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Michele “Mish” Schneider is the director of education & trading research for
MarketGauge.com, where she is a market analyst, writer, and producer of daily
market analysis in “Mish’s Daily.” She also serves as a developer and trading
mentor in several of MarketGauge’s trading services. To these roles, she brings
her background in trading and her experience as a professional educator.

With more than 30 years of commodity trading experience, she is a former
member of the Coffee, Sugar and Cocoa Exchange, NYMEX, and FINEX in
New York City. While on the trading floor she also served as a market analyst
for two of the largest commodity trading firms at the time, Conti-Commodities
and Prudential Bache. She also has been an independent trader for her own
account. She coauthored MarketGauge’s Complete Swing Trading System
and served as a trader/partner in Halcyon Trading LP, a hedge fund. She is
currently a partner in MarketGauge Asset Management Company, LLC, and
a partner in Wizard IP, a software development company working to develop
trading technologies. Her new book is Plant Your Money Tree: A Guide to
Growing Your Wealth, which seeks to present investing, trading, and analysis
concepts in a way that is understandable and usable by anyone.

S&C Contributing Writer Karl Montevirgen spoke with Mish Schneider on

December 13, 2019.

Mish, your last interview
with S&C was in 2012, in
which,among otherthings,
. yousharedyourexperience
Y inmaking atransition from
education to becoming a floor broker
and trader, which is a remarkable feat
for anyone. You now have a new book
out,Plant Your Money Tree. Did your
background in education lead you to
want to write the book?

Since my role at MarketGauge is
research and education and since I've
been involved with training and consult-
ing with traders over the years, as well
as having had a career in education,
writing a book like this was a natural
fit for me. I was a special education
teacher before I was a floor trader, and
much later I returned to consulting in
special ed. What prompted my return
to education was that in the 1990s, the
law changed and kids with disabilities
were required to be included in regular
education 80% of the time. The school
districthired me to work with everyone —

students, parents, teachers, all the
various stakeholders—to help make
that inclusion happen.

After that Ireturned to the financial
field and joined MarketGauge. I real-
ized I could use that experience [ had in
education and consulting to help people
navigate their finances. I was trained to
help people who feel confused or even
baffled about something, and I knew
how to break things down to make it
accessible.

I can see that skill on display in Plant
Your Money Tree. The way you ap-
proachtheinformation,presenting the
five phases of any market, puts it on a
human scale. After all, the markets—
whether someone approaches them
from a technical side or the funda-
mental side—can be overwhelming,
especiallyto newertraders.Anyone who
tries to look at the entire field at once
can easily feel overwhelmed, but your
understanding of this field allows you to
break it down for people and give them

Copyright © Technical Analysis Inc.

These “phases” serve

as a compass for the
markets. They’re a
navigation tool, and it’s a
really easy system to use.

a way to look at the markets.

My book is different from many other
personal finance books that tend to in-
struct people to passively invest, save
their money, live below their means,
diversify their assets, and so on. But
most people already know that stuff and
itdoesn’treally give themany actionable
information. But I also didn’t want to
write a highly technical book that could
be intimidating. I wanted to use my skill
in making subjects understandable to
write abook thatis not condescending in
the least. And I myself don’t have a lot of
patience for very dense material—I'm a
typical commodities floor trader, which
means [ have attention deficit disorder!
So unless I'm doing a research project
and can hyperfocus on something,abook
isn’t going to grab me if it doesn’t get
me in the first couple of pages.
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With this book I'tried to hitrightin the
middle—between the personal finance
books that may not be all that useful,
and the more technical books that are
over most people’s heads.

My experience in working with stu-
dents who have learning disabilities
makes me able to explain things more
clearly. I also understand the emotional
impediments around dealing with money
issues, and [ understand that women can
feel less able to reach their financial
goals. I wanted to reach those who aren’t
usually reached.

When it comes to money and Wall
Street, people have many emotional fears
and can have a defeatist attitude—*I
know nothing about money.” SoI wanted
to put together a curriculum on finance
and investing in a way so that those who
feel left out can also access it.

It’s a fun book to read and the way you
use storiesto humanize datais effective.
Today’s culture is itself very “ADD,”
where everything is very fragmented,
everything is fast. In the book, you're
able to get the reader moving through
theinformationin awaythat’s friendly
and comprehensible.

