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US Equities 
 
In this section we will cover the United States Equities Market. We’ll start with the major Indexes and 
market breadth, then we’ll break it down to the individual sectors level, then the subsectors and ultimately 
the stocks that present the best risk vs reward opportunities.  
 
Later in this report, we’ll cover International Equities, Fixed Income, Commodities & Currencies. 
 
For now, I think these are 2 simple, yet important charts to watch: The S&P500 and Dow Jones Industrial 
Average. Both of them are above their 61.8% retracement levels of the entire February - March decline. 
For me, as long as that’s the case, these are uptrends and the path of least resistance is higher: 
 

 
 
 

 



 

Since stocks peaked in January of 2018, we’ve witnessed a huge disparity between returns from 
the major indexes. Take for example the Nasdaq, which is up 52% and compare it to Dow 
Transports which are lower by -16%. Even the Dow Industrial Average is still trapped beneath 
its highs from almost 2.5 years ago (-2%).  

The Small-Cap Russell 2000 is also down -11% over the same period. The bottom line is it’s 
important to know what you own, even if it’s an Index.  

We see no reason not to continue to lean on the strength in the Nasdaq and other Tech-heavy 
areas.  

We’ll discuss why below, but first let’s take a look under the hood and see what some of our 
breadth indicators are telling us about the health of the current rally. 

The Value Line Geometric Index continues to be a hot mess. This is supposed to represent the 
median US stocks’ performance, but I’d argue it hasn’t been the best indicator considering it 
peaked almost two years ago and has been diverging from the major averages as they’ve rallied 
aggressively in the time since. 

That probably has a lot to do with the Mega-cap leadership skewing the large-cap indexes. 



 

I’d give a lot more weight to the momentum breadth thrust below, which has given 7 of 8 
successful signals over the past 30-years, on a forward 12-month return basis.  

Read last week’s post, “What Weak Breadth” for more on this. 
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Here is the same chart, zoomed in to the past few quarters. The percentage of stocks that hit 
overbought last month was more than twice what the reading was when the market peaked in 
Q1. This tells us the current rally is being supported by much stronger internals than it was 
before prices crashed in February. 

 

There has been a lot of discussion about weak breadth and internals due to the lack of new 
52-week highs. We do NOT share that same sentiment. If the S&P 500 isn’t above its highs 
from Q1 yet, why should we expect more stocks to be at new 52-week highs?  

We think there is much better information in analyzing new short-term highs as this is more in 
sync with the performance from the index itself. 

 

The market is being supported by new short-term highs that are three times what they were 
when the S&P 500 peaked in February. The reading is also a good deal higher than it was when 
internals peaked back in January.  



Notice the divergence we had at the February highs? We’re simply not seeing that type of 
breadth deterioration currently. In fact, we’re seeing the opposite. A healthy expansion in 
participation, as measured by these short-term highs, has been confirming the new highs in the 
S&P since its March low.  

We’re seeing the same thing when we look at new 21-day or monthly highs. 

 

What if we go out a little further and look at new 63-day or quarterly highs? 

 

It’s the same story. Right now, the market is being supported by much stronger internals than it 
was back in Q1. This is illustrated by the percent of stocks making new highs hitting readings 
that are at least double what they were when these indicators peaked in January. 

 



We’re seeing similar confirmation when we look at new short-term highs in the Small and 
Mid-Cap space.  

 

Notice the similar confirmation we’re getting from these breadth indicators when run on the 
Russell 2000 and S&P 400. 

 

 

 

 

 

 



Now here is a look at breadth among the sector SPDR ETFs. 10 of 11 sectors made new 
short-term highs in June.  

 

 

This was the highest reading since January of 2019. This bullish breadth thrust helped kick off a 
fresh bull market last time. Could we be in for the same today? 

Let’s take a look at some of these sectors and indexes now. 

This is the Nasdaq along with Technology and Semiconductors. Consider this the holy trinity of 
US Equities right now. 

 

All-time highs across the board. Not a bad start. 



While most every sector pales in comparison to Tech, Communications, Discretionary, and 
Health Care have also remained quite strong and are all knocking on the door to fresh highs.  

 
Seeing these charts make sustained breakouts above their year-to-date highs would be a major 
development for bulls. Discretionary actually already achieved a slight new record closing high 
in June, and has been consolidating in a bullish continuation pattern ever since.  

Here is a closer look at Discretionary along with its relative strength vs the S&P 500. 

 

New all-time highs on a relative basis is a signal of healthy risk-appetite. But the real question is, 
will price resolve higher on an absolute basis as well?  

XLY closed at a fresh all-time high Friday. We like Discretionary above 133 with a 3-6 month 
target at 160.  

We think it’s only a matter of time before these sectors resolve to the upside. 



Growth has an overwhelming amount of overlap not only with Technology, but also the other 
three sectors discussed above. The fact that its chart looks quite similar - also at fresh all-time 
highs - just like Tech, should be no surprise, and is added evidence that we can expect to see 
the same from these other strong groups. 

 

With that said, the structural outperformance in Growth over Value is driven mainly by the 
pervasive strength from Tech and weakness from Financials as these sectors represent by far 
the largest weightings in each factor, respectively.  

 

In terms of the price action we’re seeing from these different categories of stocks, there is very 
little evidence to suggest that these relative trends will slow down any time soon. Both ratios just 
recently broke out of 20-year bases to fresh record highs. 

 



Semiconductors relative to the broader market is another way to visualize this theme.  

 

Despite breaking out of a very similar base as the two ratios above, this one still has plenty of 
room to move back to all-time highs. We think that’s where it eventually heads over the next 
several years.  

It’s also worth noting that outperformance from semis is a characteristic of risk-appetite and a 
healthy bull market. 

