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Price Trends Point to Market Breakdown

Negative momentum, as measured by the Ned Davis Research CMG US Large Cap Long/Flat Index’s

(NDRCMGLF Index, or the Index) model, has been deepening incrementally since the 80% equity allocation

triggered in April. Increased concern over evolving tariff policy and the potential repercussions may have

influenced the more recent price action at the industry level, helping to reinforce the model’s 80% equity

signal.

Yield curve flattening, mainly driven by monetary policy, has been another factor potentially weighing on

investor concern. While the S&P 500 Index’s top-line return closed the quarter in positive territory, the

NDRCMG model’s score has trended lower, gaining some negative momentum over the last few weeks of the

second quarter. The model’s score closed the month of June below 65 – its lowest since the Index launched

at the end of 2016.

Year-to-Date Cumulative Return (%): NDRCMGLF Index vs. S&P 500 Index
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Source: FactSet. Data as of June 30, 2018. Past performance is no guarantee of future performance. Index performance is not indicative of fund
performance. Indices are not securities in which investments can be made. Index returns do not reflect a deduction for fees & expenses. See index
descriptions and additional disclosures below.

The Price of Insurance

In general, the S&P 500 Index’s 2.6% year-to-date performance was positively driven by its allocations to the

technology and consumer discretionary sectors, while allocations to the financials and consumer staples

sectors detracted from returns.  However, the NDRCMGLF Index has lagged the S&P 500 by 0.46% (+2.2%

vs. +2.6%, respectively) since its model de-risked in April and allocated 20% to T-bills.

The model informing the Index can only, at most, keep pace with the S&P 500 during bull markets, as it is

designed to outperform during market drawdowns by raising cash to limit losses. By limiting significant

portfolio drawdowns, investors can be positioned to gain during market rebounds rather than having to spend

that time recuperating losses. Underperformance, such as what has been seen year to date, may possibly be

considered the cost of insurance toward limiting those losses from a significant market downturn—particularly

if that drawdown resembles the magnitude of the last two major recessions in 2008-2009 and 2001-2002.

As noted, the model’s composite score has trended under 65 more recently. Should the model’s composite

score turn up and exhibit a meaningful positive trend, it would trigger a 100% equity allocation. However, if the

negative trend persists, pushing the model’s composite score below 60, for example, it would signal greater

market breakdown and a 40% equity allocation, as illustrated in the table below.

Allocations Based on Both the Composite Score and Its Directional Trend

1

Authored by

 

Select New Category

Related Blogs

Responding to Rising Risks

Cautiously Optimistic

Still Bullish Despite Recent Volatility

To Be or Not To Be Invested

Real Assets: Headwinds Turn to Tailwinds

Real Assets Outlook Remains Strong

Cautious Buy-Furcation

Real Assets Fueled by Energy

Late Cycle Yes, But Opportunities May Still Exist

Keeping Eyes Peeled for a Bearish Turn

Sentiment Changes on Stocks

Meredith Larson


Senior Product Manager, ETFs

Guided Allocation
   

https://www.vaneck.com/blogs/allocation/responding-to-rising-risks/
https://www.vaneck.com/blogs/allocation/cautiously-optimistic/
https://www.vaneck.com/blogs/allocation/still-bullish-despite-recent-volatility/
https://www.vaneck.com/blogs/allocation/to-be-or-not-to-be-invested/
https://www.vaneck.com/blogs/allocation/real-assets-headwinds-turn-to-tailwinds/
https://www.vaneck.com/blogs/allocation/real-assets-outlook-remains-strong/
https://www.vaneck.com/blogs/allocation/cautious-buy-furcation/
https://www.vaneck.com/blogs/allocation/real-assets-fueled-by-energy/
https://www.vaneck.com/blogs/allocation/late-cycle-opportunities-may-still-exist/
https://www.vaneck.com/blogs/allocation/keeping-an-eye-on-next-bear-market/
https://www.vaneck.com/blogs/allocation/sentiment-changes-on-stocks/


Market Pulse<sup>™</sup>: Momentum Reinforces Equity Signal- VanEck

https://www.vaneck.com/blogs/allocation/market-pulse-momentum-reinforces-equity-signal/[8/23/2018 3:03:47 PM]

Note: The composite score zone must be surpassed for the equity allocation change to be in effect. As an example, assuming the composite direction is
down; i.e., a deteriorating/declining trend, if the score is 53 and it drops to 50, then the allocation is still 40%. The score must drop below 50 to move the
allocation to 0%. Assuming the composite direction is up; i.e., an improving trend, it will always allocate 100% to the S&P 500, regardless of the current
composite score. For illustrative purposes only.

