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In this Letter: 

¶ Pg. 1 ς The Conceit of ΨMacroΩ  

¶ Pg. 5 ς Tools to decipher Signal from Noise 

¶ Pg. 8 ς The latest Signal [Palladium] 
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Dear Valued Client, 
 
 
 

 
 

A World Set AdriftΧ 
 

In a world where Government & Central Bank policy 

is trending towards becoming more extreme and 

ΨactivistΩ, markets and structures can very easily 

become detached from fundamental realities far 

longer than would otherwise be anticipated.  
 

Confidence in all of its forms becomes a key metric  

to measure and monitor. Confidence after all is at the centre of economic activity and 

money creation (as explained in PCS 011). Having tools to better measure and 

understand confidence will likely prove essential in the years to come.  
 

Such environments will see many exchange traded securities (such as stocks, bonds 

and commoditiesύ ŜŦŦŜŎǘƛǾŜƭȅ ōŜŎƻƳŜ ΨŎǳǊǊŜƴŎƛŜǎΩ ƛƴ ǘƘŜƛǊ ƻǿƴ ǊƛƎƘǘΧ ǘǊŀŘƛƴƎ ƳƻǊŜ 

ƻƴ ǘƘŜ ōŀǎƛǎ ƻŦ ƳƻƴŜȅ Ŧƭƻǿǎ ŀƴŘ ǘƘŜ ǾƛŎƛǎǎƛǘǳŘŜǎ ƻŦ ΨŎƻƴŦƛŘŜƴŎŜΩ (& network effects) 

than the sober realities of the underlying productive capacity & usefulness of the 

enterprise or commodity in question. Analysing stocks and bonds as if they were 

ΨŎǳǊǊŜƴŎƛŜǎΩ ƛǎ ƭƛƪŜƭȅ ǘƻ ōŜ ŀƴ ƛƳǇƻǊǘŀƴǘ ŎƻƳǇƻƴŜƴǘ ƻŦ ǎǳŎŎŜǎǎŦǳƭƭȅ ƴŀǾƛƎŀǘƛƴƎ ƳŀǊƪŜǘǎ 

in the years to come, more so than at any time in history. Analysing currency markets 

and capital flows will also be crucial, as they will be the moderators that determine 

the degree to which Governments can successfully pursue populist economic policies 

or not.    
 

Before we explain some of the tools and approaches we have developed to measure 

ϧ ƳƻƴƛǘƻǊ ǎǳŎƘ ǘƘƛƴƎǎΣ ƛǘ ƛǎ ǿƻǊǘƘ ǊŜƳƛƴŘƛƴƎ ƻǳǊǎŜƭǾŜǎ ƻŦ ǘƘŜ ŦƻƭƭƻǿƛƴƎΧ In managing 

our Portfolios, we need to constantly be appraising and monitoring the conditions 

unfolding in the world.  
 

¢ƘŜ /ƻƴŎŜƛǘ ƻŦ ΨaŀŎǊƻΩ 
 

¢ƘŜ ǘŜǊƳ ΨaŀŎǊƻΩ ƛƴ ŀƴ ƛƴǾŜǎǘƳŜƴǘ ŎƻƴǘŜȄǘ ǘȅǇƛŎŀƭƭȅ ƳŜŀƴǎ ǘƘŜ ŀƴŀƭȅǎƛǎ ƻŦ ǘƘŜ bigger 

picture high-level factors that are driving the broader global economy and financial 

markets. Every single decision an investor makes, either knowingly or unknowingly, 

involves making assumptions about Macro factors. Depending upon the market in 

ǉǳŜǎǘƛƻƴ όŀƴŘ ǘƘŜ ǎǘǳŘȅ ŎƛǘŜŘύ ΨMacroΩ factors typically account for more than 60% to 

70% of the majority of moves & broader trends in markets or securities (with Macro-

agnostic factors explaining the rest of a market move).  
 

!ƴŀƭȅǎƛƴƎ ǘƘŜ ΨaŀŎǊƻΩ ǎƛǘǳŀǘƛƻƴ critically important but it is also fraught with many 

dangersΧ ŀƴŘ most who ŀƴŀƭȅǎŜ ǘƘŜ ΨaŀŎǊƻΩ ŘǊƛǾŜǊǎ unwittingly get caught up in 

many forms of conceit.  
 

