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Risk-O-Meter Inches Closer to A “Sell” Signal

| mentioned last week that the Risk-O-Meter was on the edge and
underneath that edge was thin ice. The Risk-O-Meter stays on a
buy; however, the risks did increase over the week, and now the
Risk-O-Meter is near to a sell signal.

First, the volatility indicators flipped to a red flag. Volatility has
been historically low for years except for a few scary periods, such
as the bloodbath in December 2018 and COVID in 2020.

The next scare will likely see another massive spike in volatility.
In addition, the credit market indicators | look at have partially hit the red zone.

Furthermore, market breadth is starting to break down. | mentioned previously that there
had been divergences in the market between small and large stocks. This has hurt the
strategies in this newsletter, at least in the short term, because the focus here is on
smaller stocks. A sell signal has not been tripped yet, but the trends indicate that many
stocks are starting to run out of steam.

Lastly, market sentiment is way too high. However, since bears are nowhere to be
found, | suspect that this factor will not move into a sell signal any time soon. If the other
factors do, though, then the Risk-O-Meter will move to a sell anyway.
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Speaking of sell signals, Morgan Stanley recently issued a rare sell signal on the U.S.
market.

Wall Streeters are just a bunch of shills for Corporate America. They’re also worse than
the Five Crime Families of the New York Mafia. They’re typically not looking out for your
best interests.

In addition, these folks are perpetually bullish and go over the cliff every time there's a
major butt-kicking in the market, just like a bunch of sheep.

The fact that Morgan Stanley came out with a sell signal is worth taking note of.

As the chart below shows, Morgan Stanley’s composite market timing indicator has
reached new highs, which is bearish for the markets. Previous significant signals
include 1990, 2000, and 2007, which all preceded dramatic declines in equity indexes.
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S&P 500 vs Morgan Stanley's Market Timing Indicator
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While the historical track record of the signal is impressive, current conditions in the
market suggest that the next decline could be fierce.

| have already shared with you before that U.S. households are fully invested in
equities, but it is worth repeating. In Addition, margin debt is exploding. Both are
contrary indicators.

As the following chart illustrates, household equities as a percent of total financial
assets have hit a new high of 36.5%.
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Equities account for a record % of assets
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] ‘ | S&P 500 Forward
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This tops the previous highs of 29.7% in the late 1960s and 32.5% near the turn of this

century that preceded negative 10-year annualized returns in the market.

Quite simply, households are loaded to the gills inequities. Their holdings are more than
double that of 2009, which represented a generational buying opportunity in stocks.

That cycle may be coming to an end.

Should the cycle be coming to an end, leverage will only add fuel to the fire. The
amount of margin debt has exploded and in real dollars (e.g., adjusted for inflation) is

outside the norm of historical ranges.

Real growth in margin debt is literally off the charts. The following charts, courtesy of
Advisor Perspectives, show that real growth in margin debt has dramatically outpaced

the rally in U.S. stocks over the past 12 years.

The trend has accelerated since the COVID lows were hit last year.
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Lastly, negative credit balances far exceed previously known bubbles.
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The unwind is likely to happen swiftly and with tremendous damage. Morgan Stanley is
making a rare bearish call on the market. Again it's worth taking note of and start
preparing for turbulence ahead.
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DISCLAIMER:

THIS COMMUNICATION IS FOR EDUCATIONAL AND INFORMATION PURPOSES AND
DOES NOT CONSTITUTE INVESTMENT ADVICE. Any Publishing Service offered by HSD
Publishing is for educational and informational purposes only and should NOT be construed
as a securities-related offer of solicitation or be relied upon as personalized investment
advice. HSD Publishing strongly recommends that you consult a licensed or registered
professional before making any investment decision.

THE RESULTS PRESENTED ARE NOT TYPICAL OR VERIFIED. HSD Publishing has not
verified information regarding the historical trading performance presented. Subscribers’ trading
results have NOT been tracked or verified, past performance is not necessarily indicative of
future results, and the results presented in this communication are NOT TYPICAL. Actual
results will vary widely given a variety of factors, such as experience, skill, risk mitigation
practices, market dynamics, and the amount of capital deployed. Investing in securities is
speculative and carries a high degree of risk; you may lose some, all, or possibly more than
your original investment.

HS DENT IS NOT AN INVESTMENT ADVISOR NOR A REGISTERED BROKER. Neither HSD
Publishing nor any of its owners or employees is registered as a securities broker-dealer,
broker, investment advisor (l1A), or IA representative with the U.S. Securities and Exchange
Commission, any state securities or regulatory authority, or any self-regulatory organization.

WE MAY HOLD THE SECURITIES DISCUSSED. HSD Publishing has not been paid directly or
indirectly by the issuer of any security mentioned in the Services. However, HS Dent, its
owners, and its employees may purchase, sell, or hold long or short positions in securities of the
companies mentioned in this and future communications.

John Del Vecchio is not an employee or partner of HSD Publishing. HSD Publishing is acting
solely as the marketing arm for John Del Vecchio and Unbounded Wealth: Max Profits.

© 2021 HSD PUBLISHING. ALL RIGHTS RESERVED. 15016 Mountain Creek Trail Frisco, TX
77573.
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