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March 7th, 2014 

 

Equities 

Market Recap 

Stocks resumed their squeeze higher Thursday with the 

S&P 500 hit another new all-time high ahead of the jobs 

report this morning.  The S&P 500 rose 0.17%. 

Yesterday’s rally was all positioning and sentiment, as 

the market seemed intent on eliciting more “pain” in the 

short term from skeptical investors who once again have 

missed the rally. The move higher came despite the lack 

of any positive catalysts.  The jobless claims dropped 

sharply but were largely ignored; Fed Vice Chair William 

Dudley reiterated in no uncertain terms the Fed’s desire 

to keep tapering; there’s been no additional progress in 

the Ukraine; and the ECB made clear rates are on “hold” 

for the foreseeable future.  

But, despite the lack of positive catalysts, stocks moved 

steadily higher throughout the morning and hit the in-

traday highs shortly after lunchtime.   

During the afternoon it seemed traders remembered we 

were on the eve of a major jobs report. Then, we saw 

some profit-taking and de-risking that saw the market 

give back much of the morning gains.  The S&P 500 

spent the last two hours of trading drifting in a 5-point 

range and closed positive, but well off the highs, again 

thanks to some hedging ahead of the jobs report this 

morning.   

Trading Color 

Volumes and activity remain muted, but there was some 

interesting action in the market yesterday to note.   

Quietly, many of the big, positive-momentum sectors  

Pre 7:00 Look 

 Futures are flat this morning and international markets are 

modestly lower after a pretty quiet night as everyone looks 

ahead to the jobs report.   

 Geo-politically there’s been a bit of backsliding in the 

Ukraine, as western nations imposed sanctions on Russia, 

while Putin didn’t rule out further military actions. But, 

overall the situation remains relatively stable.   

 Economically it was quiet as the jobs number looms.   

 Econ Today:  Employment Situation (E: 150K).  Fed Speak:  

Dudley (12:00 PM) 

Market Level Change % Change 

S&P 500 Futures 1878.25 2.00 .11% 

U.S. Dollar (DXY) 79.465 -.20 -.25% 

Gold 1348.70 -3.10 -.23% 

WTI 101.72 .16 .16% 

10-year 2.737 .039 1.45% 

Market Level Change % Change 

Dow 16,421.89 61.71 0.38% 

TSX 1,271.92 -32.25 -0.23% 

Brazil 47,093.13 504.13 1.08% 

FTSE 6,775.74 -12.75 -0.19% 

Nikkei 15,274.07 139.32 0.92% 

Hang Seng 22,660.49 -42.48 -0.19% 

ASX 5,462.31 16.42 0.30% 

Prices taken at previous day market close. 

A Sign of Short Term Exhaustion?  The Healthcare sector, which 

has been a market leader, printed a bearish “outside reversal” 

yesterday, implying the rally in that sector may be taking a 

break.   



 

Copyright 2014, Kinsale Trading LLC.  All Rights Reserved.   www.sevensreport.com 

that had performed so well recently came for sale yes-

terday.  First and foremost was healthcare, as the XLV 

badly underperformed.  Certainly 

part of that was the weakness in 

the biotechs as a result of the 

Dudley comments (he said bio-

tech may be “overvalued”).  But, 

it wasn’t just biotech (and phar-

ma, more generally).  Tech also 

lagged the market, weighed 

down by cloud names (WDAY/

CRM), as did the “clean energy” 

names like TSLA, which we all know have been high fli-

ers.   

Certainly some of the money leaving those sectors has 

rotated into banks, retailers and other lagging sectors, 

but it was more the size of the declines yesterday that 

caught my attention.   

Away from these high fliers, the sector trading was 

mostly “fine” as banks, semiconductors, energy and 

basic materials rallied, while anything “interest rate”-

related declined, thanks in part to the Dudley comments 

(utilities, REITs, homebuilders and consumer staples all 

finished the day in the red).   

On the charts, you know the drill—another new intraday 

high made, while support now sits below at 1,867, 1,850 

and 1,827 (the 50-day MA).   

Bottom Line 

Regardless of how the jobs number comes out, we may 

be in for a bit of a pause here.  Stocks have rallied 8% 

almost in a straight line since the January lows and have 

rallied into the jobs report, setting up a potential “sell 

the news” reaction even if the number is “OK.”   

