
True to form, equity markets have begun the process of bouncing from oversold conditions, which developed during the October 

sell-off. I discussed last week the importance of stock indices regaining their respective 200-day moving averages. Since then, I 

have received questions from investors about the importance of this. In short, the 50- and 200-day moving averages serve as 

lines of technical support for many large institutional traders. Whether there is some magic in these particular numbers, or it has 

become a self-fulfilling prophecy as a result of herd mentality, matters not. What does matter is that many program traders use 

these numbers to determine the health of the market. In its simplest form, a break of an index’s 50-day moving average serves as 

a caution that its upward trend may be reversing and profits should be taken. A break in the 200-day moving average is            

considered more serious and strong evidence that the bullish cycle in the index (or stock) is over. Suffice to say these perceptions 

result in selling of the position by investors, which only serves to compound the drop in the index. This dynamic happens over 

and over in markets and is just part of the asset allocation process. What is important is if "smart money" (whatever that is)   

senses an opportunity and steps in to buy the dip. This phenomena evidences confidence in the underlying market and suggest a 

recovery is possible over the long term. Alternatively, when "smart money" buys the dip and immediately sells the bounce in 

price, it is evidence of a lack of confidence in the underlying market and a desire to sell into any strength. In essence, investors 

are taking advantage of any opportunity to get out while they still can. I have watched this play out over the past week and     

remain concerned that the latter is occurring. Investors appear to be selling into the bounce we saw last week. I was hopeful that 

major indices would recapture their 200-day moving average by ending the week above it. The S&P 500 and Dow were able to do 

so and hold it, but the Nasdaq and Russell 2000 Small Cap Index did not. The Nasdaq and Russell 2000 are typically leaders on the 

way up and on the way down. Right now they are leading on the way down. Defensive sectors and bonds are outperforming in 

the face of these conditions. We are happily overweight these assets in our portfolios. Seasonality is in our favor, but it otherwise 

does not look good for risk assets. We remain disciplined and are cautiously bullish with a majority of our money in defensive 

equity positions to guard against further declines, while allowing for participation in upside should conditions improve.  

Last week’s market commentary is available for download here.  

Below is a snapshot of last week’s market performance and what to watch in the week ahead from Chadd Mason, 

Cabana CEO and co-founder.  

NOVEMBER 5, 2018 

G. Chadd Mason 

CEO, Cabana Holdings 

For more information about Cabana, including its services, portfolio performance, 

expert opinion articles and industry news, visit www.cabanaportfolio.com.  
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This material is prepared by Cabana, LLC, dba Cabana Asset Management and/or its affiliates (together “Cabana”) for               

informational purposes only and is not intended to be relied upon as a forecast, research or investment advice, and is not a     

recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed 

reflect the judgement of the author, are as of the date of its publication and may change as subsequent conditions vary. The   

information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by Cabana 

to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. As such, no warranty of accuracy or reliabil-

ity is given and no responsibility arising in any other way for errors and omissions (including responsibility to any person by      

reason of negligence) is accepted by Cabana, its officers, employees or agents.  

 

This material may contain ’forward looking’ information that is not purely historical in nature. Such information may include, 

among other things, projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon 

information in this material is at the sole discretion of the reader. Past performance is not a reliable indicator of current or future 

results and should not be the sole factor of consideration when selecting a product or strategy. All investment strategies have the 

potential for profit or loss. All strategies have different degrees of risk. There is no guarantee that any specific investment or 

strategy will be suitable or profitable for a particular client. The information provided here is neither tax nor legal advice.         

Investors should speak to their tax professional for specific information regarding their tax situation. Investment involves risk 

including possible loss of principal. 

 

Cabana LLC, dba Cabana Asset Management (“Cabana”), is an SEC registered investment adviser with offices in Fayetteville, AR 

and Plano, TX The firm only transacts business in states where it is properly registered or is exempted from registration            

requirements. Registration as an investment adviser is not an endorsement of the firm by securities regulators and does not 

mean the adviser has achieved a specific level of skill or ability. Additional information regarding Cabana, including its fees, can 

be found in Cabana’s Form ADV, Part 2. A copy of which is available upon request or online at www.adviserinfo.sec.gov/.  

 

The Financial Advisor Magazine 2018 Top 50 Fastest-Growing Firms ranking is not indicative of Cabana's future performance and 

may not be representative of actual client experiences. Cabana did not pay a fee to participate in the ranking and survey and is 

not affiliated with Financial Advisor magazine. RIAs were ranked based on percentage growth in year-end 2017 AUM over        

year-end 2016 AUM with a minimum AUM of $250 million, assets per client, and growth in percentage assets per client. Visit 

www.fa-mag.com for more information regarding the ranking. 
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