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Rob Rants 

It’s Getting Stormy Out There 
Our Proprietary Investment Climate Indicator (ICI) now signals “Very High Risk” 

What That Means, And What To Do About It 

 
 

Every week in ETF Yourself Weekly, we present some of our best “intellectual property.” Those are the research 
indicators, analytical tools and valuation formulas I have developed over the past 3 decades to help investors (and me) 
better understand the reward and risk potential of investing in the public investment markets. This is what drives our 
investment decision-making, and our public opinions about the markets. Hopefully you find that refreshing, versus the 
endless parade of not-so-educated guessing that makes up many investment forecasts. 

That’s why this week’s issue is so special. As it turns out, not one but two of our proprietary indicators (the ones with 
the little “TM” for trademark next to them) have hit milestone levels.  

Let’s start with the Investment Climate Indicator (ICI). This describes the tradeoff between reward potential and risk of 
major loss for investors, using an intermediate-term time frame (6-12 months out). The ICI has been stuck for some in the 
“Rainy” zone for some time. That implies that risk is above average, but not so high as to issue a “be on high alert” type 



of warning. That changed since our last issue. The ICI has been downgraded from Rainy to “Stormy,” the lowest level of 
this indicator, i.e. the highest risk of major loss for investors.  

Why did this happen now? The ICI is comprised of 5 sub-indicators that, through the process of elimination, whittled 
down many years ago. There are many indicators of market strength, health and risk. But these 5 collectively make up the 
ICI, in large part because I found over the years that they just flat-out work as a group. The 5 Indicators are: 

1. US Consumer Confidence 
2. CAPE Ratio (a smoothed version of a price-earnings ratio, created by Yale professor Robert Shiller) 
3. U-6 Unemployment Rate (that’s the rate including the under-employed) 
4. US Treasury 10-2 Yield Spread – the difference in yield between the 10-Year Treasury Bond and 2-Year 

Treasury Note 
5. BBB Corporate Bond Yield Spread – the gap between yields on US Treasury Bonds and the lowest rating 

category of US Corporate Bonds (BBB) 

We have a complete 20+ year history of the ICI available. If you would like to receive it, just email us at 
info@sungardeninvestment.com. 

A big reason we make a big deal about the ICI is shown in the table below. The 5 components are each assigned a score 
each month, from 0 to 4, so the maximum score (which has never been reached) would be 20. Once the ICI drops below 
10, the chances of going to the “Stormy” Level (7 or below) increase. That occurred late last summer, in August of 2021. 
We’ve been on “Stormy Watch” since that time, because it would confirm what we see in our shorter-term stock 
charting work: that this is as dangerous a market environment as I have seen in 36 years in the investment industry.  

But don’t take my word for it. Here are the other times since the late 1990s that the ICI dropped to its current level. It 
happened twice during 2001, the middle year of 3 straight down years for the S&P 500. It happened again just before the 
Global Financial Crisis (GFC) went from a worry to a reality, during the second half of 2008. The average S&P 500 return 
in the 12 months following the ICI reaching the Stormy level: 21%. Here’s the table. 

             

 

But wait, there’s more (and Patrick Mahomes had something to do with it) 

Not to be outdone, another key moment occurred this past Monday, in the midst of one of the weirdest trading days 
anyone has seen. The stock market went from big loser to glorious winner in, like 13 seconds. Oh, wait, that was Patrick 
Mahomes, the wizardly quarterback for the NFL’s Kansas City Chiefs, who pulled off a football miracle Sunday night 
against the Buffalo Bills, by getting his team in position to tie a game that nearly everyone assumed they had lost. They 
tied the game and won in overtime. Then, on Monday, the stock market swung everyone’s emotions the way the Bills and 
Chiefs did during the stretch run of their playoff game. 

Every week, we show you my S&P 500 X-Ray, which is a fancy name for the key target levels I see on the S&P 500 stock 
chart, over short-term, intermediate-term and long-term time frames. As with the ICI, you may have just glanced at it once 
or twice, because it has not changed much since our first issue, over 2 months ago. That’s because none of the key levels 
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were breached. But now, one of them has been. On Monday, the S&P 500 broke down to an intraday low of 4,222. That’s 
below the 4,250 level that I have had as a “Bottom Range” for months, as my indicators showed far more downside risk 
than upside potential. So, you will see some adjusted levels for the S&P 500 in the X-Ray section below. Combined with 
the ICI moving to Stormy from Rainy, the conclusion is clear: while investors can make money on any investment at 
any time, the associated risk of doing so is about as high as it gets. 

