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Following the market this week has at times felt like watching an elevator with a
lunatic at the controls. However, there has been some order amidst the chaos
and the SPX index has so far stopped at all the “right floors” respecting both
support at 2650 (Thursday’s -2.52% plunge closed at 2643) and then the 200 day
ma, which turned around Friday’s late afternoon decline and Wednesday’s
morning weakness. Between these declines the SPX managed to record its
strongest day since August 2015, which convinced some observers that the
worst was behind us, before the next two sessions wiped out the majority of
that 2.72% gain.

Unfortunately support is a little bit like a “dive bar”; if you keep on revisiting it
eventually something bad happens. The SPX index therefore needs to put some
distance between its price and rising 200 day ma and then continue to keep well
above its level for a period of time if it is to hold as valid support. The price for
not doing so would be to suffer a further accelerated decline, with the February
low at 2532 and round number support at 2500 potential targets.

As unpleasant as this would be to experience, it would not have any obvious
implication for the medium term performance of the market. Corrections end
once selling has been exhausted and this typically involves a deeper decline that
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seemed plausible or acceptable before the move lower started. The 200 day
ma has become something of an emotional crux in recent weeks and it may
need to be removed to create the sort of wash-out that would signal the
termination of this sharp decline lower. In any case, whether this support
holds or not, we will only be able to truly put this correction into context
once the subsequent recovery takes hold and runs its course. For example,
1998’s deep multi-month correction that became the LTCM crisis was
ultimately followed by a clear break higher and was therefore preferable to
the much quicker and shallower October 2014 decline that was followed by
several quarters of indecisive and violent range-bound trading after the
initial surge higher.

One factor that indicates a maturation of the correction has been a marked
shift in the locus of concerns. The January/February decline was dominated
by fears that inflation was building and that the long end of the curve would
burst higher. Thus the February low was combined with the 2-10 year
spread breaking out to 77 bp. By contrast the more recent weakness has
been dominated by the risk of a “Trade War” a phrase whose usage has
surged in news stories after having been absent since the start of the
century. Other concerns have been the regulatory risk within technology
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and for the more “wonkishly” minded the elevated LIBOR-OIS spread. All of
these together have formed a negative narrative that has seen a sharply lower
SPX index combine with a much flatter yield curve, with the 2-10 year spread
falling to a new cycle low at 49.5 bp at Wednesday’s close.

This switching of the narrative during a multi-week correction is quite usual.
1998’s long summer started with concerns about emerging markets and
finished with many being convinced that the technology cycle had peaked. As
foolish as this may seem in hindsight, the NDX had collapsed from 1485 in late
July to 1063 in early October, a -28% decline that understandably shredded the
nerves of investors and analysts alike (20 years ago the latter had far more
influence than today). The fact that the yield curve also briefly inverted during
this period only added to the concerns.

By the standards of its day, that episode truly deserved to be called a “crisis”
(until the events of 2008 recalibrated the meaning of the term). By contrast the
issues today still look far less menacing, and it is striking that despite the deep
equity market correction overall financial conditions remain only modestly
negative, and are still dominated by equity volatility. This is true both inside the
US and globally. There is little to choose between Bloomberg’s US Financial

Conditions Index at -0.377, the European Index at -0.322 and the Asia X-Japan
Index at -0.30. All of them exhibit a modest degree of stress, but so far nothing
like the disturbance that took place around Brexit, let alone the Eurocrisis.



3

This is mostly because credit markets have thus far been quite uninterested in
the decline of equities, and the lowering of long term treasury yields removes
the risk that bonds will be liquidated. This does not protect the equity market
from the risk of a further sharp decline, but it does raise the odds that this
would be followed by a snap-back higher.

However, we do believe that the correction will leave its mark, even if the index
is able to fully recover its lost ground. Despite the shift in narrative in recent
weeks, we would remain focused on the signs that the global economy
continues to grow and that capacity constraints in labor, materials and logistics
are starting to become a more obvious issue. This suggests that although this
quarter’s corporate earnings may be strong overall, pressure may start to build
in certain sectors to the benefit of others. Although we would not completely
dismiss the rhetoric around tariffs their overall impact on activity still seems
likely to be modest over the medium term, even if headlines continue to move
markets over the shorter term.



S&P 500

The SPX broke our first support last Thursday at 2,650 which marked the March 2nd swing low and the lower boundary of the sideways trading
range . On the following Friday the large cap index found support at the still rising 200-day ma and since then it has managed to hold support at
the longer term moving average during any intra-day weakness but the index is teetering on that support and the lower boundary of the wider
price range. MACD had begun to roll over last week at just above neutral, but over the course of the past five trading sessions it has accelerated
sharply lower into negative territory and has broken below the oscillator’ s February low. We now mark first support at the February 9th spike
low at 2,532.69 and second at round number support at 2,500.
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NASDAQ 100

