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As the end of the quarter looms into view debt, credit and equity markets
continue to exhibit an unusual degree of calm. Unlike many observers we do not
find this troubling and although we accept that in the end it will all end in tears,
the end can be a long time coming. For the time‐being we are in a period of self‐
reinforcing low volatility, and given that at the present time equities, credit and
duration have all generated decent returns very few portfolios are under
pressure to radically shift allocation. Eventually one or more of these three core
allocation drivers will start to misbehave but unless something genuinely
different takes place in the next few weeks the end of quarter allocation window
has the potential to draw additional capital to both fixed income and equities,
with the majority following down the well‐trodden path to passive index driven
product.

We suspect that the imminent introduction of the DOL fiduciary rule has had an
additional impact in recent weeks (as I am sure that many of our readers can
attest), and may have exaggerated what was already a strong trend of
allocation towards low fee passive instruments. As we have noted before, this
preference for passive instruments acts to dampen volatility at the broad index
level (at least while flows are strongly positive), which in turn has encouraged
some institutional selling of volatility to augment returns. Under the current
environment if flows persist through the end of the quarter an SPX index at
2,500 may be able to co‐exist with a 10‐year yield little above 2% and a Fed
Funds rate at 1.25%, with credit spreads remaining close to their cycle lows.
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This does not mean that everything is on autopilot. Investors have shown a
strong preference for technology as a sector, which if one includes AMZN
(which technically is classified as consumer discretionary) now comprises
25% of the SPX index (23% without). Equally clear is the revulsion towards
the energy sector, which has declined ‐14.2% YTD and has dropped below a
6% weighting for the SPX index, down from almost 16% in mid‐2008. Thus
where investor preferences for a sector becomemore pronounced the joint
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effect of active investment/divestment and the changing share of the massive
passive flows can generate a very sharp disparity in performance.

The question as ever in a period of benign performance is what may change
things for the worse. With regards to corporate performance we are reasonably
comfortable, with the recent earnings season underlining the degree to which
both sales and bottom line earnings have improved in recent months. Thus far
the collapse of energy equities has not been mirrored by credit markets, where
spreads for the energy sector are only slightly higher than the overall market
(the Bloomberg OAS show energy credits trading at 500 bp vs 390 bp for overall
high yield, 147 bp vs 115 bp for overall investment grade). Clearly a sustained
decline in energy prices back below $35 or $30 would bring into question many
of the restructurings that took place last year but at present it would seem that
the energy market is very volatile but ultimately range bound, with the
performance of the equities much worse than the underlying commodity.

We continue to monitor commercial real estate for signs of distress, but at the
present time we are yet to complete the “disappointment” phase that generally
precedes it. We do believe that certain key regional markets (such as New York)
have the potential to get quite ugly in the future, but at present there is a
recognition that prices have slipped from their “crazy” peak but no sign that
sellers are being forced to capitulate. Even in a traditional interest rate
environment it can take several quarters to transition from this sort of
environment into one of true panic. We have no experience of seeing a real
estate market turn sour with yields close to zero but we do believe it is possible
if supply and demand become as mismatched as they threaten to do in certain
markets, but recognize that we are still several months or quarters away from
that point.

Thus we remain generally well disposed to equity and credit markets, although
we have a strong preference for the former given their much greater potential
upside in the current environment. Where we have growing concerns are with
duration risk which seems once more to be slipping into danger territory.
Recent weeks have seen a complete repudiation of any concept of “reflation”
and “inflation” (we view the former as a path to the latter), despite the quite
positive corporate commentary and generally supportive nature of most global
economic data.

Recent weeks have been characterized by a race to zero in fixed income
markets across the globe, and with it an increasingly clear consensus that
inflationary pressures remain absent in all key regional economies. We felt
earlier this year that the rapid shift in inflation expectations that followed Brexit
had run ahead of the likely path for inflation and were likely to provoke a
backlash of the type we are currently experiencing. Our belief has been that it
would take until mid or late 2017 before any clear sign of inflation could be
expected to emerge and despite the collapse of global sovereign long term
yields a shift to a more inflationary environment in the months ahead remains
quite plausible.

