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Volume Analysis – “Returning from Orbit, Part 2”

Our last edition of Volume Analysis stated, “The federal reserve’s rocket has since overshot its orbit, causing 
massive inflation while providing a speculative paradise for risk assets. Now how shall the Federal Reserve 
return the economy back to a post-pandemic normalcy?”

With the first interest rate hike now under the Federal Reserve’s belt, we have more clarity on how the Federal 
Reserve intends to land our economic craft. Per recent Fed speak, it seems the Fed may raise interest rates 50 
basis points early next month, setting up a pattern of rate hikes and beginning a $95 billion monthly balance 
sheet reduction. 

Investor bullish sentiment presently resides at only 15.8%, 
perhaps due to inflation and the Fed’s newfound resolve to end 
it. This sentiment reading is among the ten lowest ever recorded 
and the lowest reading since 1992. Traditionally, low bullish 
investor sentiment readings indicate investors have already sold 
out and the markets may be overdue for a rebound.

(continued on next page)

CHART 1: INFLATIONThis series of Federal Reserve 
actions is akin to punching the pedal 
to the metal, holding it down for 
nearly two years, and then suddenly 
slamming on the brakes. Although I 
applaud their original measures, the 
recent Federal Reserve expectations 
are probably not what investors 
envisioned as a soft landing.

The last time the Federal Reserve 
simultaneously raised rates while 
reducing its balance sheet was the 
“Powell Pivot” in 2018, which did 
not bode well for the markets. 

Perhaps the market has already 
discounted these actions? Or could 
this time be much worse with 
inflation at 40-year highs?
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Federal Reserve actions have already had a 
dramatic impact on bonds. After a negative 
year last year, year-to-date treasuries are 
down -7.9%, aggregate bonds are down 
-8.5%, corporate bonds are down -11.1%, 
and even municipal bonds are down -7.5%. 

More concerning are yield spreads, 
which are the difference between long, 
intermediate, and short-term rates. 
Historically, when the rates of short-term 
bonds are higher than long or intermediate 
term bonds, a recession often ensues 
within a few years of the event. 

Many short-term interest rate yields exceeded their intermediate term counterparts early this month. Presently, 
the yield spread between 2-year and 10-year bonds is barely positive after being flat earlier this month. See the 
chart below:

CHART 2: INVESTOR SENTIMENT

CHART 3: 10 YEAR – 2 YEAR YIELD SPREAD
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Source: Worden StockFinder

Bonds are the setup, but what we really want to discuss is stocks. In our graph below, the top panel shows the S&P 
500. Note that the S&P 500 has fallen underneath its long-term resistance channel, the dark blue line, which formerly 
acted as support for much of last year. 

The top of this channel represents current resistance residing at 4700. The next panel below shows our three market 
breadth indicators, the % of Stocks @ New Highs in green, then the Advance Decline in black, and at the very 
bottom, the % of Stocks Trending Higher in blue. Note that all our breadth indicators are presently in decline, which 
is not a good look for the prospects of breaking above resistance.

Moving down to chart 5 on the following page, our proprietary Capital Weighted Dollar Volume tells us the direction 
of money or capital moving in or out of the markets. 

Note that the dollar volume in blue is meeting its trend line in orange. This means we are at the crossroads between 
maintaining a bull market’s current correction phase or entering a new volume analysis bear market. 

CHART 4: MARKET BREADTH
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Source: Ned Davis Research (Capital Weighted Volume available through Optuma.com/
VolumeAnalysis) 

Source: Ned Davis Research (Capital Weighted Volume available through Optuma.com/
VolumeAnalysis) 

Moving on to the next volume chart 6, 
we have not Capital Weighted Dollar 
Volume, but rather our proprietary 
Capital Weighted Volume. Capital 
Weighted Volume indicates the liquidity 
of the markets through share volume as 
opposed to capital flows. 

This leading indicator, also in blue, is at 
trendline in orange as well. Like capital 
weighted dollar volume, it is very close 
to breaking down. If either of these 
indicators were to break 1% below 
trend, this would trigger a Volume 
Analysis bear market. 

