Market Observations as of Nov 24, 2017

By Carl Jorgensen- For Objective Traders - For educational purposes only. Not Financial Advice.

This short holiday week we saw more than a continuation of the bull trend driving the index es to new
highs. We sawa change in character of the markets that resolved a key divergence we have been
watching fo r about a month.

Since about the middle of October, we saw Market Breadth flatten , moment um of the breadth turn
negative, while new highs continued to be made in the S&P . This suggested that fewer stocks were
participating in the rally.  The moves in the large FAANG stocks accounted for most of the progress.

With the markets moving up while at the same time the McClellan Summation index moved downward,
created a @ivergencedas changes in acceleration of breadth went against the apparent market trend.
A divergence is a big clue that something will eventually need to change in order to resume normalcy.
In a healthy or growing trend, these would be moving together.

Another clue that reveale d a lacking of participation in the bull rally has been seen in the Russell 2000.
Since early October (Oct 4™ dNov 15™) the Russell has been trending slowly downward while the other
indexes were all trendin g upward. This suggested that there were fewer small cap stocks participating
in the overall rally. This behavior changed late last week (on Nov 16") when the Russell shot up (Nov
16™ 821%) to finally deliver new highs as well. [This happened the same day that WMT shop up?]

The Breadth indicators confirm ed this change in behavior late last week and this week, with more
stocks participating in this rally as seen with the Advance/Decline Line.  This suggests that more
stocks, including the small cap stocks are participating in the rally this week.

Both Momentum and Volume dropped on Wednesday and Thursday this week, as is typical around the
Thanksgiving Holiday Thursday.

Another remarkable aspect of this market, is that both  Amplied Volatility & (Options pricing d erivative)
and &Historic Volatility & (based on the S&P 500 index priceds daily range) are at historic lows. On a
monthly basis, and for as long as records have been kept for these measurements (30+ years), the
markets have never been this low . This doesNOT mean that they must change or will change soon. It
simple puts thi s market measure in perspective as having very little volatility.

Overall leadership has not changed much this week. We did see a pop in Crude Oil prices that exceeded
the prior high from two weeks ago.

Now letds look at the charts, to see what they are telling us this week.
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S&P 500 weekly chart as of Nov 24, 201706 The weekly chart for the S&P makes it very clear that the
bull trend has gone on for a year, with only small and brief pauses in this trend. We drew a Trend Line
(Red) between two lows (US Election - Aug 21*) to u se asan indicator of potential support in the
future .
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S&P 500 daily chart as of Nov 24, 201738 On the daily chart we can see the new highs as the S&P closed
above 2600 this week. We drew a Trend Line (White) to show a possible area for support in the future.
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DJIAdaily chart as of Nov 24, 2017 & Similar chart as the S&P, the Dow moved to new highs this week
then paused Wednesday and Friday for the Holiday.




Nasdag Composite Index
Price History * Moving Average 20

Mo

00 A0 T A 0O BRI W

Average True Range 1 ing Average 14
A

12 19 26 3 10 17 24 31 7 14 21 28 2 23 [3 L1/24/2017
Jun 2017 Jul 2017 Aug 2017 Sep 2017 Mov 2017 .

NASDAQIaily chart as of Nov 24, 2017 & The Nasdaq moved clearly more aggressively this week as
compared to the S&P or Dow. This has been common for the Nasdaq to show more volatility than both
the Dow and the S&P, and this is likely due to the big FAANG stocks doing much of the heavy lifting.
Note the pattern the past three months with a push upwards, a pause and a small pull back, before
doing the routine again, and again. Each arch is a li ttle different, but you can use these to count days
to find the shortest and longest duration and project that into the future, not as a prediction, but as a
Greasonabled estimation of what is possible based on recent behavior that has already been shown.
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IWMdaily chart as of Nov 24, 2017 dThe big story this week, is the Russell changing its behavior and
pushing up fast and strong for four days (Nov 16™ §21%) to deliver new highs. It too then rested
Wednesday and Friday this week around the Holiday. Time will tell if this  move up is retained or
improved upon, or given back.
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NYSE Advance/Deline Line daily chart as of Nov 24, 2017 8 As we indicated over the past few weeks,
the Participation in the markets has been limited and not changing until THIS Week where we see the
increase in the NYSE Advance/Decline. This tells us that more stocks (listed at the NYSE) participated
this week.
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McClellan Summation Index daily chart as of Nov 24, 2017 8 Note how the McClellan Summation index
(Measureacceleration of changes in breadth) appeared to pause late last week and reversed this week .
This shows a change in character in the markets. The d ivergence lasted about one month, and appears
to be over, for now. Upward moves in this index show us increasing rates of participation in the rally.



Volatility Index
Moving Average 20 Moving Average 50

44.00

. . (L.40)
e = Pl el

11 18 25 2 9 16 23 30 & s
Mow 2017 11/24/2017

. - P " J ol
po 2¥ 3 1017 24 1 8 15 22 30 5 12 19 26 3 10 17 24 31 7 14 21 28 5
pO17 Apr 2017 May 2017 Jul 2017 Aug 2017 Sep 2017 Oct 2017

VIXdaily chart as of Nov 24, 2017 dNote the return of the VIX to 2017 lows this week. Long term charts
show the overall downward trend of the VIX over the past years.
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OIlL daily chart as of Nov 24, 2017 8 Qil rallied this week to break above the prior Nov highs (Orange
line) to a high of $59.05 (per the current CLF8 Futures contract) on Friday.
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GLDdaily chart as of Nov 24, 2017 8 Gold remained quiet and horizontal again this week.
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DJ Transportation Index daily chart as of Nov 24, 2017 8 The Transportation index only bounce a small
amount this week as it remains within its 2017 range and under both its 20 day and 50 day SMAs. This
does not speak of a strong growing economy. Economic growth continues to appear rather slow.
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XLFdaily chart as of Nov 24, 2017 dThe Financial sector remained quiet and horizontal this week as
well. This too suggests very slow economic growth here.
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XLEdaily chart as of Nov 24, 2017 d The Energy sector has been a bear much of this year, until the past
few months, when we saw a bit of a bounce. That bounce seems stalled as this sector remains quiet
this week (even as Oil prices popped) and under b oth its 20 day and 50 day SMAs. If there is a Head
and Shoulders pattern forming, this does not look good for this sector here.

** The Strongest Sectors give us clues of where to look for the strongest stocks in those sectors as a
higher odds way to find bullish opportunities to trade.  With the sectors that look the weakest, we can
look for bearish opportunities, if our trading plan includes this choice.

| like to have a portfolio that includes both bullish and bearish opportunities at all times, to be better
prepared for surprises either way. This is a form of a hedge. In a strong bullish market most (but not
all) of my positions are bullish, and in a strong bearish market most (but not all) of my positions are
bearish. My trading plan & Risk Rules includethose that are portfolio oriented to ensure: | do not have
ALL positions pointed the same way, or within a highly correlated sector, and all open position do no't
add up to too much $ exposure. These rules help guide me to make decisions regarding maximizing
returns without every exceeding total acceptable account risk exposure.

Letds look as some more sectors.



