Market Observations - as of Jul 13, 2018

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

This week we saw bullish moves in all the major indexes except for the Russell 2000. The Nasdag again
lead the mar kets delivering new all time highs, while the S&P has delivered more higher highs and
higher lows since the beginning of April but has not yet exceeded its all time highs set on January 26
of this year. The Dow continues inside of its Consolidation Trian gle this week and has yet to exceed its
June highs let alone its Jan 2018 all time highs.
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The Divergences we have seen most of this year with the major indexes continue, with the Nasdaq the
most bullish, the Dow about neutral for this year, and the S&P so mewhere in between.

The Russell went through a dreconstituti d"nenpulled ee week
back for a week to then recover the following week. This week the R2k delivered new all time highs on
Tuesday just to pull back to close the week down from the prior week.

When we dig deeper into these divergences between the markets, we quickly see how the Tech sector
and specially the big tech stocks (aka f.a.a.n.g group) continue to lead the markets, especially the
Nasdaq. These @me few big tech stocks not only appear in multiple ETFs, but often represent the
largest portion of those ETFs. No wonder those ETFs have performed well this year, and their charts
look so similar to each other. | highly suggest you take the time look up the weighting of the top 10
components within every ETF you either Trade or use as a Sector Indicator. Understanding either
narrow or broad weighting of the components will help you understand what that sector ETF is really
representing, but also will help you drill down to find opportunities within a sector that appears to be
beginning a trend.

While Tech has been strong, Industrials and Financials have lagged and have often been the weakest

sectors recently. This is significant, since the Financials ar e one of the biggest sectors within the S&P,

and helps confirm economic growth cycles, just as the Dow Transports confirm economic cycles with

the Dow 6l ndustrial sd. Just as Dow Theory relies on t
Industrials, so too the Financials act as confirmation with the S&P. It almost feels like the Industrials

are holding back the Dow, and the Financials are holding back the S&P, even in the context of strong

economic reports lately.

We also see divergences in the world, as the economies seem to be more inter -related over the past
decade, it is interesting to see a strong US economy (Strongest Q1 reporting in decades) while we see a
weak China (down 21+% from its recent highs) and a relatively flat western Europe. Multiple e conomic
indicators from each region seem to confirm these divergences.

As Q2 earnings are now beginning to be reported in the US, with high expectations of strong numbers.

Lots of cash is being 6repatriated6 i ed totpwmatetle® as t he n
rates have been reduced, and Record Breaking amounts o
year, we have an interesting mix of different forces applied onto the markets.

A forecast from JP Morgan at the beginning of this year e stimated that there could be $842 billion in
Corp Stock Buy Backs this year. As of July 1 2018 there has been $680 billion so far this year. Based on
past activity, it looks like 2018 is on track to break all the records for this buy  -back activity. When the



size of the float is reduced, prices tend to be elevated. Also, stock prices can become a more volatile
over time if there are fewer total shares available. There is plenty of data available on this topic, if
you care to do your own research.

MSFT oustanding shares 10 years ago was about 9.42 billion, 2 years ago it was about at 7.98 billion
shares and now we see about 7.68 billion.
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When a company has a lot of cash, it needs to find something good to do with it since they will be
judged by how well they put that resource to work. Stock buy backs have been one common choice we
have seen. R&D or M&A are other choices they may consider.

Also,many CFOsslwh en t hey are aut hor i z ¢ chayactualldanoogedotsellodkedbuy back
Puts into the markets as a more profitable way to accomplish their objectives. This allows them to

collect option premiums until their short puts get exercised, upon  which they buy shares at a discount.

If they were to p lace big orders (to buy their stock) in the open market, their orders would tend to

drive up the price and they would end up paying much more for th ese shares. What would you do if you

were the CFO assigned with the 6buy backd of shares? P
or buy back more shares with the same amount of dollars ? Also, if there are big players that want to

sell lots of Puts, this will have the affect of holding down Put prices and thus the Implied Volatility of

the options in that underlyingstock. H ave we s eenmdelrotpsr iocfeldfelyirptheimarkets 6

as compared to Historical Volatility? (Yes options have often been @under-priced 6this year.) There

were many articles written back in the late 1990s about companies doing this strategy (selling naked

Puts), and how some companies actually made more from Options Selling than they did from their

actual normal business operations (remember the tech bubble at the time). The data is out there, just

look for it if you are interested in learning more on this topic.

A very useful way to analyze the markets is to think about what each participant and what they may

see from their perspective. Every trade must have both a buyer and a seller. What does each see and

what might be their motivation, beliefs or objectives ? Your imagination is a powerful tool. Use it to

think about these different perspectives, and also what may be seen by a 3™ party neutral observer

that is watching the actions of the buyer and the seller. After having done this mental imagination

exercisey ou may find you think a bit differently about vyou
opportunity for you to consider in your trading. We ¢
did what they did, but we can imagine various possibilities .