We continue to see a pattern of labor slack being absorbed at a rapid pace, and
although this has yet to be matched by accelerating wage gains we assume that
we are closer to this taking place than we were 6 months or a year ago. As we
have seen many times before the fact that a shift to the economic environment
takes much longer than expected can generate a disbelief that it can ever take
place, provoking shifts in market prices that reinforce the singlemindedness of
sentiment.

We always remember the sudden surge higher in US long term treasury yields
that took place between May and June 2007, as investors stopped fretting
about the state of the housing market and any risk to the banking system and
started to believe that interest rates would need to move higher to compensate
for higher inflation. The 10‐year note’s yield reached a cycle peak at 5.30% on
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June 12th 2007 (almost exactly a decade ago) came less than a month before
the collapse of two Bear Stearns credit funds offered the first signs that housing
credit was starting to infect the banking system in a much more serious manner
than had been expected. We would not be so perverse as to claim that this
week’s decline in long term yields makes a breakout of inflation more likely to
take place, but we would be comfortable stating that it would make the
ramifications of firmer inflation, and with it the pressure on the FOMC to hike
more aggressively in the months ahead a good deal less convenient for the
treasurymarket.



S&P 500

On the Thursday of our last note (published prior to the holiday shortened week) we highlighted the new record closing high in the SPX that
was registered the previous day. After a few days of sideways churn, the large cap index pushed to new highs on Thursday of last week and on
Friday the index followed through to close the session and week at 2,439.07 a new record closing high. Over the past three days the SPX has
once again churned sideways, backing and filling. Although the breakout above resistance at the 2,400 level has yet to be confirmed by our 2%
breakout rule, the index is “out” and it would be misguided to classify the rally from the May 18th low as anything but a constructive addition to
the longer term up trend. MACD has push to a higher high in positive territory and only just begun to flatten. A measured move suggests 2,470
as a reasonable target and potentially 2,500 by quarter end. We nowmark first support at 2,400 (previous breakout level) and second at 2,350.
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NASDAQ 100

Aside from the brief dip in mid‐May (that was erased three days later) the NDX has remained in both its shorter term uptrend since the brief
test of moving average support in April and the longer term uptrend since the start of the year. Over five of the past nine trading sessions the
high tech index has registered new record highs in its continued constructive advance. The relative outperformance of the NDX vs. the SPX also
prevails. As shown this week in the lower panel of chart the indicator has registered yet another new high. MACD has also marked a new higher
high confirming the new highs in price. The sum of these technical features leaves us unwilling to pick a fight regarding the technical condition
of the index and comfortable suggesting that odds favor continued price gains into the end of the quarter. We now mark first support at 5,725
and second at 5,600.
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Russell 2000

Although it may be premature to suggest there has been a marked change technically in the RTY there are three elements that beginning to
hint that the RTY may beginning to show signs of improvement that could lead to a resolution of the nearly six month consolidation pattern to
the upside. For the first time in months there is a hint that the 50‐day ma is beginning to turn up, MACD has turned higher through its signal line
and has re‐entered positive territory and there has been a slight improvement relative to its larger cap brethren short term although the longer
term trend of underperformance remains intact. If the RTY can hold support at its 50‐day ma average odds favor that the index will be able to
challenge the upper boundary of the long term sideways price pattern. We continue to mark first support at 1,340 and second at the rising 200‐
day ma (1,328.86 as of last night close).
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VXO

The VXO index has collapsed lower following the exhaustion of its brief burst higher a couple of weeks ago, with Monday’s session seeing a new
multi‐year low at 8.42 recorded. Closes below 9 are unusual for the index but not in themselves indicative of an immediate problem. Volatility is
of course well below its historic norms but these are unusually benign times from a fundamental perspective and until this changes we would be
patient with the string of sub‐10 closes by the VXO index that are being generated.
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Morgan Stanley Emerging Markets

