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/ Pre 7:00 Look \

® Futures marginally higher ahead of a busy day of earnings, rising in

sympathy with Asian markets.

® The news o/n emanated from Asia, and it was universally positive:
Chinese Premier Kegiang made comments that sub 7% GDP
growth “would not be tolerated” and a government report in
Japan upgraded the economic outlook, saying deflation was reced-
ing. The Hang Seng and Nikkei rallied 2.3% and .8% respectively.

® Econ Today: No Reports Today.

® Earnings Today: APPL (E: $7.31), T (E: $0.71), DD (E: $1.35), LMT
(E: $2.18), NSC (E $1.50), UTX (E: $1.59).
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Market Level Change % Change
S&P 500 Futures 1693.00 2.75 .16%
U.S. Dollar (DXY) 82.40 .083 .10%
Gold 1328.60 -7.40 -.55%
WTI 106.10 -.84 -.79%
10 Year 2.488 -.003 -.12%

Equities
Market Recap

Stocks continued their grind higher Monday during a
very quiet trading session, where the royal birth seemed
to generate as much buzz as anything market-related.

Other events from abroad over the weekend that cap-
tured traders’ attention on a macro level included the
removal of Portuguese election risk and Shinzo Abe’s
win in the Japanese Upper House, although neither
affected trading much.
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Gold: For the first time in 4 months gold is trading above
the 23 & 30 exponential moving averages. If it can hold
these levels for the next few days, the downtrend will
have ended.

Domestically, although this is the busiest week of earn-
ings, Monday was relatively subdued. And, Monday re-

flected earnings season to
date: mixed results but| Z:00’s Report Now Accessible

Through
www.sevensreport.com

nothing really that bad.
McDonald’s (MCD) and

Halliburton (HAL) both | /’m happy to announce that sub-
scribers can now download the

dropped post-earnings, as
did Netflix (NFLX) after the
close. But trading remains

Report each morning at 7 a.m.
directly from the website.

You will still receive the Report
via e-mail, but this added benefit
7
there’s not much extrapo- | means you can access your copy

lation occurring from indi- | promptly at 7 a.m. Eastern, from

“earnings-specific” and

vidual company results. anywhere.

(The point being, weak | To download instructions for how

individual earnings aren’t to access the report via the web-
site, simply click here.

dragging down entire sec-

tors of the market.)

The “miss” on existing home sales saw markets trade to
their lows of the day (but down only marginally) before a
gradual lift took stocks from slightly negative to slightly

Market Level Change % Change
Dow 15545.55 1.81 .01%
TSX 12758.38 73.25 .58%
Brazil 48574.09 1173.86 2.48%
FTSE 6644.38 21.42 .32%
Nikkei 14778.51 120.47 .82%
Hang Seng 21915.42 498.92 2.33%
ASX 5017.11 15.25 .30%

Prices taken at previous day market close.
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positive by the close. Overall, Monday was a quiet day.

Trading Color

relatively clear, unless economic data turns south or

earnings get much worse, it’ll be tough to get this mar-

Market Level Change DA -0 ket to materially decline.
The Nasdag and small caps were
the  outperformers  Monda Gold 1335.90 41.90 3.24% The path of least resistance re-
P . Y[ siiver 20.46 1.00 5.11% | mains higher in equities, and low-
(although only marginally so),[ copper 3.17 04 1.24%  bond h the | bei
while the Dow finished virtually| WTI 106.77 -1.28 -1.18% erm o‘n s (with the latter being
unchanged Brent 108.14 07 06 the easier way to make money
Nat Gas 3.67 -.12 -3.06% | over the coming months, | think).
The tech sector bounced back S\xn 4619; 82 ;O‘f Things should get a bit busier to-
from its earnings-related declines eat -2 = -.94% ; ;
g Soybean 13 90 1o 1.30% day with earnings and the eco-

shead of Apple (AAPL) today, but nomic data looming Wednesday

the real market leaders yesterday

were financials (which we saw via follow-through buying
of the banks post-earnings) and basic-materials stocks
(thank to the Chinese finance minster re-affirming 7.5%
annual growth). And, of course, the big winner on the
day was the gold mining sector, with the Market Vectors
Gold Miners ETF (GDX) up 6% on gold’s big surge.

Conversely, energy led the way lower on profit-taking,
lower WTI crude and HAL’s earnings-related decline.
Meanwhile consumer staples also underperformed
thanks to MCD.

