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THE WEEKLY CHART: CREDIT HELPS EXPLAIN MARKET WEAKNESS 

 

Source: RiverFront Investment Group, Ned Davis Research. Past performance is no guarantee of future results. Moody's long-term obligation ratings are 
opinions of the relative credit risk of fixed-income obligations with an original maturity of one year or more. They address the possibility that a financial 
obligation will not be honored as promised. Such ratings reflect both the likelihood of default and any financial loss suffered in the event of default. 

The cash RiverFront has raised since November naturally begs the question of what our potential plans are for 
reinvestment. Below we outline three possible scenarios, the first of which is looking increasingly probable.  

Scenario 1 — Breakdown 

The S&P quickly drops into the 1840-1860 support zone.  Such a powerful downward thrust in the market would likely 
take sentiment to very negative levels and improve the technical picture for equity markets (beware the crowd at 
extremes).  This might provide a potential re-entry point. 

Scenario 2 — V-shaped recovery 

Earnings season and a series of central bank meetings over the next three weeks create the potential for good 
fundamental news to overwhelm the negative technical condition of the market.  We have set a series of "buy stops" that 
would prompt us to reinvest a portion of the cash as the market breaks above these levels.   

Scenario 3 — Sloppy sideways trading 

The market could just grind sideways in a range until the technical and fundamental picture improves.  A prolonged period 
of consolidation could turn our models more constructive and prompt us to out some of the cash to work.   

Important Disclosure Information 

Investments in international and emerging markets securities include exposure to risks such as currency fluctuations, foreign taxes and regulations, 
and the potential for illiquid markets and political instability.  

Technical analysis is based on the study of historical price movements and past trend patterns. There are no assurances that movements or trends 
can or will be duplicated in the future.  

In a rising interest rate environment, the value of fixed-income securities generally declines. Using a currency hedge or a currency hedged product 
does not insulate the portfolio against losses.  

Buying commodities allows for a source of diversification for those sophisticated persons who wish to add this asset class to their portfolios and 
who are prepared to assume the risks inherent in the commodities market. Any commodity purchase represents a transaction in a non-income-
producing asset and is highly speculative. Therefore, commodities should not represent a significant portion of an individual’s portfolio. 

Stocks represent partial ownership of a corporation. If the corporation does well, its value increases, and investors share in the appreciation. 
However, if it goes bankrupt, or performs poorly, investors can lose their entire initial investment (i.e., the stock price can go to zero).  Bonds 
represent a loan made by an investor to a corporation or government.  As such, the investor gets a guaranteed interest rate for a specific period of 
time and expects to get their original investment back at the end of that time period, along with the interest earned. Investment risk is repayment 
of the principal (amount invested). In the event of a bankruptcy or other corporate disruption, bonds are senior to stocks.  Investors should be 
aware of these differences prior to investing. 

RiverFront Investment Group, LLC, is an investment advisor registered with the Securities Exchange Commission under the Investment Advisors Act 
of 1940. The company manages a variety of portfolios utilizing stocks, bonds, and exchange-traded funds (ETFs). Opinions expressed are current as 
of the date shown and are subject to change. They are not intended as investment recommendations. 

Standard & Poor’s (S&P) 500 Index measures the performance of 500 large cap stocks, which together represent about 75% of the total US equities 
market.  It is not possible to invest directly in an index. 

Copyright ©2016 RiverFront Investment Group. All rights reserved. 
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