Additionally, during these last few days, the rally has 

“forced” people in on the long side. When that happens, 

the potential for a quick, violent dip rises, as everyone 

who has come in over the past few days is a “weak 

hand” and likely will sell at the first sign of trouble. 

And, that feeling is why I pointed out the big underper-

formance of the momentum stocks yesterday—it’s cer-

tainly possible some of the “smart” money is booking 

some profits in high-flying sectors and either looking to 

buy on a dip or re-allocate to something that has a bit 

more value (as we’ve been saying all week). 

I hate trying to guess short-term 

timing of the market because it’s a 

great way to make myself look 

stupid, but the bottom line is the 

market may be a touch ahead of 

itself here, and a short-term shake 

out might be necessary to restore 

some health.   

I certainly wouldn't alter any fun-

damental allocations based on that opinion, as I believe 

it’d be just temporary. But if you’ve made a quick buck 

trading over the past few days or weeks, now may be a 

good time to “ring the register” as Cramer says.   

Economics 

Weekly Jobless Claims 

 Weekly Claims fell to 323K vs. (E) 338K 

 The 4-Week Moving Average fell 2K to 336,250 

Takeaway 

Weekly jobless claims fell 26K to 323K from a slightly 

revised higher reading of 349K (from 348K) the week 

prior. The 4-week moving average fell for the second 

week in a row, down 2K to 336,250. The 4-week moving 

average continues to oscillate in a tight range between  

320K and 350K which, again, is exactly where it was in 

August of last year.  So, status quo in the job market re-

mains.    

Commodities 

Commodities were mostly higher yesterday thanks to a 

materially weaker dollar (DX was down 0.56%). Crude oil 

and the refined products were the sole exceptions as 

they continued to break down as Wednesday’s inventory

-driven sell-off continued. The benchmark commodity 

tracking index ETF, DBC, gained 0.5%. 

Crude oil, RBOB gasoline and heating oil futures all con-

tinued lower for most of the session yesterday after the 

selling began Wednesday due to the bearish EIA invento-

ry data, most notably the unexpected build in distillate 

(heating oil) supply. As we mentioned in yesterday’s Re-

Market Level Change % Change 

DBC 26.36 .19 0.75% 
Gold 1351.00 10.70 0.80% 
Silver 21.51 .239 1.12% 
Copper 3.2135 .011 0.34% 
WTI 101.64 .19 0.19% 
Brent 108.23 0.47 0.44% 
Nat Gas 4.662 0.139 3.07% 
RBOB 2.9467 .0064 0.22% 

DBA (Grains) 28.29 -.07 -0.25% 
Prices taken at previous day market close. 
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port, the heightened demand and consequent falling 

inventory levels in heating oil have been supporting the 

energy complex for multiple weeks. But, now that sup-

plies are building, it seems the loss of the “heating oil 

bid” is weighing on the entire sector as longs unwind 

positions.  

In addition, improvement in the Ukrainian situation is 

also bearish for crude oil, as the geopolitical risk bid we 

saw early in the week is continuing to fade. Despite be-

ing down most of the day, both crude oil and RBOB gaso-

line rallied back to the flat mark into the close due to 

rumors of more Russian military operations in Ukraine 

and on short-covering ahead of this morning’s jobs re-

port.  

As for the outlook on WTI crude, it is 

more of the same as the price ap-

proached the lower end of the trad-

ing range yesterday (low tick was 

$100.13). On the charts, the 200-day 

moving average at $100 even is ma-

jor support, while the first line of 

resistance is in the $103 area (while 

the top end of the range is at $105/

bbl).  

Elsewhere in energy, it was invento-

ry day for natural gas yesterday. The 

data was bullish, leading natural gas futures to rally 

3.07%. The EIA reported that natural gas inventories fell 

by 152 Bcf last week compared to the average analyst 

expectation of a 135 Bcf draw.  

Daily volatility aside, the fundamentals for natural gas, 

namely supply levels, remain very 

bullish. Natural gas inventories 

are now 43% lower than they 

were at this time last year, 38% 

below the 5-year average, and 

have fallen below the critical 

storage level of 1.2 trillion cubic 

feet, which I first pointed to as a 

“danger zone” for supply some 

two months ago.  

