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Dear Subscribers,

While limited amounts of ‘bad’ news seemed to encourage a ‘bad news is
good news’ US EQUITIES psychology, any major bad news still has the
capacity to indeed be bad for the EQUITIES. It isnot surprising that casual
remarkson thelack of US-Chinatradetalk progress (from both President
Trump and NEC Director Kudlow) wasareal weight on USEQUITIES
exactly three weeks prior to the March 1st deadline. It isalso no surprise
that thisboosted GOVVIES and the USDOLLAR.

Thethreat to not just the US and an already weak Chinese economy isreal,
and might also affect a weak global economy. It isunlikely any amount of
central bank accommodation (or pausein removal by the Fed) will offset
theimpact of a UShikein tariffson Chineseimportsto 25% (from a
current 10$ +/-.) Yet thisalso leaves the markets more erratic over the next
few weeks, asit is often the case that trade talks brinksmanship stretches
out right into the deadline.

Thiswasthe casein the US-Canada-Mexico talks prior to the
announcement very near the deadlinethat a deal had indeed been
completed. Yet in addition to the markets, thisisbad newsfor market
participants who will be subject to near term volatility based on the hints
and highlights surrounding US-China trade talks.



In the current phase that may stretch out at least over the next three weeks,
it ispossiblethat the USEQUITIESrecent rally will revert toa major
reaction back down to key congestion areas which were previously overrun
(mush more below.) Flexibility isagain the key after the recent ‘bad news is
good news’ one-way rally from the late-December lows back above key
October-December congestion.

Market Quick Take

The FRONT MONTH S& P 500 FUTURE pre-December activity abovethe
early 2018 lowsisrelevant again with MARCH S& P 500 FUTURE back
abovethe 2,600-35 congestion. Along with lower 2,600 congestion it has
been back above since Tuesday January 15th, that put 2,675-70 area
(including the 2017 Close) back in play.

At thispoint it must be noted that the push back above the full 2,600-35
range had also ratcheted MARCH S& P 500 FUTURE back up into the
October-early December trading range. The importance of that with the
recent weekly down channel UP Break (2,600) and key moving aver ages
being exceeded is apparent on the 3-year weekly continuation chart
(http://bit.ly/2S5Rcwt) (including weekly MA-9 & M A-13) updated through
last Friday’s Close. That area is now key support.

Also above 2,675-70 area last week that it had stalled into during the
previous week-and-a-half opened the door to interim previous 2,708 DOWN
Break it has now been well above prior to the current selloff. Higher
resistancesremain the mid-2,700 ar ea (weekly MA-41) it neared on the
recent rally, and prominent low-2,800 ar ea top of the October-early
December range.

Consistently weak data along with previous sharp EQUITIES weakness and
now concernsover the US-China trade talks (see above) have also
encouraged GOVVIESto predictably push up again. That has recently also
exhibited the volatility at timeswhich seemed to be missing on the previous
USEQUITIES sdloffs, even if therecent USEQUITIES extended rally was
indeed on more so that ‘bad news is good news’ psychology.

Whilethat allowed for unconventional mutual EQUITIES-GOVVIES
strength, the exception wasthe UST-NOTE that sold off in the face of



strong US data last week. Yet they are also typically firm again in the wake
of the USEQUITIESreturn to weakness.

Combining the remaining Brexit concerns and weaker global data had seen
strong sister DECEMBER BUND FUTURE back above the 160.00.-30 area
aswell asthe upper-160.00 area highs on itsway to the 162.00-.50 ar ea next
resistance. On its Thursday DEC 6 expiration the MARCH BUND
FUTURE wastrading at a recently unusual 0.85 premium to December
contract, and was already above 162.00-.50 ar ea.

Whileit stalled temporarily into more major resistancein the 164.00-.50
area during the holidays, previous weak economic dataand EQUITIES
stalling into resistance had pushed it back above that range after holding
only marginally back below it. Sustained recent activity aboveit now leaves
it above 166.00-.50 major congestion. The next interim congestion isas
near by as 167.00, yet with major mid-2016 congestion from 168.00 to the
168.86 all-time high. .

And weak sister DECEMBER T-NOTE FUTURE well back aboveits 118-
10 mid-May trading low also sustained itsrally above higher trend
resistance in the 119-00/-08 area. That pointed to the heftier 120-00 area
congestion (also weekly MA-41) it isalso pushed above in early December.
That left the 120-24 area highs and previoustrading highsinto 121-12 area
asnext resistancesit also exceeded on itsway to a temporary early-January
push above next resistance in the 123-00 area prior to dropping only
somewhat back below 122-00. And after holding around 121-12 again, it
was back above 122-00 after the Fed influence until last Friday’s next very
strong US Employment report prior to squeezing back aboveit at present.

Thesamewastruefor DECEMBER GILT FUTURE above 122.00-.50, with
next heavy congestion into the 124.00-.50 range it stalled into. That said, the
MARCH GILT FUTURE wastrading at roughly a 0.60 discount into the
late-month December contract expiration. After thetop of the year push
back up into the 124.00-.50 range, it reversed to some degreeto retest the
122.00-.50 range prior to moving back up again now into the 124.00-.50
range.

Similarly in FOREIGN EXCHANGE, a ‘haven’ bid that had returned to
the USDOLLAR INDEX on the previousUS EQUITIES drop had not been



in evidence of late. As noted previous, its typical crisis phase ‘haven’ bid can
bethe oppositeif the USisthe source of market stress. And in addition to
that the easier Fed stance now also reinfor ces the weakness of the
greenback.