Technology relative to the S&P 500 looks very much the same. 

 

We’ll continue to look for long opportunities in the sector and its strongest sub-industry groups 
for as long as these relative trends remain intact. 



Let’s take it back to the Large-Cap Sector SPDRs and do a quick exercise before moving any 
further. I’m going to pose the simple question of whether we’d prefer to be buying or selling each 
of these charts right now. 

We’ve already discussed the four strongest sectors. Now let’s have a look at what’s going on in 
the middle of the pack. Here is Consumer Staples. 

 
Price is back above its key 2017-18 highs and 62% retracement of the recent drawdown near 
57. Following their initial reaction rally off the lows, Staples $XLP have been consolidating in a 
sideways continuation pattern since early April. We’d rather be buying than selling this one if 
we’re above 57. 

 
Next is Real Estate, with a similar-looking pattern. The bias is higher above 34. If we’re below 
that, price is likely to remain range bound. 

 



For Utilities let’s just keep it simple and zoom out about a decade since things are messy on 
shorter time frames.  
 

 
 
XLU has been stair-stepping consistently up and to the right since 2010. This is illustrated well 
by the upward sloping long-term moving average on the chart. We would never want to bet 
against something in as strong a primary uptrend as this. 

 
Although, when you zoom in, you’ll see price has been rangebound for the past three months. 
Things could get dicey below support. But the bottom line is this still isn’t something we’d be 
shorting. At least not yet. That could change fast if and when price violates its mid-May lows and 
38.2% retracement just below 55. For now though, Utilities are range bound between 55 and 61. 
 
 
 



Even Telecom stocks are back above multi-year support after a failed breakdown earlier in the 
year. This is a long-term look at the iShares Telecommunications ETF $IYZ. 

 

As for Materials, we’re seeing some strength beneath the surface in some of XLB’s strongest 
components. Air Products & Chemicals, Linde Plc, and Sherwin Williams comprise over 1/3rd of 
the indexes holdings. 
 
 

 

If these stocks are resolving to new all-time highs, Materials as a group aren’t going to be 
breaking down… the higher likelihood is that the index follows these leaders and retests its 
highs as well. 

 

 



Here is the chart of Large-Cap Materials $XLB. 

 
 
So far, we have four sectors in uptrends and another four that are range bound. No downtrends. 
But the conversation obviously isn’t complete without covering the three laggards. We’re 
watching these sectors as close as any right now. 
 

 
We like to look to the laggards for signs of an impending top, correction, or price peak as the 
weakest areas should be the first to break down or violate support, and lead markets lower. This 
is no different than how the strongest areas are most resilient and should lead at significant 
lows. 
 
We saw some important tests of this support this week. They’ve been flirting with those levels 
for quite some time.  
 
Energy remains the weakest among the laggards. Nothing new there.  



 
Although, before diving into the chart, let’s put things into context. Here is Crude Oil. 
 

 
 
If Energy stocks couldn’t rally much while Crude was trending higher over the past several 
months, what are they going to do now that WTI prices appear to be losing steam at a logical 
level of overhead supply? The answer: probably not go up. You can read more about this here. 
 
If we HAD TO be short a sector, it would be Energy. Here is XLE, which is breaking below 
support at its May lows near 36. 

 
 
Just because Energy is below our risk level, doesn’t mean the market is about to roll over here. 
We have to be careful not to give too much weight to this perennial underperformer.  
 
 

https://allstarcharts.com/crude-poses-risk-stocks/


Remember, Energy has not participated in much of the secular bull market over the past several 
years yet the broader market was just fine. Keep in mind Energy represents just 2.64% of the 
entire Russell3000 Index. Should we care if every energy stock goes to zero if America’s 
broadest index doesn’t? 
 
Within Energy, one of its main industry groups, Exploration & Production continues to lead 
markets to the downside as price violates short-term support. 

 
 
Lack of participation from Energy has pretty much been the case for years now. That speaks to 
a larger theme which is that the same areas that were lagging during the rally coming into the 
year are still lagging today. And the same can be said for the leaders. More about this later. 
 
Let’s look at Financials now. 
 
What Regional Banks do here should provide us excellent information as to the likely future 
outcome for Financials. Similar to the sector, price is at an inflection point. 
 
 
 
 
 
 
 
 
 
 
 
 
 



Is it going to be like this? 

 
 
Or this? 

 
 
If it’s the latter, a retest of the March lows could happen fast for Regional Banks and other weak 
groups that have experienced lackluster moves off the March lows. 
 
Fun fact, Wells Fargo already retested its March lows this week. The big banks (KBE) look 
equally as bad as their regional counterparts. This isn’t the case for all Financial industry groups 
though. Here is one of the stronger areas. 
 



 
 
We’re watching Broker-Dealers & Exchanges for a read on the health of Financials. We want to 
see $IAI hold above support at 58. Price is basically resting on this level now. 
 
If sellers can push the brokers below support, it’s likely happening in an environment where 
Financials as a group are breaking below our level as well. 
 

 
 
As you can see, price is right there. It’s make or break time for Financials. $XLF has been 
chopping around a confluence of support and resistance between 22.50 and 23.50 for several 
weeks now.  
 
Sellers had the chance to take control but have been unable to knock prices below support. 
Now lets see if buyers can dig in and push prices higher off this key level. Whichever way this 
range resolves will be a major development.  



 
I think a good tell will be how the relative chart resolves. I’ve been at this game a long time. I’ve 
seen the implications of whipsaws like these before. If Financials are going to go, this would be 
a perfectly logical place for that rotation to begin: 
 

 
 
23 in XLF is important. Those May lows on the Relative Chart above are my leading indicator. I 
think the upside potential here could be tremendous, but again, only valid if we’re above those 
respective levels. The bullish momentum divergences across the board are eye-catching as 
well. 
 
