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The Easter holiday means that there were only 4 trading sessions since we last
wrote (and only 3 for European markets) but it is fair to say we saw a full week’s
worth of price movement when markets were open. With regards to the SPX we
were proved correct in our assumption that the 200 day ma would not be able to
endure multiple assaults, with Monday’s session wiping out the pre-holiday rally
and then taking the SPX down as low as 2553 before losses were trimmed in the
afternoon. The fact that the follow through was modest represents a holding of
the collective nerve that was confirmed by the spike in volatility measures being
contained, with the VXO index (the original VIX) barely breaching the 25 level
that we use as the demarcation point for “panic”.

Tuesday saw the market whipsawed around before rallying into the close and
then on Wednesday an abrupt break lower following the announcement of
Chinese counter tariffs on US goods was fully recovered by the early afternoon
and turned into a 1.16% gain by the close. Overall we view this as reasonably
encouraging and again suggesting that this correction may be close to
maturing.

There are a number of forces at work here. Firstly, we doubt that there will be
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many new headlines of substance on Tariffs in the coming days given that
Chinese markets are closed for a holiday and what we have seen so far
suggests that both the US and Chinese administrations want to make the
most noise about taking steps to protect their economies while doing the
least amount of damage. We would also note that the NAFTA negotiations,
which have arguably punctuated by even nastier rhetoric, appear to be
heading for a reasonable solution after several months of negotiation. In
other words it is possible to imagine a rapid unwind of concern around this
issue, at least for the time-being.

We are also entering the March data cycle, which has started on a strong
enough note to dispel any concerns that the equity correction discounted a
weakening of the economy. Furthermore with long term yields having
backed off considerably in recent weeks, stronger than expected data can
probably be absorbed. Of course Friday’s BLS report still needs to be
navigated, and it should not be forgotten that the last two reports have
seen exaggerated moves (down -2.12% in the aftermath of the January
report and up 1.74% following the February release) to fairly unremarkable
data.
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Recent weeks have seen concerns building about the business practices of a
number of technology bell-weathers and the increasing risk of regulation.
These fears seem realistic enough, although it will probably take many months
for politicians and their bureaucrats to actually craft something meaningful.
How the market discounts these concerns is open to question, but it should be
recognized that any regulation is likely to target only a small portion of the
businesses of a small number of very large companies.

Much of the technology complex is likely to remain outside of the remit and
given the time that this process will take we would not be surprised to see a
regulatory push coincide with the natural termination of the technology
business cycle. The points at which supply overwhelms demand in both
hardware and software remain the key milestones for this cycle and the vast
sums being channeled into internal R&D and venture capital suggests that this
will happen sooner than people realize.

As for the present-day marketplace, participants have paid a significant
premium for protection on the NDX index, with the VXN breaching 30 in recent
sessions. The spread between the VXN and the RVX (Russell 2000 volatility)
reached a record 7.12 on March 28th and has remained above 5 points since.

This spread is unprecedented in the 14 year history of the data and reflects both
heightened concerns about technology and the belief that small cap equities
are a little less vulnerable to trade disputes. Again this shows the different
forces at work in the two legs of the correction since in early February the RVX
actually spike slightly higher than the NDX. We suspect that the current level of
the VXN represents a degree of over-hedging that will be vulnerable to an
aggressive unwind if concerns start to ease.

Perhaps most importantly we are now less than two weeks away from the start
of earnings season. Although there has been no lowering of expectations from
the analytical community the correction has effectively done their job for them,
suggesting that upside surprises will be well rewarded. We were therefore
interested to see a very positive response on Wednesday by the homebuilder
sector to strong earnings from Lennar, with the S15HOME Index gaining 6.4%,
the largest one day gain since July 2013. After running up powerfully between
October and January, Homebuilders were particularly badly hit in the first wave
of the correction and bounced little in the initial rally, despite the fact that
multiple data points (particularly mortgage application data) suggested a
strong start to the key spring selling season. Wednesday’s surge higher
suggests that sentiment had become too negative, although there is still a long
way to go to repair the damage of recent weeks.