Technically, natural gas futures have found support and 

are beginning to trend higher again. So basically the 

bottom line is the same as it has been. The path of least 

resistance in natural gas remains higher, which supports 

an argument to buy the ETFs FCG and XOP on dips.  

Moving to the precious metals market, gold and silver 

were up 0.84% and 1.19%, respectively, yesterday 

thanks to the weaker dollar (-0.5%).  Also contributing to 

the rally was some positioning/short-covering ahead of 

this morning’s jobs report.  

On the charts the most important levels to watch are 

$1,355 in gold and $22.18 in silver. They are the recent 

highs, and if they are broken decisively, that will be a 

clear signal that the rally is accelerating, and I’ll have to 

abandon my preference to buy on a further dip. Howev-

er, if they are not broken, I am confident there will be 

better opportunities to open or add 

to long positions.  

Currencies & Bonds 

The Dollar Index fell 0.55% yester-

day as strength in the euro offset 

decent economic data and 

“hawkish” comments from Fed Vice 

Chair Dudley.  

Beginning in Europe, the euro ral-

lied 0.9% yesterday following the 

ECB meeting and announcement. 

By now you know that there was no change in mone-

tary policy, which was in-line with expectations. But, the 

reason the euro rallied was two-fold:  First, the ECB de-

cided not to halt “sterilization” of SMP bond purchases 

(which many had expected they would).  Second, the 

ECB was rather upbeat regarding 

the state of the economy, saying 

that liquidity was ample (there’s 

debate on that), economic 

growth was encouraging (there’s 

debate on that), and that disin-

flation isn’t a larger/longer term 

threat, as evidenced by the re-

lease of the staff’s forecast for a 

2016 inflation level of 1.7% 

(there’s obviously a lot of debate on that).  Draghi even 

went so far as to call the euro an “Island of Stability.”  

Market Level Change % Change 

Dollar Index 79.675 -.442 -0.55% 
EUR/USD 1.3855 .0123 0.90% 

GBP/USD 1.6741 .002 0.12% 
USD/JPY 103.04 .74 0.72% 
USD/CAD 1.0985 -.004 -0.36% 
AUD/USD .909 .0105 1.17% 
USD/BRL 2.3195 .0017 0.07% 
10-year Yield 2.737 .039 1.45% 
30-year Yield 3.687 .043 1.18% 

Prices taken at previous day market close. 

Natural Gas inventory levels are at multi-year 

lows, and still falling.   
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How quickly times change (it was less than a year ago 

that the ECB finally broke the euro crisis).    

So, bottom line is that the ECB clearly does not feel the 

need to be any more accommodative than they already 

are. Traders came to terms with the fact that they are 

not going to take any action, which led to the substan-

tial rally we saw yesterday.  

Despite the strong move higher yesterday, I believe the 

euro is still going to be largely range-bound versus the 

dollar because our Fed is withdrawing accommodation, 

which really limits the potential upside in the euro 

(because both central banks have stopped being incre-

mentally more accommodative). The most important 

level to watch now is the 1.39 to 1.40 level.  I think it 

would take the Fed pausing on tapering QE to see the 

euro trade through 1.40, and I don’t think that’s going 

to happen.    

Moving to Asia, the Aussie continued higher because of 

stronger-than-expected data, and yesterday traded 

through the .90 and .91 level versus the dollar. Both 

exports and retail sales were better than analyst expec-

tations and the result was a steady short-squeeze-

fueled rally over the course of the day. Bottom line, the 

economic data was not nearly good enough to send the 

Aussie up 1.17%, and I continue to advocate laying out 

shorts in and around these levels.  Short squeezes can 

go on longer than you think, so there may be some 

more upside in Aussie in the short term, but beyond 

that, selling Aussie at these levels and higher represents 

a great entry point to the dominant trend, which is low-

er.   At the end of the day, short squeeze aside, the RBA 

will not allow the Aussie to appreciate much further.  

In Japan, the yen fell 0.6% yesterday as it broke down to 

a fresh 6-week low. The drop was a result of traders 

continuing to de-risk after the Ukrainian issue combined 

with people realizing that the BOJ is still in play. If you 

don’t already have short positions in the yen (via fu-

tures or YCS) or long positions in DXJ, I think now is as 

good a time as any to open them (or add to existing po-

sitions, for that matter).  

