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Europeans Will Spread Credit Problems Further as They Play Shell Game with Bad Debt 

Crisis Cools Enthusiasm for Bonds: We Estimate Bond Funds Get Only $5.4 Billion in May 
 

 

Bottom Line 
 

We Remain Neutral (0% Long) on U.S. Equities.  Census Hiring Providing Temporary Boost to Economy, and Our 

Supply Indicators Turn More Bullish.  But Our Demand Indicators Turn L ess Bullish, and Bond Market Bubble 

Could Burst Sometime Soon. 

 

We are remaining neutral (0% long) on U.S. equities, after having contemplated turning cautiously bullish last Thursday, 

May 13, even though our macroeconomic and supply indicators turned more positive in the past week: 

 

¶ Real-time tax data indicates wages and salaries are continuing to rise sequentially at a decent slip.  Adjusting for 

our estimates of tax changes, income tax withholdings rose 4.7% y-o-y in the past three weeks, exceeding the 3.7% 

y-o-y growth in the past three months.  We believe the hiring of about 500,000 temporary census workers in May 

is largely responsible for boosting growth.  While these positions will end this summer, they are boosting take 

home pay now. 

 

¶ Our supply indicators turned more favorable.  Announced corporate buying (new cash takeovers + new stock 

buybacks) hit a 13-week high of $18.7 billion in the past week, dwarfing the $7.0 billion in corporate selling (new 

offerings + net insider selling).  In May, announced corporate buying of $34.6 billion has been almost triple the 

$11.7 billion in corporate selling. 

 

We are not taking on any equity exposure because our demand indicators turned less bullish.  The TrimTabs Demand 

Index, which aggregates 21 flow and sentiment variables, fell to 80.6 on Thursday, May 6, about 11 points below the 

interim high of 91.8 on Monday, April 5 (readings above 50 are bullish).  Moreover, this index is likely to fall further.  U.S. 

equity ETFs flows, which are one of our best contrary indicators, have turned strongly positive lately.  Specifically, U.S. 

equity ETFs issued $12.0 billion in the past week and $17.5 billion in the past month.  These huge inflows are a sign of 

potential trouble ahead for the stock market. 

 

We are also worried about disruptions from the sovereign debt crisis, which we believe is nowhere close to ending.  The 

bubble in the bond market is by far our biggest concern.  As the Federal Reserve cut the federal funds rate to zero and 

monetized more than $1 trillion in debt in the past year, investors poured a staggering $1.8 billion daily into the supposedly 

safe harbors of bond funds and ETFs.  But inflows are falling dramatically, perhaps because investors are realizing most 

Western governments will never be able to repay their debts except by printing money.  In May, bond funds and ETFs have 

issued a mere $5.8 billion.  If investors stop pouring huge sums into bonds, upward pressure on interest rates could choke 

the economy. 

 

In our model portfolio, we are 100% in cash. 
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ñShock and Aweò from Europe Will Not End Sovereign Debt Crisis.  Europe Playing Shell Game with Crappy 

Debt.  Bailout to Protect Creditors Will Only Spread Problems to Healthier Euro-Zone Governments and European 

Central Bank. 

 

The latest ñshock and aweò out of Europe will fail to bring lasting calm to financial markets.  As we understand the bailout, 

Greece, Portugal, and other insolvent European governments can tap an existing ú60 billion fund if they cannot refinance 

their debts.  If this fund is exhausted, they can draw on an off-balance-sheet fund of up to ú690 billion guaranteed by euro-

zone governments and the International Monetary Fund (IMF).  Through both funds, governments can issue new crappy 

debt in exchange for euros to pay off their old crappy debt. 

 

In addition, the European Central Bank (ECB) pledged to buy the crappy debt of European governments and companies in 

financial markets.  Finally, the ECBðits balance sheet laden with crappy debtðcan exchange euros for freshly printed 

U.S. dollars from the Federal Reserveôs currency swap window to lend to European banks. 

 

We regard this bailout as little more than a shell game.  If troubled governments could not repay their old debt, how will 

they be able to repay their new debt?  The bailout merely transfers credit risk from creditors to healthier Euro-zone 

governments and the ECB.  In other words, credit risk shifts from financial companies to taxpayers.  The plan does little to 

address the structural issues that are making it difficult for the troubled governments to repay their debts: slow economic 

growth, already sky-high tax rates, and a lack of will to cut spending. 

 

We are unaware of a nation or group of nations that has borrowed or printed its way to prosperity.  If printing money and 

shuffling bad debts around from banks to governments and central banks can solve the debt crisis without serious adverse 

effects, why stop at ú750 billion?  Why not do a ú50 trillion bailout and try to save everyone on the planet? 