If nothing else, I want the reader to
realize they can think more indepen-
dently,and if after they read the book they
gain awareness of things they weren’t
aware of before (and didn’t know they
could be), then I will have had success.
It’s a starting point for many. It offers a
foundation.

In your book, you address how impor-
tant it is for the trader to think on their
own versus falling prey to “headline
risk.” You emphasize being able to
take what we may be seeing in the
media and knowing how to interpret
it by using charts and data to compare
the facts. Yet it’s hard for newer trad-
ers to pull this off. Also, the news can
change fast. What can people do to
cut through it all? How can they not
lose their heads over all the news and
opinion these days?

Yes, certainly, this idea of headline-
type trading, or using what’s coming out
in the news on a daily basis or listening
to all the talking heads—whether you

e )

listen throughout the day or just in the
morning or end of day (depending on
how obsessed you are with it!)—is a bad
thing for trading. I do believe that you
need to have some notion of what’s going
on, even more so these days than ever
before, since we are all so connected,and
the information—including tweets from
the president, which is something that’s
unprecedented—moves fast.

But I think of it this way: “If I lived
under a rock and couldn’t listen to
the news, what would I use?” and that
takes me back to my floor days, where
we weren’t exposed to headlines every
minute.Ispent 13 years on the commodi-
ties exchanges in New York in the days
when there was no visible newsfeed or
smart phones to look at. So we weren’t
consuming news and opinions all day. We
didn’t have ticker tapes coming through
with news, although somewhere on the
floor you could get a Reuters feed, but we
didn’t often use that. So I learned right
fromthe get-go to follow price. We stood
in the pit and heard, felt, and in a way
“tasted” order flow and momentum. By
the time the news hit, you wanted to be
positioned ahead of it so you could take
a profit into the reaction.

Certainly, you would have some idea
of what’s going on and you would know
what you needed to know that day. For
example, if you were an oil trader, you
would know if OPEC was going to have
a meeting (at that time, OPEC was far
more powerful than it is now; its actions
moved the oil market), but you gleaned
most of your information by watching
the price, which reflected all the order
flows coming in by phone. You could see
when momentum was coming in; you
could see the volume surge; you could
see the range expansion; you could see
all of that just by following the noise
and the price movement. I don’t think it
should be any different today. Since the
news comes at us now fast and furiously,
it can drive people kind of nuts, and as
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aresult, they can miss what they should
be focusing on, which is price.

I used headlines as an example so
people will understand they are not al-
ways accurate and are often well behind
the curve in terms how you make money
in trading.

These days, I do look at Twitter
throughout the day, and I will refer to
the news or headlines, but I don’t trade
on that unless there is also a technical
reason.

Talk a little bit about the five sectors.
How do you assess changes that may
occur in some during the course of a
cycle,and how might youreconcile that
with your larger technical outlook?

The “Economic Modern Family”—or
one index and five sectors—represent
the cyclicals and noncyclicals of the US
economy. I use the Russell 2000 IWM
as the index because it’s a very good
measure of the US economy since it
includes 2,000 small-cap stocks. I call it
the supply side. Some of the small caps
are cyclical in nature, meaning they
do well in a strong economy, as they
are considered nonessentials for living.
Other small-cap stocks are value stocks,
meaning they are trading at alower price
relative to their fundamentals like divi-
dends, sales, earnings, and so on. Still
other small caps are growth stocks that
do well in a strong economy. So if you
want the best idea of what’s really going
on in the economy, watch “Granddad
Russell.” In 2019, while the S&P went
to new all-time highs, the Russell has
not even gotten close to its 2018 high.
That tells me a lot.

The other five sectors are brick & mor-
tar retail (XRT), transportation (IYT),
regional banks (KRE), biotechnology
(IBB) and semiconductors (SMH).

Retail (brick & mortar) is 70% of the
GDP, so that makes it really important.
Although there is asmall component of e-
commercetoit, brick & mortarretail has
grossly underperformed the SPY. What
does that mean? Consumer sentiment
may be good, but it is not translating into
the GDP, which is meager to date.