Together these last two capital 
weighted volume charts tell us the 
market needs to catch support here…
or look out below. Keep in mind that 
these volume indicators, along with the 
Advance Decline line, all led the market 
up before the S&P500 breakout in 2020. 
They are all now lagging the market, 
a sign of weakness. Over the past 
two years, when pointing out similar 
junctions (although first emphasizing 
risk), we have predominately suggested 
buying the dips. This time we are not so 
giddy and are not suggesting selling or 
buying this dip, but instead awaiting the 
forthcoming resolution.

CHART 5: CAPITAL WEIGHTED DOLLAR VOLUME

CHART 6: CAPITAL WEIGHTED VOLUME
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Finally, in our last chart, we go  
back to bonds as they are 
driving equities. We have the  
30-year treasury bond price 
trend, which has been in a 
steady uptrend for over 40 
years. This, of course, equates 
to lower yields. Note in the chart 
that the 30-year bond seems to 
fall back to its rising price trend 
every five years or so. Hopefully, 
that is what is happening 
currently. But if not, and the 
long bond was to break through 
its long-standing up trend, it 
could mean serious damage for 
bond investors and stocks. 

Sir John Templeton once said the most dangerous four words in investing: “This time, it’s different.” Why could 
this time be different? First, we intuitively believe that in a healthy economy, interest rates cannot keep going 
down forever. Second, the Fed seems dead set on reducing the inflation they previously said was transitory. As 
mentioned earlier, the Fed is considering raising the short-term rate 50 basis points in a few weeks with multiple 
hikes afterward. They are also reportedly considering a $95 billion monthly balance sheet reduction. However, 
this trend has held for a long time, 35 years. A strong trend line should not be discounted.

Investors seek successful outcomes. Such outcomes do not come only from exaggerated upside capture, but also 
through risk management. Investors tend to fear fluctuations and corrections, but it is bear markets that may 
destroy their financial plans. One of the keys to thriving is avoiding bear markets, especially during the withdrawal 
phase of retirement. 

Overall, S&P 500 resistance resides at 4700, and significant support may be found at 4250. It seems we may be on 
the cusp of potentially entering multiple bear markets, where risk/reward is balanced. I believe the best practice is 
to await the direction at the crossroad and go with it, wherever that may lead.

Keep an eye out for the upcoming Volume Analysis Flash Updates to learn which fork in the road our markets 
travel. All the best, my friends.

Source: Chart Compliments of Mark Ungewitter

CHART 7: 30 YEAR US TREASURY BOND
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DISCLOSURES

Kingsview Wealth Management (“KWM”)  is an investment adviser registered with the Securities and Exchange Commission (“SEC”).  Registration does not constitute an 
endorsement of the firm by the SEC nor does it indicate that KWM has attained a particular level of skill or ability. Information presented is for educational purposes only and 
does not intend to make an offer or solicitation for the sale or purchase of any specific securities, investments, or investment strategies. Investments involve risk and unless
otherwise stated, are not guaranteed.

Kingsview Investment Management (“KIM”) is the internal portfolio management group of KWM. KIM asset management services are offered to KWM clients through 
KWM IARs. KIM asset management services are also offered to non KWM clients and unaffiliated advisors through model leases, solicitor agreements and model trading 
agreements. KWM clients utilizing asset management services provided by KIM will incur charges in addition to the KWM advisory fee. 

Historical references do not assume that any prior market behavior will be duplicated. Past performance does not indicate future results.  This material has been prepared by 
Kingsview Wealth Management, LLC. It is not, and should not, be regarded as investment advice or as a recommendation regarding any particular security or course of action. 
Opinions expressed herein are current opinions as of the date appearing in this material only. All investments entail risks. There is no guarantee that investment strategies 
will achieve the desired results under all market conditions and each investor should evaluate their ability to invest for the long term. This information does not address 
individual situations and should not be construed or viewed as any typed of individual or group recommendation. Be sure to first consult with a qualified financial adviser, tax 
professional, and/or legal counsel before implementing any securities, investments, or investment strategies discussed.