What do we mean by this?  

άSome problems are so complex that you 

have to be highly intelligent and well 

informed just to be undecided about them.έ 
Χ5ǊΦ [ŀǿǊŜƴŎŜ tŜǘŜǊ (1919-1990) 
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Have you ever thought about the magnitude of the challenge when it comes to 

analysing the macro environment?  

 

When trying to analyse the macro environment, especially as it relates to the 

prospects for asset classes and markets, we have the following array of issues 

ŎƻƴŦǊƻƴǘƛƴƎ ǳǎΧ  

 

1. IDENTIFICATION: Do you even know all of the variables that matter? Is it possible 

to even know that you have identified all of the variables that matter? Do you 

know what ǾŀǊƛŀōƭŜǎ ǎŜŜƳ ǘƻ ƳŀǘǘŜǊΣ ōǳǘ ŀŎǘǳŀƭƭȅ ŘƻƴΩǘ (or visa versa)? 

2. RELATIONSHIPS: Do you know the shifting sands of relationships between these 

variables?  

3. MAGNITUDES: Do you know how to properly assign weight to each variable? Do 

these weights change over time and in different system structures? 

4. SEQUENCING: Do you know how to properly sequence first, second and third 

order effects? 

5. EMERGENT PHENOMENA: Do you know how to identify and handle the 

inevitable developments of emergent behaviours in the system (that will 

frequently give rise to paradoxical effect)?   

6. NET EFFECTS: In light of the above, do you know how to accurately interrelate 

the combination & sequencing of such a complex array of influences (assuming 

you can even identify and understand them) and discount them into a market 

price or some conception ƻŦ ƛƴƘŜǊŜƴǘ ΨǾŀƭǳŜΩΚ  

 

ΧŎƭŜŀǊƭȅ ǘƘŜ ŀƴǎǿŜǊ ƛǎ ΨƴƻΩ ǘƻ ŀƭƭ ƻŦ ǘƘŜ ŀōƻǾŜ ǉǳŜǎǘƛƻƴǎΦ  

 

No one can do this, not even the most powerful, artificial intelligence driven quantum 

computer can handle this ς especially when you have multitudes of human 

participants at the core of the system being analysed.  

 

.ǳǘΧ Řƻ ȅƻǳ ǊŜŀƭƛǎŜ ǘƘŀǘ ǿƘŀǘ ǿŜ ŎŀƴΩǘ Řƻ ŀǎ Ψmacro analystsΩ, markets do routinely? 

This is largely the whole point of why markets exist.  

 

Hence there is an immense amount of information that markets are telling us if we 

would but learn to listen. We must learn to play the game at a meta level as opposed 

to the leǾŜƭ ŀǘ ǿƘƛŎƘ ǿŜΩǊŜ ƛƴƛǘƛŀƭƭȅ ǇǊŜŘƛǎǇƻǎŜŘ ǘƻ ŜƴƎŀƎŜΦ  

 

aŀŎǊƻ ŀƴŀƭȅǎƛǎ ƛǎ ŀƭƳƻǎǘ ŀƴ ƛƳǇƻǎǎƛōƭŜ ǘŀǎƪΣ ōǳǘ ȅŜǘ ǿŜΩǊŜ ǎǘƛƭƭ ǊŜǉǳƛǊŜŘ ǘƻ ƳŀƪŜ 

ŘŜŎƛǎƛƻƴǎ ǘƘŀǘ ƘŀǾŜ ŎƻƴǎŜǉǳŜƴŎŜǎΣ ǿŜΩǊŜ ǎǘƛƭƭ ǊŜǉǳƛǊŜŘ ǘƻ ƴŀǾƛƎŀǘŜ ǘƘŜ ƳŀŎǊƻ 

environment nonetheless. Better to do so however from a sober & humble starting 

point as to the audacity of the task as opposed to naïve excitement. 