 

Since the Bear Stearns collapse in early 2008, the authorities have tried to disguise losses through accounting gimmicks 

and prevent creditors from taking much pain.  If losses are recognized and creditors have to absorb them, so the thinking 

goes, the knock-on effects will cause great damage to the financial system. 

 

We agree that defaults would be highly damaging.  Unfortunately, there is no easy way to solve debt problems as enormous 

as those the world faces.  Attempting to avoid or postpone the pain with ever larger amounts of debt will only ensure even 

bigger busts later. 

 

Macroeconomic Trends 
 

Hiring of 500,000+ Census Workers in May Boosts U.S. Economy.  Income Tax Withholdings Rise Adjusted 4.7% 

Y-o-Y in Past Three Weeks.   

 

The most important measure of the U.S. economyôs health is take home pay, which we measure based on the income and 

employment taxes withheld from the paychecks of the 130 million salaried U.S. workers.  Withholdings data confirms the 

economy is improving gradually.   

 

Adjusting for our estimate of the ñMaking Work Payò tax credit and COBRA withholding tax reimbursements, 

withholdings rose 4.7% y-o-y in the past three weeks (Friday, April 23 through Thursday, May 13) and 4.8% y-o-y in the 

past five weeks (Friday, April 9 through Thursday, May 13).  These growth rates exceed the adjusted 3.7% y-o-y growth in 

the past three months, which suggests wages and salaries are rising sequentially.    We refer to three-week and five-week 

periods rather than two-week and four-week periods to work around calendar quirks. 

 

We think incomes are getting a boost because the Census Bureau is hiring about 500,000 temporary workers this month to 

conduct the 2010 census.  While these temporary positions will start to vanish in June, they are putting additional cash in 
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consumersô pockets now, which bodes well for consumption.  The European sovereign debt crisis could start to have a 

negative impact on the economy, but it is a bit too soon to assess that impact now. 

 

 

 
Source: Daily Treasury Statement.  Adjustments TrimTabs estimates based upon conversations with Federal Govôt Economists. All periods end Thursday, May 13. 

 

Why Are U.S. Treasuries Still Rated AAA?  U.S. Budget Deficit Hits $83 Billion in April, Record for Month of 

April, and $800 Billion in First Seven Months of Fiscal 2010. 

 

Dramatic recent events in Europe have overshadowed the fiscal mess in the U.S.  Just as the economy in the boom years 

was driven by homeowners leveraging themselves up, so now government borrowing is pumping up the economy. 

 

The U.S. Treasury reported last Wednesday that the federal budget deficit was $82.7 billion in April.  This amount was 

easily a record for April, a month the government usually posts surpluses as tax receipts pour in around tax day. 

 

In the first seven months of fiscal 2010, the budget deficit was $799.7 billion, putting it well on its way to hitting the 

Congressional Budget Officeôs projection of $1.5 trillion for all of fiscal 2010.  This $1.5 trillion is equal to 25% of the 

$6.0 trillion after tax income of all U.S. taxpayers and also more than 10% of GDP.  When investors look back years from 

now, we think one of the main questions they will ask is why U.S. Treasuries were rated AAA for so long. 

 

 
Source: U.S. Treasury.  
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Investment Flows 
 

Warning Sign: U.S. Equity ETFs Post Inflows of $12.0 Billion on Past Five Days and $17.5 Billion in Past Month.  

TrimTabs Demand Index Falls to 80.6 on May 13. 

 

One sign of potential trouble for the U.S. stock market are the flows of U.S. equity ETFs, which have proven to be an 

excellent contrary indicator.  Inflows totaled a whopping $12.0 billion (2.3% of assets) on the past five trading days and 

$17.5 billion (3.4% of assets) in the past month. 

 

 
 

Surging inflows into U.S. equity ETFs have not yet had a huge negative impact on the TrimTabs Demand Index (TTDI).  

The TTDI uses a two-month average for equity ETF flows, and other variablesðnotably equity mutual fund cash and 

margin debtðhave turned even more bullish recently. However, while a trend of declining equity mutual fund cash is 

bullish historically, most major market tops have occurred when equity mutual fund cash reached record lows. 

 

The TTDI stood at 80.6 on Thursday, May 13, about 11 points below the interim high of 91.8 on Monday, April 5 

(readings above 50 are bullish).  If big inflows into U.S. equity ETFs persist, it could fall much further. 
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NYSE Short Interest Edges Down 0.4% in Second Half of April.  Short Interest Rises 6.6% Year-to-Date Despite 

U.S. Stock Marketôs Gains. 