The NDX had found a measure of support at its 50-day ma early last week but on Thursday the index fell through the shorter term moving
average as the pressure on technology shares broadened out and since then the 50-day ma has capped any rally attempts. As we mentioned
last week MACD produced a non-confirmation by establishing a lower high when price notched a new high in the second week of March and
now the oscillator has broken below the February lows to its lowest level since February of 2016. We now mark first support at the 200-day ma
at 6263.52 (at the close of yesterday’s trading) and second at the February 9th spike low at 6164.63.
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Russell 2000

The price pattern in the RTY is conspicuous in its difference to both the SPX and the NDX. Although it has not remained unscathed by the
selling pressure in the equity markets it has managed to hold its late February lows (this now marks first support at 1,495) and remains in the
wide range bound price pattern that has been in place since November of last year. Although MACD has entered negative territory it has not
done so with the same velocity as its larger cap brethren. We now mark second support at the February 9th intra-day lows at 1,436 which is
4.6% away from yesterday’s close.
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VXO

The VXO index closed Wednesday at 23.79, a level that just meets our definition of a rapid but orderly decline by the SPX index. We typically
view a 25 reading as the boundary at which “panic” is registered, and it is interesting to note that during both Friday’s rapid late afternoon
collapse and Wednesday morning’s retest the VXO index briefly traded above this level. Put another way, investors have just about held their
nerves, but any breach of the much heralded support at the 200 day ma would probably see a rapid move higher by the VXO and a sharp move
lower by the equity index.

It is also worth noting that the VXO is currently a little higher than the VIX (22.87) suggesting that purchase of put protection rather than less
capital intensive VIX products was in control of pricing on Wednesday. Should the market find its footing and move higher 14 is still the level to
watch, and this level has only been breached once (on March 9th) since the corrective move developed in late January.
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Morgan Stanley Emerging Markets

On Friday the MXEF broke our first support marked by the March 5th lows. Over the first two days of this week the index pulled back above that
level but has succumbed in to a brief rally in the USD over the past two days and the index closed at 1,162.67 yesterday down 22.50 points at
the lows of the day. Although MACD has re-entered negative territory it has been meandering back and forth through neutral since late
February and is not signaling a significant acceleration in downside price momentum. We now mark first support at 1,140 and second at 1,100.
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10 Year Treasury Note

As we had expected, the yield curve flattening trade has re-exerted itself in recent sessions, pushing the 10 year yield back down to 2.78% at
Wednesday’s close, its lowest close since February 5th. This took the 2-10 year spread down to a new closing low at 49.4, meaning the curve is
flatter today than it was at the start of the year when the 10 year yield stood at 2.40%.

This flattening also underlines why it is hard for the 10 year yield to decline much further. The 2 year yield is anchored around 2.30% by fairly
clear FOMC guidance that allow for 4 rate hikes or more by the end of March 2019, and the 5 year yield at 2.60% by the assumption that of
where the FDTR will end up at the end of the hiking cycle. As such without a significant change in assumptions regarding the FOMC’s intentions
it is hard to see the 10 year yield push its way below 2.70%. Absent a genuine and disorderly crash in risk assets and/or a break in credit markets
(of the type that took place in 1998) it is unlikely that the FOMC would change its tune so early in the Powell era.
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US Dollar

The DXY has cobbled together a two day price bounce but we do not consider it technically significant. One only needs to consider the action in
MACD which hasn’t built any positive momentum over the past month as it meanders just below neutral territory. This has been in concert with
the sideways price action that has been in place since the start of the year. We continue to believe the three month consolidation pattern will
conclude with a resumption of the down trend. We maintain first resistance at 91 and second at 92.50.
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Gold

Gold’s price moves continue to be driven by the USD, with the metal gaining during periods of USD weakness and selling off during sessions like
Wednesday since the start of January, the metal has been unable to force its way through resistance around the $1360 level but has managed
to easily hold above support at $1300. The most positive thing we can say is that the AUD price of gold (which tends to even out moves in the
USD) has managed to make some progress over this period, reaching a 2 year high at A$1757 on Monday, before slipping back to $A1729 on
Wednesday. This suggests some positive momentum is building behind the metal, but not enough to free it yet from the gyrations of the
greenback.
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Crude Oil

After the breakout through the upper boundary of triangulating price pattern on Tuesday of last week, crude went on to challenge the intra-day
recovery highs at $66.66. Unable to push through that level in an immediate fashion prices have pulled back over the past three days. We are
not in the camp that is hastily ready to declare that a double top is in place. To us it is hardly a surprise that oil would retreat to the breakout
level before mounting another fresh attack at price resistance. MACD has pushed higher in positive territory and is not hinting at a serious
impending reversal in price. First resistance remains at 66.66. Our support levels remain unchanged at $60 and second at $58.
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Copper

Copper finally got pulled into the liquidation of risk assets this week, and traded below its 200 day ma (currently $6691) for the first time since
October 2016. Price support at $6500 held, limiting the losses to a manageable amount but it my now take a period of consolidation before
copper can resume its upward march. Below support at $6500 the metal would be targeting $6,000, where it stood in late July before powering
almost $1,000 higher in a six week period.
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