What are you supposed to do about all these developments? See the Takeaway section at the end of this week’s issue 
for that. 

 

Chart Me A Story 

 
In our letter from 2 weeks ago, we showed a fuller version of this chart, the crash of 2020. The key comment was this: 
"2022 is starting a bit more like 2020..." Now, with 2 additional weeks of history, we can say that nothing has changed, 
except that the pace of the market drop has accelerated. Just as in 2020, the S&P 500 had a drop of over 10%, then a quick 
recovery which left it down 8% from the recent highs. Then, just when the buy-the-dip crowd got excited again, THIS 
happened. 19 days, 28% decline, before an eventual recovery. The present will not match the past, but the similarities are 
uncanny. That makes this a time for every investor to be alert. 
  



 

Nas-CRACK? 

 

In the very first issue of ETF Yourself back on November 10 of last year, we noted that "The Naz (Nasdaq 100 Index)" 
looks a bit tired, and a reversal of the October rally is possible. But given the outright lack of investor fear, it is more of a 
"watch carefully" than "take drastic action now" thing. As you can see, that turned out to be the case, as the tech-heavy 
index flopped around for 2 months, then fell 12% in a heartbeat. This is a reminder that markets can be "high-risk" for a 
while before that risk is realized. It also reminds us that while 2022 has similarities to the start of 2020, it is also doing a 
pretty good impersonation of year 2000, the bursting of the Dot-Com Bubble. 
  



 

With market volatility spiking again, this is a good time to review the math of investment loss. Suppose you invested in 
the famous ARKK ETF and your timing was perfect...perfectly awful, that is. You invested $10k on Lincoln's Birthday 
(February 12), 2021. You quickly saw your $10k fall to $8k. Following a quick rally, it fell again, and by mid-May, 3 
months after you bought ARKK, you were down another 20% off that $8k, for a total loss of $3,500. Your investment 

rallied again, but gave it back and by December you were back at $6500. Finally, the ARKK sprung a leak, and you see 
that you lost another $1,900, down to $4,600. The point: don't get amnesia about past losses. When an investment keeps 

hitting lower-lows, it adds up. 

 

 
  



Strategy Report 

Investment Climate Indicator™ (ICI) 

Sungarden's proprietary measure of investing RISK. Investing offers potential reward, but at what cost? 

 

Current Reading: Stormy 

ROAR Score™ 
Investment strategy is a constant tradeoff. How to balance reward and risk boils down to how you position your 
portfolio across the spectrum of Offense vs. Defense (investing to grow what you have vs. avoiding big loss). 

We refer to this spectrum as ROAR: Return Opportunity And Risk. Each week, we express our opinion about 
what the current market environment is favoring across those competing approaches. 

 
ROAR CHARTS Position (0-100 scales, 50 = "normal" positioning) 

Defense/Offense (lower= more defensive) 15 

 

  



Market Outlook Factor Overview (MOFO)™ 
With all the noise out there, what should investors focus on now? This MOFO aims to figure that out! We think 

these are the 10 factors most likely to impact investors’ portfolios in the intermediate term. We update the 
rankings each week, based on our opinion. 

