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The following is part of Pivotal Events that was 

published for our subscribers August 29, 2019. 

 
 

 

Credit Markets 

The action in the Bond Future and in High-Grade Corps has become super impetuous. 

One can imagine fireworks with music and there has been banner headlines: 

“10-Year Yield Is Headed All The Way to Zero” 

– JP Morgan, July 18. 

“Greenspan Sees No Barriers to Prevent Negative Treasury Yields” 

– Bloomberg, August 13. 

While such passions in markets are always ephemeral, they can be measured. And the 

Bond Future has reached a Weekly RSI of 82, which is exceptional. This is outstanding 

momentum. And on August 12th, a Weekly Sequential 13 Sell was accomplished, which 

is pattern. 

High-Grade Corps (LQD) have reached a Weekly RSI of 84, the highest on a chart back 

to 2002. 

Municipals (MUB) have registered an Upside Exhaustion as well as a Sequential 9 Sell. 

Even the Weekly RSI reached 85, which is the highest, by far, on a chart back to 2007. 

Altogether, this reminds of the blow-out in Precious Metals in 2011. When the conviction 

was that the Fed was going to take the dollar down to zero. Now the Fed is going to take 

interest rates to zero. Different ambition but the same intense belief. 

And as we have been noting the Bond Future can accomplish seasonal rallies into late 

August, correct, with another pop into late September. The action is exceptionally 

speculative and investors should be shortening term. 

On the outstanding rally in the summer of 2016, the story was the same US yields were 

going to zero. We noted that the US market was so big that it could not be rigged like the 

European market. And concluded that technical action would bring down the Treasury 

market and that would feed into Europe. It did. And the German 30-year yield went from 

the low of 0.40% to 1.40%. 

It doesn’t matter that these nominal yields are negative. It is the real rate that counts and 

the increase in post-bubble contractions has been around 10 to 12 percentage points. The 

change is huge, the nominal yield is miniscule. 
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Yields will not be driven up by a return of inflation, but by difficulties in servicing debt 

in a post-bubble contraction. 

Precious Metals 
 

It is amazing how financial markets interrelate. The impressive advance in the Bond 

Future is registering technical excesses and as of this week Silver has generated the 

highest Weekly RSI since the Precious Metals blew out in 2011. It is also generating a 

Sequential 13 Sell. 

The link is the Gold/Silver ratio, which we call the Metallic Credit Spread. The number 

goes down in a boom and up in the transition to contraction. In June we noted that the 

steady rise in the ratio was remarkable and concluded that it needed to correct. Also, 

some volatility is usually seen before a big change in the financial markets. 

This we got as the Gold/Silver ratio went from 95 down to 85, then to 91 and now it is at 

84. Oversold and set to rally, which with Silver declining from its excess would be a 

warning of the financial bubble. 

On the pending contraction, the Gold/Silver ratio could soar to around 120. 

On the Gold Stocks, our “accumulate on weakness” was issued on November 1st and the 

next low on the GDXJ was 25.91 in the middle of the month. The high was 43.10 in July 

when our advice was to start taking some money off the table. Which we would continue 

to do. 

Also, our case has been that this is in the early stages of a lengthy bull market. Not driven 

by the old inflation story but by the old post-bubble deflation story. 
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