3

In other words there are still reasons to be optimistic going into earnings
season, provided earnings themselves prove to be strong enough to beat
expectations. The overall environment still looks to be conducive to strong
corporate performance, at least in those sectors that have the ability to pass
higher input costs onto their customer base.

As far as global markets are concerned, although many have performed worse
than the SPX in recent weeks most managed to avoid making new lows in
response to US market weakness in recent sessions. Europe is the clear
standout as far as poor performance is concerned, but we have not yet seen any
obvious weakening in underlying data to justify the sharper declines.

Japan has seen poor performance in local terms, but for a USD investor the
NKY index has produced almost exactly the same return as the SPX (-1.14% vs -
1.08%). This hardly seems enough to justify the largest ever weekly withdrawal
of foreign investor capital last week at 2161 bln JPY ($20.6 bln), with only 10%
of this sum returning this week. With local short sale activity also at record
levels we would watch the NKY closely for signs that it has bottomed. Japan
has stayed on the sidelines of the recent “Tariff Tiff” and may end up well
positioned between its two biggest trade partners which account for almost
identical levels of exports.

Where we have seen some relative performance is within emerging
markets, and although the overall MXEF index has participated in the
correction it has never looked to be the center of liquidation. We are
particularly impressed by the performance of commodity sensitive markets
such as Brazil (up 9.83% in USD terms), Chile (1.57%) and Russia (7.5%) all
of which have navigated the correction without suffering significant
damage and all three seem well positioned to take advantage of any
improvement in overall sentiment. We would also note that Mexico has
delivered a 4.3% return for USD investors, as concerns regarding NAFTA
has started to abate, driven by the appreciation of the Mexican Peso.



S&P 500

On Monday the SPX broke lower and closed below its 200-day ma but the following day it re-took the ground above it. The longer term moving
average is no longer the line in the sand but the area closely surrounding it has thus far remained support. Of more technical interest was
yesterday’s price reversal that produced an outside day or in candlestick terminology a bullish engulfing pattern. That said, prices are still
trapped in a range bound congestion pattern and for yesterday’s reversal to be considered of lasting technical consequence we would need to
see follow through. MACD is hinting at a turn but remains in negative territory. We now mark first support at the 2,530/2,550 zone that marks
the intra-day spike low on February 9th and Monday’s low. We now mark first resistance at 2,700 at March 27th opening gap and second at
2,800
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NASDAQ 100

Unlike the SPX, the NDX managed to hold above the 200-day ma during Monday’s weakness and yesterday’s reversal engulfed not only one but
two days of price action. There is more noticeable hook higher in MACD than the SPX after becoming deeply oversold. Although the wide
sideways corrective price pattern that managed to mark a new high in the middle of last month may have run its course we would need to see
the high tech index overtake what has become meaningful resistance at its 50-day ma for us to begin to say the NDX is out of the woods. We
now mark first support at the 200-day ma and second at 6,000.
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Russell 2000

The RTY remains in the wide range bound price pattern that has been in place since November of last year and like the NDX the RTY managed
to hold support at the 200-day ma on a closing basis on Monday. Also, unlike its larger cap brethren the MACD has not established a lower low
and is hinting at a turn. We now mark first resistance at 1,550 which is just above the falling 50-day ma and second at 1,600. We continue to
mark first support at 200-day ma (1,489.31 at last nights close)and second at the February 9th intra-day low at 1,436.
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VXO

We have been using the 25 level for the VXO as the demarcation line between an orderly correction and a panic, and it is notable that since the
initial early February decline (when volatility products exacerbated both the spike in both the VIX and VXO) the 25 level has effectively held in
the face of multiple assaults, even if we have seen a number of small violations in recent sessions. This suggests that market participants have
been hedging aggressively, but have not been willing to hedge “at any cost”, and that overall their nerves have held.

