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Hedging Extremes Highlight Fear

The two graphs below tell us the market was petrified on Monday and willing to pay exorbitant
prices for hedging protection. Unlike prior downdrafts, fear wasn't just expressed in sentiment and
words but also by remarkable heading action. As we share below, the hedging activity was nearly
off the charts.

The graph on the left, courtesy of ARK Invest, shows the VIX index intraday highs. The VIX
measures implied volatility. Typically, the VIX is low in bull markets and tends to increase in
drawdowns and bear markets as investors bid up the price of options for hedging. The VIX eclipsed
40 on Monday. Investors were paying dear prices for hedging options. For context, Monday's high
was only surpassed in the last 40 years by Black Monday (1987), the financial crisis (2008/2009),
and the early days of the pandemic panic.

The right graph, courtesy of @macrocharts, adds to the VIX graph. The call-put skew on the S&P
500 dropped to a level only seen twice since 2006. The call-put skew measures the difference
between the implied volatility of calls and puts that are equally out of the money. The sharp decline
in the gauge was due to a strong bid for puts.

The two graphs showing the sharp jump in hedging activity tell us investors are uneasy with the
current climate. It is a temporary sign of market instability. It may fade quickly or precede a period
of volatile conditions. Given the elections, a slowing economy, Middle East tensions, and the Fed
moving to a dovish stance, such concern is warranted. However, the sharp surge in the VIX and
call-put skew are more symptomatic of a short-term technical event. Therefore, it's highly likely that
Monday's decline was about the yen carry trade, not more significant macro fears.

Yo 0 Im‘«m,-\*- 1&‘“’“9’-”"1;' A e W
A AN

| J
| | | » whetn | e
Eran = Omicren
1 Flasn  Coetiem - L3 Funds
Crash Blowus

|
AT Ll T o g7y sewes
v’ '\hJu\'..‘.-.\J \ T iy T FE covm o it .‘Z:.Lg;:';;:

|
r-‘l‘\‘lll. \ "Mlll" *\«'. .
A

EMacroCharts

What To Watch Today

Earnings


https://realinvestment.wpenginepowered.com/wp-content/uploads/2024/08/volatility-options-charts.png

Fiscal Quarter  Consensus EP5* Last Year's Last Year's
Time Symbol Company Name Market Cap » Endi F i #0OfEsts B Date e
o HVO Newo Mordisk A/S $558,860,612,564 Jun/2024 $0.74 5 8/10/2023 $063
o DS mln ey Compeny $163.289,963 838 Jun/2024 .20 B B8/08/2023 $1.03
&) MEK McKesson Corporstion.  $81040,268315  Jun/2024 §716 7 8/02/2023 $727
&) EQIX Equinlx, Inc. £76,555,710,331  Jun/2024 £788 7 B/02/2023 $8.04
o cvs CVS Health Corporation  $74,468724600  Jun/2024 $174 1 8/02/2023 $2.21
& SHOP Shapity Inc. £70143079,817  Jun/2024 son 16 8/02/2023 (s0.08)
@ EMR Emerson Electric Company $62,479,041000 Jun/2024 §1.42 & 8/02/2023 $129
) MNST c""'“"'“". - $53763,593847 Jun/2024 $0.45 0 8/03/2023 3039
e ET Energy Transfer LP. £53751871922  Jun/2024 $0386 5 8/02/2023 $0.25
o HLT o Worlawace Holdings  §51,240,438.817  Juni2024 $185 7 7/26/2023 $163
) oxy Occidental Petroleum  geyy35 341372 Jun/2024 s077 8 8/02/2023 s088
&) MFC Manuiife Financial Corp $44,426020791  Jun/2024 50.64 4 8/09/2023 $062
Coca-Cola Europacific

