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It has been a week of steady progress for US equities as trade concerns have
been mostly off the headlines and replaced by earnings that have so far
generally been strong enough to boost the underlying issuers. If there is any
disappointment so far it is that the financial sector has not managed to excite
the market by beating expectations, but this publication has never really bought
into the popular notion that the financial sector is poised to grab the mantle of
leadership for the remainder of the cycle.

At Wednesday’s close the SPX stood at 2708.64, its highest level since March
21st and above the first obvious resistance level at 2700. The index is more than
halfway between the April low at 2553 and the March recovery high at 2801.9,
but arguably this has been the easy part of the journey. It remains to be seen
whether there is enough enthusiasm generated by earnings to break the market
higher. One encouraging aspect is the resilience of the small cap RTY index,
which is back to within 2% of its all-time high.

With its high proportion of domestic earnings this index has been seen as
relatively sheltered from potential trade disputes (this may be a simplification
but it is one that market participants currently believe) and its recent strength
suggests that if trade issues started to ameliorate then the overall mood of the
market would be considerably stronger. The RTY index has also benefited from
a significant compression of High Yield spreads, with the Bloomberg
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HY OAS index closing at a new all-time low at 323 bp on Wednesday, which
again is not something that generally takes place in an equity market
correction and suggests that the credit market remains sanguine about
corporate earnings.
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The NDX has enjoyed a strong bounce since early April, but still needs another
5% advance to exceed its February high. We have not seen many technology
companies report earnings thus far but strong beats have received applause
while IBM (which is not an NDX member) remains in its multi-year penalty box,
with its post earnings decline taking its stock down to a 20 year low against the
SPX index (not including dividends).

What was notable this week was the sharp compression of both realized and
absolute volatility within US markets. We highlighted last week the degree to
which the SPX index had experienced much higher levels of volatility since late
March than its global peers, and we are happy to see this anomaly resolved in
the most benign way possible. None of the above guarantees that this
corrective phase has been completed but it does represent strong progress
versus the state of affairs a week ago.

Where matters do look to have taken a decisive turn is within the commodity
complex, which enjoyed one of its strongest sessions in recent years on
Wednesday, taking the CRB index up to a new 3 year high 202.97. This is of
course consistent with our belief that we have reached the point at which
strong economic growth starts to provoke shortages of key materials, labor and
logistics. Recent strength has been driven predominately by industrial metals,
with the recent sanctions imposed on Rusal leading to chaos in the aluminum
market and spilling over into the entire industrial metals complex. At
Wednesday’s close of 143.7 the Bloomberg Industrial Metals index was at its
highest level since early 2013 and although some of these gains were probably
generated by short covering this has been a strong two year period for the
index since the commodity bear market ended in early 2016.

At the same time crude oil has broken out to a new 4 year high at $68.47, with
strength being seen in response to growing evidence that supply and demand
are moving quickly into balance with one another. Within precious metals gold
has been quiet but its weaker brethren, particularly silver, have started to move
sharply higher.

The only part of the complex to remain in a long sideways range is agriculture,
reflecting the very different forces at work in this sector. Agricultural prices
continue to trade in a long term range that has done little to reverse the losses
of the prior bull market. However, we have seen before how unusual strength in
other portions of the complex can start to affect agricultural prices, and we are
probably one poor harvest away from key crop prices moving powerfully
higher. This would of course have important ramifications for headline CPI
measures both within the US and elsewhere since all have large weightings to
food prices, which have been a consistent deflationary force for the last 7 years.



S&P 500

The SPX is up 2.51% over the past five trading sessions and since we last wrote there have been three interesting technical developments worth
mentioning. The large cap index gapped higher at the open on Tuesday leaving behind an island reversal and in the process the SPX re-took the
ground above the 50-day ma. The index closed the gap that was left open at the start of trading on March 22nd and has traded through both
our first (2,675) and second (2,700) resistance levels. MACD is tracking into neutral territory at a decisive pace. We now mark first resistance at
2,800 and second at January 26th closing high 0f 2,848.56.

3



NASDAQ 100

The NDX has gained 3.79% over the past five trading days, notching the best absolute performance of the three US equity indexes we track.
The high tech index has retaken the ground above its 50-day ma and has also filled its January 22nd opening gap. MACD has pulled away from
oversold territory and is entering neutral territory. We now mark first resistance at 7,000 and second at the March 13 high at 7,186.09.First and
second support remains unchanged at the rising 200-day ma (6,323.88 at yesterday’s close) and 6,000 respectively.
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Russell 2000

The RTY continues to outperform on a relative basis versus the SPX and it would not take an exceptional move higher in price to challenge the
record high (1615.52) which is now only 2% away. MACD is tracking higher and has entered positive territory. We are raising first support to
1,545 and second to the still rising 200-day ma (1,496.20 at yesterday’s close).
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VXO

The last five sessions have seen a considerable compression of volatility with the VXO declining to 14.63 at Wednesday’s close, right on the
border of the line between correction and consolidation. With the SPX index itself roughly halfway through its February – April range this seems
about the right level for the VXO and the equity market still have plenty of work to eat through the resistance between the current level and
2800 in the SPX.

