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Prior to our summer vacation we indicated that we believed that the long
corrective phase for the US equity market had run its course. We will confess to
having some second thoughts during the messy mid-August decline, but the
SPX has subsequently managed to break through the January high and closed
on Wednesday at 2914. The move since the start of the quarter has been
impressive, and with the index back in blue sky territory it is only round numbers
at 2950 and 3000 that represent resistance.

Unlike early January we have not witnessed a surge of enthusiasm towards the
equity market (although some consumer confidence measures have broken
higher) and given the fact that we have just completed a seven month
correction (even if the notable low points were recorded in February and April)
we would expect to see some further progress. The worst we can say is that the
SPX index has become quite extended at 106 points above its 50 day ma (2808),
which might indicate a need for some back-filling, in which case we would look
for the prior high to offer support, but given that the index could survive a fall
back as low as its 50 day ma and still be considered to be in an uptrend we would
not view this as problematic.
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Although the breadth of the advance has been modest the fact that both
the NDX and RTY index have managed to break out to new highs suggests
that this is a breakout to be taken seriously. We would also note that
although Technology continues to contribute by far the most to the SPX
index (up 20.19% YTD), the only sectors to be in the red for the year are
Materials (-0.44%), Staples (-5.85%) and Telecom (-6.52%).

Where we continue to be surprised is the fact that the US is almost alone
amongst global indexes in reaching a new all-time high or even generating a
positive YTD return. Between early 2017 and May this year the SPX index
moved in lockstep with global markets, but in recent weeks a massive
disparity in performance has taken place, as can be seen on the attached
chart which compares the SPX index to the MSCI World Ex US index.

In recent sessions only Australia’s AS51 index has managed to reach a new
2018 high, with Sweden’s OMX index almost surpassing its October 2017
high at Wednesday’s close. We would note that Japan’s NKY continues to
threaten a breakout above the key 23000 level (opening up the way for a
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quick challenge of its 2018 high at 24129), while France (CAC), UK (UKX) and
Canada (SPTSX) all look capable of extending their bull markets higher. Other
important developed markets such as the DAX continue to languish.

Within the emerging market complex things continue to look more difficult,
with the MXEF index breaking down again in mid-August to 1014.20, its lowest
level since July 2017. The index has since managed to bounce back to 1070.5,
taking it just above its declining 50 day ma for the first time since March. This
marks a first step towards redemption but it would take a close above 1100
(where the index bottomed in early December) to indicate that this is more
than a bounce. There are pockets of strength within individual markets, most
notably India’s SENSEX, Taiwan (TWSE), Mexico (MEXBOL ), Israel (TA-35) and
Saudi Arabia (SASEIDX) all of which are up YTD in USD terms. Brazil (IBOV) and
Russia (IMOEX) are up slightly in local terms, but down for a USD investor.

The complex has been challenged by three separate factors. Firstly the extreme
FX weakness in poorly managed countries such as Turkey and Argentina, has
spilled over to countries with stronger fundamentals such as Brazil and South
Africa. Unlike 20 years ago we do not see the risk of a true economic contagion
given the much better management of current accounts and FX reserves, but
losses in holdings of EM fixed income have been severe, and have led to
liquidation of portfolios across the board, as took place a couple of weeks ago
when the Turkish Lira imploded.

The second negative force has been the ongoing trade dispute between the US
and China. We have nothing new to write about this issue, which may flare up
again in early September given the threat of further tariffs being imposed. We
continue to expect a long drawn out dispute that will prove disruptive to the
exact distribution of trade and impose some expenses on the overall global
corporate sector (to the extent these are not passed onto customers). However,
we do not view this as solely an EM problem and believe that investors have
been too quick to use index products to hedge their uncertainty over this issue.
This may continue to be the case, but in the absence of clear evidence of an
across the board deterioration in corporate earnings the current situation looks
to be unjustified.

The final issue has been the tightening stance of the PBOC and Chinese
government towards their shadow banking sector. We suspect that this has
been much more disruptive to Chinese asset markets (in particular equities)
than has generally been realized, and that even in the absence of the trade
dispute some period of weakness would have taken place, particularly in the
local A share market. Although the authorities still appear to be keeping
pressure on non-bank financing they are increasingly compensating for this by
loosening credit conditions in the regulated bank lending market. This creates
an uneven playing field within the Chinese economy, but one in which certain
sectors may be able to start to recover quite quickly. With retail sentiment (we
base this on margin loan contraction and flows into money market funds) at
levels that we would associate with an important low we may be reaching the
point that the local Chinese market can mount at least a partial recovery, which
would have important ramifications for sentiment across the entire region.



S&P 500

When we published our last technical thoughts on the SPX the index was just under 1% below its January high at 2,857.70. As we said at the
time, over the short term the index looked a little extended and may be due a pause. The large cap index pulled back briefly the following week
but it held key support at the 2,800 and turned higher continuing its push toward the January high. On Monday of this week the SPX broke out
to a new record closing high and has since added to those gains to close yesterday at 2,914.04 up +16.52 points or +0.57%. MACD has turned
through its signal line again flagging the resurgence of upside price momentum.