‘ CCEP Piitrvas plc $34 555580225 Jun/2024 a MiA H/A
o ROK Rockwel Automation, inc.  $28,896,385020  Jun/2024 s2m 7 8/01/2023 $3m
)] WeM m“m Procious Metals o g1140636  Junizoze $0.30 12 8Mo/2023 $0.31
™ GPN Global Payments Inc. $24,406.983963 Jun/2024 £276 1 a/o1/2023 $2.48
Y HUBS HubSpat, Inc. $2373IM207  Jun/2024 (50.40) 9 8/02/2023 ($117)
Y NTR Mutrian Ltd. §23702594557 Jun/2024 s210 & 8/02/2023 $253
o ZBH :_:"“r“'” etHodings, o0 704186003 Juniz024 $108 13 B/01/2023 $182
e APP Applovin Corporation $22600819,264 Jun/2024 50.74 & 8/08/2023 $0.22
&) WED Warner Bros. DISCOVErY. 420264081801 Jun/z024 (508 [ 8/03/2023 15051
) ATO Atmos Energy Corporation $18,512,508509  Jun/2024 $1.05 2 8/02/2023 $0.94
&) cPY Corpay, Inc. £19,316812,289  Jun/2024 £4.20 5 8/08/2023 $385
3 TPL [nes FacicLang $17.996150.316  Jun/2024 $5.38 1 8/02/2023 $435
@ BGNE BeiGene, Lid. $17070,397197 Junf2024 i£2.10) 5 B/02{2023 1$3.64)
o BAM ma“’“"m “’"““:‘“ $15,924 767696  Jun/2024 $0.35 3 8/08/2023 $0.28
&) HOOD Ropinnosd Markets, Inc.  $15713586028  Jun/2024 $015 5 8/02/2023 $003
¥ MRO Marathon Od Ao 15,031.546128 Jun/2024 .67 ) B/0Z2/2023 L8
oy % %0 30
Y WES "P": ﬂ"“"‘ "‘:":” e $14763,048.364 Jun/2024 s088 & 8/08/2023 $064
o WMG Warner Music Group Corp. $14,636235510  Jun/2024 $0.25 4 8/08/2023 $0.28

NI NiSource, Inc 14,260592,801 Juni2024 15 2 8/02/2023 n

$ $0. 30
& SRPT Sarepta Therapedtics, Inc.  $13,605750878  Jun/2024 $0 7 B/02/2023 $0.27)
) cr CF Industries Holdings, Inc. $13383,310780  Jun/2024 £187 & 8/02/2023 $270
) UHAL U-Haul Holding Company ~ $12,728.375880  Jun/2024 £120 1 8/08/2023 $127
o TECH Bio-Techne Corp $12,533560348 Jun/2024 $0.44 4 8/08/2023 $0.56
o ot Dynatrace, Inc. $12,277116,244  Jun/2024 5015 10 8/02/2023 $016
&) UHALE  U-Haul Holding Company  $12,084,279.744  Jun/2024 9 NiA $127
[} cAL . . LaDoratoNes 512033130083 Jun/z024 £239 B 8/09/2023 3280
e oW Curtiss-Wright Corporation $10,560,698,788  Jun/2024 §2.24 5 8/02/2023 $215
, Inc. 477,216, u (5019) :
2 z Zillow Group $10,477216726  Jun/2024 $0:19) 2 8/02/2023 150.05)
&) cacl CAC! international, Inc.  $10,281.320,578  Jun/2024 $5.90 9 8/09/2023 $5.30
o AL Ralph Lauren Corporation  $10,276.549,634  Jun/2024 §2.45 B 8/10/2023 $2.34
) G Zillow Group, Inc. $10189,069648  Jun/2024 (5019) 2 8/02/2023 1$0.05)
3 DoX Amgocs Limited $10,047.320,262 Jun/2024 £1.44 3 8/02/2023 $141
Econom Yy
Time Event Impact Actual Devo Consensus Previous

11:00 MEUSD MBA Mortgage Applications (Aug 2)

14:30 MEUSD EIA Crude Qil Stocks Change (Aug 2)

17:00 MEUSD 10-Year Note Auction

19:00 MEUSD Consumer Credit Change (Jun)

WEDNESDAY, AUGUST 7

- -3.9%
0.85M -3.436M
- 4.276%
$10B $11.35B



Market Trading Update

Yesterday's commentary noted that Treasury bonds had become extremely overbought during
the recent decline as money rotated from "risk” to "safety." As we noted:

"The good news is that Treasury bonds have cleared all previous resistance levels,
confirming the recent breakout. However, given the extremely overbought conditions, a
retracement of the recent gains should be expected. Key support is the cluster of
moving averages that coincides with the downtrend from the end of 2023."

