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Perhaps with a summer vacation due to be taken next week this is wishful
thinking on our part, but the more we see the term “complacent” attached to
the equity market the more likely it appears that it will be a good while longer
before a correction worthy of the name takes place. Ironically, we doubt that
most of the users of this term are even aware of its derivation or actual
meaning. According to the Oxford English Dictionary “complacent” has three
definitions:

(1) Pleasing, pleasant or delightful
(2) Feeling or showing pleasure or satisfaction especially in one’s own condition
(3) Disposed, or showing a disposition to please, obliging in manner.

Clearly none of the commentators employing the term right now intend any of
these meanings, but they all could be accurately applied to the condition of
equity markets, which are still on track for their best year since 2009 at the
global level and 2013 for the SPX index (see definition 1 and 3) or the mood of
those exposed to them (see definition 2).

Instead the term has been captured by its colloquial meaning, with its
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connotation of ignorance of risk. However, while it may be true that in most
horror movies peaceful, bucolic scenes are suddenly interrupted by terrific
(in the original meaning of the word) events that break without warning,
periods of calm in equity markets are generally undermined by identifiable
deterioration in economic or fundamental conditions that often take weeks
or months to undermine the period of calm in financial markets.
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For instance the most recent episode in which the equity market abruptly
entered a period of volatility was almost exactly 2 years ago. In August 2015 the
VIX exploded from a low at 10.55 on August 5th to 53.29 on August 24th. As a
general rule August is a quiet month, thanks to the understandable reluctance
of participants to take action in the prime vacation period, but when volatility
does break out the de‐populated nature of markets tends to exaggerate the
power of the move.

However, the 2015 episode did not simply come out of thin air. Credit markets
had been deteriorating for several weeks as weakness in the energy sector
started to spill over into the entire high yield and BBB marketplace. We actually
highlighted the discrepancy between deteriorating credit markets and calm
state of equity markets on these pages at the time and cautioned readers that
the latter was unlikely to be continued. By contrast credit markets signal no
worries at the current time, nor do underlying interest rates (the catalyst for the
1987 crash) with both the implied and realized volatility of treasury yields close
to record lows.

The same could be said of emerging market credit (the driver of sudden
volatility in 1997 and 1998) or European sovereign credit (which wrecked a
period of calm in 2011), not to mention financial sector credit, which caused all
manner of problems in the summers of 2007 and 2008. The worst that can be
said about the current environment is that it is boring (and one should not
underestimate the frustration of the financial media with this state of affairs),
but that does not in itself make it dangerous.

Global economic data continues to suggest a period of broad, sustained
recovery of activity and reflation (although consumer inflation remains absent)
and the majority of corporate earnings have made steady progress. Central
banks, which would normally be expected to be pushing against this tide by this
point in the cycle, are still willing to keep pushing funds into asset markets.
Other than the fact that asset valuations are stretched and market fluctuations
unusually compressed (at least at broad index levels) there seems little
discordance between performance and reality at the current time. We would be
far more concerned if we could actually identify worsening economic or
corporate trends (such as rapid inventory build ups or obvious deterioration of
demand), but outside of US commercial real estate (which now appears to have
lost an aggressive Chinese underlying bid for property in addition to being over‐
supplied) we see little to be concerned about.

Of course we do have the potential for geo‐political risks to destabilize
markets, with an ugly war or words developing between North Korea and the
US President in recent days (we would say that President Kim Jong Un has at
least met his linguistic match). It is fair to say that any move from “jaw jaw” to
“war war” would be an extremely negative event for the global environment
and we assume financial markets (although one can never be sure of the latter’s
reaction).

Our assumption is that the “battle of the bombasts” will remain verbal for the
foreseeable future and that Guam will drop out of the headlines as quickly as it
has been inserted into them. At present the most likely outcome of the tension
is an acceleration of the regional re‐armament process that has been underway
for several years and continuing to hold an allocation of global defense
contractors would seem to be as rational a response as de‐risking a portfolio. In
this regard the brief decline by global markets is a reasonably measured
response to the cross continent sabre rattling, but not in itself indicative of a
meaningful change in the overall mood of markets. It remains possible that we
will see another brief lurch downwards, particularly in the technology sector
that seems to be the locus of hedging activity, but the chances of this
developing into a meaningful correction still looks remote at the current time.



S&P 500

Although the SPX remains trapped in the three week long sideways consolidation, the index recorded a new closing high (2,480.91) on Monday
and a new intra‐day high (2,490.87) on Tuesday coming within 10 points of our 2,500 target before the intraday reversal. The large cap index is
down –0.14% since we last wrote but of more technical interest is the continued rotational correction in the SPX reflected in the dispersion in
the GICS Level 2 Industry Group Indexes. Over the last 5 trading days Energy is –2.15% lower, Media is down –1.89% and Commercial and
Professional Services has lost ‐1.49%. Tech Hardware and Equipment is up +1.57%, Transports have gained +0.66% and Semi and Semi
Equipment has risen +0.65%. It does not surprise us that round number resistance at 2,500 has slowed the advance in the SPX as 2,450 and
2,400 did in previous consolidation periods with similar rotational action that had success in internally correcting the stair step advance in the
overall index just as well as a deeper overall corrective phase would. We continue to mark first support at support at 2,450 and second at 2,400.
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NASDAQ 100