 
 
 
 
 
 
 
 
 
 
 
 



Look how the Regional Banks look relative, potentially setting up an epic whipsaw: 
 

 
 
 
Same thing with Broker Dealers & Exchanges: 
 

 
 
With momentum diverging positively in all 3 of these relative charts above, the path of least 
resistance is higher. 
 
 



Will Financials go the way of Energy or Industrials? Industrials are still above their risk level, as 
even some of the weakest stocks in the space continue to work their way higher. Here’s Boeing. 
 

 

Boeing was by far the hardest-hit of all Dow components during the Q1 selloff. Despite this, 
price has recovered constructively, trending higher and consolidating in a bullish continuation 
pattern. 

 
Here are Transports, which have been one of the weakest areas within Industrials. The bias 
here is still neutral as price is range bound.  

 
 
Notice the relative weakness though. 
 
 
 



Speaking of relative strength, Industrials are at an inflection point relative to the broader market.  

 

If this chart breaks higher, we’d definitely expect Industrials to remain above our risk level on an 
absolute basis as well. 
 
So what is the takeaway from the recent weakness in these lagging sectors? 
 
If these areas all make sustained moves below the levels of support on the charts, then we can 
start talking about a more defensive approach to stocks. We don’t need these areas to lead (and 
definitely don’t expect them to due to how ugly their relative trends are), but we do want to see 
them participate, just as they should in any real bull market rally. 
 
Based on the weight of the evidence, 10 of 11 sectors are still above or at support, so we’d lean 
towards Financials holding up here. Yet on the flip side of things, Financials are breaking to new 
all-time lows on a relative basis and XLF is flirting with our risk level, so we definitely need to be 
on high alert as things can and do change fast. 
 
We would feel much more confident about price holding support in absolute terms if we were to 
see price bounce off their former lows, or at least some mean reversion on a relative basis (see 
XLF/SPY, above). 
 
While risk is definitely elevated in an environment where Energy and Financials are flirting with 
our support levels, we also need to remember that the market has rallied just fine while these 
areas have underperformed in the past. In fact, in the case of energy, it didn’t participate at all in 
recent years, even while the broader market rallied aggressively. 
 
In other words, if the Nasdaq, Tech, and Semis are still above their former highs, it’s hard to be 
bearish on stocks as an asset class. 
 



Let’s move now to some of the strongest sub-industry and thematic groups of stocks, as this is 
where we will be looking for opportunities on the long side this quarter. 
 
The main theme for US Equities heading into Q3 is simple. Very little has changed in terms of 
leadership, so we want to continue to lean on the secular leaders and stay away from the 
laggards.  
 
The bubble chart below illustrates this concept well as it compares the maximum drawdowns for 
various industry groups against their performance since short-term highs peaked on June 5th. 
 

 
 
Tech has continued trending higher while lagging areas such as banks and energy are lower by 
as much as -20% or more. The groups that suffered the smallest drawdowns at their March lows 
are on the left side of the chart. It’s no surprise to see them outperforming once again.  
 
Seeing these strong areas reassert themselves as leaders is a healthy sign. These same areas 
were leading coming into the year, they led off the March lows, and are leading again today. 
 
We can visualize this in a million different ways. Here is one of them. 
 



 
 
This is our custom index of Covid-19 stocks that have performed well pretty much all year. 
Notice it is breaking to fresh absolute as well as relative highs. 
 
Same story with our vaccine index, shown below. 

 

 

For now, we believe the best plan of action is to simply stay the course from a strategy 
perspective as we have not seen any real change in leadership or relative trends. 

Here are some examples of the strongest industry groups today. Notice how they are the same 
ones from a year ago. It’s all about Tech. 

Whether it’s Cloud, Internet, Social Media, Semiconductors, Software, etc, if it has something to 
do with Tech, there’s a good chance it’s showing leadership.  

Here is Internet making new highs on an absolute and relative basis. 



 

Same is true for Cloud Computing $SKYY 

 

Here’s Social Media, which has been on absolute fire in recent months… 



 

 

 

Another thing we are watching closely right now, is that many of the strongest subsectors which 
were first to reclaim their highs are running into logical areas of overhead supply at our 
Fibonacci extension levels. This would be a natural place to see some rotation as the likelihood 
increases that the leaders will need some time to correct through either time or price soon.  

This kind of price action could become a concern if we enter an environment where the 
underperformers keep breaking down instead of digging in at support and picking up the leaders 
slack. This is why we need to be watching sectors like Financials and Industrials so closely. 

 

 

 



Cybersecurity is an area within Tech we like a lot right now. 

 

This is $HACK, breaking out of a multi-year base to fresh all-time highs on both absolute and 
relative terms. This gives us a clear level to define our risk at the prior highs, allowing for a clean 
setup and asymmetric risk/reward. We like it above 45 with a 1-3 month target at 55. 

The same theme applies even outside of the traditional classification of Technology stocks. For 
example, areas like Biotech, Medical Devices, Mobile Payments, and Online Retail - while not 
technically Tech stocks according to the S&P - are what we like to consider “Tech but not Tech.” 

The classification is not what’s important. What is important, is that they continue to show 
leadership. Here is Biotech, which is an area we continue to like a lot. 

 

 

 



Next is Medical Devices.  

 

If HealthCare is going to make new highs, this chart is likely doing the same. We think IHI could 
soon breakout and reassume its old leadership position. 

Here is one of our favorite thematic ETFs. If you pay attention to what kind of stocks have been 
going public these days, you know this is basically just another Tech chart.  