 

{ƻΣ ǿƘŜƴ ƛǘ ŎƻƳŜǎ ǘƻ ǘƘŜ ǘǊŀƛƴƛƴƎ ƻŦ ŀ ƳŀŎǊƻ ŀƴŀƭȅǎǘ ƻǊ ŀƴ ƛƴǾŜǎǘƻǊΧ 

 

u Step one in the training of any macro analyst or investor is to 

harness their enthusiasm and set them on a wild goose chase to 

try to do all of those steps (1 through 6 above) for any given 

market or economic system. Basically to overwhelm them, to 

help them more fully come to the end of themselves so they 

might be ready to actually start learning ς which kind of 

ŦƻǊŜǎƘŀŘƻǿǎ {ǘŜǇ ǘǿƻΧ 

ά²ƘŜƴ IŜŀǾŜƴ ƛǎ ŀōƻǳǘ ǘƻ ŎƻƴŦŜǊ 

A great office on a man, 

It first exercises his mind with suffering, 

And his sinews and bones with toil; 

It exposes him to poverty 

And confounds all his undertakings. 

¢ƘŜƴ ƛǘ ƛǎ ǎŜŜƴ ƛŦ ƘŜ ƛǎ ǊŜŀŘȅΦέ 
ΧaǁǎƘƛ όотн-289 BC) 
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u Step two ƛǎ ƘŜƭǇƛƴƎ ǘƘŜƳ ǊŜŀƭƛǎŜ ǘƘŀǘ ǿƘŀǘ ǘƘŜȅΩǊŜ ǘǊȅƛƴƎ ǘƻ Řƻ ƛǎ ƛƳǇƻǎǎƛōƭŜ ŀƴŘ 

almost the height of hubris.  

 

u Step three is ƘŜƭǇƛƴƎ ǘƘŜƳ ǘƻ ǊŜŀƭƛǎŜ ǘƘŀǘ ǘƘŜȅΩǊŜ ƭŀǊƎŜƭȅ ǘǊȅƛƴƎ ǘƻ ǊŜƛƴǾŜƴǘ ǘƘŜ 

ǿƘŜŜƭ ŀǎ ƳŀǊƪŜǘǎ ŀƭǊŜŀŘȅ Řƻ ǿƘŀǘ ǘƘŜȅΩǊŜ ǘǊȅƛƴƎ ǘƻ Řƻ ƛƴ {ǘŜǇ ƻƴŜΦ  

 

u Step four is helping them to start from a place of humility, but with the previous 

benefit of vainly trying to understand the complex system in detail, and learning to 

ΨƭƛǎǘŜƴΩ ǘƻ ǿƘŀǘ ǘƘŜ ǎȅǎǘŜƳ όǾƛŀ ƛǘǎ ƳŀǊƪŜǘǎ ŀƴŘ ǇŀǊǘƛŎƛǇŀƴǘǎύ ƛǎ ǘǊȅƛƴƎ ǘƻ ǘŜƭƭ ȅƻǳ. 

Learning to shift towards a meta level framework.  

¶ To develop ways to monitor the participants, and to understand the 

behaviours of the social/economic systems at play, to ride on the patterns 

and trends of change as they are naturally occurring rather than to project 

your own form of idealism onto the world and markets.   

¶ To develop ways of deciphering signal from noise.  

¶ To learn what things are important, what things are knowable, and what 

underlying principles underpin the construction and operation of the systems 

in question. Deeper insight into the present and its origins frequently gives 

rise to a degree of foresight which then helps to fuel the strategy required in 

Step five...  

 

u Step five is figuring out practical processes that help you to flow with that system, 

to identify opportunities and minimise unnecessary mistakes, to evolve portfolio 

management strategy able to convert the change the system experiences into 

investment returns with minimal risk of capital impairment.  

 

u Step six (if you are an investment manager) is to gently guide others through the 

above but with particular emphasis on Steps four & five.  

 
ά²ƘŜƴŜǾŜǊ ǿŜ ƘŀǾŜ ŀ ƭŀǊƎŜ ƴǳƳōŜǊ ƻŦ ŀŎǘƻǊǎΣ ŜŀŎƘ ǇǳǊǎǳƛƴƎ ǘƘŜƛǊ ƻǿƴ ƴƻǘƛƻƴ ƻŦ άǎǳŎŎŜǎǎέΣ ǘƘŜǊŜ ƛǎ ŀ 

potential for a Complexity. Such complex adaptive systems typically show emergent behavior, which is 

neither predictable from the actions of individuals, nor is it necessarily the intent of the actors. This 

emergent quality means the system has its own momentum and integrity. It is often mysterious to those 

involved, even to those trying their hardest to modify or "lead" the system. 