This Week 
Ranking Factor Comment 

1 Inflation It’s here. The bond market cares. Will stocks? 

2 Fed Policy Taper now, hike rates later. Investing game-changer? 

3 Covid: from pandemic to 
endemic Omicron: less dangerous, but still disruptive 

4 Equity Valuations Been high a long time, will matter eventually. 

5 Russia/Ukraine 100k troops at the border. Show of force or pending use of force? 

6 Market Sentiment Crypto and "sexy stocks" falling from the sky 

7 Market Breadth FAANG stocks’ grip on the broad market is fading 

8 Economic Growth Consumer Sentiment at a historically risky area 

9 US Debt/Tax Policy Congressional infighting, inaction always a risk 

10 Corporate Earnings Used to matter, but now it’s just a Wall St. game 

Notable up movers from last week 

Notable down movers from last week 

Weekly Summary 

Nothing like a selling frenzy in the stock market to shake up the old MOFO, eh? It was not long ago that market sentiment 
was too giddy, investors only cared about 6 stocks, and economic growth was the focus of every macro investment 
strategist. Now, look at this list. Those items have been either resolved or pushed to the side by items more pressing to the 
markets right now. Fed Policy moves up from #4 to #2, but Inflation moves all the way the top of the hill from #6. Why? 
Because both the market and the US government are focused on it, in addition to the Fed. Inflation has to be the top 
market influence right now, because just in case there's a chance it stays up around 7% (its current rate), that has to be 
extinguished, or it renders many other market worries irrelevant. Investors hate inflation, consumers hate it more. And 
they are voicing it in polls, loud enough for D.C. to hear it. And, that Russia-Ukraine thing is the type of issue that we in 
the US go to sleep each night wondering if we will awake the next morning to the news that a part of Europe is at war. 

Honorable Mention: these are not in the top 10, but are worth keeping an eye on 

China aggression Military ops ramping up, could Taiwan be a crisis center? 
Changing nature of work/work 

force Voluntary retirements plus a labor shortage and skills gap 

Short-Term Bonds From near-0% to over 1% in a year. Equity rival soon? 

Retail Investors The masses have arrived. Will they stay? 



 

S&P 500 X-Ray™ 
For risk management, we think asset allocation is over-rated, and technical analysis (charting price patterns) is 
under-rated. Rob Isbitts applies his more than 40 years of charting experience to set S&P 500 Index risk ranges 

for 3 different time frames. Updated each week. 

 
 Top Range Bottom 

Range 
Implied 
Upside 

Implied 
Downside 

Range Size 

Short-Term 4,800 3,750 12% -2% 15% 
Intermediate-
Term 

4,800 
 

3,200 15% -12% 30% 

Long-Term 5,000 2,000 15% -54% 150% 

 

Take Away 
What a week! And I'm not even talking about the markets. I'm talking about how much our proprietary indicators 
changed...which is really the same things as the markets hitting key levels that prompt us to shout to you to get your 
attention on them. Let's review: the ICI is now at Stormy, so risk is very high. But that does not exclude higher stock 
prices from here, it just means that pursuing them with aggressive investing is more likely to either work out...or set you 
back years if you are not careful. Our S&P 500 X-Ray ranges are now at the point where we can say, "short-term threats 
turned into realities...check!" Now, the former intermediate-term is the short-term and let's face it, the wall of market 
worry is mighty steep right now. What to do about it? 2 things, the same ones we always talk about in the ETF Yourself 
Weekly newsletter: 1. Develop a repeatable, meaningful investment process that you can understand, be comfortable with, 
and execute (our premium service does that for you). 2. Embrace the markets for what they are and will be, not what they 
once were. Buy and Hold is dead, 60/40 is history, and a tactical/rotational approach that incorporates hundreds of market 
segments is the "new asset allocation." It’s Stormy out there. Time to pay attention. After all, market volatility is where 
many of us do our best work. Embrace it, exploit it, don't fear it. 

 

 

  

Disclaimer 
The material on our website is for informational purposes only. We are not asking you to buy or sell a security and are not offering 

you investment advice. Information on our website is believed to be reliable. Please understand it is not guaranteed. Past performance 
is not a guarantee. It is also not a reliable indicator of future results. Investing means taking risks. You may not use any part of our 

website without asking us. You need our written permission. 
Sungarden Investment Publishing, LLC provides links for your convenience to websites produced by other providers or industry 

related material. Accessing websites through links directs you away from our website. Sungarden Investment Publishing, LLC is not 



responsible for errors or omissions in the material on third party websites, and does not necessarily approve of or endorse the 
information provided. Users who gain access to third party websites may be subject to the copyright and other restrictions on use 

imposed by those providers and assume responsibility and risk from use of those websites.   
Information about your visits to our website: We store records of the activities on our sites in our web server logs, which automatically 
capture and save the information electronically. The information we collect helps us administer the site, analyze its usage, protect the 

website and its content from inappropriate use, and improve the user’s experience. 
 

See our Terms and Conditions and Privacy Policy on the website. 
Copyright © 2022 Sungarden Investment Publishing, LLC. All rights reserved. 
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