Finally, | want to point out that the two big “winners” so
far this earnings season appear to be the basic materials
companies (Alcoa, Rio Tinto, BHP Billiton, etc. all beat)
and Industrials (GE results on Friday and then Lennox
and Emerson Electric’s numbers yesterday). Generally
speaking, those are two groups that tend to lead an up-
tick in global economic growth. It’s certainly too early to
tell, but for those who took a contrarian play on basic
materials/commodities/industrials, this earnings season
has got to make you a bit optimistic on the future.

Volumes were well-below recent averages, and that’s
not surprising given the deluge of earnings starting to-
day and the economic data looming Wednesday. On the
charts the S&P continues to grind to new highs, and re-
sistance at 1,700 is well-within striking distance.

Bottom Line

Nothing really changed in the market yesterday. Stocks
are exhibiting a bit of fatigue at these levels after the
run, so a sideways consolidation wouldn’t be surprising.
But, with bonds in a downtrend and the macro horizon

morning.

Economics

Existing Home Sales

e June5.08Mvs. (E) 5.27M

Takeaway

Monday’s existing home sales report missed expecta-
tions, and while it wasn’t really a “bad” report, it'll keep
alive the concern that higher mortgage rates will damp-
en the housing recovery.

Existing home sales fell in June and May’s data was re-
vised lower, pointing to a slowdown in activity. But, to
keep context, June was the second-strongest month of
sales since the homebuyer tax credit was created several
years ago, and prices remain firm. (Which, from a family
balance sheet perspective, that’s almost more important
than the pace of sales.) Prices increased again in June
and year-over-year are 13.5%. Supply remains tight at
just 5.2 months’ supply.

So, the takeaway is that this isn’t a horrible number, but
it does at least anecdotally imply higher rates are ex-
erting some sort of an influence on the housing market.
At this point, though, they certainly aren’t a “recovery-
killer” and this number won’t alter any Fed intentions to
“taper” QE.

Commodities

Commodities in aggregate were flat to start the week as
the complex consolidates last week’s big gains. But,
Monday exhibited a bit of a leadership change in the
commodity complex, as metals rallied strongly and offset
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some weakness in the energy complex, which has been
the sector most responsible for the recent rise in com-
modity indices.

Gold and silver had their best day in a long time Mon-
day, rallying 3% and 5% re-

higher, as shorts rush to cover their positions and book
profits (or cut losses).

The benefit of the doubt still goes to the bears, but if
gold can hold these levels through the economic data
Wednesday, then | think we’ll

spectively, and importantly

breaking through some critical

Specualtive Short Positioning in Gold Futures
Contracts.

see a potentially violent move
higher on short-covering.
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“Abenomics” in Japan, which RS

breakouts in gold. (You don’t
watch the breakout and then
hope for a pullback; it doesn’t

come.) So, since this move

will almost certainly lead to

The number of “shorts” in the gold market remains near record

isn’t really a true breakout yet,

further devaluation of the yen ( jeyeys. If gold can move higher from here, the rush to cover could | wouldn’t buy at these levels,

and higher inflation.

produce a violent rally.

as it’s still possible this is one

Finally, positive comments from China’s finance minister
implying the Chinese economy may be bottoming, com-
bined with the aforementioned lending reforms, all
helped to push gold through resistance in early Asian
trading Monday morning,. The strength carried through
here domestically yesterday.

Gold and silver have now broken through the 23- and 30
-day exponential moving averages, which have capped
any rally since March. But, given the volatility in that
market, | will want to see another close or two above
those levels, and ideally above the 50-day EMA at $1,335
in gold, before confidently saying the gold decline is
“over.”

It's important to remember,

massive head fake.

Instead, I'd look to buy any decent breakout above that
$1,335 level—and yes, I'd buy the miners (GDX) too if
gold can break this downtrend. But, it pays to be patient
here, especially with the economic data looming tomor-

row.

Away from the precious metals, the commodities mar-
kets were relatively calm. As mentioned, energy finally
took a breather, as WTI crude fell 1% while natural gas
and RBOB gasoline, which were some of the biggest
gainers last week, fell 3% and 2% respectively.