¢ƘŜ άǇǊƻōƭŜƳέ ŀƴŘ ǘƘŜ έǎƻƭǳǘƛƻƴέ ŀǊŜ ǊŜŎǳǊǎƛǾŜƭȅ ƭƛƴƪŜŘΤ ƻƴŜ Ŏŀƴƴƻǘ ōŜ ŘŜŦƛƴŜŘ ƻǊ ŜȄǇƭƻǊŜŘ ǿƛǘƘƻǳǘ 

impacting the other. There are perplexing circular causal chains, often with time lags that mask the tie 

between cause and effect. As a result, the effects of change efforts are often unpredictable and even out 

of proportion to the effort. 

Change efforts cannot be withdrawn. There is no experimentation; any changes alter the system in 

irreversible ways. There is often mysterious resistance to even obviously beneficial change. 

¢ƘŜ άŎƘŀƴƎŜ ŀƎŜƴǘǎέ ŀǊŜ ƛƴ ǘƘŜ ǎȅǎǘŜƳΣ ƴƻǘ ƻǳǘǎƛŘŜ ƻŦ ƛǘΤ ǘƘŜǊŜŦƻǊŜ ǘƘŜƛǊ ōŜƘŀǾƛƻǊ όŜǾŜƴ ǘƘŜƛǊ ŎǳǊƛƻǎƛǘȅύ ƛǎ 

an event which changes the system. Executives who believe they are "in charge" often make decisions 

which are ill-timed or capricious, which only sends the system into more dramatic reactions. In reality 

they do not run the system; they only ride it. 
ΧWŜǊǊȅ [Φ ¢ŀƭƭŜȅ όǿǿǿΦǇǊƻōƭŜƳǎƻƭǾƛƴƎнΦŎƻƳύ 

 

The ultimate dataset is the market itself - timely, accurate and effective balancing all 

of the myriad and complex forces acting upon it. Interestingly though, not all of the 

forces acting upon the market are sustainable and herein is where opportunity lieǎΧ 

this is the insight that underpins much of our fundamental analysis ς that and also a 

belief that first principles & common sense are the most powerful things in the world.  

άLŦ ŀ Ƴŀƴ ǿƛƭƭ ōŜƎƛƴ ǿƛǘƘ 

certainties, he will end in 

doubts; but if he will be 

content to begin with doubts, 

ƘŜ ǿƛƭƭ ŜƴŘ ƛƴ ŎŜǊǘŀƛƴǘƛŜǎΦέ  
Χ{ƛǊ CǊŀƴŎƛǎ .ŀŎƻƴ 
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άtŀǘƛŜƴŎŜ ƛǎ ǇƻǿŜǊΦ tŀǘƛŜƴŎŜ ƛǎ ƴƻǘ ŀƴ ŀōǎŜƴŎŜ ƻŦ ŀŎǘƛƻƴΤ ǊŀǘƘŜǊ ƛǘ ƛǎ ǘƛƳƛƴƎΤ it waits on the right time to 

ŀŎǘΣ ŦƻǊ ǘƘŜ ǊƛƎƘǘ ǇǊƛƴŎƛǇƭŜǎ ŀƴŘ ƛƴ ǘƘŜ ǊƛƎƘǘ ǿŀȅΦέ  
ΧCǳƭǘƻƴ WΦ {ƘŜŜƴ όмуфр-1969) 

 

The key also is to learn to see the behaviours of the participants within that 

marketplace. To watch the money that moves into and out of the markets - to watch 

what the sophisticated, well-informed and well-resourced participants are doing, and 

to watch with equal intrigue what the unsophisticated participants are doing... to 

even see what value or otherwise the broader economic system is placing on the 

market in question (by looking at the money that moves in and out of the market from 

the broader economic system the market is a part of, as distinct from the money that 

comes from participants that are analysing and transacting in the market for 

speculative, investment or hedging purposes). Examples of how we do this are replete 

through our PCS Reports.  

