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/ Pre 7:00 Look \

e Futures flat this morning and international markets

modestly higher as anticipation grows for a deal to
be announced today that extends the debt ceiling
and potentially ends the government shutdown.

e |t was very quiet o/n outside of Washington. Eco-
nomically, German CPl met expectations.

e Econ Today: No reports today. Fed Speak: Powell
(11:00AM).

e Earnings Today: JPM (E: $1.27), WFC (E: $0.97).

\_

Market Level Change % Change
S&P 500 Futures 1686.25 1.25 .07%
U.S. Dollar (DXY) 80.38 -.137 -17%
Gold 1284.40 -12.50 -.96%
WTI 101.68 -1.33 -1.29%
10 Year 2.865 .035 1.32%

Equities
Market Update

Stocks staged a huge rally Thursday on apparent pro-
gress in Washington that would take a possible debt ceil-
ing breach off the table. The S&P 500 rose 2.18% and is
now flat on the week.

There’s not a ton to recap from yesterday, as stocks
started strong and got stronger throughout the day on
growing optimism about a debt-ceiling extension. Stocks
opened Thursday up 1% on news that there was consen-
sus coalescing around a six-week debt-ceiling extension,

and news the Republicans were actually willing to bring
a six-week extension to the House floor had stocks up
more than 2% by mid-day. More positive comments
from some House members late in trading and a uplift-
ing Politico article (link here) helped stocks go out at the
highs of the day. It was the biggest one-day gain for the
market since January.

Trading Color

It was a prototypical “Risk On” rally yesterday. The Rus-
sell 2000 and Nasdaq reversed their underperformance
earlier in the week by rallying 2.5% and 2.26% respec-
tively—outperforming the Dow and S&P 500—while cy-
clical sectors were the big outperformers within the S&P
500. Financials, industrials, homebuilders, and consum-
er discretionary (the worst performers over the past
week) all rallied more than 2% each. Meanwhile utilities,
consumer staples, and telecom lagged—but only slightly
(they were all up close to 2% also).

Volumes were very heavy as initial short-covering gave
way to quasi-panic-buying, as once again investors are
scared to miss a “resolution rally,” as many have several
times this year. That's “chasing” by some investors is
part of why stocks accelerated into the close. (Some
people expected a pullback as the afternoon wore on.
But as sentiment toward Washington improved, buyers
threw in the towel and got long.) There was more par-
ticipation from “real money” funds yesterday, although |
wouldn’t say it was a full on “buying panic.” There was
more activity by the long funds, but there remains a
healthy dose of skepticism in the market as well.

On the charts the S&P 500 has now reclaimed the 50-day
moving average (1,678) while 1,700 remains resistance.

Bottom Line

|ll

| talked about there being a potential “snapback” rally

Market Level Change % Change
Dow 15126.07 323.09 2.18%
TSX 12894.41 164.08 1.29%
Brazil 52996.64 448.93 .85%
FTSE 6470.68 40.19 .62%
Nikkei 14404.74 210.03 1.48%
Hang Seng 23218.32 267.02 1.16%
ASX 5230.87 83.73 1.63%

Prices taken at previous day market close.
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http://www.politico.com/story/2013/10/government-shutdown-debt-ceiling-light-end-of-tunnel-98150.html?hp=t1_s

on resolution in Washington, and yesterday was it.
Stocks rallied as much as they did yesterday for two

S&P 500 (SPY) up 2.16%. | continue to like the prospects
of continued outperformance from Europe (and globally)

main reasons: Market Level Change A - during this apparent six-week ex-
e First, if this six-week exten- | Gold 1286.90 | -20.30 -1.55% | rension.
: o ; Silver 21.63 -.261 -1.19% .
sion gets done, it implies
(hopefully) that Republicans |22 3.2435 0125 0305 | L.conomics
Opetully) that Republicans Fyyy 102.92 131 129% |, . o h )
and Democrats “get” that[gor 1195 >89 > e conomic reports have been
breaching the debt ceiling [ NatGas 3.733 054 1.47% scarce since the government shut
would be a potential catas- | Corn 438.25 -5.25 -1.18% down last week but we got a look
trophe. While they may play |-vheat 685.50 -5.00 -0.72% | at the labor market yesterday via
Soybean 1288.00 25 0.02% __|\yeekly jobless claims.

some politics with the debt Prices taken at previous day market close.

ceiling, they won't actually let
it be breached (at least that’s what we all hope this
means).

e Second, positioning and sentiment had once again
become very, very negative in the short term, and
the potential positive resolution caught people off-
guard and again to defensive, and scared to miss
another “resolution rally.”