We would note that the VXO remains considerably lower than the VXN, which closed at 19.38 on Wednesday despite the generally strong
performance of the NDX index in recent sessions. The particular sensitivity of the technology sector to both earnings and trade disputes
perhaps explains this gap, but should the former continue to beat expectations there is considerable room for volatility to collapse.
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Morgan Stanley Emerging Markets

The MXEF has been quietly tacking sideways in a 23 point range over the past five days and closed yesterday’s session +0.26% above last
Wednesday’s close. Although MACD is still in negative territory the momentum indicator is now above its signal line and is showing signs of
improvement but prices are still remain trapped between the 200-day (1,139.62) and 50-day (1,186.87) moving averages. These two smoothing
indicators now mark first support and first resistance respectively.
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10 Year Treasury Note

The 10 year note yield at 2.873% remains trapped between the rising 5 year note (2.731%) and the 30 year (3.060%), with the spread between
the former and the latter collapsing to a mere 29 bp at one point on Wednesday, before a rebound at the long end of the curve took the spread
back out to 32.75 bp, still the tightest close in 11 years. Thus although the 10 year chart by itself looks fairly constructive, and certainly would
allow for a retest of the 2018 high at 2.95%, the much “heavier” 30 year chart needs to signal a willingness to make some space for the 10 year
to move into. At a minimum the 30 year needs to retake the ground above 3.10% but really needs to move above 3.25% to suggest that a
meaningful move higher is going to take place.

Below the 10 year the 5 year yield looks very solid at 2.73%, itself a new 8 year high for this intermediate yield, indicating a much greater belief
that the FOMC will raise rates over the next 18 months and then keep them elevated for a while longer. This makes it very hard for the 10 year
yield to fall much further than its current level without sufficient weakness in economic data to put the FOMC intention to hike under severe
pressure, something we do not expect to occur.
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US Dollar

The DXY continues to track sideways in a tight range oscillating back and forth above and below its 50-day ma. MACD is now below its signal
line but for all intents and purposes it is also tracking sideways in neutral territory and only when the momentum oscillator begins to track in
either direction with conviction will we have a hint of future price direction. We continue to believe that the nearly three month consolidating
price pattern is a continuation pattern that will lead to lower prices. We mark first support at 89 and second at 88.25.
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Gold

While energy, industrial metals and even silver managed to burst higher this week gold was quietly probing the upper end of its trading range,
closing Wednesday at $1349.43 without suggesting that it was about to make a serious attempt to break above resistance at $1366. Although
this may appear to be disappointing it is perhaps notable that gold was not being used as a source of funds to push other commodities higher.
Other recent periods of strength in crude oil, for instance, have often seen weakness in gold (and vice versa) as commodity dedicated funds
have been reallocating between commodities rather than adding to overall positioning.

This week’s price action looked much more like an increase in the overall pool of capital targeting commodities, which is obviously a much more
bullish development for the complex as a whole. Gold may remain quiet over the shorter term, but we believe the odds of an upside breakout
will increase if other key commodities (particularly precious metals) continue to register strong gains.
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Crude Oil

The three month consolidation pattern in oil prices as measured by the front month WTI futures contract has been resolved to the upside with
yesterday’s +$2.23 or +3.35% rally reaching the best level since November 2014. The move in MACD to a short term higher high reflects the
momentum behind the move and suggests our target of the 50% retracement of the 2013 ($112.40) to 2016 ($26.05) bear market at $69.14
could only be a day away and that first resistance at $70 is in the crosshairs of the bulls. We continue to mark first support at $61.80 and second
at $60.

11



Copper

Although copper has not been at the center of the post-sanctions breakout of industrial metals (both aluminum and nickel have been far
stronger in recent sessions), the metal has repaired the damage suffered in late March when it briefly tested key support at $6500.
Wednesday’s close at $7022 is the strongest close since late February and takes the metal to approximately 4% of its 2017 high at $7312.50. As
with gold we would expect copper to benefit from any increase in funds dedicated to commodity investments, while any concern over political
disruptions to supplies is likely to encourage rather more stockpiling of metals than has been the norm in recent years.
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