 

New all-time highs for the Renaissance IPO ETF, but similar to Internet and Social Media 
above, it is running into a logical level of overhead supply.  

We will get some good information in the coming weeks from how some of these groups react to 
their current levels. 

A lot of this action reminds me of what we were seeing before the market peaked in Q1 as many 
of the leaders had achieved our price objectives and looked ready to at least digest some gains 



then as well. This doesn’t mean stocks are going to crash again, but it is definitely something to 
be aware of.  

As we pointed out in our conversation on breadth, there are a lot more positives today than 
existed back then. Prices can blow right through these levels. That’s always a possibility too. We 
simply have to wait and see. 

Online Retail has been an absolute monster off the March lows. 

 

 
 
Check out that relative strength from IBUY. We like this area and recommended plenty of stocks 
in the space last quarter, but with price just a few points away from our objective, the risk/reward 
is no longer what it was. The same is true for many of its holdings as well, as they’ve already 
experienced some huge moves recently.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Here is Solar Energy, pressing on fresh highs on both absolute and relative terms. 
 

 
 
We want to be buying strength in TAN on a breakout above 42 with a 1-3 month target just 
above 54. I know it has “Energy” in its name, but don’t be concerned - these are really 
semiconductor stocks.  
Chinese Internet is another space we’ve liked a lot over the past few months.  
 

 
As long as price is above 68 in KWEB we want to bet on further upside towards 88 over the next 
quarter and will be looking for more opportunities to express our bullish thesis through its 
various holdings. 
 
 

 



Here is one of them.  

 

Alibaba is the Amazon of China, which makes sense considering the two charts look a lot alike. 
Not many better compliments than that.  

We’re seeing broad-based strength out of not just China as the Shanghai Composite has been 
on fire the past two weeks, but really all of Asia. We covered the Shanghai and Taiwan Indexes 
above.  

Now let’s take a look at the Nikkei 225 to see what’s going on over in Japan. 

 

Japan has gone nowhere for three decades now. The way I learned it is there’s no such thing as 
a triple top, and now with price back above former highs near 21,000, they look poised to give 
another go at their recent highs near 24,000. This would be the fourth time buyers test this level 
in several years. 



If price can finally make a sustained breakout above this level, we’ll be looking at the beginning 
of a new secular bull market. This would be an incredibly bullish development for Global 
Equities as a whole considering Japan’s large weighting in diversified world indexes as well as 
their importance to the global economy.  

We’d expect this trend to last for multiple years and have plenty of legs, eventually heading back 
to former all-time highs. This is one of the most important charts we’re watching right now. If 
prices resolve higher from this massive base, it’s likely to occur in an environment where stocks 
around the world are also trending well. 

 

Here is a look at the S&P Global 100, which is a diversified index of stocks in developed 
countries around the world. Price is in striking distance of new all-time highs. 

Many of the weakest international equity markets and regions in the world are also holding up 
well. While not at new highs like some other areas, laggards like Latin America and Frontier 
Markets have been able to reclaim long-term support levels. 



 

 

No different from the weakest sectors in US markets, seeing these areas back above their key 
former lows can only be viewed as a positive. If and when that changes, we’ll re-evaluate things, 
but right now we continue to see steady breadth improvement from global equities. 

So we have some recent strength from China’s Shanghai Composite, a potential 30-year base 
breakout in Japan’s Nikkei 225, and broad-based strength from even the weakest regions 
around the world.  

Considering China and Japan are the two largest economies and carry the heaviest weightings 
ex-US within global equity indexes, we could very well be reaching an inflection point in this 
relative trend of US outperformance.  



 
This chart shows the decade-long outperformance by the S&P 500 relative to the Vanguard 
World Ex-US ETF. Hard to find a steadier structural uptrend. With that said, momentum is at its 
lowest level in a year and a half with a bearish divergence that could confirm any day now on a 
move below former highs at 6.32 (red line). At the same time, the two largest countries 
represented in the Ex-US ETF are China and Japan at a combined ~30%, both of which are 
exhibiting some technical tailwinds (see above).  

Bottom line is we’ll be watching this ratio during Q3 along with the regions/countries that drive it 
for further signals of a potential reversal. If and when it happens, there should be plenty of time 
to profit from it. Long-term trends like this don’t reverse overnight. Bottoming is a process, not 
an event. 

To close this out, we’ll leave you with two names that we like right now. They both just so 
happen to fit the bill as “stay at home” stocks, which is a theme that has served us very well so 
far this year. These stocks are both from areas that we like a lot right now as one is a recent 
IPO and the other a Chinese consumer/tech stock. 

First we have Chewy $CHWY, which is an e-commerce company focused on pet supplies and 
medications. Chewy is a relatively new stock as it just came public about a year ago. 



 

We want to own this as long as price is above 47 with a 1-3 month target at 62. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Next is New Oriental $EDU, which is a Chinese company that provides online education 
services.  

 

We want to be long against the prior highs and 161.8% extension near 142 with a 1-3 month 
target at 198. 

Notice how both of these names are not just breaking out on absolute terms, but also relative to 
the broader market. It pays to be in the leaders. 

 

Summary: 

Not much has changed in terms of our gameplan coming into the year. 

The same leaders we’ve been betting on since last year are again leading, and back at all-time 
highs. Meanwhile, the laggards coming into this year suffered the most damage during the 
selloff, and are still the same areas we want to stay away from, or even short if the overall 
environment changes to one that warrants a more defensive posture.  

For now, what we’ve been doing has been working and we see little to no signs of that 
changing, so we’re going to continue to express our bullish thesis through the strongest areas 
while focusing on the weak for early signs of caution that the rally may be running out of steam. 