From the market’s standpoint, this key to all this has al-
ways been the debt ceiling. The government shutdown
doesn’t help anything, and it’s a drag on the economy—
but it is not a “tail risk” event like the debt-ceiling
breach. So, an extension is both good and bad. On one
hand, it takes a full-blown crisis next week off the table
(which is good). But, on the other hand, there’s now a
new big deadline. (Nov. 22 would be the new debt-
ceiling deadline, if everything goes according to plan.)

Point being, | said we’d get a snapback rally on any good
news, which we did, but unless there is a long-term solu-
tion, it’s still hard for me to see the S&P 500 grinding
higher to the old highs (or even

Jobless Claims
e  Weekly claims leaped to 374K vs. (E) 310K

e 4 Week Moving Average rose to 324K.

Takeaway

Apparently this three-week drop in jobless claims below
the 300K mark was largely a head-fake. Officials from
California announced that they are experiencing backlog
issues, which led to the staggering rise in the jobless
claims number this week. The consensus estimate was
for just 310K claims, a marginal increase from last week.
However, the print revealed an increase of 66K from last
week to 374K, a level not seen since March of this year.

With regard to the government shutdown effect on the
number, that only accounted for 15K of the new claims
in the form of temporary layoffs of federal contractors.
(Furloughed federal employees are not included in the
weekly jobless claims number.)

Weekly jobless claims are volatile and prone to large
fluctuation (although this one is a bit absurd), and that’s
why the more-important part

much above 1,720) unless we

Jobless Claims 4 Week MA

of this release is the four-week

get a blowout earnings season. | 4400

moving average. That number
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up 1.92%, and the iShares MSCI
Ireland Capped ETF (EIRL) was up 2.08% vs. the SPDR

was last month. So, we haven’t
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seen any improvement or deterioration; as such, we
should expect an employment situation report in the
mid- to high-100K level whenever it is actually released.
From a Fed standpoint, we’re not seeing any improve-
ment in the labor market, so there’s nothing here that
would increase the likelihood of tapering.

Commodities

Commodities were mixed yesterday but, with strong
moves in the energy market, the PowerShares DB Com-
modity Index Tracking Fund (DBC) finished the day up
1.27%, reaching new three-week highs. Outperformers
included both Brent and WTI crude oil, RBOB gasoline,
and natural gas while precious metals and agricultural
products broadly underper-

NG #FNATURAL GAS|FUTURES, D (Dynamic)

formed.

Natural gas was the strong- [E&
est performer yesterday, .
reaching a high of 3.795
and closing well over 1%

higher. The move contin-
ues a recent uptrend that
was further fueled by a B
slight miss of inventory ex-

pectations. Analysts were
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Natural Gas: Commodities trend, and the trend appears to be

while the dollar sold off in recent weeks. However, it is
now that the dollar has caught a mild bid, gold is again
under pressure. That is the hall market of a bearish mar-
ket. 1,280 and 1,270 are now critical support; if we lose
those levels, things could get ugly (meaning a straight
shot to 1200.

It seemed as though traders on the NYMEX floor had
blinders on early in the trading day yesterday, as WTI
remained near two-week support levels and actually
broke through Wednesday’s lows in the opening half-
hour of the primary session yesterday. Shortly there-
after, it appeared energy traders noticed that every oth-
er tradable risk asset was substantially rallying in antici-
pation of a deal in Washington, and they quickly joined
the party.