The next sector, transportation (IYT),
comes from Dow theory. In order to as-
certain how well goods are moving, you
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tells me a lot.

look at trains, planes, ships, and trucks.
This, too, is not near the all-time highs
that we’ve had previously.

Stanley Druckenmiller calls the
small caps, retail, and transportation
the “inside” of the market. If we look
at those three instruments, we see why
the economy cannot really brag about
growth. We also see why some econo-
mists think we could be heading for a
recession. But more importantly,if these
three are not where they need to be, in-
vestors can better determine how much
long-term risk they are willing to take.
Or, if they start to move up in tangent
with the SPY and QQQs, investors may
be willing to increase risk.

The other sectors are also great mea-
sures. Clearly, semiconductors have led
the way. Chip technology has grown,
but mainly, these large corporations
have taken advantage of the low interest
and tax rates and they keep buying back
their own stocks. SMH has been a great
investment, but without IYT, XRT or
IWM going along, it’s a sector that could
be ready to sputter if the GDP does not
grow in the coming quarters.

Biotechnology is both a cyclical and a
noncyclical. It’s cyclical in that the more
companies grow in the pharma space
(employment particularly), then the more
R&D they do. But it is also a noncycli-
cal in that no matter what the economy
does, pharma will create drugs and folks
will still need them. What I find most
interesting about this sector is how much
it is speculated in. One FDA approval
can spawn a huge move. If investors are
feeling good about the market, they will
often buy this sector. Interestingly, IBB
peaked in price in 2015.

Finally,thereis the regional banks sec-
tor. I watch this sector, which is different
than big banks, because it helps us see
what the rural communities are doing as

In 2019, while the S&P went
to new all-time highs, the

Russell has not even gotten
close to its 2018 high. That

far as borrowing and saving
money, starting businesses,
buying homes.

Sector rotation is ex-
tremely valuable to watch
and trade. For example,
while XRT lags, once SMH
changed to a better phase
in May—June 2019, it was a
great buy.

Further,the Economic Modern Family
also has so-called “relatives”—*““uncles”
and “aunts” that help round out the
market picture.

I am writing a second book that will
go into more detail on cycles and the
Economic Modern Family.

Tell us more about the concept of
“phases” and why you chose to make
them a main focus of your book.

Looking at the market as phases helps
investors and traders to understand
where the smart money is going, so
that they don’t buy the top and sell the
low. Phase changes are often the most
explosive time to enter a trade with the
least amount of risk.

I'am hardly the first to write about the
concept of market phases; in fact, Charles
Dow talked about phases back in the
1800s. But what I've done is simplified
itinto a type of “compass” or navigation
system for the markets.

Here’s a little story. In my days work-
ing in special ed, I had a student with
Down Syndrome. The goal of full inclu-
sion means that she was enrolled in the
general education biology class. People
said no, it couldn’t work, but I said yes,
the point was allowing the student to
participate and get something out of it.
While some students in the biology class
could tell you what every single part of
a cell is and every part’s function, with
this student, the goal was for her to be
able to look at the parts of a cell like a
pie chart to get an overall picture.

That’s what I’ve tried to do with my
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book. If someone is just starting out in
trading or even if someone is experi-
enced but not yet successful, it’s always
helpful to start by saying, what is the
one important kernel to pull out? What
is important here? Getting an overall
picture provides a foundation.

That’s where the idea of using phases
came about for my book. These phases
can serve as a compass for the markets.
They’re anavigationtool,andit’s areally
easy system to use.

Trading in the direction of the phase
even helps indaytrading—and when you
have that perspective, the headlines can
actually be fun.

Itseems to me that market phases are a
common-sense modelforthe market.A
lotof investment andresearch firms use
it. But a lot of people fall into the trap
of panicking at market bottoms and
feeling complete euphoria at market
tops. This leads them to completely
miss out on the end of the bull market
or the beginning of a new one. But if
investors can focus on these models
with the help of a few simple rules of
thumb, they may be able to negotiate
the market’s turns more efficiently and
accurately.