 

Here are some key themes: 

At the index level, the Nasdaq remains leadership while small-caps and cyclicals continue to 
lag. 

Internals are healthy as the S&P 500 experienced its largest momentum breadth thrust since 
1991 and short-term new highs continue to confirm the recent rally. 



At the sector level, leadership is still in Tech. Health Care, Communications, and Discretionary 
are likely to follow to new highs. 

Relative trends such as Growth over Value and Large over Small remain intact. Same for US 
over World, but seeds have been planted for a potential reversal. 

10 of 11 sectors are above our risk levels. Energy is just beneath it and remains the biggest 
laggard. 

Financials have been defending support for multiple weeks. If XLF is above 23, the bias is 
higher. Below that, and risk is heightened for US stocks. 

We have not seen a change in leadership. The same strong stocks and industry groups that 
were leading coming into the year are still the leaders today. 

The “stay-at-home” economy trades continue to outperform while the hardest-hit areas during 
Q1 continue to lag. 

 

Here are some trades to express these themes: 

Bullish Consumer Discretionary $XLY if above 133 & target 160 

Bullish Cyber Security $HACK if above 45 & target 55 

Bullish Solar Energy $TAN if above 42 & target 54 

Bullish Chinese Internet $KWEB if above 68 & target 88 

Bullish Chewy $CHWY if above 47 & target 62 

Bullish New Oriental $EDU if above 142 & target 198 

 
 

 
 
 
 
 
 



International & FICC 
 
In the section below we'll discuss the major themes in the Fixed Income, Commodity, Currency, 
and International Equity space. Rather than break them down into sections, we're going to break 
it down by theme/discussion and match the charts up where they best fit.  
 
Discussion #1 - Rates & Inflation Expectations: 
 
There are 2 primary pieces of information we want from the Bond market: Inflation/Growth 
Expectations and Risk Appetite. We'll break this discussion down into those two parts. 
 
Inflation/Growth Expectations 
 
First, let's start with Rates on an absolute basis. Here's the US Five-Year Yield we've been 
watching for a long time. We made new all-time weekly closing lows for the last two weeks and 
remain stuck below long-term support/resistance near 0.55. If prices are below that, then the 
bias in Rates remains sideways to down. 
 

 
 
On an ETF basis, the 20+ Year Treasury ETF (TLT) remains above its risk management level of 
160, although the action remains choppy. With that being said, the 200-day moving average is 
rising and momentum has been in a bullish range since early 2019...so from any sort of 
intermediate to long-term perspective, the bias in Bond prices remains higher across the curve. 



 
 
If Rates are falling/flat, that means growth and inflation expectations are also falling/flat. 
 
We're also getting the same message from the ratio of short-term Treasuries relative to 
long-term Treasuries. Despite a bullish momentum divergence, this SHY/TLT ratio remains in a 
clear downtrend and is stuck below former support near 0.60. As long as prices are below that 
level, then short-duration Treasuries are set to underperform their longer-term counterparts.  
 
This tells us inflation expectations continue to fall. If you're a market participant and you expect 
Interest Rates to continue to fall, how are you taking advantage of that? By owning long-duration 
Treasuries (or Zero-Coupon Bonds if you're better on pure price appreciation).  

 
And it's not just a US phenomenon. Rates around the world, across Developed and Emerging 
Markets, remain depressed. It's unlikely that Rates in the US would decouple from these and 
begin to work higher while money continues to flow into Bonds globally. Here are just a few of 



the 10-Year Yields from various Developed countries around the world. Not much progress 
since the March lows... 
 

 
From an Equity market perspective, let's look at some of the key ratios we track and see what 
they're saying about Interest Rate expectations going forward. 
 
First is Regional Banks/REITs (KRE/IYR). This ratio confirmed a failed breakdown earlier in the 
year but is now back towards those lows. A break of support would signal that Equity market 
investors are positioning themselves for a lower Interest Rate environment by buying the sectors 
like REITs which benefit from lower rates and selling Regional Banks, which suffer. 
 

 
 
The same can be said for Financials relative to the broader market, which are threatening to 
break below their 2009 lows. Hard to have a bull market in stocks with Financials crashing on a 
relative basis. They don't have to lead, but they at least have to participate. 
 



 
 
Next on our list is the Copper/Gold ratio. The same positive correlation between this and 
inflation/growth expectation exists, so a break of this long-term support level would signal 
Commodity market participants positioning themselves for lower Interest Rates. 

 
 
And then finally we're looking at Treasury Inflation-Protected Securities relative to similar 
duration Treasuries. If inflation-expectations were rising, we'd see the products that hedge 
against inflation being bought aggressively. We're not seeing that yet. Much like the ratios 
discussed above, prices have managed to hold above long-term support for the last few months, 
which is positive, but the long-term trend remains lower for now. 
 



 
 
TIPs are attempting a breakout on an absolute basis, which would likely get its relative 
performance going as well. The level is 123.50. If TIP is above that, then the bias is higher. 

 
 
The other reason we want to look at the Bond market is to identify the Risk Appetite of market 
participants. The Bond market is supposedly smarter than the Equity market, so if there are 
problems, the Bond market is likely the first to sniff it out. 
 
Below we're looking at the ratio of High-Yield Bonds relative to similar duration Treasuries. Much 
like Copper/Gold and the other ratios we just discussed, prices bounced off of long-term support 
in March and are now pulling back. If there's true risk appetite in the Bond market, we'll continue 
to see High-Yield and other riskier forms of credit outperforming "safe haven" Treasuries. 
 