Specifically it was the Brent
crude and refined-product
Yy prices that allegedly got the
attention of WTI traders,
who quickly bid the price
up over S2 in 2 hours—
putting WTI Crude back in
the upper portion of its
recent trading range ($101-
$104/Bbl). But, WTI rallied

expecting a build of 92 Bcf changing in Natural Gas. A move through $3.80 would be bullish, |in sympathy with risk as-

and saw a marginally lower

and if that happens look for upside in UNG and XOP.

sets yesterday, and gener-

build of 90 Bcf, which was
enough to attract more buyers into the market.

Precious metals were largely range-bound in the primary
session yesterday, but gold and silver finished 0.75% and

ally this market continues to feel “heavy.” Rumors are
out this morning the government shut down will be end-
ed in a deal announced this morning also, and if so that’s
a peripheral positive for oil demand, but $101.05 (the

lows from last week) re-

0.05% lower respectively.
The moves |Ower were sup- Market Level Chane % Chane mains Criﬁcal Support.
ported by a stronger dollar, Dollar Index 80.570 -104 0.13% .

e ot e |20 1.3526 0001 001% | Currencies &
which Tound support at the o5yng 1.5961 0013 0.08%
80 level earlier in the week. [Ven 010185 ~.00009 20.88% M

- CAD - -0.02% . . , .
It is important to note that > 2603 0002 0.02% Despite the big rally in equi-

. AUD $ 9418 .0012 0.13% . _

the 1,300 level in gold, [ 57ian Real 4535 0055 1.23% ties, most currencies were
which has been holding| 10 Year Yield 2.685 .035 1.32% little changed yesterday, as
strong, was broken repeat-| 30 Year Yield 3.742 48% apparently the short-term

edly in Thursday’s session P”CEStake“atpre"'o“Sdaymarketdose debt ceiling fix was priced

and closed below it at 1,297. Frustratingly for the gold
bulls, gold did not rally near as much as traders expected

into the dollar by Wednesday’s close. The Dollar Index
rose 0.1%, and actually made a marginal two-week high
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although, oddly, the dollar was only stronger vs. one ma-
jor currency yesterday, and that was the yen.

The yen fell sharply (0.9%) thanks to the “risk on” trade
in the markets yesterday, and also because of good eco-
nomic data (machine orders rose more than expected in
August). But, the intensity of yesterday’s declines un-
derscore what | said earlier in the week — that this latest
rally in the yen was due much more to concern about
the U.S. fiscal situation than anything going on in Japan
(a machinery orders beat is nice but it's not worth a 1%
fall in the yen).

Yesterday’s declines aside, though, if all these domestic
fiscal issues are merely “punted” for six weeks, then |
still don’t think we’ll see material downside (meaning a
significant decline through the 100/dollar level) in the
yen until we get long-term fiscal resolution. So, I'd con-
tinue to use any “risk off” rallies in the yen to accumu-
late a bigger position for when the downtrend starts
again in earnest later this year or a early next.

Elsewhere in currencies it was boring: The euro, pound
and Aussie dollar all rose less than 0.2% vs. the dollar
while the Loonie was flat.

Bonds initially declined sharply Thursday, with the 30-
year falling 0.75% in early trading. But, a strong 30-year
Treasury auction (the bid to cover was the highest since
February at 2.64, and the yield was two basis points be-
low the “When Issued” yield—another strong sign of
demand) helped bonds rally and the 30-year basically
halved its losses by the end of the day. The strong 10-
and 30-year auctions this week show that there is little
concern at the far end of the curve about a default.

The same cannot be said for Treasury bills. With the can
likely kicked six weeks on the debt ceiling, Nov. 29 Treas-
ury bills saw yields soar (meaning people were selling
them—remember the new big deadline is likely Nov. 22)
while the Oct. 17 bills, which got hit badly earlier this
week, saw huge rallies. So, the concern at the front end
of the curve isn’t dissipating; it's merely shifting.

Six-Week Debt Ceiling Extension = Tapering of QE in ’14.