 
άLŦ ǿŜ ǎǘŀƴŘ ƛƴ ŀ ǊƻƻƳ ǿƛǘƘ ŦƛŦǘȅ ƻǊ ŀ ƘǳƴŘǊŜŘ ǇŜƻǇƭŜΣ ŀƭƭ ƻŦ ǿƘƻƳ ǿŜ ƪƴƻǿΣ ŀǎ ǊŜƎŀǊŘǎ ǘƘŜƛǊ ŎƘƛŜŦ 

motives and characteristics, we can form definite ideas as to their probable actions under a given set of 

ŎƛǊŎǳƳǎǘŀƴŎŜǎΦ ¢Ƙƛǎ ǿƻǳƭŘ ōŜ ƛƳǇƻǎǎƛōƭŜ ŀƳƻƴƎ ǎǘǊŀƴƎŜǊǎΦέ 
ΦΦΦwƛŎƘŀǊŘ ²ȅŎƪƻŦŦΣ Ψ{ǘǳŘƛŜǎ ƛƴ ¢ŀǇŜ wŜŀŘƛƴƎΩ όмфмлύ 

 

In watching how participants behave, how money moves in or out of a market - we 

cŀƴ ǎǘŀǊǘ ǘƻ ǎŜŜ ǘƘŜ ƘŜŀƭǘƘ ƻŦ ǘƘŜ ƳŀǊƪŜǘ ŀƴŘ ŜǾŜƴ ǘƻ ΨǎŜŜ ŀǊƻǳƴŘ ŎƻǊƴŜǊǎΩ ŀǘ ǘƛƳŜǎΦΦΦ 

and by putting the diversity of markets together, we can gain timely insight as to what 

ƛǎ ƘŀǇǇŜƴƛƴƎ ƛƴ ǘƘŜ ōǊƻŀŘŜǊ ǎȅǎǘŜƳΧ ŦǊŜǉǳŜƴǘƭȅ ǘƘƛǎ ƛƴǎƛƎƘǘ ƎƛǾŜǎ ǊƛǎŜ ǘƻ ŀ ƳŜŀǎǳǊe of 

foresight that helps us to more successfully navigate markets.  

 

None of this necessitates the use of economic statistics in the first instance - rather 

economic and financial stats help us merely to more accurately glimpse into some of 

the deeper messages the markets and participants are already giving us. In this way 

ǿŜ ƭŜŀǊƴ ǘƻ ΨƭƛǎǘŜƴΩ ǘƻ ǘƘŜ ŘƛŦŦŜǊŜƴǘ ŜƳŜǊƎŜƴǘ ǇŜǊǎƻƴŀƭƛǘƛŜǎ  ϧ ŀŎǘƻǊǎ ǘƘŀǘ ŀǊƛǎŜ ƻǳǘ ƻŦ 

ǘƘŜ ōǊƻŀŘŜǊ ǎȅǎǘŜƳΣ ǘƻ ΨǎŜŜΩ ǿƘŀǘ ƪŜȅ ǇŀǊǘƛŎƛǇŀƴǘǎ ŀǊŜ ŀŎǘǳŀƭƭȅ ŘƻƛƴƎ ǊŀǘƘŜǊ ǘƘŀƴ 

getting distracted by their apparent opinions or views.  

 

²Ƙŀǘ ǿŜΩǾŜ ŘŜǎŎǊƛōŜŘ ŀōƻǾŜ ŎƭŜŀǊƭȅ ƛǎ ŀ ΨŘƛǊŜŎǘƛƻƴ ǘƻ ŀ ǎƻƭǳǘƛƻƴΩ ǿƛǘƘ ǊŜƎŀǊŘǎ ǘƻ ŀ 

world that is likely to be increasingly set adrift upon a monetary sea of activist policy. 

Watching where the money flows and deciphering the behaviour of participants will 

be just as important to navigating markets as will be the underlying investment 

analysis.  