 
 
Looking at US High-Yield Corporate Bond Options-Adjusted Spreads, we see a similar picture. 
All but one of them exceeded their 2016 highs in March, but have slowly pulled back and are 
now finding support at their 2018 highs. These spreads breaking to new lows and getting back 
below their 2018 highs would signal a continued improvement in risk appetite and be a positive 
for equities and other risk assets in general. 
 

 
If risk appetite does continue to improve in the Bond market, the Investment Grade Corporate 
Bonds are likely to continue doing well too. If prices are above 132.80, the bias is higher 
towards 146.20 over the longer-term. 
 



 
 
To conclude this section: Inflation/Growth expectations remain tepid from a longer-term 
perspective. As we discussed in this post in early June, a lot of the short-term improvements we 
saw in the charts above are being tested again today. Breaks of the levels outlined above will 
likely correspond with new lows in Rates. If/when that happens, we want to be buying the long 
end of the curve and "safe haven" Treasuries, as opposed to riskier forms of credit. 
 
From a risk appetite perspective, the slight outperformance from riskier forms of credit and 
ability for High-Yield Credit Spreads to continue tightening is worth noting...but all of that could 
unwind very quickly if we do see a breakout in Treasuries once again.  
 
Signals remain mixed at best in the short-term, but the weight of the evidence still remains in 
favor of Bond bulls (lower Rates) over the intermediate/long-term. 
 
Discussion #2 - Commodity Update 
 
So inflation expectations are weak, and that's not very surprising given Commodities as an 
asset class remain in a long-term downtrend on an absolute and relative basis. With that being 
said, we could be at a major inflection point as we are for Inflation...but it's too early to tell. 
 
Here's the Equally-Weighted CRB Commodity Continuous Index testing its 2008 lows near 320 
successfully and beginning to work higher. Great progress so far, but from a structural 
perspective, its series of lower highs and lower lows continues. We'd really need to see prices 
above 445 to confirm a long-term trend reversal from down to up...which is about another 20% 
higher than current prices.  
 

https://allstarcharts.com/about-that-reflation-trade/


 
 
We see a similar, but weaker perspective form the Thomson Reuters CRB Index which holds 
the same components but in a different weighting. It has a much larger weighting towards 
Energy and Agriculture Commodities, hence the weaker performance. With that said, even this 
chart held long-term support near 116.50 and is trying to work higher. It's a start. 
 

 
 
Now that we know Commodities as a group have a lot of work to do structurally, let's look at a 
few mean reversion opportunities that exist before we talk about the real story...Precious Metals. 
 
Here's Natural Gas continuing to hold above 1.60 as momentum diverges positively. From a 
structural perspective, 1.60 is the level and we think erring on the long side makes sense. If 
prices can continue to dig in here and work higher, we could easily see prices back up towards 
4 over the next 6-12 months. 
 

https://www.refinitiv.com/content/dam/marketing/en_us/documents/methodology/cc-crb-index-methodology.pdf


 
 
Another interesting chart is Live Cattle, which is putting in its own failed breakdown and bullish 
divergence in the near-term. If prices are above 94, then the bias is higher towards the top of its 
multi-year range at 130. (h/t to our intern Louis for pointing this one out. Kid's got an eye.) 
 

 
 
Orange Juice Futures remain in focus as well. Prices have worked off their bearish divergence 
over time and are attempting another breakout above resistance at 128. A weekly close above 
that level would likely signal the beginning of its next leg higher and target 215 over the next few 
quarters/years. 



 
 
The last thing to note in the Commodity space to note is the strength in Lumber. I know most of 
you reading this aren't trading Lumber Futures or an ETF that tracks them, so instead we're 
looking at this chart as another risk appetite barometer. If the world is ending and global growth 
is collapsing, then Lumber likely isn't doing well. But it is. So that certainly diverges from the 
picture we're getting from Interest Rates regarding growth/inflation. More importantly, though, 
the correlation between Homebuilding stocks and Lumber if strong, so strength here would be a 
tailwind for a very important sector of the Equity market. (h/t Strazza for this one). 
 

 
 
Now let's move into the real story, Precious Metals. We wrote about this in late June and said 
we were keeping it simple...and that approach continues to work, so I'd suggest reading that 
post in full if you haven't already. 
 
Let's review things from a structural perspective. 

https://allstarcharts.com/keeping-simple-precious-metals/
https://allstarcharts.com/keeping-simple-precious-metals/


 
If Gold is above 1,560, the bias is higher towards its former all-time highs of 1,920. As of today, 
we're about 100 points from that target...at which point we'll reevaluate and figure out our next 
upside objective. 

 
And here's Gold across a variety of currencies.  

 

Silver has been a laggard but is now starting to break above resistance at 19. This would 
confirm a breakout from a 6-year base and suggest the start of a new uptrend, just like we saw 
in Gold during the summer of 2019 (and we see what it has done since). More importantly, if 
Silver is breaking out, that'd likely provide a strong tailwind for the entire Precious Metals space. 
You can't have bull markets in metals without SIlver...so this breakout is a big deal. 
 



 
 
The bias in Platinum remains higher towards 1,050 as long as prices are above 750. 
 

 
 
 
Palladium is at risk of losing its position as a leader in the space but hasn't broken down yet. We 
wrote about it in early June, but it hasn't managed to make any upward progress despite 
strength in the rest of the space. With that said, its Bollinger Bands are extremely tight, showing 
prices are setting up for a strong move in one direction or another. If that happens to be down, 
then we need to question our thesis and focus on the other metals. For now, though, it's 
innocent until proven guilty. 
 

https://allstarcharts.com/time-palladium-reaffirm-leadership/
https://allstarcharts.com/time-palladium-reaffirm-leadership/


 
 
If there is one chart you need your eye on right now, it's Silver. If prices break above 19, 
we'd expect some serious acceleration in the trend of Precious Metals as a group. 
 