Even asthe USDOLLAR INDEX reactsonce again from its mid-December
rally near mid-upper 97.00 resistance, it was holding no wor se than the mid-
96.00 area in December. Yet the more major support remainsinto 95.50-.00
area (including weekly MA-41) it finally tested early this month and was
back down into after arebound into the low-mid 96.00 area it hasreturned
to again on the weakness of the EURO and the POUND.

Along with that EUR/USD that had surged back above 1.1400 to near the
1.1500 resistance in thin New Year’s Day trading was back marginally
below 1.1400 once again early this month. Next support into 1.1250-00 was
again neared on therecent dip. Whilewell back above 1.1400 r ecently and
even temporarily above the 1.1500 area on recent US DOL L AR weakness, it
has now dropped back below the 1.1400 area on the increasingly nervous
Brexit implications and generally weak European data.

And Brexit concernsthat were morphing into a bit of a “‘good news is bad
news’ psychology on the GBP/USD rally back above 1.28-1.30 (never
reaching 1.25-1.24 area.) That was on the UK Parliament bills clarifying
items that might have led to a Brexit delay. Yet the latest moves by PM May
to addressthelrish border issue might allow the orderly break to occur on
timeat the end of March. While still above weekly MA-9 & MA-13in the
low-1.2800 area, the current drop back into the 1.2800-1.3000 congestion
looksweak. Of cour se, the further question remains whether it can recover
back abovethe 1.30 area (including weekly M A-41) on further Brexit
developments? If so, next important historic congestion isas nearby as
1.3250-1.3300.

And despite US changeability, the previous hint of US-China
rapprochement encouraged AUD/USD to squeeze back aboveitshistoric
.7200-50 ar ea (also weekly MA-9 & MA-13.) However, that same negative
early-December Trump ‘Tariffs Man’ tweet that hit US EQUITIES on the
lower chancesfor US-Chinatrade rapprochement also dropped AUD/USD
back from a hopeful early-December test of the .7300-50 ar ea to back below
.7200-50. It wasrecently down into more major .7000 ar ea congestion, with



the .6825 nearly 9-year trading low below that. Thiswasnot a surpriseon
current Chinese economic weakness and fraught US-China relations, even if
recent secular US DOL L AR weakness had it recovering modestly above
.7200-50 prior tothe current drop back below it.

And whilethe EMERGING CURRENCIES are still mor e country-specific
trendsthan previous, they wer e also enjoying a bounce from support on US-
China potential rapprochement that remains a key influence, along with the
self-inflicted wounds of the USDOLLAR on the unruly shutdown and other
economic drags that are reinforced by the ‘bad news is good news’
psychology now reinforced by itsadoption by the Fed.

The MEXICAN PESO that had seen USD/M XN drop back temporarily
below its 20.00-20.20 congestion, had been back up on multiple November -
December tests of the 20.50 area prior to sliding back below 20.00 again. It
isalso now below lower interim support at 19.70 as well as more major
19.60-.50 congestion. Next lower congestion areasarein arange from 19.20
(high end) it iscurrently below to interim 18.70 and ultimately 18.50-.40
(low end.)

And that isjust part of the EMERGING CURRENCY return from
weakness, as USD/ZAR had pushed up from below 14.00 to testing and
failing from 14.50 again on itsway back below 14.00 in November. Next
lower support in the 13.60-.50 ar ea was probed into the beginning of
December prior to pushing temporarily back up into 14.40-.50 area and
even 14.60 into the holidays prior to dropping back below 14.00 into the
beginning of January. Those areasremain important even asthe recent
drop below 13.60-.50 area opened the door to atest of the 13.10 and 12.80-
.70 areas not seen since July and May of 2018. Yet it iscritical once again on
thecurrent rally to the top of the 13.60-.50 ar ea.

USD/RUB that had reacted back down from above 67.00 was back there
again in the wake of imploding Crude Oil priceswith next resistance as
near by asthe 68.00 area. Even though the previous early December Fed
shift had engendered slippage back below 67.00 there aswell the
encouragement both it and the OPEC situation had provided, the
subsequent suffering of the Crude Oil market had USD/RUB back above
68.00 in December, even if it failed once again at the 70.00 ar ea resistance



(just like early September.)

It hasrecently been back below both 68.00 and 67.00 (including weekly
MA-9 & MA-13) on theresurgence of Crude Oil from the depths below
50.00 to back aboveit. Thefurther support isonce again back into 65.00
(including weekly MA-41) it is approaching once again at present. So
basically back into the more sustained 3-month trading range ar eas, with
additional hefty mid-2018 congestion into the 64.00 ar ea.

In the meantime, the still improved TURKISH LIRA had USD/TRY
dlipping once again from 5.50, even if it experienced an intraday spike above
it on January 3rd. And on the previous weaknessit refused to drop to next
support into the 5.00 ar ea, with weekly MA-41 now up into therecent 5.20
area congestion aswell. Outside of that recent temporary spike higher, the
last two months had still been mostly a trading range affair between 5.45
and 5.22 until the early January US-Turkey Syria disagreement put it back
up for atest of 5.50 once again.

Whilerecently failing below 5.22 on the overall US DOL L AR weakness |eft
it closer tothe 5.13 late-November lows, back above 5.22 at present rescues
it back into the previousrange.
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