Two weeks ago, after marking a new record high of 5,995.77 (which fell just short of our 6,000 price target) the NDX produced an intraday
reversal before recovering half of its losses by the close. For the past 9 trading sessions the high tech index has traded sideways (although in
concert with intraday volatility) but support at the lows that day (5,847.05) has held. MACD is tracking lower but at an elevated level in positive
territory reflecting the recent price action. Although we do not consider it a technical concern but it is noteworthy nonetheless, for two months
the NDX has made little progress (less than 0.60%) but has covered a lot of ground (6.9% range). We continue to mark first support at the
bottom of the July 12th opening gap at 5,720 and second at 5,600.
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Russell 2000

The RTY is down ‐1.13% over the past five trading sessions vs. a ‐0.14% loss in the SPX and a +0.09% gain in the NDX. The small cap index broke
short term support at its 50‐day ma last Thursday and has been unable to re‐take the ground above its shorter term moving average on a
closing basis since. Yesterday’s closing level of 1,396.95 only just violated the 1,400 level but we would have liked to see that round number
support hold during the pullback. For some time we have felt there was little reason to have exposure to small cap stocks, and the technical
condition of the RTY leaves little reason to increase exposure to existing positions. Saying that, we continue to believe when the time comes
and prices leave this long period of consolidation behind, the ensuing rally will be significant and worthy of a change of that aforementioned
attitude. We nowmark first support at the still rising 200‐dayma (1,369.12) and second at March lows at 1,335.
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VXO

We finally have some activity to report in the VXO index with Tuesday’s intraday reversal taking the index up to 9.03 at the close at Wednesday
seeing a brief spike up to 10.65 before subsiding back down to 9.09. In other words despite the large movement higher in percentage terms, the
tourniquet of low volatility remains in place. As we have commented before it is very hard to transition rapidly from very depressed levels of
volatility to the sort of pricing seen in a genuine correction and this sort of rapid expansion only tends to occur when an outside force (such as
energy related credit in 2015) takes effect. This week’s episode may already have run its course without doing more than score the most
ephemeral of moves above the 10 level.
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Morgan Stanley Emerging Markets

The MXEF is 4.85 points lower since we last wrote 5 trading sessions ago but the index was able to mark a new closing recovery high on Tuesday
at 1,078.53. Upside momentum has slowed as witnessed by MACD but the index has been able to grind higher towards our 1,100 target. We still
believe that the MXEF has gotten a little ahead of itself and it may be that what is needed to correct that technical condition is more time in the
current consolidation phase or a constructive price pullback. We now mark first support at the rising 50‐day ma (1,032.38 as of yesterday’s
close) and second worst case support at the July lows at 1,000.
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10 Year Treasury Note

Movements in long dated yields have been extremely modest in recent sessions with the 10‐year yields trading in a 9 bps range over the last 5
sessions despite the fact that this included the monthly BLS employment data. This is fully reflected in the pricing of volatility, with the MOVE
index hitting an all‐time low at 46.9 on Monday and there was no visible response by treasuries to the modest draw‐down in equity prices on
Tuesday andWednesday.

We appear at present to be trapped in a low volatility environment and unless this week’s CPI report suggests that the inflation cycle is starting
to pick up steam there is no obvious reason to expect a sharp move in yields in either direction over the remaining weeks of summer.
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US Dollar

After a month‐long decline through all of July, the DXY went on to find support at its 200‐week ma just above the 92 level. In our writing last
week we expressed expecting this to be the case and stated that the extent of the index’s bounce will likely hold clues as to the USD’s
underlying strength. The bounce that followed has thus far failed to get the DXY above the 94 level, with the index still weighed down by
persistently negative momentum. At current levels, we would consider the DXY still vulnerable to a deeper pullback and it would need to get
above resistance at 94 in order to begin to alleviate this risk and above its falling 50‐day ma (95.56) for the recovery to be considered
respectable.
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Gold

Gold has continued to move higher this week despite some gains recorded by the USD, making this the most impressive period for the metal in
recent weeks. The metal was also able to notch gains during the brief Korea correction on Wednesday, and to retain them as the US equity
market recovered its poise. Wednesday’s close at $1,277.31 is the highest since June 8th and puts the metal within striking distance of key
resistance at $1,300. Whether or not the metal is able to force its way through this level remains to be seen, but for the first time in recent
weeks the metal looks to be strong in its own right rather than in response to USD weakness.
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Crude Oil

Crude oil has spent the past week fluctuating around the same level, tracing the sideways trend of its 200‐day ma. While crude continues to
fight first resistance at the $50 level and thus technically still remains in its downtrend of lower highs, we take some comfort in the fact that this
represents more of a pause than a deterioration at the current time. Nonetheless, to be completely in the clear the commodity would have to
break through second resistance at the $52 level on a sustained basis in order to convince the market that it was ready to test the upper limit of
its range.
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Copper

Copper prices continue to make progress towards key resistance at $6,500, notching its highest level since 2015 this week at $6,493. Given the
its technical significance we would expect there to be considerable resistance at this level and would be surprised if the metal managed to get
through it the first time around. Should copper need to take a brief pause, we would expect there to be some support around the $6,250 level,
with $6,000 likely being worst case scenario in the event of a deeper pullback.
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The information provided herein represents the opinion of Marketfield and is not intended to be a forecast of future events, or a
guarantee of future results. This report is for informational purposes only, is not an offer to buy or sell any specific security, and is not
intended to provide specific investment advice because it does not take into account the differing needs of individual clients. This report
is based upon information that Marketfield Asset Management LLC believes to be reliable, but no representation is made by Marketfield
Asset Management LLC as to its completeness or accuracy. This report is not a complete analysis of every material fact concerning any
company, industry or security. Marketfield Asset Management LLC assumes that it will be read in conjunction with any other available
reports and data. Opinions expressed herein are subject to change without notice. No investor should rely on the views, opinions or any
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any action based on any information contained in this report.
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