 
 
From an intermarket perspective, this chart of S&P 500/Gold and S&P 500/Treasuries is one of 
the most important charts out there. We want to own asset classes that are trending higher on 
an absolute AND relative basis, so how this resolves will be big for the second half of the year. 
 



 
Base Metals have been improving, especially Copper, but we'll save that for the International 
Equities space as they're particularly important to the performance of Emerging Market Equities. 
 
To conclude: Commodities still have a lot of work to do from a structural standpoint. Our focus 
remains on the Precious Metals space that is trending well and delivering strong returns, while 
also taking mean reversion type trades in rangebound markets like Natural Gas and Live Cattle. 
 
Discussion #3 - US Dollar Topping? 
 
The next discussion we need to have is about the US Dollar, which is on the verge of confirming 
a major top. In late May we took a simple, very long-term approach towards analyzing the Dollar 
and saw that it was still in a clear uptrend relative to the majority of the currencies we track it 
against. The problem is, since then its strength has deteriorated significantly.  
 
Here's the Euro, which makes up 60% of the US Dollar Index. It has held long-term support near 
1.05 with momentum in a bullish regime for years and is now beginning to work its way higher 
despite massive short positions from commercial hedgers. That remains a headwind, but as 
we've seen in other markets, hedgers have deep pockets and can often take a lot of pain before 
they're ultimately proven right. So for now, we're erring on the side of price, and long-term if 
prices are above 1.05 it's hard to be too bearish the Euro. 
 

https://allstarcharts.com/keeping-simple-currency-land/


 
 
Here's a daily chart showing the significance of a breakout above 1.1450, which represents 
former support/resistance and the 38.2% Fibonacci Retracement of its 2018-2020 decline. 
Above that, and it looks like EUR/USD could be headed to 1.25 once again.  

 
 
Then on the Emerging Markets front, we're also seeing weakness in the US Dollar. A month ago 
we outlined the Emerging Market Currency ETF at resistance, but after some initial weakness, 
prices are gaining momentum again and look to be attempting a breakout. Strength in this 
basket of EM currencies signals weakness from the US Dollar. A breakout above 17.75 would 
be huge and likely occurs in the same type of environment where EUR/USD is above 1.1450. 
 

https://allstarcharts.com/top-10-charts/
https://allstarcharts.com/top-10-charts/


 
 
The reason this seems like a higher probability outcome today than a month ago is because of 
the reaction we're seeing in these currency pairs (or lack thereof!).  
 
Here's the US Dollar/South African Rand pair retesting a major breakout near 16.50...and not 
continuing to the upside. If there was meaningful strength in the US Dollar we'd have seen this 
pair explode higher on a retest of the breakout level...not meander around it for weeks. And 
we're seeing the same across other currencies in this basket. 
 

 
 
And then on the strength front, we have currencies like the Filipino Piso, which barely budged 
during the Emerging Market Currency selloff and is now pressing to new highs relative to the US 
Dollar. A break of 49 in the US Dollar/Filipino Piso ratio would be a big breakdown and suggest 
20% downside is ahead in the quarters/years ahead. 
 



 
 
And finally here's the US Dollar Index. Prices are testing this 96.00 level for the fourth time in 
about 1.5-years after failing to exceed the its 2016/2017 highs earlier in the year. If we get a 
weekly close below 96 (and a breakout above 1.1450 in the Euro/USD pair), then we can stick a 
fork in the US Dollar and look for downside towards 89 in the coming months/quarters. 
 

 
 
To conclude: The US Dollar is at a clear inflection point here and its next direction will have 
major implications for International Equities (specifically Emerging Markets - See Discussion #4) 
and Commodities (specifically Precious Metals - See Discussion #2). Just as 19 is the key level 
in Silver, 96 in the Dollar Index and 1.145 in EUR/USD are the equivalents for this section. 
 
Discussion #4 - International Equities Set To Outperform (Asia, EEM, Base Metals, etc.) 
 



The last topic we want to look at is International Equities and the potential for Emerging Markets 
to outperform in the coming months/quarters. 
 
First, we need to discuss the construction of the most popular indexes that track Emerging 
Market stocks, like EEM. In terms of geography, 41% of the fund is China, 12% is Taiwan, and 
11% is South Korea...which combined is nearly 65% of the index. So we're going to focus on 
those three countries as we outline this thesis. 
 
First, let's start with the Shanghai Composite, which appears to be starting another one of its 
"boom-bust" cycles. Base breakouts like the one we saw this week have led to massive rallies in 
the index over the last two decades, so our bet is this one is no different. As long as prices are 
above 3,000, then the bias is higher with an initial target at the 2015 highs near 5,200. 
 

 
 
Here's a shorter-term view showing that breakout. If you want to be aggressive with your stops 
then 3,300 is the level, but if you want to give it room to work then as long as prices are above 
3,000 we think weakness can be bought in this market. 
 



 
 
Hong Kong is up next. Prices break below long-term support during the February-March selloff, 
stabilized, and are now breaking back above former support at 24,500. If prices are above that 
level, then the bias is higher and this failed breakdown could act as the catalyst for a move back 
towards its all-time highs near 32,000-33,500. 
 

 
 
Next up is Taiwan, which is testing all-time highs. The level here is 12,500. If prices break above 
that level, it'd be a major structural breakout that signals a lot more upside ahead. And given the 
composition of this index, a breakout would likely correspond with continued strength in US 
Semiconductors and Technology as a sector. 
 



 
 
South Korea is stuck former support/resistance near 295. Prices moving above that level would 
be a major structural breakout and target its all-time highs near 340. 
 