Three weeks ago we established a price target of 3,000 if the old highs were surpassed and although at some point there may have to be a test
of the breakout level (2,860) our price target remains unchanged. We now mark second key support at 2,800.
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NASDAQ 100

Together with the SPX the NDX pulled back to a higher low during the second week of this month finding support at just above its 50-day
moving average and last week it began to climb higher. On Monday the high tech index broke out to a new record closing high in concert with
the broader market and after a brief rest on Tuesday the NDX went on to a new record closing high of 7,660.18 yesterday. Since bottoming on
August 15th the index has bettered the gains over that period achieved by the SPX (+4.15 % vs +3.39% respectively). MACD has broken above
the series of lower highs since mid-June and is tracking higher in positive territory. We continue to mark first support at the rising 50-day ma
(7,323.94 as of yesterday’s close) and second at 7,150.
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Russell 2000

The RTY broke out of its two month long coiling price pattern last Tuesday. The small cap Index rallied +19.35 points or +1.14% to a new record
closing high of 1,718.05. The rally out of the triangulating price pattern had the wind at its back and has led to a +3.84 gain since the August
lows. For a second time MACD has avoided entering negative territory and is now tracking higher in positive territory. We now mark first
support at 1,700 (previous resistance level) and second at 1,650. We now mark first resistance at 1,750.
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VXO

With the SPX index breaking out to a new all-time high it is not surprising to see the VXO index threatening to break down into single digits
with Wednesday’s close at 10.62. Since the first week of July we have not seen a close above 14 and only during the messy session on August
15th has this level been breached on an intraday basis.

This reinforces the fact that for the US equity market the corrective phase that started in late January has run its course. This does not make
the market immune from future setbacks, but they would represent a new episode in this long and powerful bull market. For the time-being 10
remains important support for the VXO index and although we doubt that we will see a repeat of the ultra-low readings registered in late 2017
(6.84 on October 27th) it would be surprising to see a break back above 14 in the absence of a new negative force emerging.
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Morgan Stanley Emerging Markets

In mid August the MXEF Index failed again to advance through its 50-day ma and went on to break our previous first support at 1,040. The index
established a short term low two weeks ago and has since cobbled together a short term rally that has managed for the first time since March
16th to retake the ground above its 50-day ma but we would be hard pressed to call it a high conviction break out. One technical feature we do
believe is worth mentioning is when price put in what appears at first glance to be capitulation low, MACD produced a positive divergence by
notching a higher high. We now mark first support at 1,020 and second at 980.

The MXEF is not out of the woods yet, but if it is able to retake the ground above first resistance at 1,100 it has a better than even chance of
challenging second resistance at the 200-day ma (1,142.97 as of last nights close) and if it is able pass over that hurdle it may be that the 8
month corrective phase has run its course.
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10 Year Treasury Note

The 10 year yield remains trapped between the 30 year bond and the rising 2 year yield, with the gap between these two extremes a mere 34.1
bp at Wednesday’s close. This has generated one of the narrowest trading ranges in recent memory, with the 10 year yield oscillating between
2.80% and 3.00% since early June. In order for this to change we would either need to see a dramatic downturn in economic sentiment, which
would allow the 10 year yield to invert below the short end of the curve, or a breakout by the 30 year bond above key resistance at 3.25%,
presumably in response to a heightened belief in inflationary pressures.

At the present time neither scenario looks very likely (although reasons for each could be imagined), and so we would expect to see more dull
range-bound trading. The only caveat we will add is that in our experience periods like this end explosively, and therefore sooner or later a
surprisingly large move by long term yields will take place.
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US Dollar

The DXY broke out of the two month sideways price pattern on August 10th overtaking previous first resistance at the 96 level the day after our
last written note. It stalled at a new recovery intra-day high the following Wednesday just shy of the 97 level before closing lower on the day
and has since fallen back through what should have been support at the previous breakout level (96) and has traded back into the sideways
price pattern. MACD failed to confirm the new highs in price, crossed below its signal line and is now tracking lower. We now mark first support
at 94 and second at 93. Only a move above 96 would suggest that the current short term correction has run its course.
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Gold

Gold remains under pressure, with the metal remaining below its declining 50 day ma since late April. Mid-August witnessed a rapid liquidation
that took the metal down to $1160.27, its lowest level since January 2016. Given the timing of the plunge (8.30 pm US time) it would appear
that Asian investors were behind the decline and we have noted very heavy redemptions in Chinese gold ETF’s took place over this period. In
the US positions in the CFTC futures market are at their most negative since 2001, right at the start of the decade long bull market, while
holdings in the GLD ETF are at their lowest level since February 2016 (when gold’s price was slightly lower than it is today). In other words
positioning now appears to be at a negative extreme even allowing for the poor price performance.

Given the above we would hope that the metal can build on its recent bounce back above $1200. Key resistance comes in at the falling 50 day
ma ($1223) but it would take a close above $1250 for the market to signal that the August low proved to be climactic.
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Crude Oil

Our giving oil the benefit of the doubt unless it broke support at the still rising 200-day ma proved to be technically judicious. Prices tagged the
longer term moving average two weeks ago and has since rallied back to just above the 50-day ma at yesterday’s close. MACD turned up at
previous support and is one day away from entering positive territory. We continue to mark first support at the still rising 200-day ma ($64.92 at
the session close yesterday) and second at $58. We now mark first resistance $71.50 and second at the July 3rd intra-day high of $75.27.
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Copper

During the mid-August swoon copper failed to hold above key support at $6,000 and given the importance of this level it is not surprising that
an abrupt decline to $5773 took place, which almost exactly marks the 50% retracement level of the entire 2016/18 bull market. The metal has
since been able to bounce back to $6086 but remains under pressure while it is below its falling 50 day ma ($6266). Above here further
important resistance stands at $6400, and then at the low end of the 2017/18 trading range at $6600. In other words a lot of work needs to be
done for copper to recuperate, and in the meantime the metal needs to avoid a retest of its August low. A breach of this level would set up a
test of the June 2017 low at $5500.

12



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
suggestions contained herein. Investors are advised to consult with their own individual advisers on their specific situation before taking
any action based on any information contained in this report.

© 2018 Marketfield Asset Management LLC. All rights reserved.       
Charts are courtesy of Optuma, data feed courtesy of Bloomberg Finance L.P.

DISCLAIMER