Excluding natural gas, WTI and Brent crude were lower
on general profit-taking, although as I've been saying |
think both are due for a cor-

though, that short-covering Market Level
is going to play in important Dollar Index 82.157
. heth Id . Euro 1.3190

part in whether gold contin- 15356
ues to rally. Although there | yen 99.55
was covering last week (and | CAD$ .9674
certainly a lot of covering | AUDS -9250

Brazilian Real

yesterday) the number of aeen _ea 4480
] 10 Year Yield 2.482

shorts in the gold market [35Vear vield 3553

remains simply massive. If
gold can hold these levels
and move through $1,335, then the covering will intensi-
fy, and we could see a substantial and violent move

Prices taken at previous day market close.

Change pACELC rection, given the run-up
~41 -.50% we’ve seen. But, the trend
.0047 .36% . . .
0089 o3% in energy remains higher,
1.10 1.09% and I'd buy any material dip
.0029 .30% in WTI (say, nibbling a bit
.0078 -85% below $103 and buying
083; 72(35; more as it gets closer to
::011 ::31‘%(: $100/bbl).

Looking at natural gas, it re-
mains totally weather dominated, and cooler weather is
expected across much of the mid-west/north-east over
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the next week, hence the dip yesterday.

While weather dominated in the short term, | do think it
makes sense to continue to take advantage of natural
gas on big dips, say down toward the $3.50 level, like we
did in early July. That’s because at those levels, unless
the weather turns decidedly cool, the risk/reward on the
trade is reasonable.

Given the increased demand, the price band for natural
gas has shifted higher. At these inventory levels, $3.50
reflects some value. So, I'd be a buyer of nat-gas on any
dips toward $3.50.

Wednesday will be a big day for the commodity markets
(global flash manufacturing PMls released) so until then
I’d expect a relatively quiet (and somewhat meaningless)
trade in the commodity space—with the exception of
the precious metals.

Currencies & Bonds

Dollar weakness continued Monday, as the Dollar Index
fell 0.5%, thanks to follow-through selling from last
week and the weaker-than-expected existing home
sales data. The correction in the dollar continues, but
until the Dollar Index breaks the 81 level, this is little
more than a correction in an upward-trending market.

While the dollar was universally lower vs. other major
currencies, the big currency news of the weekend (no
Portuguese elections and the further strengthening of
power for Japanese PM Shinzo Abe) failed to produce
much of a response, as both events were somewhat
expected.

Looking to Japan, the elections over the weekend have
resulted in what some are calling the strongest Japa-
nese government in 10+ years. With the Abe’s LDP Party
(Liberal Democratic Party) in charge of the upper and
lower house, it ends the “hung parliament” that has
been in place since ‘06. And, almost as importantly, the
LDP did not earn an outright majority in the upper
house (their governing coalition has the majority) so
that’s being viewed as a positive, as it’ll keep Abe fo-
cused solely on economic reforms. (He doesn’t have a
blank check in Parliament to do whatever he wants, just
a strong majority coalition.)

As far as “what’s next” and what does this mean for
Japan, we should see the unveiling of what’s being re-
ferred to as the “Third Arrow” of Abenomics. The third
arrow is structural reforms in the economy that are de-
signed to facilitate economic growth. This includes
measures like reducing regulation, cutting corporate
taxes (but increasing consumption taxes), and other
policyOrelated measures.

With a strong majority in government, it’s expected Abe
will be able to implement the “third arrow” soon and
we should begin to hear more details about this in the
August/September time frame.

From an investment standpoint, the result is bullish the
WisdomTree Japan Hedged Equity Fund (DXJ) and bear-
ish the yen. Although the yen rallied yesterday on the
result, that was more due to dollar weakness than yen
strength. | expect it’ll only be a matter of time till the
yen is back below 100/dollar—this time likely for good.

Whether or not the full implementation of “Abenomics”
works is very debatable, but it will devalue the yen, and
it will raise share prices. From an investment stand-
point, that’s all we need to know. So, bottom line is |
remain bullish on DXJ, and expect it to grind higher over
the coming months as the full implementation of
“Abenomics” occurs.

Turning to bonds, they were flat yesterday despite the
Fed buying $1.5 billion worth of long bonds Monday
morning. | continue to expect that this counter-trend
rally in bonds is nearing its conclusion—as long as the
economic data stay decent.

Have a good day,

Tom
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The 7:00’s Report Asset Class Dashboard

(Outlook on the primary trend for major asset classes over the next month)

Fundamental | Technical

Overall c .
Outlook | Outlook | ——2= Comments

Stocks continue to act better than they have in two months as the market appears to be
much more comfortable with Fed “tapering.” As long as “cross assets” like emerging
Stocks Neutral Bullish | Neutral | Mmarket debt can remain orderly, the path of least resistance for stocks appears higher.