 
 
Now that we know where these markets stand on an absolute basis, let's look at them relative to 
the S&P 500 using their respective US-based ETFs. 
 
Here's Chinese A-Shares ETF ASHR, which tracks holdings of the Shanghai Composite, 
carving out a multi-year base and trying to resolve to the upside.  
 



 
 
Here's Hong Kong, which is a laggard, but has been trying to stabilize near all-time lows as 
momentum diverges. A break above former support at 0.075 would help inspire confidence in 
this being a longer-term inflection point as opposed to a short-term pop within its downtrend. 
 

 
 
Here's Taiwan carving out a multi-year base as well as momentum diverges, very similar to the 
action we're seeing in ASHR. 
 



 
 
And then finally we have South Korea, which recently undercut long-term support and quickly 
reversed...confirming a failed breakdown and bullish momentum divergence. As long as prices 
are above their year-to-date lows, this thesis remains intact and the bias is sideways to higher. 
 

 
 
And that brings us to the chart of Emerging Markets relative to the S&P 500, which undercut its 
post-ipo lows and quickly reversed as momentum diverged positively. A major inflection point?  
 
Potentially, but it's also important to consider the factors that would have to be working for a 
mutli-year period of outperformance to exist here. We would need a sustained bull market in the 
Shanghai Composite (not a boom & bust cycle like the past two), a weak US Dollar, and 
continued strength in Base Metals and Commodities. The recent progress is a start, but it's still 
got a lot of work to do. With that said, from a short/intermediate-term perspective if we're above 
the year-to-date lows then we'd rather be long this ratio than short. 



 

 
 
And here's Emerging Markets on an absolute basis. We're right smack in the middle of its 
longer-term 35.50 - 51.00 range. If the factors discussed above continue to work, then we'd 
expect an eventual retest of those highs near 51...but not an immediate structural breakout. 
Let's get to 51 first before and then we'll cross that bridge when we get there. 
 

 
 
The last major factor we want to consider is Base Metals. Copper has been the clear standout, 
but when we look at an equally-weighted basket of the six major Base Metals, we see a much 
worse picture. Prices are still stuck below their breakdown level, so this retest is going to be very 
important information for us. Below the chart, you can see this index's rolling 63-day correlation 
with Emerging Market Stock ETF (EEM), which shows a strong positive relationship between 
them. In addition to the factors discussed above, Base Metals are a big deal for EEM. 
 



 
 
To conclude: In the short-term, it appears that the strength in the Emerging Market Index's 
largest components is a major tailwind for prices on both an absolute and relative basis. With 
that being said, we'd expect its trend of relative underperformance vs the US to take many many 
quarters and potentially years to reverse completely and begin to trend higher. 
 
Remember, these trends are driven by massive asset allocation shifts by investors all over the 
world...they cannot happen overnight. So it's important to know your timeframe here. If you're 
playing for the next quarter or second half of 2020, then Emerging Markets look like a good 
place to be, but if you're looking out years and years, the jury is still out on US Stock's 
outperformance relative to the rest of the world. 
 
To repeat what I stated in the above paragraph, we'd need to see the following factors in order 
for a long-term trend of outperformance from Emerging Markets stocks to develop.  
 

1. A sustained bull market in China's indexes and Asian markets like Taiwan & South Korea 
2. Weakness in the US Dollar 
3. Strength in Commodities, particularly Base Metals 

 
 
As you can see, a lot of these themes tie together very closely from an intermarket 
perspective...so whether you care about that particular topic or trade on its own, I'd 
encourage you to read the entire thing as each has important context about the current 
market environment.  
 
And if you were looking for the TLDR version of these four sections, here it is:  
 

1. Inflation/growth expectations remain weak 
2. Precious Metals remain the key trend we're taking advantage of in Commodities  



3. The weight of the evidence is shifting towards a major top in the US Dollar 
4. Emerging Markets may outperform in the near-term because of several factors 

 
Here are the trades we're using to take advantage of these themes. 
 

● Bullish 20+ Year Treasuries $TLT if above 160 & target 188 
● Bullish Treasury Inflation-Protected Securities $TIP if above 123.50 & target 133.50 
● Bullish Investment Grade Corporate Bonds $LQD if above 132.80 & target 146.20 
● Bullish Natural Gas Futures $NG_F if above 1.60 & target 3.75 
● Bullish Live Cattle $LC_F if above 94 & target 130 
● Bullish Orange Juice Futures $OJ_F if above 128 & target 215 
● Bullish Gold $GC_F if above 1,680 & target 1,920 
● Bullish Silver $SI_F if above 19 & target 26.25 
● Bullish Platinum $PL_F if above 750 & target 1,050 
● Bullish Palladium $PA_F if above 1,740 & target 2,325 OR bullish Palladium if above 

2,235 & target 3,475 
● Bullish Euro/USD $EURUSD if above 1.145 & target 1.25 
● Bullish Emerging Market Currencies $CEW if above 17.75 & target 18.80 
● Bearish US Dollar Index $DXY if below 96.00 & target 89 
● Bullish Shanghai Composite $SSEC if above 3,00 & target 5,200 
● Bullish Hang Seng Index $HSI if above 24,500 & target 32,000 
● Bullish Taiwan Stock Exchange Weighted Index $Y9999 if above 12,500 & target 18,700 
● Bullish Kospi 200 $KSI if above 295 & target 340 
● Bullish Emerging Markets vs S&P 500 ratio $EEM/$SPY if above 0.123 & target 0.185 
● Bullish Emerging Markets $EEM if above 35.50 & target 51.00 

 
If you want levels for any other charts mentioned above (like the ETF ratios), feel free to email 
us info@allstarcharts.com 
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