Right, it gives investors a way to focus
and keep some perspective. You can’t be
in everything and you can’t trade every-
thing. So I've tried to give the reader a
navigation system to not only be able to
understand what phase anything is in at
any giventime,butalso to determine how
deep or shallow in that phase something
is. That helps you determine the risk.
For example, getting involved in the
market up here at the current levels is
riskier than if you had bought the S&P
500 when it first entered a bullish phase.
In August, after a correction, the phase
turned bearish. But, if you had waited
until September—October when it came
back up and the slope on the 50 MA
turned back up, you would have gotten
in with lower risk.

So that’s another way to deal with
the news. If you’re already in a position
and news comes out, then you're in a
position of being able to take a profit
and get out. But if you’re just getting in
on the basis of that news, and the phase
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is already mature, if anything happens
news-wise or if selling comes into the
market, you now have a tremendous
amount of risk.

So you can uses phases to help assess
risk, and by the same token, you can use
them to help know when you should
take profit. When that euphoria hits,
you should be thinking, ah, the public’s
finally getting in and we must be nearing
the top of the market. Whether it is or it
isn’t, if you take a partial profit, you can
now relax alittle and know that whatever
shape the news takes, you’re okay.

The medialoves to reportfundamental
data. How can people counter main-
streaminterpretation of the data? How
do you weigh that fundamental data
againstwhatyou’re seeing onthe chart,
as you indicated you do?

I like to use fundamental analysis in
several ways. One is to look for mega-
trends and also to tell how young or
mature that trend is. For example, cloud
technology is a megatrend but the com-
panies that specialize in it are extended
at this point, so I will wait for a better
entry or for a correction to buy and in
order to better control risk. On the other
hand, a megatrend that is in its infancy
is cannabis. In that case, I will wait for
a good chart pattern to enter a trade, or
wait for a phase change that confirms.

Second, [ use what Peter Lynch called
“consumer instinct.” If I like a product,
store, or hear about something that
someone else likes, I will check out
the fundamentals of the product or the
company. For example, when Chipotle
had issues with possible food-borne ill-
ness, I saw lines out the door for lunch
in New York City. I knew the chain was
good but the chart looked messy. So I
waited until the phase changed. At the
time, the stock was trading at $300. It
now trades over $800.

Third, I use earnings information. I
will wait for the EPS to come out and then
if it fits either a megatrend or a consumer
instinct, I will again wait for the chart to
set up, either on a new breakout phase or
a correction to the breakout.

How do the 50- and the 200-week
moving averages come into play with
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the phases?

The 50 and 200 weekly moving aver-
ages are standard averages that institu-
tional investors use. One measures about
a year of price, and the other, close to
four years, which is a minimum time for
a business cycle.

I like to look at the weekly MAs for
perspective. We look at three things:
where the two MAs are in relation to
one another, the slope of the MAs, and
where the price is relative to each. This
is how we determine the phase of the
market.

We all know that moving averages
are lagging. Say you’re invested in a
stock getting a lot of media, such as
was the case with Mylan Labs (MYL)
and news about the Epipen. The stock
sinks into what you call a “caution”
phase. But what if the stock is not in
the media spotlight? How might you
distinguish between something that’s
really negative in the caution phase
versus a “value” buy?

It’s important to also look at other
things. You have to have some idea of
what the macro picture is for the whole
market. That’s where the Economic
Modern Family really comes into play,
because that’s showing you what the
internals of the market are. That way,
traders can know when they have the
correction they are looking for, and
then they therefore have the value they
want to buy.

When SPY went into a caution phase
and then started dumping in 2018, the
market internals and everything turned
negative. Butif you had looked atit when
it started to fail in August and Septem-
ber 2019, there really wasn’t anything
tangible going on in terms of the rest of
the market internals for you to get really
panicked about it—cautious, yes, but not
panicked—because if you looked at the
rest of the Economic Modern Family
at that time in September—October, the
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laggards were still lagging but some of
them were holding up well. The semi-
conductors were holding up well, the
regional banks were holding up well,and
transportation was still holding up okay
during that time. All of those were hold-
ing their longer-term moving averages.
So you could see that it was probably
just a normal correction.

You won’talways know if something’s
just a correction or if all hell is going to
break loose, but you can ascertain a lot
by looking at the other sectors.