 
άDƻƻŘ ŀƴŀƭȅǎƛǎ ŎƻƳŜǎ ŦǊƻƳ ƎƻƻŘ ǳƴŘŜǊǎǘŀƴŘƛƴƎΦ !ƴŘ ƎƻƻŘ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƛǎ ǇǊƻǾƛŘŜŘ ōȅ ŀ ŎƻƴŎŜǇǘǳŀƭ 

framework that ƘŜƭǇǎ ȅƻǳ ƻǊƎŀƴƛȊŜ ȅƻǳǊ ǘƘƛƴƪƛƴƎΧ ! ŎƻƴŎŜǇǘǳŀƭ ŦǊŀƳŜǿƻǊƪ ƎǳƛŘŜǎ ȅƻǳ ƛƴ ǳǎƛƴƎ 

information intelligently ς to turn the information into knowledge. Concepts and frameworks are only 

ƛƳǇƻǊǘŀƴǘ ƛŦ ǘƘŜȅ ƭŜŀŘ ǘƻ ŀƴŀƭȅǎƛǎ ǘƻƻƭǎΦέ 
...Stephen H. Penman 

 

In seeking to move in these directions, we have found necessity the mother of all 

ƛƴǾŜƴǘƛƻƴǎΧ starting from first principles and then exploring many ways in which we 

can develop tools to measure and map elements of the system that are important to 

navigate it.  
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Front-running & Flowing with Markets: Deciphering Signal from Noise 
 

.ŜŦƻǊŜ ŜȄǇƭŀƛƴƛƴƎ ƻƴŜ ƻŦ ƻǳǊ ƳƻǊŜ ΨǎƛƳǇƭŜΩ ŀǇǇǊƻŀŎƘŜǎ ǘƻ ƻōƧŜŎǘƛǾŜƭȅ ŎƭŀǎǎƛŦȅƛƴƎ ǿƘŀǘ 

is going on with a particular market, we first need to provide a brief overview of a key 

feature of market structure that occurs prior to a significant market turn of 

consequence.  

 

Michael J Mauboussin of Blue Mountain Capital Management LLC authored a brilliant 

white paper titled; ά²Ƙƻ Lǎ hƴ ¢ƘŜ hǘƘŜǊ {ƛŘŜΚέ (12th Feb 2019). In addition to many 

other great insights, he summarised the work of Blake LeBaron (PhD) ς Michael 

explains; άLƴ ƳŀǊƪŜǘǎΣ ǇǊƛŎŜ ǾŜŜǊǎ ŦǊƻƳ ǾŀƭǳŜ ǿƘŜƴ ƛƴǾŜǎǘƻǊǎ ŎƻƳŜ ǘƻ ōŜƭƛŜǾŜ ǘƘŜ ǎŀƳŜ 

thing, or act as if they do. In other words, when investors lose diversity markets lose 

ŜŦŦƛŎƛŜƴŎȅΦέ He then quotes the Professor directly:  

 
(Blake LeBaron, PhD:) ñDuring the run-up to a crash, population diversity fails. Agents begin 

to use very similar trading strategies as their common good performance begins to self-

reinforce. This makes the population very brittle, in that a small reduction in the demand for 

shares could have a strong destabilising impact on the market. The economic mechanism here 

is clear. Traders have a hard time finding Anyone to sell to in a falling market since everyone 

else is following very similar strategies. éthis forces the price to drop by a large magnitude to 

clear the market. The population homogeneity translates into a reduction in market liquidity.ò 

 

 

  

Market Price 

q 

Decision Rule 

óDispersionô 

q 

Less dispersion/diversity  

(i.e. greater unity of  

opinion & strategy) 

More dispersion/diversity  

(i.e. greater diversity of  

opinions & strategies) 

Our óLiquidity Turning 

Pointô Signals (see 

next page) are a 

practical expression 

of this core principle.  

Too little diversity of opinion 

leads to the preconditions of 

a turn or a crashé 
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aƛŎƘŀŜƭ ǘƘŜƴ ŎƻƴǘƛƴǳŜǎΧ 
ñBecause the traders were using the same rules, diversity dropped and they pushed the asset price into bubble 

territory. At the same time, the marketôs fragility rose. 

ñThe model underscores some important lessons about behavioral inefficiency. The first is that as the agents 

lose diversity by imitating one another, the initial impact is that they get richer. This is why betting against a 

bubble is so hard. Positive feedback pushes price away from value and creates lots of paper gains along the way. 