 

Short interest at New York Stock Exchange (NYSE) member firms was little changed in the second half of April, edging 

down 50 million shares, or 0.4%, to 13.8 billion shares. 

 

Short interest tends to be a contrary indicator, so it is encouraging that short interest has increased 860 million shares, or 

6.6%, this year despite the S&P 500ôs 1.8% year-to-date gain. 

 

 
Source: New York Stock Exchange. 

 

Is Sovereign Debt Crisis Making Retail Investors Reconsider Their Enthusiasm for Bonds?  Bond Funds Post 

Estimated Inflow of Only $300 Million (0.01% of Assets) on Past Six Days. 

 

As the sovereign debt crisis escalates, bond funds are coming under selling pressure for the first time this year.  Based on 

our daily survey and data from the Investment Company Institute, bond funds took in only $300 million (0.01% of assets) 

on the past six trading days, posting outflows on three out of six days. 

 

 
Source: Investment Company Institute and TrimTabs Investment Research.  The flow for the week ended Wednesday, May 12 is a TrimTabs estimate based on the 

TrimTabs daily survey and data from the Investment Company Institute. 
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This monthôs inflow into bond funds totals only $5.4 billion (0.2% of assets).  Bond funds are on track to post a monthly 

inflow below $25 billion for the first time since the stock market rally started in March 2009. 

 

 
Source: Investment Company Institute and TrimTabs Investment Research.  The flows for April 2010 and May 2010 are TrimTabs estimates based on the TrimTabs 

daily survey and data from the Investment Company Institute. 

 

The $593 billion that has gushed into bond funds since the start of 2009 has put a solid floor under the bond market.  If 

inflows continue to fall sharply from the year-to-date average of $1.4 billion daily, the action in the bond market turn ugly. 

 

Estimated Flows for Long-Term Mutual Funds ($ Billions) 
  

          Past Two Weeks Past Week Thursday 

  
May 
2010 

May 
2009 

Apr 
2010 

Apr 
2009 

from 
04/30 NAV from 05/07 NAV from 05/13 NAV 

U.S. Equity Funds -7.7 14.1 4.6 -16.2 -8.6 -4.1% -3.9 2.9% 0.2 -1.0% 

Global Equity Funds -3.2 4.3 8.5 -11.0 -2.8 -6.1% -3.1 3.4% -0.1 -0.7% 

Bond Funds 5.4 31.6 29.6 19.9 8.9 0.4% -0.4 -0.1% -0.2 0.1% 
Source: TrimTabs Investment Research, Investment Company Institute. 

 

Retail Equity Investors Selling Equities but Not Panicking.  U.S. Equity Funds Lose Estimated $8.6 Billion (0.2% of 

Assets) on Past Eleven Days, while Global Equity Funds Lose Estimated $2.8 Billion (0.2% of Assets). 

 

Retail investors are reducing equity exposure, but the pace of selling is hardly frenetic, which is somewhat worrisome from 

a bullish perspective.  We estimate that U.S. equity funds posted an outflow of $8.6 billion (0.2% of assets) on the past 11 

trading days.  This level of selling is not high on a historical basis.  For perspective, equity funds posted an outflow of 

$14.9 billion in October 2009, when equity market volatility was far lower. 

 

Global equity funds posted an estimated outflow of $2.8 billion (0.2% of assets) on the past 11 trading days, and they 

experienced redemptions in each of the past six sessions.  We expect global equity fund flows to remain weak in the near 

term due to the sovereign debt crisis and the average fundôs 1.5% year-to-date loss. 

 

14
21

8 4

-4

7 11
2 3

24
15

9
17 18

5 2
8

-1

-41

-15
-7

17 17 20
29 32 29

35
43 47 46

36
26 27 27

37
30

5

-$60

-$40

-$20

$0

$20

$40

$60

$
 B

ill
io

n
s

Monthly Flows of Bond Funds



Weekly Liquidity Review  

May 17, 2010 

Page 7 of 16 
 

Copyright © 2010 TrimTabs Investment Research.  All rights reserved. 

 

 
Source: Investment Company Institute and TrimTabs Investment Research.  The flows for the week ended Wednesday, May 12 are TrimTabs estimates based on the 

TrimTabs daily survey and data from the Investment Company Institute. 

 

Escalation of Sovereign Debt Crisis Boosts Demand for Precious Metals.  Investors Pump $2.8 Billion into Precious 

Metals ETFs in Past Two Weeks, Including $2.0 Billion into GLD (SPDR Gold Trust). 

 

The escalation of the European sovereign debt crisis has boosted demand for precious metals.  Precious Metals ETFs 

posted an inflow of $2.8 billion (4.7% of assets) in the past two weeks, and the average fund returned 5.4%.  Much of the 

money flowed into GLD (SPDR Gold Trust), which issued $2.0 billion (4.2% of assets). 