That rotation occurred yesterday, with bonds retracing as stocks rallied following the recent sharp
selloff. The rally yesterday was a solid technical bounce, with prices improving all day. Technically,
this type of price action is more encouraging and suggests some of the panic is subsiding in the
market. However, the market is approaching technical resistance at the 100-DMA which could
bring sellers in the market that were caught up in the recent decline. With a sell signal still in place
and the markets oversold, a further rally is possible in the near term, but we suspect we will see a
subsequent decline to at least retest recent lows before the next buying opportunity is present. Be
patient for now, and use the current rally to reduce risk and rebalance portfolios as needed.
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Jeremy Siegel Is Irrational

On Monday morning, famed economist and Wharton professor Jeremy Siegel called for an
emergency 75bps rate cut and another 75bps cut at the September meeting. His statement is
irrational and would have worsened the market problems. Let us explain.

It is pretty evident that the sharp decline was due to some yen carry traders having to liquidate their
leveraged trades. It was not due to a sharp slowdown in economic activity or some other crisis
requiring sharply lower interest rates. More importantly, the yen carry trade problems are resulting


https://realinvestment.wpenginepowered.com/the-yen-carry-dump/
https://tinyurl.com/BBR-2023

from a rapidly appreciating yen. The yen is largely appreciating because Japan is raising interest
rates, and there is a high likelihood the Fed will cut rates in September. Had the Fed followed
Siegel's advice, the yen could have appreciated significantly more as the interest rate gap between
the U.S. and Japan declined. Instead of helping the problem, Siegel begged the Fed to throw fuel
on the fire!

Squawk Box @3 & @SquawkCNBC - Augb

B "I'mcalling for a 75 basis point emergency cut in the Fed funds rate, with
another 75 basis point cut indicated for next month at the September
meeting - and that's minimum,” says Wharton's Jeremy Siegel:

DOW INDUSTRIALS
N BT 39,737.26-610.71 -1.51% 4

¥TD +5.43%
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marker | WHARTON'S JEREMY SIEGEL ON RATES

SELL-OFF | EED NEEDS TO MAKE EMERGENCY CUT

Did Warren Buffett Call A Market Top?

Last weekend, it was disclosed that Buffett's Berkshire Hathaway sold half its stake in Apple. Some
in the media presume he sold a hefty chunk of Apple because he fears a steep market decline.
Berkshire now holds $277 billion in cash, which is a record high. However, the amount of cash as a
ratio of its market cap is slightly above the long-term average of 25%. Simply, cash is growing with
the value of the portfolio.

Buffett likes to hold high cash balances and will use them when he deems there is better value. We
do not know what Buffett is thinking, nor does the media. However, a big difference exists between
not liking current valuations and presuming the market will fall significantly. In May, Buffett said, "
We only swing at pitches we like... today things aren't attractive." With his stockpile of cash earning
5.50%, Buffett is comfortable waiting on a fat pitch.


https://realinvestment.wpenginepowered.com/wp-content/uploads/2024/08/jeremy-siegel.png

Berkshire's cash pile hits a record $277bn as it slashes Apple stake

Cash, cash equivalents and short-term Treasuries held by Berkshire Hathaway (Sbn)
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Tweet of the Day

e Lance Roberts & @LanceRoberts - 3om

Back in #June we forecasted a #market #correction of 5-10% due to the
short-term overbought and extended conditions. As of yesterday, we are at
8%. A test of the 200-DMA, which seems likely, would complete the
correction at ~10%.
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?Want to achieve better long-term success in managing your portfolio? Here are our 15-trading
rules for managing market risks.?

Please subscribe to the daily commentary to receive these updates every morning before
the opening bell.

If you found this blog useful, please send it to someone else, share it on social media,
or contact us to set up a meeting.


https://realinvestment.wpenginepowered.com/riapro-15-investing-rules-to-win-the-long-game/
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