During the last ten trading days since we last wrote (emerging markets were open during the Memorial Day holiday) the MXEF has notched two
nominal new recovery closing highs the second of which was on Monday of this week. Of more technical importance was the short term higher
low between these points which continued the constructive stair step uptrend that has been in place since the start of the year. We do not
consider the short term flattening of MACD a technical concern as the oscillator remains firm in positive territory during a period of upward
consolidation. What the position of the momentum oscillator is suggesting is that during the advance price has not gotten ahead of itself. A
move through 1,020 will lead the index to the next level. We now mark short term support at 1,005 and second at the rising 50‐day ma (985.74
as of last nights close) which if held would leave the short term trend intact.
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10 Year Treasury Note

The 10‐year yield finally fulfilled our prediction that it would cross its 200‐day ma during the first half of this year with a mixed BLS Labor
Situation report providing the catalyst for the move lower. Thus far the follow through has been minimal and the lowest the yield has traded
was 2.128% on Tuesday morning, with Wednesday’s close at 2.175% only just below the 200‐dayma.

We are open to the possibility that the latest move lower completes the decline that started in late Match and now exceeds 50bp from peak
(2.64%) to trough. Should yields push lower below the 200‐day ma then strong support at the 2.0% level should halt the decline. It remains our
belief that the significant move lower is unjustified by the majority of economic data but have learned never to fight with investor flows that
build momentum in this manner until they are obviously exhausted.
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US Dollar

We expressed somewhat bearish views in this panel when we last wrote, with suspicions that incremental USD weakness was on the horizon.
Since then the DXY has made yet another YTD low and now appears to be primed to test support at the 96 level. This downside target
essentially represents the halfway mark of the index’s prior trading range, which we saw take place between 2015‐2016. While we would expect
there to be a decent amount of support along this level, an escalation of reallocation pressures away from US denominated assets could see the
index testing lower levels in the medium term.
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Gold

Gold continues to act well and although it has been helped by the decline in the USD, the metal has made progress against all major currencies.
We had predicted that a retest of resistance at $1,300 was a realistic target and Tuesday night’s high at $1,298.75 certainly met this criterion
even if we are suspicious of trades that take place out of regular trading hours, during which time the metal never exceeded $1,295. Either way
this represents a decent test of our upside target and a successful breach would open up the way for a move up to $1,350.

The metal has clearly benefited from lower global yields and a weaker USD in recent sessions but there has also been some intrinsic strength.
We believe that gold is in the process of transitioning from bear market to bull market and is an interesting asset for longer term holders at the
current price.
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Crude Oil

Crude oil has been on a downward grind since we wrote two weeks ago, culminating in an almost ‐4.90% plunge yesterday on yet more U.S.
inventory concerns. The commodity now finds itself testing support at $45, and a failure at this level will likely leave it vulnerable to a retest of
the 2017 low at $44. Nonetheless, despite the dramatic nature of some of these intraday moves, it is worth reminding ourselves that crude has
displayed an ability to be volatile within its current trading range, with dramatic declines in price being followed by equally dramatic recoveries.
Given crude’s balance of supply and demand at the present time, we would expect this range‐bound volatility to continue until a deeper shift in
market dynamics takes place.

12



Copper

Copper has made little progress over the past two weeks, with the metal continuing to trade within the lower half of its long‐term range.
Throughout this period copper’s 50‐day ma has continued to serve as a formidable level of resistance and thus we suspect that a break through
this indicator would likely result in a swift retest of the key $6,000 price target. For now the metal looks to be making yet another move toward
for the lower bounds of its range at $5,500, which should provide a decent amount of support given the intersecting of this technically
significant level and the 200‐dayma.

13



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.

© 2017 Marketfield Asset Management LLC. All rights reserved.       
Charts are courtesy of Optuma, data feed courtesy of Bloomberg Finance L.P.

DISCLAIMER


