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I Will Build A Wall at the 200-Day Moving Average

By Josh Brown
February 6, 2019

Year Three of the Trump presidency and there is no wall on the border. There is no fence and there is no
physical barrier. And Mexico has not spent any pesos on its future construction, nor has Congress.

Similarly, talk of the S&P 500 bumping up against its 200-day moving average creates the impression
that this overlay represents some sort of meaningful barrier or obstacle to the stock market. It does not.

The 200-day moving average is neither wall, nor fence, nor physical barrier. It is just an average price at
which the index has closed over the last 200 sessions, roughly equal to ten months” worth of activity.

$5Px SEP 500 Large Cap Index 1ML @ StockCharts.com
G-Feb-2019 9:31am Open 273505 High 273565 Low 273303 Last 273566 Chg -204(007%)

Wl 5P (Daily) 2735.66
—MA200] 274210

2900

2800
2735.66

2600
2500
2400
2300

2200
24100

2000
1900

* 1800
WMoA M J J A S ONTDITFM AMJI J A 50 HNTDIEFMAMIIT A SO HTDISF

I want to spend a moment teasing out what matters and what does not when it comes to this topic.

The first thing you should know is that whether or not the S&P 500 is above or below the 200-day
moving average does not guarantee any particular course of action over the next 1 day, 10 days, or 2
years. There is no signal there, for if there were, everyone would know exactly what to do upon each
cross to the upside or downside.

Second, you can see the market get above the 200-day moving average but do so while the market is still
in a downtrend. Or, conversely, you can see the S&P 500 break below the 200-day while it is still in an
uptrend, with a positive slope. Traders who use technicals will be more concerned about the direction of
the stock market — the trend — than they will be about some arbitrary average formed over hundreds of
days.

There are traders who will use the use 200-day as a signal of bullish or bearishness and they will
frequently compare it to either a shorter-term time-frame (the 50-day, the 10-day) but the shorter the
moving average, the more noisy it will be.
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There is also something called the exponential moving average, which puts more emphasis on recent
activity by more heavily weighting the nearer-term daily closes. However, for most people, when they
say “the 200-day” they are referring to the simple, not the exponential MA.

Another thing worth bringing up is that there are a lot of tourists in this discussion — people without any
real knowledge or experience in technical analysis, but a working understanding of how to throw an
overlay on a chart. The commentary from these people is not analysis, nor is it helpful.

There is no worthwhile system that will produce satisfactory results from buying above the 200-day and
then selling on a cross below, but there is one simple truth about market behavior above and below this
imaginary line: Bad things tend to happen more often when the stock market is below. This seems
obvious, and it is. When stocks are selling below the levels at which they have spent most of a year,
people are more nervous and prone to reacting negatively. Volatility, on average, will be elevated when
the S&P 500 is spending time below the 200-day, and the major corrections and crashes throughout
history have almost all begun from underneath.

As my colleague, Michael Batnick, wrote in 2015:
When bad things have happened, they tended to do so below the 200-day. Since 1960, 22
of the 25 worst days have occurred below the 200-day moving average. Of the 100 worst
single days over the last 55 years, 83 of them happened while stocks were below the 200-
day.

When a market spends a considerable amount of time above the 200-day and rarely presses down on it,
volatility is dampened and market participants are less nervous as a result. The most recent period to
think about would be the summer of 2016 through the winter of 2018, an incredibly smooth ride to the
upside without much concern from anyone. You can see this period below:
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The last thing | will say is that the line moves! Obvious, but important to point out. It is a train track that
we are building while the train is running on it, and it reflects where we are and where we have been — it
is not a window into the future.
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The Reformed

The 200-day moving average does a great job at describing our current situation and a lousy job
describing what things will look like just around the bend. We cannot endlessly extrapolate a trend out
into the future when it comes to stock prices because market participants are always worried or excited
about tomorrow, and as their attitudes about the future change, the current prices of securities change
with them.

We may break the 200-day moving average on the S&P 500 today or tomorrow. Or, we may hit that level
and get turned away. Or, perhaps, we break above, get a lot of people excited and then see the break-out
become a failed move, which really throws the sentiment of the crowd into a tumult.

Each step of the way, there will be people assigning meaning to the meaningless, and signals to the
randomness.

I hope this explainer enables you to step back from the commentary and think for yourself — a fistful of
salt at the ready for any commentary that appears too certain to be true.

Read also:
What You Need to Know About the 200-Day Moving Average (Michael Batnick)

Full Disclosure: Nothing on this site should ever be considered to be advice, research or an
invitation to buy or sell any securities, please see my Terms & Conditions page for a full disclaimer.
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See ABOUT THE AUTHOR on the following page.
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The Reformed

Josh Brown is a New York City-based financial advisor and the CEO of Ritholtz Wealth Management.

We help people align their investments with their financial goals and manage portfolios for them. Our clients range from high net
worth households to corporations to retirement plans to charitable foundations. For younger investors and those just getting
started, we’ve created the Liftoff automated advisor — a simple, low-cost way to access a professionally managed portfolio
selected just for you.

He is also the author of the books Backstage Wall Street and Clash of the Financial Pundits from publisher McGraw-Hill. In
addition, he serves on the advisory board of financial technology firms Riskalyze , Vestwell, Digital Assets Data Corp as well as
CNBC’s Financial Advisor Council.

In 2015, he was named to the Investment News “40 Under 40 list of top financial advisors.

ABOUT THE REFORMED BROKER

The Reformed Broker began in November of 2008 and has become one of the most widely-read sites on the financial web.
This blog is about markets, politics, economics, media, culture and finance.

I’11 use statistics, satire, anecdotes, pop culture references, sarcasm, fact, fantasy, and any other device that I feel necessary to get
my points across.

What I don’t do on this site is give financial advice or tell anyone what to invest in. The Reformed Broker is a forecast-free blog.

What | will do on this site is provide you with a running commentary of my market-related insights and thoughts as events
unfold. I’ll point you toward other interesting content around the web. I’ll challenge your perceptions, call it like I see it and
occasionally, I’ll make you laugh.

In the Media

| have been featured in or have written for Fortune, Forbes, the Wall Street Journal, MarketWatch, Dow Jones Newswires,
Bloomberg, Reuters, CNNMoney, Bloomberg, CNBC, the New York Post, Crain’s New York Business, Investment News,
Registered Rep, Financial Planning, Fortune, RIA Biz, Business Insider, American Public Media, NPR, TheStreet.com, the
Washington Post, Buzzfeed, Barron’s and the New York Times.

I am an on-air contributor to CNBC. My show, The Halftime Report, airs weekdays at 12 PM ET.
Our YouTube Channel, The Compound, is blowing up. Check us out!

Follow our latest updates with the Market Moment skill on Amazon’s Alexa!

I am available to comment on most topics for print, web, television and radio. Get in touch.
Do you want me to speak or moderate at your next event? More info here.

Follow me on Facebook!
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