How the NDRCMG Model Works

The NDRCMGLF Index’s model measures the overall health of the market through an evaluation of market

breadth. In this case, market breadth refers to advancing and declining price trends and countertrends at the

GICS  industry level. The model computes a robust moving average score daily  to capture multi-industry

and multi-term trend and countertrend measures to gauge overall market health. It then calculates the score’s

directional trend to see if it is improving or declining. Collectively, the score and its directional trend determine

the equity allocation of either 100%, 80%, 40%, or 0% − in which case it would be allocated to cash.

*
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Why Market Breadth Is Ideal for Guided Equity Allocation

There are a few key reasons why measuring market breadth provides sound trend analysis for guiding equity

allocations. The Index’s co-developer, Steve Blumenthal of CMG Capital Management Group, Inc., wrote a

whitepaper, Risk Management for all Markets, detailing this tactical approach. Mainly, market breadth has

typically weakened before top-line prices have at major market peaks and breadth thrusts  often occur just

before major bull market recoveries. Furthermore, the S&P 500 is considered a very efficient market, meaning

the underlying securities’ fundamentals and macro environmental factors tend to be priced in almost

immediately.

Investors can access this equity risk-managed approach through VanEck Vectors  NDR CMG Long/Flat
Allocation ETF (LFEQ ), which was developed to offer guided equity allocation by trading into and out of the

market automatically for its investors. This strategy seeks to minimize losses from potential market

drawdowns typical of traditional buy-and-hold or static strategies.
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IMPORTANT DEFINITIONS AND DISCLOSURES

Source of all data unless otherwise noted: FactSet and Ned Davis Research. Data as of 6/30/2018.

Global Industry Classification Standard (GICS ) is a widely accepted equity securities classification system developed

by Morgan Stanley Capital International (MSCI) and Standard & Poor’s.

While the NDRCMGLF Index’s model computes a daily score, it does not mean that the allocations will change on a

daily basis. The model is measuring multiple trends and countertrends over multiple terms, across multiple industries

to assess market health and meaningful market trends. The model has produced five (5) trades year to date.

When allocated to a percentage of equities (long), that portion of the Ned Davis Research CMG US Large Cap

Long/Flat Index will comprise the S&P 500  Index. When allocated to a percentage of cash (flat), that portion of the

Index will be allocated to the Solactive 13-week U.S. T-bill Index.

Source: Ned Davis Research. Breadth thrust is a technical indicator used to ascertain market momentum and signals

the start of a potential new bull market after what may have been an oversold market.

This content is published in the United States for residents of specified countries. Investors are subject to securities

and tax regulations within their applicable jurisdictions that are not addressed in this content. Nothing in this content

should be considered a solicitation to buy or an offer to sell shares of any investment in any jurisdiction where the offer

or solicitation would be unlawful under the securities laws of such jurisdiction, nor is it intended as investment, tax,

financial, or legal advice. Investors should seek such professional advice for their particular situation and jurisdiction.

Not intended to be a forecast of future events, a guarantee of future results or investment advice. Historical

performance is not indicative of future results. Current data may differ from data quoted. Any graphs shown herein are

for illustrative purposes only.
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The indices listed are unmanaged indices and do not reflect the payment of transaction costs, advisory fees, or

expenses that are associated with an investment in any underlying exchange-traded funds. Certain indices may take

into account withholding taxes.Index performance is not illustrative of fund performance. Fund performance current to

the most recent month end is available by visiting vaneck.com. Indexes are unmanaged and are not securities in which

an investment can be made.

Ned Davis Research CMG US Large Cap Long/Flat Index is a rules-based index that follows a proprietary model

developed by Ned Davis Research, Inc. in conjunction with CMG Capital Management Group, Inc. The model

produces daily trade signals to determine the Index’s equity allocation percentage (100%, 80%, 40%, or 0%). When

allocated to a percentage of equities (long), that portion of the Index will comprise the S&P 500 Index. When allocated

to a percentage of cash (flat), that portion of the Index will be allocated to the Solactive 13-week U.S. T-bill Index.

Solactive 13-week U.S. T-bill Index is a rules-based index mirroring the performance of the current U.S. 13-week T-bill.

S&P 500  Index consists of 500 widely held U.S. common stocks covering industrial, utility, financial and transportation

sector

VanEck Vectors  NDR CMG Long/Flat Allocation ETF (LFEQ, or the Fund) provides risk-managed exposure to S&P

500 equities using multiple technical indicators that help determine when to be in the market and by how much. The

Fund seeks to track its respective Index, designed by Ned Davis Research, Inc. (NDR) and CMG Capital Management

Group, Inc. (CMG).

The Fund is subject to risks associated with equity securities, index tracking, investing in other funds, operational, U.S.

Treasury bills, market, high portfolio turnover, fund shares trading, premium/discount risk and liquidity of fund shares,

passive management, absence of prior active market, authorized participant concentration, trading issues and

concentration risks. The Fund is considered non-diversified and may be subject to greater risks than a diversified fund.