Wednesday’s session was a case in point, with the VXO reaching 22.84 during the first half hour of trading but falling below 25 by mid-morning
and closing at 21.90 by the time the SPX index closed up 1.16%. This still keeps the VXO above the important 20 level, indicating that hedges
are not yet being unwound aggressively. 14 remains the level to watch for the “all clear” signal and would need to be violated on a closing basis,
ideally for consecutive sessions for this corrective period to have been definitively completed.
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Morgan Stanley Emerging Markets

The MXEF got ahead of itself in January and has paid the price of becoming over extended but it has still managed to hold above the low on
February 9th at 1,131.27 (this continues to mark our first support) and has not establishing a lower low in price. MACD is still tracking lower but
not at the same velocity as the initial downdraft as witnessed the histogram in green and unlike the other three equity indexes we track in these
pages the MXEF has not challenged support at its 200-day ma. We now mark first resistance at 1,195 and second at 1,225. If the MXEF is able to
surpass those two levels a test of resistance at the January 29th recovery highs is in the cards.
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10 Year Treasury Note

The 10 year yield continues to move in the same direction as the equity market, a reversal of the combination that took place in the initial
weeks of this correction. The yield fell as low as 2.715% on Monday, but as we described last week it is quite hard to push the yield much lower
without repricing the likelihood of FOMC rate hikes over the next 18 months or the likely terminus of the hiking cycle. Nothing we have seen or
heard so far indicates that either should be adjusted lower.

A firmer tone to the equity market was joined by yields moving higher, with the 10 year reaching 2.80% by Wednesday’s close, its highest since
March 26th. There is some resistance at this level which may cap the advance unless Friday’s BLS report throw out another upside surprise. A
strong report could conceivably take the 10 year yield back up to 2.90%, above which it would be challenging its 2018 high at 2.95%.
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US Dollar

The DXY has been trading in a tight static price range over the past five days at just above its 50-day ma as MACD continues to track sideways,
back and forth at just below and above the neutral zone for the better part of a month. The momentum oscillator gives nary a clue as to which
way the prices will leave the 10 week consolidation pattern behind. Regular readers know that we have viewed it as consolidation prior to a
resumption of the downtrend but the longer it is able to stay above its shorter term moving average the chances increase that it is a basing
pattern. We continue to mark first resistance at 91 and second at 92.50 and only if these two levels are surpassed could it be suggested that a
significant low is in place.
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Gold

Although it has been a little dull to write about perhaps this indicates one thing worth noting about gold; namely that it has enjoyed a very
sedate market in recent weeks, with a 30 day historical volatility at 11.2, almost half the SPX index’s 20.9. It remains to be seen if this inertial will
prove attractive to investors who have been whipped around in both fixed income and equities in recent weeks. Price action in recent days was
negligible as the metal nudged $9 higher since last Wednesday to close at $1344.11. We continue to view the metal as a reasonable store of
value but are yet to see clear signs that it is about to resume its path higher.
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Crude Oil

Crude oil prices as measured by the front month WTI futures contract have continued to pullback after last week’s attempt to push through the
January recovery highs. Prices fell through the 50-day ma yesterday but by the close it had recovered almost all the lost ground and closed
above the shorter term moving average. As we wrote last week it is hardly a surprise that oil would retreat to the breakout level before
mounting a fresh attack at price resistance and it has followed that script. MACD has begun to roll over but remains in positive territory. First
resistance remains at $66.66 and support levels also remain unchanged at $60 and second at $58.
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Copper

The 4 day holiday weekend in London means that copper only completed three sessions since we last wrote, gaining almost exactly 2% on
Thursday and Tuesday and losing half these gains on Wednesday. This keeps the metal in the midpoint of its recent range between $6500 and
$7000. We remain constructive towards copper and would hope to see it move higher at some point in the coming weeks.
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