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Market Review & Update

We had suggested last week that:

"With a majority of short-term technical indicators extremely overbought, look for a
correction next week. What will be important is that any correction does not fall below
the early May highs."

Monday and Tuesday were indeed a bit sloppy, as shown below, but "fireworks" started on
Wednesday as Jerome Powell said everything possible to ensure Wall Street a "rate cut" in July
without actually saying so.

As we will discuss in a moment, almost 18-months after I originally discussed it, the market finally
cleared the psychological level of 3000. That is the good news. The "not-so-good" news is the
market continues to rally into a more extreme overbought condition with a rather extreme deviation
above the 200-dma. Also, the negative-divergences in indicators which suggest further upside to
the current rally may be limited. In particular, the divergence between small-cap and large-cap
performance is typical of periods leading to corrections.
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Also, since the September peak in the market, every other major index is lagging the performance
of the S&P 500 index which suggests a narrower rally.
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With that said, the markets are on a "buy signal," which suggests further upside is likely in
the near-term. This is why we continue to maintain our long-equity bias for now. However,
once we get past the end of the month, and assuming the Fed does indeed cut rates and no "trade
deal" with China, the markets will return their focus to economics and earnings. As we said last
week, such?continues to suggest the August/September time frame for a larger corrective
cycle is still in play.Bonds Retreat My colleague Patrick Hill asked me to address the retreat in
bond prices over the last week or so. While many are assigning a variety of reasons for the recent
reversal in rates including a resurgence on inflationary pressures, Central Bank demands, to a lack
of buying by foreigners, I think the reason is much more simplistic. Ever since rates spiked up to
3.25% at the beginning of 2018, we have repeatedly been discussing why rates would fall, and
economic weakness and deflation would be the driver. Such has indeed been the case, and our
long-bets on bonds have paid off nicely. However, bonds are also a "safety" trade in times of
uncertainty. The rotation from "risk" to "safety"?has been THE trade since September of last
year and rates, as I have discussed over the last several weeks, had become "egregiously"
overbought.A correction was inevitable as money began chasing equities on hopes of a Fed
rate cut.? However, as shown below, we need to keep the recent reversal in the context of the
broader move. It is kind of hard to spot.
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This sell-off in bonds WILL provide another terrific buying opportunity most likely by the
end of July. Look for rates to retrace back to previous resistance between 2.4% to 2.6%. Also, it is
advisable to increase the duration of bond holdings for the yield curve steepening, which will occur
as the economy slips closer to the recession. That is how we are playing it. So, let?s talk about
S&P 3300!

The Case For 3300

It only took eighteen-months longer than expected, but the markets finally reached 3000 on the
S&P 500 index this past week.

"What do you mean 'expected?' You are always bearish."?

I am just going to save our "reading impaired" individuals some time by reminding them of what I
wrote in January of 2018:

"While the record-breaking pace is certainly breathtaking, it should not be surprising as
we discussed in the?June 9th, 2017 edition of the weekly newsletter.?Let me state this
VERY clearly. The bullish bias is alive and well, and a move to 2500 to 3000 on the
S&P 500 is viable.All that will be needed is some piece of legislative agenda from
the current administration, which provides a positive surprise.?However, without
a?sharp improvement in the underlying fundamental and economic backdrop soon, the
risk of something going ?wrong??is rising markedly.?The chart below shows the
Fibonacci run to 3000 if 'everything goes right.??
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Of course, that piece of legislative agenda was 'tax reform.'With investors now betting
on a?sharp rise in earnings to reduce the current levels of overvaluation, the seems to
be little in the way of the next major milestones for 30,000 for the Dow and 3000 for the
S&P 500."

In March, we followed up that post stating:
"Since that time, tax cuts/reform have been passed, earnings estim+tes have exploded
higher, and corporate stock buybacks have surged to record levels while wage growth
has remained non-existent for the bottom 80% of workers.Not surprisingly, with those
tailwinds, the market has pushed sharply higher towards our original target of 3000."

As we know now, the market wound up following our mid-2017 accelerated projection trend.

So, here we are 18-months later, and the market finally hit 3000. What is interesting, however,
is the advance to 3000 incorporated both the original bull and bear projections. The 20% slide from
the September highs came on concerns the Fed was tightening too aggressively as Trump's "trade
war" took a bite out of economic growth and profitability. The subsequent rally back, which brutally
reminded investors what "volatility" is, was based on "hope" that Trump would find a resolution with
China and the Fed would cut rates. Neither has happened yet, but the markets remain hopeful.

"But you missed out on the whole rally because you have been all in cash."

Again, for those that cannot read more than 280-characters at a time:
"Portfolios have remained allocated toward equities, although we did shift to
more defensive holdings earlier this year. We had also been aggressive buyers of
bonds at 3% and higher on the 10-year bond which has added to portfolio
performance this year. "

The Bull & Bear Case As we face down the last half of 2019, we can once again run some
projections on the bull and bear case going into 2021, as shown in the chart below:
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