The Fund is not sponsored, endorsed, sold or promoted by Ned Davis Research, Inc. or CMG Capital Management

Group, Inc. NDR and CMG make no representation or warranty, express or implied, to the owners of the Fund or any

member of the public regarding the advisability of investing in securities generally or in the Fund particularly or the

ability of the Index to track the performance of equities market.

NEITHER NDR NOR CMG GUARANTEE THE ACCURACY AND/OR THE COMPLETENESS OF THE INDEX OR

ANY DATA INCLUDED THEREIN AND NEITHER NDR NOR CMG SHALL HAVE ANY LIABILITY WHATSOEVER

FOR ANY ERRORS, OMISSIONS, OR INTERRUPTIONS THEREIN. NDR AND CMG MAKE NO WARRANTY,

EXPRESS OR IMPLIED, AS TO RESULTS TO BE OBTAINED BY LICENSEE, OWNERS OF THE FUND, OR ANY

OTHER PERSON OR ENTITY FROM THE USE OF THE INDEX OR ANY DATA INCLUDED THEREIN. NDR AND

CMG MAKE NO EXPRESS OR IMPLIED WARRANTIES, AND EXPRESSLY DISCLAIM ALL WARRANTIES OF

MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE WITH RESPECT TO THE INDEX OR

ANY DATA INCLUDED THEREIN. WITHOUT LIMITING ANY OF THE FOREGOING, IN NO EVENT SHALL NDR OR

CMG HAVE ANY LIABILITY, JOINTLY OR SEVERALLY, FOR ANY SPECIAL, PUNITIVE, INDIRECT, OR

CONSEQUENTIAL DAMAGES (INCLUDING LOST PROFITS), EVEN IF NOTIFIED OF THE POSSIBILITY OF SUCH

®
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DAMAGES.

The S&P 500 Index is a product of S&P Dow Jones Indices LLC and/or its affiliates and has been licensed for use by

Van Eck Associates Corporation. Copyright © 2018 S&P Dow Jones Indices LLC, a division of S&P Global, Inc.,

and/or its affiliates. All rights reserved. Redistribution or reproduction in whole or in part are prohibited without written

permission of S&P Dow Jones Indices LLC. For more information on any of S&P Dow Jones Indices LLC’s indices

please visit www.spdji.com. S&P  is a registered trademark of S&P Global and Dow Jones  is a registered trademark

of Dow Jones Trademark Holdings LLC. Neither S&P Dow Jones Indices LLC, Dow Jones Trademark Holdings LLC,

their affiliates nor their third party licensors make any representation or warranty, express or implied, as to the ability of

any index to accurately represent the asset class or market sector that it purports to represent and neither S&P Dow

Jones Indices LLC, Dow Jones Trademark Holdings LLC, their affiliates nor their third party licensors shall have any

liability for any errors, omissions, or interruptions of any index or the data included therein.

Fund shares are not individually redeemable and will be issued and redeemed at their net asset value (NAV) only

through certain authorized broker-dealers in large, specified blocks of shares called “creation units” and otherwise can

be bought and sold only through exchange trading. Shares may trade at a premium or discount to their NAV in the

secondary market. You will incur brokerage expenses when trading Fund shares in the secondary market.

Diversification does not assure a profit nor protect against loss.

The information herein represents the opinion of the author(s), but not necessarily those of VanEck, and these

opinions may change at any time and from time to time. Non-VanEck proprietary information contained herein has

been obtained from sources believed to be reliable, but not guaranteed. No part of this material may be reproduced in

any form, or referred to in any other publication, without express written permission of VanEck.

Investing involves substantial risk and high volatility, including possible loss of principal. An investor should

consider the investment objective, risks, charges and expenses of the Fund carefully before investing. To

obtain a prospectus and summary prospectus, which contains this and other information, call 800.826.2333 or

visit vaneck.com. Please read the prospectus and summary prospectus carefully before investing.
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Web Access Notice: VanEck is committed to ensuring accessibility of its website for investors and potential investors, including those with disabilities. If you have difficulty accessing any feature or

functionality on the VanEck website, please feel free to call us at 800.826.2333 or email us at info@vaneck.com for assistance.

 

This website is published in the United States for residents of specified countries. Investors are subject to securities and tax regulations within their applicable jurisdictions that are not addressed on

this website. Nothing on this website should be considered a solicitation to buy or an offer to sell shares of any investment in any jurisdiction where the offer or solicitation would be unlawful under

the securities laws of such jurisdiction, nor is it intended as investment, tax, financial, or legal advice. Investors should seek such professional advice for their particular situation and jurisdiction.

Investing involves risk, including possible loss of principal. An investor should carefully consider investment objectives, risks, charges and expenses carefully before investing. This and other

information can be found in the appropriate regulatory documents made available for a specified country as designated in this website.

Van Eck Securities Corporation, Distributor 
666 Third Avenue 
New York, NY 10017
877.858.9640
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