Interestingly, while the dollar appears to have a bit more
room to run on the upside given how oversold it is, the
six-week debt ceiling extension, in my opinion, is near-

term dollar-bearish and bond-bullish because this all but
guarantees no taperingin '13.

| say this for two reasons: First, although the situation is
fluid, there is no concrete deal to re-open the govern-
ment, and even if there is, some small damage has al-
ready been done and that will likely subtract from GDP.
Second, with six more weeks of uncertainty, we can rea-
sonably assume that businesses will continue to hold off
on any significant capital investment, hiring, etc. (all the
things mentioned by the FOMC that | quoted in yester-
day’s Report).

So, this extension of uncertainty, while better than a dis-
aster, won’t help the economy or the labor market. Un-
less there is improvement there, the Fed won’t taper QE.
As result, it's another reason for me to think we’re not
done with this counter-trend rally in bonds, and I'd con-
tinue to look to sell any further rallies and get better en-
try points for the longer term down trend. Patience is
required in this market at the moment.

Have a good weekend,

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 o I C ¢

- - |~ . . vera omments

Outlook Outlook | — -
The S&P 500 rallied hard on news of a potential deal to end the week long government
shutdown and extend the debt ceiling. While the news, if true, removes a potential “tail
Stocks Neutral Bullish | Bullish | isk” event, further substantial upside in the S&P from 1700ish is tough to see, although

the benefit of the doubt remains with the bulls.
The S&P 500 support again sits at the 50 day MA (1679), while 1700 is resistance.
Trade Ideas

Long International (Europe & Japan): International markets continue to remain attractive vs. the US based on improving economic da-

ta, and looming political and monetary clouds in Washington. | like EWU (UK ETF) or EIRL (Ireland ETF) specifically. The “Long Japan”

trade is under pressure thanks to a rising yen (which is a result of the debt ceiling drama) but long Japan remains one of the more fun-

damentally based trades in the market. DXJ remains the way to play it and I’d buy this dip for medium/longer term accounts.

Long Deep, multi-national Cyclicals: Domestically, I'd look to allocate to deep cyclicals like industrials (XLI) and basic materials (IYM), as

Washington drama aside, they should benefit from continued Fed stimulus.

Commodities are at the mercy of Washington, like every other risk asset. Most com-
modities haven’t benefitted from the weaker dollar because of Washington drama, but

Commodities Bullish Neutral | Neutral | /ooking beyond the short term, all major global central banks will be accommodative
well into the future, and that should lead to am acceleration of global economic growth,
which should be a tailwind for commodities.
Trade Ideas

Long Industrial Commodities:

If we are seeing a return of global economic growth, then industrial commodities (Oil, Copper, Refined

Products, Base Metals) should out perform over the coming quarters. In the short term debt ceiling drama and concerns of growth

weigh, but if you believe the global economy Is recovering, the commodity space, and the ETF DBC, is one of the best “values” in the

market, and a pretty contrarian idea right now.

U.S. Dollar

Neutral

Neutral

Neutral

The Dollar Index bounced back above 80 on hopes of a resolution to Washington fiscal
drama, but expectations for the Fed continue to get more dovish, and any upside in DXY

Trade Ideas

Long: Emerging market currencies (ETF is CEW) such as the Brazilian Real (BZF), Indian Rupee (ICN) or Mexican Peso, as those curren-

cies should see a large rally after the Fed’s “no taper” surprise.

The Fed’s “no taper” surprise has likely marked the end of this initial leg down in Treas-
uries. Although the fundamentals long term remain negative, we should see a bounce

Treasuries Neutral | Bearish | Bearish | of some sort, although | would look at that longer term as a great entry point on a bond
short. If you missed the initial leg down, now’s your chance to get back in over the com-
ing weeks/month.
Trade Ideas

Buy on a significant dip: TBF (unleveraged short 20+ year Treasurys) and TBT (2X leveraged short 20+ year Treasury). Finally, with the

Fed committed to holding down near term rates, the yield curve will steepen dramatically, so STPP should continue to do well.
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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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