The S&P 500 made a new intra-day and closing all time high Thursday, and now eyes
resistance at 1700.

Trade Ideas

Long/Overweight: The biggest trend in the equity markets currently is the rotation out of “bond proxy” sectors and into sectors posi-
tively correlated to higher rates and more economic growth. So, banks are the most favored sector in that environment, followed by
other typical cyclicals like tech, consumer discretionary, and energy. For those looking for a contrarian play, basic materials remains on
of the biggest underperformers in the market, but offers value if the economic recovery turns global in the coming months. Also, after a
correction, the “Long Japan” DXJ trade appears to be back “on” and I’d use any decent dip to initiate or add to positions.

Short/Underweight: Anything that is a “bond proxy” - Utilities & REITS especially, Telecom, healthcare & consumer staples (to a lessor
extent).

Commodities continue to try and put in a bottom, but are facing stiff headwinds from a
o _ “hawkish” FOMC and a slowing growth in China. The recent rally in oil has helped push
Commodities Bearish Neutral | Neutral o 9 g, . y. . p P
commodity indices into month’s long resistance, and once again commodities are

“knocking on the door” of breaking their downtrend.

Trade Ideas

Long: | have no great conviction as the environment is simply too unpredictable. For those looking to take some risk, and who think
the global economy will see an acceleration of growth over the coming quarters, then industrial commodities offer some value, and a
ETF like DBB will offer substantial upside. More broad based commodity ETF’s (like DBC) are also a potential value at these levels, if
growth stabilizes. Commodities and raw materials are the ultimate “contrarian” investment in the current market environment.

The rally in the dollar index has paused over the past two weeks. But, given the margin-
U.S. Dollar Bullish Bullish | Bullish | al direction of change for short term interest rates in the U.S. is higher, and everywhere
else in the world it is lower, regardless of short term volatility.

Trade Ideas

Short: Japanese Yen on any decent bounce (YCS being the ETF to use). Short the Aussie Dollar, given a weakening economy and dovish
central bank (short FXA). Short the euro on any further bounce due to the fact the ECB is squarely focused on economic growth, and
won’t let the currency appreciate too much as that would cause a stagnation in exports.

Treasurys saw a strong bounce over the past two weeks on “dovish” comments for
. . . . Bernanke. But, with the Fed moving to the sidelines until later August, the fundamen-
Treasuries Bearish Bearish | Bearish " L . . .
tals of “tapering” and an improving economy should once again exert downward pres-

sure on bonds.

Trade Ideas

Buy: TBF (unleveraged short 20+ year Treasurys) and TBT (2X leveraged short 20+ year Treasury). SJB (inverse junk bond ETF) is also
rallying during this period of global uncertainty, and basically has acted as a hedge against falling equity prices. It doesn’t trade with a
lot of volume, however, so buyer beware.
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Disclaimer: The 7:00’s Report is protected by federal and inter-
national copyright laws. Kinsale Trading, LLC is the publisher of
the newsletter and owner of all rights therein, and retains prop-
erty rights to the newsletter. The Newsletter may not be for-
warded, copied, downloaded, stored in a retrieval system or
otherwise reproduced or used in any form or by any means with-
out express written permission from Kinsale Trading LLC. The
information contained in the 7:00’s Report is not necessarily
complete and its accuracy is not guaranteed. Neither the infor-
mation contained in The 7:00’s Report or any opinion expressed
in The 7:00’s Report constitutes a solicitation for the purchase of
any future or security referred to in the Newsletter. The News-
letter is strictly an informational publication and does not pro-
vide individual, customized investment or trading advice to its
subscribers. SUBSCRIBERS SHOULD VERIFY ALL CLAIMS AND
COMPLETE THEIR OWN RESEARCH AND CONSULT A REGISTERED
FINANCIAL PROFESSIONAL BEFORE INVESTING IN ANY INVEST-
MENTS MENTIONED IN THE PUBLICATION. INVESTING IN SECU-
RITIES, OPTIONS AND FUTURES IS SPECULATIVE AND CARRIES A
HIGH DEGREE OF RISK, AND SUBSCRIBERS MAY LOSE MONEY
TRADING AND INVESTING IN SUCH INVESTMENTS.
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