When Mylan Labs had the big scandal
of price gorging in 2015, the market was
going straight up while MYL was tank-
ing. The initial crash was due to the bad
fundamentals. And from the technical
side, the stock broke under the 50 and
200 WMA and into abearish phase. Five
years later, it’s still in a bear phase. The
slopes on the MAs turned negative as
the move lower gained in momentum.
At this point, it’s possible that the worst
is over and the price is basing. So we can
begin to see it as a value stock. And we
can wait for a confirmation, or a move
over the 50 WMA with a neutralizing
or positive slope. Looking at the daily
chart, the stock has already improved
in phase.

That’s anindividual stock. What about
a weighted index?

We can look at phases there, too.
The SPY has gone into many caution
phases and even distribution phases. For
a brief time at the end of 2018 into the
beginning of 2019 it went into a bear-
ish phase. (That is why I love looking
at phases—they are very fluid.) The
slope of the 50 MA is always going to
change faster than the slope of the 200;
that’s pure physics—a train conductor
pulling 50 cars will be able to start and
stop faster than a conductor pulling 200
cars. Institutional investors will often
wait for a retracement to the 200-week
or 200-day average, depending on what
the timeframe of the trade is.

Let’s talk about that space between the
bearish and recuperation phases—
when most investors are either panick-
ing (if they are still holding positions)
or too afraid to get in (if they are on
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Phase changes
are often the most

amount of risk.

the sidelines).

This is most definitely my favorite
phase, for a few reasons. First, it’s when
hope returns to the market. It’s also
when institutional investors start buy-
ing. Second, while the public and many
financial planners are still experiencing
PTSD from the losses they took (At Mar-
ketGauge, we didn’t because we follow
the rule of thumb to exit at the caution
phase if it gains in strength), the smart
money gets in with the least amount
of risk at this point; if they are wrong,
they exit when or if it returns back to a
bearish phase, or in other words, it’s a
“probe.” Third,once the hope turns back
to optimism, you can add to your position
and/or take profits on the way up. We
have been spoiled in the US with bear
markets that have ended quickly. Not so
in countries like Japan. So waiting for
a recuperation phase is an intelligent
strategy, but still needs to be managed
with sound trading principles.

You had mentioned the stocks-to-
commodities ratio. I understand it’s
emerging from a 100-year low? Can
you explain what this ratio is?

Since over the past several years we’ve
had asituation where we’ve seen a global
growth slowdown, and because we have
much more efficient production in terms
of raw materials, and until recently the
Fed was trying to reduce their balance
sheet—they stopped doing that after the
December crash—and because the dollar
was strong and has been very strong, all
of these reasons were why you had the
stock market outperforming the raw
materials and commodities market.

If you look at this ratio, meaning if
you look at the price of where the CRB
(Commodities Research Bureau index) is
versus the price of the S&P 500, which

explosive time to enter
a trade with the least

is generally the measure or the
barometer used, you will see that
thisratio went toa 100-year low. To
me, that sounds unsustainable.

Since then, you’ve had not only
the tariffs situation but you’ve also
seen the dollar ease from the highs.
Futhermore, interest rates around
the world have gone to zero and in
some cases negative. In December
2018, you had the “Powell flip”
where he went from raising interest rates
to lowering interest rates, and though
right now the Fed has declared keeping
the status quo, if they felt they had to
reduce even more they would. And on
top of that you are starting to see a little
pickup in global growth in some of the
emerging markets, so you’re starting to
see some of those commodities bought.
Also, wages are rising a little. All of
these things are the start of where that
ratio is narrowing.

There have been some production
issues, for example, coffee prices have
taken offin the past couple of months due
to bad drought that affected the coffee
bean. Sugar beets have been impacted
lately, so sugar has rallied a little. Gold
and silver have also rallied in reaction
to the lowering of interest rates and the
lower dollar and also as somewhat of
a hedge of concern about something
blowing up at any time, such as the tar-
iffs situation or any other geopolitical
situation, considering that this country
is very divided right now, the Middle
East is still a factor, and so on. And even
climate change is another factor thateven
the Federal Reserve has talked about as
a potential reason why people will start
to hoard more materials, which is what
people naturally do whenever conditions
are bad.