Being wrong in the short term, even if you are correct in the long term, introduces career risk where poor results 

put a portfolio managerôs job in jeopardy.  

ñSecond, the marketôs reaction to a reduction in diversity is non-linear. As diversity falls, the marketôs fragility 

rises. But the higher asset price obscures the underlying vulnerability. At a critical point, however, an 

incremental reduction in diversity leads to a large drop in the asset price. Crowded trades work until they donôt.  

ñCrowding not only induces mispricing, it also creates a lack of liquidity. When the buyers are using the same 

rule and the population of sellers using different rules has nothing left to sell, the model reveals that the price 

has to drop sharply to clear the market. The non-linear relationship between diversity and price makes the sharp 

decline appear shocking in retrospect.ò 

If the aim is to front-run the major market moves, but not be too early or too late, 

then longer-ǘŜǊƳ Ψ{ǘǊǳŎǘǳǊŀƭ aƻƳŜƴǘǳƳΩ ǎǘǳŘƛŜǎ ŎƻƳǇƭŜƳŜƴǘŜŘ ōȅ ƻǳǊ Ψ[ƛǉǳƛŘƛǘȅ 

¢ǳǊƴƛƴƎ tƻƛƴǘΩ ǎǘǳŘƛŜǎ ŀǊŜ ƘƛƎƘƭȅ ǳǎŜŦǳƭΦ {ƛƳǇƭŜ ƛǎ ƻŦǘŜƴ ǇƻǿŜǊŦǳƭ ǿƘŜƴ ƛǘ ŎƻƳŜǎ ǘƻ ǘƘŜ 

analysis of complex systems (ΨǎƛƳǇƭŜΩ ƘƻǿŜǾŜǊ ƛǎ not without its dangers, which is 

where risk management comes in).  
 

{ǘǊǳŎǘǳǊŀƭ aƻƳŜƴǘǳƳ όоȅǊύ ǿƛǘƘ [ƛǉǳƛŘƛǘȅ Ψ¢ǳǊƴƛƴƎ tƻƛƴǘǎΩ ƘŜƭǇ ǳǎ ǘƻ ŀƴǘƛŎƛǇŀǘŜ ǎƘƛŦǘǎ 

in Momentum Structures. We won't always know the news or the catalysts, but we 

can identify high prƻōŀōƛƭƛǘȅ ΨŎǊƛǘƛŎŀƭ ƳŀǎǎΩ ŎƻƴŘƛǘƛƻƴǎ ƛƴ ƳŀǊƪŜǘǎ ǿƘŜǊŜ tipping points 

are highly probable, especially within the liquidity structure of the trading of a 

marketable security. 
 

The Liquidity Turning Points ŀǊŜ ŜǎǎŜƴǘƛŀƭƭȅ ŀ ΨŎǊƛǘƛŎŀƭ ƳŀǎǎΩ ƻŦ ŎƻƴǎŜƴǎǳǎ ƻǇƛƴƛƻn 

within two broad groups:  

ËMinor Signals (hollow ŘƛŀƳƻƴŘǎύΥ ŜǉǳƛǾŀƭŜƴǘ ǘƻ ŀ ΨŦŀǎǘΩ ƳƻƴŜȅ ŎƻƴǎŜƴǎǳǎκŎǊƛǘƛŎŀƭ Ƴŀǎǎ ŎƻƴŘƛǘƛƻƴΦ  

ËMajor Signals (solid ŘƛŀƳƻƴŘǎύΥ ΨǎƭƻǿΩ ƳƻƴŜȅ ŎƻƴǎŜƴǎǳǎκŎǊƛǘƛŎŀƭ Ƴŀǎǎ ŎƻƴŘƛǘƛƻƴΦ  
 

 

 [PCS 022, 4th Feb 2018é]  

ñéat the end of last week we had two 

óLiquidity Turning Pointô Signals triggeréò 

ñIf everybodyôs  

thinking the same thing, 

then nobodyôs thinking.ò 
...General George S. 

Patton (1885-1945) 
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[ƛǉǳƛŘƛǘȅ ŘƛŀƳƻƴŘǎ ƛƴ ǘƘŜƳǎŜƭǾŜǎ ŘƻƴΩǘ ƴŜŎŜǎǎŀǊƛƭȅ ŎŀǳǎŜ ǳǎ ǘƻ ŀŎǘ ς but just like signal 

flares in jungle warfare, when they trigger they most definitely cause us to sit up and 

pay attention! 
 

