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Domestic Equities Investment Phase: 70% Invested
International Equities Trading Phase: 70% Invested
Real Estate Investment Phase: 100% Invested
Commodities Trading Phase: 50% Invested

Components Condition Components Condition
Exchange Rates Positive Bank Sentiment Positive
GDP Positive Flow of Funds Positive
Inflation Neutral Fund Flows Neutral
Interest Rate Spreads Neutral Insider Sentiment Neutral
Interest Rates Neutral Leveraged Investments Negative
Lending & Leverage Negative Option Activity Neutral
Monetary Aggregates Neutral Surveys Neutral
Velocity Negative Consumer Confidence Neutral

Technical Indicators Neutral
Trading Data Negative
Volatility Positive

Components Condition
10Yr Annualized Forecast 3.2%
10Yr Treasury Note 2.4%
VLAP 5YR Annualized 6.2%

Valuation

Recommended Equity Exposure: 70% of Maximum Allocation

Market Trend Analyzers Phase

Monetary Psychology

Psychology Monetary - M4

Valuation

US Market Trend
10yr Annualized Forecast: 3%

10yr Treasury Rate: 2.4%

Low
Return
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35%
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Allocations 
There are no recommended changes to allocations this week. Hays Advisory recommends 70% of maximum 

exposure to domestic and international equity markets, 50% exposure to commodities, full exposure to US REITs, 

and short-duration fixed-income securities. 
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Taking Mr. Market’s Temperature 
Often when we write these letters, we like to do a brief update on the state of the Asset Allocation Model and 

narrow down on some indicators that sparked our interest over the past few days. This week, I thought I’d 

expand on that to give our subscribers and clients a better understanding about what concerns and excites us 

about the state of the markets today. We’re going to take a deep dive into some data – but it’ll be interesting, I 

promise! 

 
Psychology 

For as long as we’ve been in business, we’ve found that it pays to check on the mental health of Mr. Market. Mr. 

Market is the most manic-depressive guy you’ve ever met, and if you pay close attention to his mood swings, you 

can take full advantage of them. 

 

Popularized by investing legend Benjamin Graham and espoused by his student Warren Buffett, the character of 

Mr. Market has become a staple of the money management industry. Imagine you went into business with a 

partner of questionable sanity, and every day this partner would agree to either buy your share of the business or 

sell you his at a certain price. On some days, Mr. Market (your partner) would be feeling incredibly generous and 

offer you a wonderful price for your share, but on other days he’d be in a foul mood and give you an outrageous 

quote – at which point it could make sense to buy his share of the business. In any case, the beauty of your 

relationship with Mr. Market is that you choose whether or not to transact with him.  

 

We look at a bunch of survey data, trading data, and watch the direction of asset flows to try to get a sense of Mr. 

Market’s mood. Lately, he’s been trending towards mania.  

 

 
 

One of the key vital signs we check is the Rydex Ratio, which is the ratio of net flows into leveraged bullish funds 

to total flows into leveraged funds from the Rydex mutual fund family.1 A Rydex Ratio of 0 is a sign of a balanced 

and healthy market. It indicates a diversity of opinion as investors are putting just as much money into bullish 

funds as they are into bearish funds. When the ratio is +33%, investors are putting twice as much money into 

bullish funds as bearish funds. Today, the Rydex Ratio is pushing all-time highs at about +74%: this means that 

investors are putting almost 7 times as much money into bullish funds as bearish funds! In other words, Mr. 

Market is 7 times more confident that prices will continue to rise than he was in 2011, and therefore the buyout 

offers he’s making you are much more generous today. 

 

                                                           
1 The Rydex Funds are provided by Guggenheim and you can find out more about them here. 

Psychology

Greed Fear

21%
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 Source: Guggenheim and Hays Advisory, LLC 

 

This enthusiasm for stocks is also reflected in survey and trading data. Consumer Confidence both in the economy 

and in stock prices spiked at the beginning of 2017.  

 

 
  Source: Factset 
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  Source: Factset 

 

The VIX volatility index (sometimes called the “fear index”) is nearing all-time lows. This indicator measures the 

implied volatility in equity index options, and has been known to increase sharply during times of uncertainty. A 

low VIX is often a sign of confidence in the market while a high VIX often corresponds with panic. The all-time high 

for the VIX came in November 2008, but the last time the VIX was this low was the beginning of 2007. As we’ve 

pointed out in previous letters, more and more investors are shorting this index, betting that it will go even lower. 

 

 
  Source: Factset 
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When we take a look at Mr. Market’s psyche right now, it becomes clear that he’s very excited. With stock prices 

at all-time highs, the offers that Mr. Market is making to buy you out have become increasingly generous. As the 

rational partner in this business relationship, it might make more sense for you to take advantage of Mr. Market’s 

generosity and sell out to him, as opposed to buying his share at the same price. That’s why our Psychology gauge 

is sitting towards the “Greed” end today; we like to buy when Mr. Market is depressed, and sell when he’s excited. 

 

 

Monetary 

If Psychology is Mr. Market’s mental health, then Monetary is his physical health. We need to check to see if the 

infrastructure is in place to keep Mr. Market healthy for the long-term.  

 

We live in a world of Keynesian economics in which central banks and governments help support the economy 

during recessions, and cut spending and raise taxes during periods of prosperity (or at least they’re supposed to 

according to the theory). If monetary and fiscal policies are too loose and encourage growth too quickly, we run 

the risk of sky-high inflation and a hard stop once the economic sugar high is over. On the other hand, policies 

that are too restrictive don’t encourage business investment and consumer spending, making it difficult for the 

economy to grow.  

