
Michael Shaoul,Ph.D.
mshaoul@marketfield.com

No employee of Marketfield, nor Marketfield itself, receives compensation directly or indirectly in connection with the opinions expressed in this report.
Please see the important disclosures at the end of the report for more complete information.

The Weekly Speculator
November 09, 2017

With the US election now exactly a year ago and global equities having just
added a record $28 trln of value over this period (see last week’s report) there is
an obvious temptation to link the two events together. However, as we have
argued repeatedly over this period, other than acting as an emotional release
that allowed investors to embrace an improvement in global economic
conditions that had been in place for several months, the election of a new
administration has had extremely little to do with the powerful performance of
asset markets over this period.

We would not deny that US politics has had a “tactical” influence upon markets.
Much as was the case with Brexit, the French election and a number of other
political events, it has channeled capital down particular pathways for days or
weeks at a time, and continues to do so right now as the wrangling over tax
reform trundles on in Washington. Nevertheless, what has really driven markets
higher has been the combination of better than expected economic data
feeding into better than expected corporate performance without the usual
attention being paid by central banks.

As impressive as the US market’s performance has been (the SPX is on track to
deliver a total return above 20% in 2017 for only the 4th time this century) it
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actually pales against the performance of a number of other global
benchmarks, particularly on a currency adjusted basis (the performance of
the USD being another sign that it has not been Washington inspiring
investors). Most obvious is the outperformance of emerging market
equities, with the MXEF Index returning almost exactly double the SPX so
far in 2017 at 34.5%.

It is easy to forget that this index actually declined in the period between
the US election result and the end of 2016 (during which time the majority
of post-election allocations took place), and that the dominant view a year
ago was that a Trump Presidency would lead to considerable EM currency
weakening and a risk of a return to the recently completed bear market. The
shift in sentiment over the last 12 months could hardly have been more
violent.

Lost in the mix was an appreciation of the upward shift in Chinese economic
and monetary conditions, and the emergence of its own technology sector
(we note that commentary is finally starting to recognize that the MXEF
index is one of the most technology sensitive benchmarks available to
investors). At the current time China has ceased to be viewed as a potential
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imminent threat to the global economy but still probably is not fully
appreciated as an equal player with the US in the technology boom that has
taken hold. Indeed the entire Asia Pacific region, including Japan, has until
recently been underestimated, a reflection of its long period of
underperformance during the first 7 ½ years of the current bull market.

Indeed the MSCI Asia Pacific Index (MXAP) has only just recovered to challenge
its November 2007 all-time high (173.13 vs Wednesday’s close at 171.82), and
stands at 228% of its February 2009 level (the approximate end of the 2007/9
bear market), compared to the SPX which stands at 353% of its equivalent
price. The relative performance between these two regions has a long history of
mean reversion. It is therefore significant that having reached a ratio of 16.5 at
the end of December 2016, a level between the 1998 peak at 15.9 and the 2002
peak at 16.7, the ratio has subsequently declined to 15.

Between September 1998 and January 200 the ratio fell over 4 points. In other
words Asia considerably outperformed the SPX index during its “bubble years”,
a reflection of the fact that the region had been broadly liquidated from
portfolios following the rolling crises that hit the region in 1994, 1997 and 1998.

The same could be said of positioning within emerging markets by early 2016

.
and although Japan did see a few quarters of accumulation between late 2012
and mid-2015 much of this investment was liquidated over the next 18 months.
With Asia again starting to outperform we continue to expect a “repeat
performance” of the late 1990’s

Regarding the US our best guess is that the last 7 weeks of 2017 will see a
steady grind higher as the dominant “passive bid” takes the SPX index on its
boring but profitable path higher. We continue to see much more normal levels
of volatility at the sector or single stock level, and in fact we would argue that
the trend towards passive investing at the index level actually increases the
impact of “news” at the sector or individual stock level, since markets have
become relatively depopulated below the index level.

If we prove to be incorrect in our assumption it will likely take a clear catalyst
from outside the equity market. In the last couple of sessions we have seen
some weakening within the high yield market, and have received a few
questions on the matter. Our current view is that weakness is being driven by
some very specific large issues (mostly in communications, healthcare and
retail) that have some well publicized and long standing issues. Although this
has been enough to tweak high yield indexes higher (and push ETF prices lower)
we see nothing of the scale of the 2014 deterioration taking place at present

.
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It is possible that in response to recent losses investors start to liquidate their
high yield positions a little more quickly, in which case spreads could be
expected to widen further. We are realistic enough to accept that this outcome
would sour the view of the equity market for a few sessions and knock it out of
its peaceful drift higher. This is not our preferred outcome but if it were to occur
we would look to 2500 and 2430 (which combines the August low with the
rising 200 day may) to provide support to the SPX index.

.