Moving to the debt markets, bonds continued lower 

yesterday with the 30-year falling 0.5% and the 10-year 

falling 0.25%. Bonds sold off sharply following a WSJ 

interview with William Dudley. In the interview, Dudley 

was quoted saying the “threshold is pretty high for the 

Fed to stop tapering,” which caused any bond bulls still 

hoping for a “taper of the taper” to sell. I may sound 

like a broken record but I continue to advocate that be-

ing short bonds via the ETFs TBF and TBT is the most 

fundamentally sound trade in the market.  

With regards to the jobs report today, two levels to 

watch in the 10 and 30 year yields are 2.73% and 3.74%.  

Those resistance levels are multi-week highs, and if 

both the 10 and 30 year yields break through those lev-

els on a bond sell off today, look for the move higher in 

yields (lower in bonds) to accelerate.   

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 

Outlook 

Technical     

Outlook 
Overall Comments 

Stocks Bullish Bullish Bullish 

The S&P 500 traded to a new all time high last week, although the gains came on low 

volumes and with little conviction.  But, the broadly speaking the positive backdrop for 

stocks (macro-economic calm, accommodative central banks, growing economic recov-

ery, skeptical sentiment) remains, so the benefit of the doubt remains with the bulls.   

Resistance is now the all time highs at 1876, while support is the 50 day MA at 1820. 

Trade Ideas 

Long Market “Losers”:  So far in 2014 the right strategy has been to buy beaten down sectors that offer some value, as opposed to the broad market.  

It has worked with utilities and most recently the retailers.  Now, the banks seem to be the sector that has lagged recently, and if the market contin-

ues to rally, we should see them play catch up.  KBE remains one of the “easiest” ways to get broad bank exposure.   

Long Japan:  DXJ has gotten hit hard as  the yen has rallied, due mostly to emerging market angst.  But, the Japanese economy is improving, and see-

ing as I don’t think this latest EM angst is a bearish game changer, I believe the yen will resume its declines and DXJ is not done rallying.    

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

and global industrial miners (PICK).  It’s a bit of a contrarian idea, and over the past few weeks these sectors have lagged.  But, they most exposed to 

the “global economic recovery” thesis.   

Long Natural Gas E&Ps:  Term structure in the natural gas markets has turned bullish, as its in backwardation out nearly a year, implying a structural 

increase in demand.  But, natural gas equities remain under pressure, and could potentially offer some value in the market over the medium/longer 

term.  FCG and XOP are the two “pure play” ETFs in the natural gas E&P space.     

Commodities Bullish Neutral Neutral 

The outlook for commodities remains mixed, as the global economy remains mired in 

stagnant growth.  Given the severe underperformance of commodities last year, 

though, the asset class remains on of the last corners of value in the market, if the glob-

al recovery can accelerate.   

Trade Ideas 

Long Industrial Commodities:    Industrial commodities have stalled lately, as economic data, especially in the US, has shown a loss of some positive 

momentum,  and it bears close watching as to whether this is a temporary blip, or a bearish game changer.  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.  

Long Gold:  Gold has now broken out above resistance at $1300/oz., as gold has benefitted from the recent dollar weakness due to soft economic da-

ta.  Short term I’d only nibble above $1300 on the long side and feel more comfortable around the mid-$1200’s, but it appears as though a longer term 

bottom is “in” in gold. 

U.S. Dollar  Neutral Neutral Neutral 
The Dollar Index remains largely range bound, as a stronger euro will hamper any ability 

for the US DOlar Index to rally, despite continued tapering of QE.   

Trade Ideas 

Short:  Japanese Yen.  This year has been choppy for the yen as there have been several macro-inspired “risk off” episodes, most recently with the 

Ukraine.  But, with the BOJ expected to ease policy further, fundamentals for a weaker yen remains in place, and I would view this rally as a longer 

term entry point in a still down trending yen.    

Treasuries Bearish Bearish Bearish 

Treasuries are stalemated in the short term as weak economic data is supportive, but 

the Fed clearly favoring continued tapering of QE, baring a big drop in economic data, 

has caused the counter trend rally to stall.  Longer term, though, fundamentals remain 

negative and I view current levels as great entry points for short bond positions.   

Trade Ideas 

Buy:  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.   


