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What drives markets?
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Dollar Index
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The Dollar vs. Bonds and Gold

1. For a specific, but indefinable period of time,
this intermarket relationship can be used to
feracastaiopdréond, gakrpiscedefinite linkage

between the dollar and bonds and gold.

2. There is no consistent relationship between
them.

3. If the dollar does not consistently drive bond
and gold prices, what does?



Financial Markets and the Business Cycle
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The vast majority of primary trend equity
price swings can be explained by changes
In the economy and investors attitudes to
those changes.
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S&P Composite

Red highlights indicate recessions.
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Part I
The Business Cycle—a Set Series of
Chronological Events that Keep Repeating
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Does the world seem like a jungle of random data points and knee
jerk reactions to economic news?

There’s got to be a better way
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41-month Business Cycle

* 1. In 1923 Joseph Kitchin identified a 41-month cycle in bank
clearings and wholesale prices.

« 2. A41-month cycle in stock prices has been observed between
1871 and 1946. In all, there were 22 cycles.

3. Since 1958 a 41-month cycle has operated in the US
economy, embracing 17 recessions and slowdowns.




Economic Growth Path
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Momentum of ECRI Economic Indicators 1975-2019

Three slowdowns
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Growth Slowdowns

1. Cathartic experience as the economy pauses to
refresh.

2. Associated with 10-15% decline in the stock
market.

3. Explain secular bull markets for equities.
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Bonds

Are all pa®totkle business cycle
sequence.

Commodities
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Initial equity rally I1s usually strong
because...

1. Large short position has to be covered.

2. Weak holders have liquidated because of bad news.

3. Higher prices needed to flush out new stock.
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S&P Composite
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S&P vs Economic Momentum at Peaks1955-1982
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S&P Composite
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a DOUDIE \VCIE

Growth declines but
does not go negative.

E&ofiGmy
growing £
I

l Economy
contracting

Approximately 41-months between
cyclic lows
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Part Il
Introducing the Six Stages
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Part Ill Sector Rotation
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The economy has leading and lagging
sectors, so too does the stock market!!
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A measure of the overall market, like the
S&P Composite, is really a coincident
indicator for equities in general.
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The Market’'s Discounting Mechanism

If the stock market discounts the economy then ......

....Individual stock market sectors should discount
the economic sector they represent!
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How Market Sectors Lead Economic Sectors

Homebuilders lead housing Capital goods stocks lead
capital spending

Homebuilders

.....

......... HOUSIng

Capital spending stocks
""""" Capital spending
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Homebhuilders vs. Housing Starts

Home Builders
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Sector performance through
the Six Stages
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Pring Turner Six Stages
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Where are we now?
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Chemical|Activity Barometer

Red indicates
a recession
and the
vertical lines
their start.
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iShares Lehman 20-year Trust and the Pring Turner Bond Barometer
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S&P Composite and the Stock Barometer 1984-2019

S&P Composite
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CRB Spot Raw Industrials and the Inflation Barometer 1959-2019

CRB Spot Raw Industrials
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Bonds
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US Govt Bond Yield 1870-2019

US Govt Bond Yields 20-30-year

240-month ROC
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US Govt Bond Yield and Three Indicators
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Short-term Momentum

overnment 20-year Yield

)

- 40
- 35
= 30

L 25

L 20

- 15

£ 0.70
= 0.65

0.50
= 0.45
- 0.40
= 200
£ 150

= 100
- 50

Long-term Momentum

- -50

- -100
- 150

T T T T T T 1T T LI T T T T T
l2010

T 1T [T T 1T 11 17 1T T 11T T[T T 1T 1T T 11T 1T 1T 1T 1 [_ T T T T T T T 1T 1T T T ] T T T T 1T 1T T T T 1T [T LT T T T T T 1T 1T T [T T T T T T T T T 11
2012 2013 2014 2015 2016 2017

[IERNN[E] TURNER

" CAPITAL GROUP
Regiztered

Investment Advisor




3-Month Commercial Paper Yield and an Economic Indicator 1955-2019

3-Month Commercial Paper

Green and red highlights tell us when
Growth is below zero and the yield is
below its 9-month MA.

Growth Indicator
Sell signal
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Stocks
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Inflation Adjusted Stocks and the Shiller P/E 1959-2019

Real Stock Prices L 1o

Green highlights show when the
Shiller P/E P/E is above its 48-month MA. —
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Inflation Adjusted Stocks and the Financial Velocity Indicator 1920-1969
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Inflation Adjusted Stocks and the Financial Velocity Indicator 1970-2019
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S&P Composite

Industry Diffusion (18/6)
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S
Inflation Adjusted Stocks and Equity and Commodity Momentum 1900-1982
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Inflation Adjusted Stocks and Equity and Commodity Momentum 1988-2019
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false signals.
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Using intermarket and interasset
relationships to identify the current
environment.

www.pringturner.com




Importance of Commodity/Bond Trend
Reversals

1. Provides a clue as to where we are
in the cycle.

2. Whether we should emphasize
bonds or commodities in portfolios.

3. Should equity exposure be slanted
to early or late cycle leaders?
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Implication of a Commodity/Bond
Reversal for Asset Allocations

Commodity/Bond momentum buy signals indicate that
it's time to be emphasizing bonds and early cycle
equities.

Commodity/Bond momentum sell signals indicate that
it's time to be selling commodities and earnings driven
equities.
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Long Term Momentum Position June 2019
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Commodities
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Commodity/Bond Ratio

Long-term Smoothed
Momentum
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CRB Spot Raw Industrials

20-year/Baa Spread

Red highlights indicate recessions.
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Govt/Baa Spread , MM
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Green line shows HYG/IEF momentum.
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Gold

Price Oscillator (6/15)
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The End

For more information please go to Pring.com or
Pringturner.com
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