The commodities markets love it
when things are bad. It’s a perverse
thing to make money off of things like
war, famine, or drought, but that’s what
we’re in the business to do. I always
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say, if you want to wrestle with your
socially conscious thinking, then just
do something good with the money that
you make. Otherwise, if there weren’t a
market around situations causing short-
ages and pressures on supply & demand,
there’d be no such thing as commodities
trading, which of course started out as an
important hedge market for farmers.

You brought up megatrends, which
could be brought about by, say, geo-
politics, quantitative easing, central
banks, tariffs, climate change, or
large developments in markets such
as alternative currencies, cannibis,
and 3D printing, among others. But
these are huge areas to try to monitor
and interpret. How can people assess
these trends, and what do they focus
on? Afterall your yearsintheindustry,
you seemto be able to categorize things
in your mind.

Because of my vast experience in the
markets, I can assimilate large amounts
of information quickly. For most people,
I always suggest picking a few favorite
trends that you’d like to follow. We all
have at least a sense of what’s going on
in the world. Most people know there’s
a situation going on with China; that
bitcoin exists; you know there’s a lot
of discussion around climate change
whether you believe it or not; you know
that cannabis is becoming more and more
legal; you may not think very much about
3D printing! You can just pick one of
those trends and start thinking in terms
of the phases. Turn on the news and out of
everything going on, pick one thing that
intrigues you. Let’s take climate change
for example, since that can be a concern
for a lot of young people. What could
you look at to get the best assessment of
climate change? You could look at solar
energy and some of the representative
stocks like First Solar or Canadian Solar
or others, or you could look at an ETF of
alternative energy stocks such as TAN
(appropriately named!). You don’t have
to look at all the trends at once. You may
look atthe marketin general and consider
whether you really want to be long in
anything,and/or think about whether one
sector or trend could outperform.

Follow something that interests you.
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Pull it up on a weekly chart and see
what phase it is in. If you are looking
at an ETF, you’ll at least know what the
market trend is and can know whether
you’ll be in sync with the market trend as
a whole. After that you have to consider
how far is it from the weekly moving
average. Based on the 50-week moving
average, where would I be wrong? And
you risk to under that 50-week moving
average.

That’s all you really need to get
started. I'm oversimplifying because
you can’t learn additional things until
you start with a simple premise. So pick
something you like (or fear), or find
something that’s trending (and things
like climate change, cannabis, and alt
currencies certainly are trending), then
see what instruments trade in that space
or if there’s an ETF, and then look at the
phase. And then even if you decide not
to make an investment right now, at least
you’ve looked into it and you’re aware of
the phase it’s in and can keep it in mind.
If you're going to trade it for yourself it
behooves you to learn more, but at least
to start, you know where to look, how
to compass it, and where you’re wrong
if the phase changes.

Here’s an example. With the Chinese
tariffs issue, you might look to see if
there are any ETFs that measure the
China large-cap market or small-cap
market. Using weekly phases, you can
step back and get perspective. This week,
as we speak, the ETF for large caps in
China, FXI, actually cleared back over
the 50-week and 200-week MAs, and
the slopes on both are positive. That
gives you an opportunity to get in, even
without knowing anything more, other
than the price is trading less than $2
over the 200-week MA—so that’s where
I would consider that I would be wrong,
that’s where I would put my stop. I’ll buy
x number of shares and see if I'm right.
If the China deal really happens, then I
know I have a lot of upside potential.

As a strategy developer, how do you
approach sector rotation?

We have a product called Sector
Rotation. It’s a quant model based on
our proprietary algos that measure
momentum and relative strength. Risk
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control is an overlay. We
also have a market timing
model called AlphaRotation
thatlooks at key intermarket
relationships using the SPY,
QQQs, gold, high-yield debt,
lumber, and bonds.

Both of these are pure
quant models. Mish’s Market
Minute Advantage Premium
service is a discretionary
trading service that uses
phases to determine sector
rotation by watching all the
factors that are discussed in
my book. That can apply to the overall
market breadth, or to countries, or indi-
vidual stocks and commodities.

Mish’s Market Minute Advantage
Premium gives you ETF scanners that
tell you when something is changing
phases, and you get real-time text and
email alerts from me letting you know
when we get in or out of a position. So
if someone wants to work with me, we
offer both this premium service as well
as the Mish’s Market Minute Advantage
service.