 

So-called “easy money” policies usually come in the form of lower interest rates, more government spending, 

lower bank reserve requirements, and central bank bond purchases. These help support the economy during 

downturns by lowering the cost of borrowing, creating jobs, and encouraging spending. If the economy begins to 

grow again, we can also expect the stock market to rise as businesses recover and confidence comes back.  

 

For now, it seems that the Keynesian policies put in place in response to 2008 have helped: unemployment is 

down, consumer confidence is up, and the stock market has tripled. But now the Fed has begun to slowly and 

steadily apply the brakes in the form of higher interest rates and a smaller balance sheet. The money supply is 

tighter now than it was a few years ago, and we can measure that with what we call our Excess Supply indicator, 

which is the difference in growth rates between the Fed’s H3 Monetary Base and the amount of credit on bank 

balance sheets. 
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 Source: Federal Reserve and Hays Advisory, LLC 

 

What does that mean for Mr. Market? It means that we should expect him to calm down over the next few years. 

An increasingly restrictive Fed will still encourage the economy to grow, but at a sustainable pace. It’s possible 

that stock prices will continue to rise, although I would guess it would be at a slower pace than what we’ve seen 

since 2009. The exact effect that these policies will have on stock prices is always unclear, but with the expectation 

for higher borrowing costs and a tighter money supply in the future, we should expect Mr. Market to curb his 

enthusiasm. 

 

 

Valuation 

When Mr. Market makes you an offer, it behooves you as the rational business partner to investigate the question: 

“Is this a good deal?” That’s where Valuation comes in. We take Mr. Market’s offers and analyze them as 

thoroughly as we can to decide the best course of action to take. After all, if Mr. Market is very excited but still 

wants to pay you peanuts for your shares, then it’s probably best to just ignore him. 

 

So how do Mr. Market’s deals stack up? Well currently he’s offering to pay about 21 times the business’ earnings 

over the last 12 months and about 18 times the earnings expected over the next 12 months.2 In investments we 

use price-to-earnings as a standardized pricing measure, similar to a price-per-square-foot when buying a house. 

For reference, these are some of the best prices at which Mr. Market has offered to buy you out in the last 15 

years. 

 

                                                           
2 In this case, the “business” is the combined output of the S&P 500 companies 
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  Source: Factset 

 

In fact, since early 2013 the total value of the US stock market has exceeded GDP. By now, Mr. Market is willing 

to pay about 1.3 times the total output of the US economy to own your stocks. That has only happened twice 

before: once during the dot-com bubble, and again briefly in 2007. 
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What if we look at the other side of the coin and think about buying from Mr. Market rather than selling to him? 

Remember that we can also buy Mr. Market’s share of the business for ourselves at the same price. In this case, 

the question “Is this a good deal?” rests mainly on a similar question: “What return can I expect?” If you buy stocks 

now at the current market prices, what return on your money can you reasonably expect? Is that return 

satisfactory? The Hays Valuation Model seeks to answer these very questions. 

 

Based on current valuations, the answers to those questions are “low” and “no.” In fact, according to our work, if 

we buy from Mr. Market at current prices we can really only expect about 3% per year annualized over the next 

10 years – not exactly enticing to a buyer.3 

 

 
Source: Federal Reserve, Robert J. Shiller, Yale University Department of Economics, Bloomberg, Hays Advisory, LLC 

 

Buy low, sell high: that’s a common valuation mantra that describes taking advantage of Mr. Market’s mood 

swings. Right now, his offer to buy you out is much more enticing than the offer to sell you his shares. It may be 

worth thinking about selling to Mr. Market; that’s why our own strategies have sold a portion of US equity holdings 

to him. 

 

 

                                                           
3 A white paper describing the sources and methodology behind our Valuation work is available on our website or by 
request at info@haysadvisory.com  
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Conclusion 
From what we can see, the best way to take advantage of Mr. Market right now is to be a net seller of stocks 

rather than a buyer. When our manic-depressive friend comes to us with stars in his eyes and offers to buy us out 

at inflated prices, we’re gonna take that deal. That’s not exactly a popular idea when prices are at all-time highs, 

but as rational asset allocators, we need to be the Abbott to Mr. Market’s Costello. 

 

Many investors wrongly believe that their futures are in the hands of Mr. Market, and whether or not they retire 

on time depends wholly on the mood of this maniacal business partner. Over time, this false narrative brings their 

own feelings and opinions in line with Mr. Market’s, and they become just as manic-depressive as he is. But the 

truth is that as the investor, you have the power to ignore or acknowledge Mr. Market – and that is a liberating 

thought. With the right advisor and the proper tools to check on the market’s health, you can captain your ship 

through rough seas and sail smoothly into retirement on your own terms, getting the better of Mr. Market all 

along the way. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Hays Company Purpose 

To positively alter the course of others’ lives. 

 

Hays Core Values 

We Believe – in God, Our Process, Our People 

We Serve – Advisors, Investors, Community 

We Grow - Mentally, Physically, Emotionally, Spiritually, Financially 

We are Family – We take care of each other. 

We are Stubborn - We stick to our processes. 

We are Out of the Box - We don’t do things like anyone else. 

 

© 2017 Hays Advisory, LLC. All rights reserved. The information contained in this report may not be published, broadcast, rewritten or 

otherwise distributed without prior written consent from Hays Advisory, LLC. Comments are provided as a general market overview and 

should not be considered investment advice or predictive of any future market performance. This report does not constitute an offer to 

sell, or the solicitation of an offer to buy, any securities. Hays Advisory does not guarantee the accuracy or completeness of this report, nor 

does Hays Advisory assume any liability for any loss that may result from reliance by any person upon any such information or opinions. 

Such information and opinions are subject to change without notice and are for general information only. 
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