66%

● Long-term Treasury bonds finished the week down -0.30% (TLT).
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Chart 10: The IShares 20 Year Treasury Bond ETF (TLT) fell -0.30% last week.  It remains in a wide trading range.  A breakout in 
either direction will potentially offer clues on future economic growth.
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● The Australian dollar rallied over 1.33% against the Yen last week.

● The US dollar rose 0.34% on a trade weighted basis, finishing at 96.74

● The Yen fell -0.58% against the US dollar.

● Bitcoin rose 4.52% on the week.  It is currently 3563.83.
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Chart 11: The US dollar rallied 0.34% over the course of the week.  It remains in an upward trend and is 
approaching an important test at 97.  
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● Brent crude finished the week up 6.68%.

● Palladium closed up 2.63%, continuing its strong rally.

● Copper closed down -0.43% for the week.

● The CRB index was up 1.85%.

● Gold finished up 0.27%, closing at 1322.10.
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Chart 12: Brent crude rallied big for the week, breaking out of a short-term consolidation.  It is approaching resistance at the 70 level.



21© 2019 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. 

Chart 13: Lumber fell -2.58% last week.  It has been one of the leaders in the commodity space and bottomed prior to the market. It remains 
in a negative trend.
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● Stocks rallied against bonds last week.

● Small caps rallied against large caps, gaining 1.80%.

● Stocks rallied 2.39% against gold last week.

● US stocks gained against international equities.

● High Beta beat out low volatility equities.

● Dividend growth rallied against the S&P 500.

● Copper fell -0.70% against gold.
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Chart 14: The Wilshire 5000 gained 2.70% against bonds last week.  The relationship still favors bonds and a 
defensive posturing.  
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Chart 15: Momentum remains weak against the S&P 500.  It lost another -0.51% against the broad market last 
week.  We would like to see this factor regain leadership.
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Chart 16: Dividend growth gained 0.75% against the S&P 500 last week.  This factor remains favored in a growth 
slowing environment.
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Chart 17: Copper fell -0.70% against gold last week.  It remains in range.  A break in either direction will 
offer up clues as to future economic and market direction.
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● Economic growth continues to slow globally and domestically.

● The ECRI Weekly Leading Index is down -4.3% year over year.
● The Wilshire 5000 and MSCI World Ex US indexes remain in 

negative trends relative to bonds.

● Global equities had a nice rally last week with the Vanguard Total 

World Market gaining 2.36%.

● The Dividend Growth Factor was the top performing factor for the 
week.

● Brent Crude rallied 6.68% for the week and Energy was the top 

performing sector.

● The US dollar continued to display strength, gaining 0.34% on a 

trade weighted basis.

Underweights:

Credit, Momentum, Cyclicals, 
Growth.

Overweights: 

Treasuries, Low Volatility, 
Defensive sectors, Dividend 

Growth, High Quality
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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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