S&P 500

Although the SPX has not gained significant ground over the past five trading sessions it is up +0.58% and has continued its relentless trudge
higher. The large cap index established an intra-day record high on Tuesday and yesterday it marked a new record closing high of 2,594.38 up
+3.74 points or +0.14%. There may be minor round number resistance at 2,600 but it is not likely enough to stop the grind higher from
continuing. The SPX has been devoid of day to day volatility over the past five trading sessions but a look under the hood reveals that on a
sector by sector basis there continues to be relentless rotation. Since we last published the GICS Level 2 Real Estate Industry Sector is up
+4.03%, Technology, Hardware and Equipment Sector is up +3.83% and Semiconductor and Semi Equipment is up +3.50%. On the flip side the
S&P 500 Banks Index is down -3.02%, Telecom Services are down -2.84% and Auto and Components Index is off -2.55%. We now mark first
support at the rising 50-day ma (2,531.65 at yesterday’s close) and second at 2500.
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NASDAQ 100

The absolute price gain over the past 5 days (+1.56%) and yesterday’s new closing high (6345.82 up +0.40%) is only one technical data point that
suggests the NDX has regained it’s mantle of leadership. The NDX has established a new high in relative strength (lower panel) completing the
repair to the damage caused by the abrupt June selloff. MACD has confirmed the new highs in price and has also broken out to new high
ground. We continue to mark key support at the rising 50-day ma (6,054.56 as of yesterday’s close).
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Russell 2000

For the second week in a row the RTY is the only one of four equity indexes we track in these pages that has not gained ground. The small cap
index is down -0.74% over the past five sessions. That said, we bring attention to one positive technical feature that developed yesterday. The
RTY managed to hold our first support level at the rising 50-day ma before closing up on the day. MACD continues to slide lower and is close to
crossing into negative territory as the spread between the oscillator and its signal line expands. We continue to mark first support at the still
rising 50-day ma and second at the previous breakout level at 1,450. Only a move above the early October high at 1,515 would give us
confidence that the current corrective phase had run its course .
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VXO

The VXO index remains subdued and the late October burst above 10 has faded into memory as quickly as we had expected. At Wednesday’s
close the index stood at 8.35, towards the lower end of recent readings indicating that a further compression of volatility is unlikely to take
place although the more widely followed VIX index remains a little more elevated at 9.78 (a reflection of its use as a direct hedge) and could
conceivably fall a little lower given that the trailing 30 day historical volatility of the SPX index is less than half this level at 4.41%.

Our stance remains unchanged, namely that until an obvious deterioration emerges both implied and realized volatility will remain unusually
depressed, albeit interspersed by brief spikes higher.
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Morgan Stanley Emerging Markets

The constructive price action and overall positive technical condition of the MXEF that has been in place since the start of the year remains
intact and yesterday the index marked a new closing high at 1,134.68. Momentum as measured by MACD has continued to track constructively
sideways in positive territory and has turned higher after establishing a short term higher low. We continue to mark first support at the rising
50-day ma (1,106.53 at yesterday’s close) and second at the September lows at 1,070. We continue to believe that if the trend higher lows and
higher highs continues on course the index could complete a full retracement of the 2011/2016 bear market in the weeks ahead.
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10 Year Treasury Note

We warned that the breach of the 2.40% level was being taken a little more seriously than was warranted and so were unsurprised to see the 10
year yield peak shortly thereafter and pull back into its prior trading range. Tuesday afternoon saw a brief test of support around the 2.30% level
after which a modest move higher took hold, which took the yield back up to 2.33% by Wednesday’s close.

On a short term basis we would view the yield as range-bound between the October peak at 2.47% and 2.30% and breaches of either level
would still keep the wider 2.0% to 2.65% range in place. Meanwhile, the most obvious trend in yields is its flattening, with the short end of the
curve pushing steadily higher and the long end trading in a tight range. The recent sharp move lower in the 2-10 year spread to 68.3 bps has
generated some headlines, but is simply a continuation of a multi-quarter trend that is on pace to deliver a flat yield curve sometime between
the 3rd and 4th quarter of 2018.
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US Dollar

There has no real change in the level of the DXY since we last wrote. The index has traded sideways reflecting the lack of directional movement
in the more heavily weighted currency pairs that comprise the index. MACD is tracking sideways in positive territory giving nary a signal as to
the next move in the index while price remains static in center of the range defined by the longer and shorter term moving averages. We
continue to mark first support at 94 and second at the rising 50-day ma.
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Gold

Gold remains trapped in its range between $1250 and $1300 with this week’s range of motion down to $1265 on Friday and up to $1287 on
Wednesday. The price of the USD appears to be the dominant influence on recent moves, which suggests that investors are not meaningfully
changing allocations to the metal and are prepared to take the prices set by currency fluctuations.

With the metal little changed over the course of the year we would not expect to see much in the way of either tax selling or accelerated
allocations in the last seven weeks of the year and we continue to view this as a benign period of consolidation for the metal.
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Crude Oil

Oil staged an impressive break out last Friday advancing and closing through the $55.50 level (we now mark this as first support). Monday’s
follow through was the icing on the technical cake and for the past two days oil has been consolidating its gains. MACD has confirmed the new
highs in price and is tracking higher in positive territory. Crude has left its range bound status behind and as we said last week, this represents
another important step in establishing the credentials of global reflation in the minds of investors. If there is an extension of the current trend
since the breakout through $52.50 it potentially opens the door for prices to challenge key resistance at the May 15, 2015 high at $62.50 in the
coming weeks.
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Copper

Copper spent the week wedged between its 50 day ma at $6753 and $7,000, in what we view as a healthy consolidation of its rapid August –
October burst higher. Should support at the 50 day give wat the metal would find further support either at $6500 or just below at its late
September low ($6366) and we would give the metal the benefit of the doubt above this level. Resistance stands at $7,000 and the October
high at $7,177, above which the metal would be back in breakout mode with $7.500 and $8,000 both potential targets.
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