By using tools such as these (which can be applied to any exchange-traded 

market/security), we need not worry about the myriad complexities of macro 

analysis, but rather be guided in a timely manner by the information being generated 

by the market itself.  
 

In a world where disorientated capital flows and possibly highly-aggressive monetary 

policy, having a methodology that can take cues from ΨǿƘŀǘ ƛǎΩ happening rather than 

what ΨǎƘƻǳƭŘ ōŜΩ happening will likely be invaluable. Furthermore, with ideas like QE 

ϧ aa¢ ƎŀƛƴƛƴƎ ǘǊŀŎǘƛƻƴ ŀǊƻǳƴŘ ǘƘŜ ǿƻǊƭŘΣ ǿŜ ǎƘƻǳƭŘƴΩǘ ōŜ ǎǳǊǇǊƛǎŜŘ ƛŦ ƳŀǊƪŜǘǎ 

become unmoored from old school fundamentals.  
 

Just the week before (29th Jan 2018) the major diamond was triggered, we published 

the updated Money Flow tools for World Equities (see below), showing a similarly 

significant need for caution (a weak liquidity condition  combined with excessive 

Speculative interest and heavy Patient Money ŘƛǎǘǊƛōǳǘƛƻƴκǎŜƭƭƛƴƎύΧ 
 

 

 

 

 

 

We are constantly looking to assess how price behaves relative to flows, whether it 

Ŏŀƴ Ǉŀǎǎ ŀ ǘŜǎǘ ƻǊ ǇǊƻƎǊŜǎǎ ƛƴǘƻ ŀ ǿŜŀƪ  ƻǊ ǎǘǊƻƴƎ ǳƴŘŜǊƭȅƛƴƎ ƳŀǊƪŜǘ ǎǘǊǳŎǘǳǊŜΧ ǘƘŜǎŜ 

tools help us to see ΨōŜƴŜŀǘƘ ǘƘŜ ǎǳǊŦŀŎŜΩ of  price.  

Best understood as the óunderlying movement of liquidityô 

which at the time of the Liquidity Signal triggering was 

showing a very weak liquidity condition (unable to make new 

highs) despite the drastic new highs being made in priceé 

ñ...focus on the movement of liquidityé 

most people in the market are looking for 

earnings and conventional measures.  

Itôs liquidity that moves markets.ò 

éStanley Druckenmiller 

Clearly a Speculatively 

driven ramp upé 

Accumulation 

Distribution 
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The Most Recent 9ȄŀƳǇƭŜΧ ώtŀƭƭŀŘƛǳƳϐ 
 

Last week (the last week of March) ǿŜ Ŧƛƴŀƭƭȅ ƘŀŘ ŀ ΨaŀƧƻǊΩ Ë Liquidity Diamond signal 

trigger in Palladium.  
 

In January we identified this situation building when we wrote: 
 

[January 2019é] ñVery high probability of a major top within the next 1-6 months. 

Underlying Liquidity reveals an amazingly weak market, and with a Major Liquidity signal 

about to trigger in the context of an uninspiring SM picture, it seems caution is warranted.ò 
 

In February we then published this chart highlighting the propensity for the signal to 

ǘǊƛƎƎŜǊ ƛƴ aŀǊŎƘΧ 
 

 
Palladium, although considered a precious metal, is used extensively in cars and 

ŜƭŜŎǘǊƻƴƛŎ ƎƻƻŘǎ ŀǊƻǳƴŘ ǘƘŜ ǿƻǊƭŘΧ ŀǎ ǎǳŎƘΣ its major tops tend to coincide with tops 

in the global economic cycle ς and as compared to our leading indicator for global 

growth (featured in our previous Quarterly Letter) and also the US PMI, it seems it 

might be ringing the bell at the top of the growth cycle presently?  

 

 

 

 

 

 

 

  

Palladium u 

USA, PMI 
q 

Global ex.USA Composite Activity Impulse 
(scale not shown, see PCS 032 for explanation) 

q 

CPB World Trade Volumes 

q 


