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From May 25, 2022 Volume Analysis Update
In our last edition of Volume Analysis on May 25th, 2022, we advised:

“The Federal Reserve is dead set on fighting inflation at the expense of
and perhaps even the goal of depreciating asset prices. With inflation
as opposed to deflation, they are now doing the opposite, raising rates
and reducing their balance sheet. | believe this investing climate favors
tactical management. Strategies that diversify risk solely between debt
and equity may not work well with high inflation.”

Now that we are seeing much of this come to fruition, it is now time to
turn the page to the next chapter.

ILLUSTRATION 1: YTD TOTAL RETURN FOR THE Let’s begin by reviewing how the markets

BLOOMBERG GLOBAL AGGREGATE INDEX are presently positioned. The equity market

remains in a strong downtrend with many of
our long held technical support levels being
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N ] » declines. In September, staunch S&P 500

support @ 3900 was violated. 3900 was
the minimum target objective of the former
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o Additionally, this support level was tested
several times and held, making the break of
— ‘ ' | emmtniic e support that much more significant. Rarely

Source: Bloomberg do ttf)lesic;har:jc patterns playout in such
textbook tashion.
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ILLUSTRATION 2: S&P 500 HEAD & SHOULDERS PATTERN WITH VOLUME
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The all-time peak on the S&P 500 is just above 4800 while the trough support of the June lows was near 3600.
That placed the midpoint between the peak and trough at 4200, our former critical resistance level. In mid-
August, the S&P 500 surpassed 4300, breaking above the midpoint. Historically, during a bear market, the S&P
500 had never broken the prior lows after breaking through the midpoint. However, by September 16th, price and
volume support both broke beneath additional levels of SPX support, closing just under 3900. Simultaneously,
major SPX 500 Capital Weighted Volume cut through support at 331 like a hot knife through butter to make a new
yearly low. This suggested SPX 3600 support was in serious jeopardy.

In our view, 3600 was very firm and staunch SPX 500 support. As, | mentioned earlier, never has the S&P 500
exceeded its midpoint (4200) to break through its prior lows (3667) during a bear market. Although it has never
happened before, it did not mean it was impossible. Technically, earlier in the last week of third quarter, the
market broke through the June lows on an intraday basis. And then on September 30th, the S&P 500 failed to
close above the 3600 critical support.

Presently, our leading indicators of Capital Weighted Volume and the NYSE Advance-Decline line are both making
new yearly lows. Capital Weighted Volume is presently flirting with breaking another major support level @ 315.
This Capital Weighted Volume support corresponds to SPX 3510 support. Whether volume support breaks or
bounces may be predictive of price’s direction. Should the market garner strength at these depressed levels, look
for resistance @ 3830 and strong resistance @ 3900. Now that the 3600 support level has failed, the next S&P 500
support is 3550 & 3510, followed by major steadfast support @ 3410.
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Concurrently, the NYSE Advance-Declineline  ILLUSTRATION 3: CAPITAL-WEIGHTED VOLUME
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ILLUSTRATION 4: NYSE ADVANCE - DECLINE LINE
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The Volatility Index (VIX), AKA “the fearindex”, closed September just over 31. That compares to the Aprils VIX highs
exceeding 33. Historically, final washout levels have exceeded 45. Thus, volatility could be suggesting investors may
have yet to fully capitulate.
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ILLUSTRATION 5: VIX - VOLATILITY INDEX
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ILLUSTRATION 6: CREDIT SPREADS
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ILLUSTRATION 7: VPCI - VOLUME PRICE CONFIRMATION INDICATOR
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Although the short-term technical outlook still does not show the ideal setup for an immediate low being in play yet,
on a sentiment basis, the intermediate and long-term outlook appears to be positive.

When sentiment is overly bearish, it can mean that most shortsighted investors have already sold. That leaves just
the strong long-term investors who are reluctant to sell remaining. This potential bullish outlook is evidenced by the
NAAIM sentiment survey showing less than 12% of active managers being bullish on the S&P 500. This is only the
9th time that bullish sentiment has fallen below 12% since 1998.

ILLUSTRATION 8: NAAIM BULLISH PERCENT SENTIMENT
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ILLUSTRATION 9: PAST S&P 500 RETURNS WHEN NAAIM BULLISH PERCENT IS BELOW 12

Returns After the "BPSPX Reaches 12% or Below

The gloom may also be overdone
in the Put Call Ratio, another
sentiment index measuring the
actions of option traders who

1Week 2Week 1 Month 3 Month 6 Month 9 Month 12 Month bu calls When optimistic and
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11/20/2008] 17.92% | 13.06% | 16.89% | 4.74% | 2077% | 30.30% | 4s.04% b bullish calls and bearish
3/9/2020 | -12.54% | -18.70% | -0.07% 16.45% | 24.92% 34.87% 41.18% etween bullish calls and bearis
3/23/2020 | 17.36% | 18.80% | 25.19% | 38.43% | 48.31% | 65.59% | 74.70% putsisaround 0.7. Levels above
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9/27/2022 - - E E = : -
L whereas levels above 1.15 have
Average | 5.01% | 255% | a83% 8.83% | 14.11% | 2240% | 32.67% S ] i
Median | 5.82% | 4.10% | 3.33% 6.14% | 20.77% | 30.30% | 33.03% historically occurred in heavily
% Positive | 75.00% | 62.50% | 62.50% | 75.00% | 7143% | 85.71% | 100.00% § oversold conditions. The end of

Source: Dorsey Wright Money Management, September 28, 2022.

From a technical perspective, the
most bullish scenario comes from
cycle analysis. The presidential
cycle may be the most prominent
and perhaps strongest cycle in
market cycle analysis. Within the
presidential cycle, the strongest
market cycle tends to be the third
year of a first term President.

This is where the sitting President
pulls out all the stops to help
capture reelection. The average
market return of a third-year
president is 16.3%, compared

to under 7% for the first and last
years, while the second year has
the lowest historical return just
under 6%.

the third quarter reading was 1.14.

ILLUSTRATION 10: PUT CALL RATIO
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Source: https.//www.investopedia.com/terms/p/presidentialelectioncycle.asp
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ILLUSTRATION 11: FOUR YEAR PRESIDENTIAL CYCLE

The low of the presidential cycle is

the second year before the midterms,
historically bottoming out at the end of
the third quarter. Elections can cause
investors anxiety. However, once the
outcome is believed to be known,
investors have shown the ability to
withstand the eventual result.

Presidential Cycle Pattern

It’s the unknown that causes investors
fearand indecision. We are closing in
on that phase now. Thisis typically
Source: McClellan Financial Publications the time when the outlook becomes
clearer.
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ILLUSTRATION 12: S&P INDEX PRICE RETURN ONE YEAR AFTER A U.S. MIDTERM ELECTION
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Through consensus in the polling data, investors may start to feel more confident ahead of the actual election.
Historically, according to the cycle, after the September presidential lows, October flattens out leading to a new bull
market in November. This results in an average historical S&P 500 return of 15.1% in the year following the mid-terms
since 1950. So, signs of hope may be just around the corner from a cyclical timing standpoint.
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ILLUSTRATION 13: MARKET RETURNS BY MONTH MID TERM ELECTIONS -VS- ALL OTHER YEARS
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ILLUSTRATION 14: 3RD YEAR PRESIDENTIAL CYCLE
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The market may not be completely done retreating yet but there appears to be good reasons for optimism
for the patient investor. And always remember, risk management is often the path less taken but the steady
course leading towards successful long-term financial outcomes.

— Buff
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