 

Sizeable inflows into Precious Metals ETFs are a recent phenomenon.  For most of this year, these ETFs attracted little 

fresh cash.  ETF investors tend to be poor market timers, so we would not be surprised if precious metals prices continued 

to pull back over the near term. 

 

 
 
  

-0.9

2.2
1.3

-0.4

-2.2

-4.8

0.5 0.2

-1.5

1.3 1.6

-1.0
-0.1

1.9

0.5

2.9

0.2

-2.2

-6.3

2.7
3.6

2.7

1.2 0.8

0.0

1.2
1.8

3.3
2.1 1.7 1.2

0.5

2.9
1.7 1.9 1.6

1.0

-2.7

-$10

-$5

$0

$5

$10

Jan-6 Jan-20 Feb-3 Feb-17 Mar-3 Mar-17 Mar-31 Apr-14 Apr-28 May-12

$
 B

ill
io

n
s

Weekly Flows of U.S. Equity Funds and Global Equity Funds

U.S. Equity Fund Flow

Global Equity Fund Flow

Cumulative Return (LHS)

Cumulative Flow (RHS)

-10%

0%

10%

20%

30%

40%

50%

60%

-20%

-10%

0%

10%

20%

30%

40%

50%

F
lo

w

R
e

tu
rn

Cumulative Flows and Returns of Precious Metals ETFs



Weekly Liquidity Review  

May 17, 2010 

Page 8 of 16 
 

Copyright © 2010 TrimTabs Investment Research.  All rights reserved. 

 

U.S. Corporate Liquidity 

 
Week 
Ended 

Market 
Cap 

L1 Net 
Float 

New Cash 
T/O 

Comp Cash 
T/O 

New Stock 
Buybacks 

U.S. 
Offerings 

Non-U.S. 
Offerings 

Net Insider 
Selling# 

U.S. 
Funds 

Global 
Funds 

Feb-25 -128,000 -11,078 1,382 683 13,633/35 2,347 1,005         1,658   151   1,817  
Mar-4 374,000 -12,281 9,939 4,054 7,821/27 3,993 1,640         1,695   -1,527   3,311  
Mar-11 430,000 968 666 829 7,476/13 7,265 1,768         1,900   1,402   2,109  
Mar-18 193,000 -11,011 12 640 17,942/19 5,891 1,695         1,261   1,593   1,725  
Mar-25 -91,000 -1,261 0 58 8,354/11 5,465 15,506        1,647   -961   1,220  
Mar-31 113,000 3,246 223 0 1,334/8 4,758 4,380            -29  -89   471  
Apr-8 262,000 2,961 68 1,594 265/3 2,826 236 977   1,939   2,905  
Apr-15 395,000 4,966 1,377 3,965 792/5 6,733 1,691            1,265  466   1,678  
Apr-22 -129,000 -1,836 2,530 966 4,539/8 4,202 1,499            509   2,863   1,893  
Apr-29 -104,000 -8,553 1,760 1,474 12,196/11 4,298 10,664            1,009   *247   *1,637  
May-6 -1,310,000 *-9,877 3,200 797 12,885/22 4,434 1,427         *973   * -4,714   *289  
May-13 509,000 -10,143 5,184 290 13,557/21 6,474 1,422            676  -3,853 -3,082 
* = Revised   # = Positive values mean insiders are net sellers; negative values mean insiders are net buyers.  Sources: Dealogic, Internet sites, Investment Company 

Institute, and TrimTabs Investment Research.  An explanation of this table is available at the end of this review. 

 

Float of Shares Drops $20.4 Billion Month -to-Date in May, $2.3 Billion Daily. Most Bullish Reading since February, 

as New Stock Buybacks Pick Up in Earnings Season.  TrimTabs Supply Index Bullish at 74.7 on May 13. 

 

Corporate liquidity has improved significantly this month as new stock buybacks have picked up in earnings season and 

new offerings have been moderate.  We assess corporate actions by tracking the change in the float of shares each day: 

 

Change in Float = New Offerings + Net Insider Selling ï 2/3 New Cash Takeovers ï 1/3 Completed Cash 

Takeovers ï New Stock Buybacks 

 

Month-to-date through May 13, the float has decreased $20.4 billion, or $2.3 billion daily, the most bullish reading since 

February.  As a result, the TrimTabs Supply Index (TTSI) has turned bullish again.  It was 74.7 on Thursday, May 13, 

more than triple the interim low of 24.6 on Thursday, April 15 (readings above 50 are bullish). 

 

 
 