Now, |l etds | ook at some charts to see what they are te
week.
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S&P 500 weekly chart as of Jul 13, 2018 8 The S&P broke out of its Consolidation pattern this week as
price moved above the Trend Line (Yell ow) resistance after testing its 20 week SMA (Yellow) support
last week.
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S&P 500 daily chart as of Jul 13, 2018 6 Here we can see the Trend Line (Yellow) Resistance drawn from
the Jan. highs to the June highs, and the S&P broke above this on Monday of th is week. We can also
see a similar break out above TL (Green) Resistance back onJune 1%. This same TL (Green) acted like
Support in late June where the current rally began. This week the prior highs on June 13 ™ were
exceeded on Tuesday, Thursday and Fiday this week. The Jan 2018 high have yet to be exceeded by
the S&P.



Dow Jones Industrials
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DJIA weekly chart as of Jul 13, 2018 d The Dow rallied off of its 20 week SMA this week, but has yet to
break above its Consolidation pattern or its Trend Line (Orange) Resistance.
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DJIA daily chart as of Jul 13, 2018 8 The Dow crossed above both its 20 day and 50 day SMAs on Monday,
then pulled back a little on Wednesday to test and confirm support near (6 pts above) its 50 day SMA.

The Dow rallied 4 of 5 days this week, and crossed and closed above 25,000 on Friday. It has yet to

break out of its Consolidation Triangle with Trend Line (Orange) Resistance defined by Jan and June
highs.



Nasdaq Composite Index
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NASDAQuveekly chart as of Jul 13, 2018 8 The Nasdaq had a smaller range week this week vs. last
week, but it did deliver new all time highs as it exceeded the prior highs form June.
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NASDAQlaily chart as of Jul 13, 2018 3The break out (after 8 days of consolidation chop) we saw late
last week on Friday, continued with the positive gap open on Monda y this week. Tuesday and
Wednesday were quiet and horizontal, and then on Thursday we saw another gap up and rally to new
all time highs, exceeding the prior record highs in June. Friday was a narrow range day, but also
delivered new all time highs again mid -day. This week ended with a record high close.



Components of the Nasdag 100

Rank Company Symbol Weight
1 Apple Inc AAPL 11.261
2 Amazon.com Inc AMZIN 10.534
3 Microsoft Corp MSFT 9.699
4 Facebook Inc FB 5954
5 Alphabet Inc GOCG 4967
6 Alphabet Inc GOOGL 4307
7 Intel Corp INTC 2914
8 Cisco Systems Inc CSCOo 2.353
9 Metflix Inc MFLX 206
10 Comcast Corp CMCSA 1.908

Above are the top 10 co mponents within the Nasdaq 100and their relative weighting. Note thatthe 5
f.a.a.n.g. stocks make up over 39% of the value of this index.

We will look at the weighting of the se 5 f.a.a.n.g. stocks within a few sector ETFsbelow and note how
significant these holding are. This will also help to explain why we often see very similar patterns in
different charts, since when we look a little deeper, w e see alot over overlap with thes e same key
stocks. This fact, plus the very large size of these 5 companiesis why we choose to keep an eye on
their charts each week, even if we are not trading them.

The divergences we have pointed out often between the major inde xes, with the Nasdaq often being
the most bullish of them, can often be att rib uted to the strong trending nature of these same 5 stocks.
With the Financial and Industrial sectors lagging lately, it makes the markets even more focused on
finding strength somewhere. This seems to make even more important th ese same f.a.a.n.g stocks.
Everyone is seeking higher returns, and they are forced to find them in this small group. Such a highly
focused market is a bit concerning to me, since so many rely on so few stocks, that puts a lot of folks
on the same side of the market. That usually spells opportunity for the other side.  We do not predict,
but we do keep a very close eye on the markets for a ny and all clues. We continue to look for either :
the Financials and/or Industrials to improve and strengthen, or, for the Tech stocks we weaken. Time
will tell.
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Russell 2000weekly chart as of Jul 13, 2018 d The Russell actually had a small down week this week,
while it also delivered a new all time high this week at 1708.56.
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Russell 2000daily chart as of Jul 13, 2018 8 We can see that the Russell moved up Monday, and then
popped up at the open on Tuesday to briefly deliver a new all time high before turning downward an
hour later. Selling continued the rest of the day on Wednesday to close near 1683. The Selli ng
continued early on Thursday until support was found at 1679.26 in the first half hour of trading. A rally
mid-day on Thursday returned the Russell to the 1690 area where it chopped sideway the remainder of
Thursday and most of Friday.
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NYSE Advance/[&cline Line daily chart as of Jul 13, 2018 & Similar to the action of the Russell 2000 this
week, we saw the Advance/Decline Line move up early this week, then pull back to end the week
nearly flat.
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McClellan Summation Index daily chart as of Jul 13, 2018 dHere we can see a little more clearly the
small advance made early this we ek on Monday and Tuesday (small gaps)then mostly horizontal the
rest of this week.
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S&P and VIXdaily chart as of Jul 13, 2018 dHere we have put the S&P daily chart right above the VIX
with yellow arrow s pointing to the S&P key support Lows and the corresponding Spikes in the VIX. Note
that the S& P has made a series ofboth higher lows and higher highs since early April.