Finally, as far as 2020 goes, what will
yoube expectinginterms of the market
phases?

I’'ll be focused on the stocks-to-
commodities ratio. People are calling for
a recession at the end of 2020, but I'm
looking more for a stagflation situation.
There are a few interesting peripheries,
things that have happened, that have
made me even more convinced of this.
First, it was 1979 when the classic bull
run happened in gold and silver and a lot
of the soft commodities, after Fed chair
Paul Volcker, who died this week as we
speak,raised rates to combat hyperinfla-
tion, so it’s the 40-year anniversary of
that. (And on a personal note, that was
also the year I started trading commodi-
ties.) Before Volcker died, he warned us
against stagflation.
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When it comes to money
and Wall Street, people
have many emotional fears
and can have a defeatist
attitude. So | wanted to put
together a curriculum on
finance and investing in a
way so that those who feel
left out can access it.

Second, we already have negativerates
or low rates around the world, and they
can put pressure on the Fed to go in that
direction if they need to, which can spur
some inflation. Of course, the metrics
they use for inflation have nothing to do
with reality. These are economists who
crunch numbers. Now, central bankers
are declaring that inflation does not ex-
ist and that they want to let it run hotter
than the 2% target. But they can’t really
control that; when it starts to get out of
control, forget it!

Then you have some production fac-
tors and some overproduction making
prices cheap for some commodities,
and also, weather has been a factor, and
on top of that, you have China, Russia,
and India getting together in a sidebar
conversation away from the US talking
about potentially not using the US dollar
as the world’s reserve currency. If that
came to be, that would not be good for
the US. And finally, if any catastrophic
eventhappens—geopolitical or weather-
related or otherwise—since it’s an elec-
tion year and there’s already a lot of
volatility throughout the world, this is
the kind of environment that’s ripe for
inflation. If we experience numbers on
the economy that aren’t positive—such
as we’ve had recently with retail sales
being down, manufacturing shrinking,
jobless claims up—that’s when stagfla-
tion could come in.

One last question. Speaking of mega-
trends and macroeconomics, what are
your thoughts on the repo markets? It
seems like the investing public isn’t
paying much attention to it. Billions of
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dollars have been injected as a suppos-
edly temporary fix to what is normally
a well-oiled machine. Now it’s facing
a potential liquidity crisis. You hear
about it occasionally in the news. It’s
hard for most investors to understand
it, as well as what can happen when
something like that goes out of control.
It’s also the first time something of this
magnitude has happened since 2007,
the yearleading up tothe 2008 financial
crisis,soit seems like that doesn’t bode
well. A cause for worry for investors?
Any thoughts?

People are calling “repo” the secret
buzzword for “QE,” and there are reasons
to think that’s the case. They’re trying
to expand liquidity. And there has been
so much free cash being made by all the
central banks and the Federal Reserve.
Up until now, that has mainly resulted
in stock buybacks by companies. But
what happens when there is no one to
sell those stocks to should these compa-
nies start to dump their holdings? And
what if one of the potential catastrophic
events we talked about earlier did start
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to occur? What happens to the prices of
commodities?

The Fed then would have no recourse
but to start raising rates, which puts the
kibosh on the markets. That’s what repo
means to me—that they re starting to lose
alittle bit of control. Even though Jerome
Powell comes across as confident and
calm, he cannotnecessarily control what
happens in this country or in the world if
anything big did take hold. That’s why,
for 2020, my eyes will be on that.

At MarketGauge we have already
started buying gold miners, we’re in sugar
futures, and I'm looking at getting more
involved insilver. Agricultural commodi-
ties have started to go up, as has oil.

These are things people should be
looking at for 2020. How much higher
can stocks go? Whereas commodities

could have nowhere to go but up.

Right now, gold is still in a caution
phase.Ifthings started to look dicey next
year and you wanted to know whether
to buy gold in 2020, what can you do?
Look atthe phases. That’s your compass.
That’s how you will know.

Karl Montevirgen is a content writer
specializing in financial markets as
well as the arts. His website is www.
kontenthammer.com.
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