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Week of April 13th, 2020

S&P 500 rallies in its best week since 1974

The S&P 500 closed the week 12.09% higher, at 2,790, after the
Federal Reserve announced further plans to support markets and
the United States economy. The week began with an immediate
rally after New York Governor, Andrew Cuomo, announced that
hospitalizations in New York have gone done, however the total
cases and deaths continued to rise. Markets exhibited some bullishness from the fact that many of the so called “hot spots,” such
as New York City and Detroit, are approaching an apex in new
case growth within the next week. However, at the same time,
we see new hot spots arising, in Texas and Florida, all while the
global death count officially broke above 100,000. Fundamentally speaking, we have not seen improvement in the COVID-19
(CV) pandemic’s impact on the global economy as stay at home
orders are being extended, non-essential goods and services become more limited, and consumers are reluctant to leave their
homes and it will stay this way for at least six more weeks. We also
saw weekly jobless claims of 6.6 million, bringing the total three
week count up to roughly 17 million. Amid all this bearishness,
the Fed’s ability to prop markets has been quite remarkable and
they continue to expand their methods of stimulus. However,
while we do note that the Fed is a highly influential power in this
market, CV continues to spread and the vast majority of stimulus
from the Fed and U.S. government is now priced into equities.
As we look ahead, Q1 2020 earnings are set to begin over the next
couple weeks and the blended earnings decline for the quarter

is expected to be -10.0%, according to FactSet. This is a significantly lower rate than the 4.3% growth we saw in Q4 2020, and
we believe the earnings decline can be even more than ten percent which is a catalyst for further downside. Earnings will be the
primary driver of markets over the next four weeks, along with
developments regarding CV, and we expect negative earnings
and guidance to drive the S&P 500 lower into May. When looking at the technical picture, we saw an early break above many
key technical levels, with 2640 and 2710 being the most notable,
leading to a gap above 2800 on Friday. However, momentum ran
out into the close on Friday after the daily top Bollinger Band
and a strong supply imbalance both led to a rejection at 2820.
This rejection led to the first break below uptrend support in the
45M RSI since its formation at the April 1st, 2447 low pivot. We
continue to believe that further downside is ahead, as we face
the third wave lower of this bear market, and breaking below
immediate support is the key to spark this decline. The first support level we look to test, as soon as this week, is the 2711 March
13th high. A break below 2711 leads to a quick gap down to uptrend support, at 2660, and ultimately the 2640 double top from
late March. These technical levels serve as a mild barrier against
downside, however if they are broken we expect to see 2450
quickly. Therefore, we hold short positions in the S&P 500 and
place a stop loss at 2890, slightly above the 2820-2880 resistance
zone. Unless 2890 is broken, we remain bearish of the S&P 500.
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WTI crude tumbles as OPEC
deal stalls

Natural gas rises but fails to
break key technical level

WTI crude closed the week 24.25% lower, at $23.17, as all eyes
turned towards the OPEC+ meeting which began on Thursday
morning and remains unresolved as we write this Sunday morning. A historic deal was outlined, which would cut 10 million
barrels of production per day in May and June, 8 million barrels
per day through December 31st, 2020, and 6 million barrels per
day through April 2022. However, the entire deal has been held
up by Mexico who OPEC+ believes should be cutting 400,000
barrels per day (23% of production). However, Mexico insists
that the United States cuts 250,000 of this production and they
only cut 100,000 barrels per day. Even prior to this stalemate,
prices began selling off after the deal was announced due to
worries about weak demand for longer than initially expected.
As Mexico continued to hold out, we saw prices escalate to the
downside on Friday, and we expect this deal to be reached, but
then be sold after an initial spike in WTI crude prices. We have
many doubts about compliance with the deal and the demand
picture remains far too weak over the medium term to justify
being bullish 20% higher than the recent low. On the bright
side, we saw another steep drop in U.S. active rig count, from
562 to 504, but believe that we need a sub-350 number before a
bottom can form. When looking at the technical picture, it appears that a triple top has formed at ~$28.80 resistance, and the
gap up to $30.30 could not be filled last week which was a major
setback for bulls. In addition to this rejection at $28.80, we saw
a sudden drop and break below a long term triangle formation,
at $24.50. This also aligned with the first drop below the 4H RSI
upward trending channel, at 44, and we now expect the gap
from $22.85 down to $20.00 to be filled in the coming weeks.
While the 4H bottom Bollinger Band stands at $23.02, we see
the daily bottom Bollinger Band, which is far more important, at
$19.36, clearing the way for a gap lower. After the deal is reached
and an initial price spike occurs, we look to short WTI Crude
down to $20.00. Ideally, the spike takes WTI crude to $25.50,
where we enter our short positions, with a $27.50 stop-loss.

When looking at natural gas, the commodity posted
a 8.02% weekly gain, closing at $1.75, as a continued
decrease in production levels was supplemented by a
technical recovery early last week. We began last week
with long positions in the commodity and saw a purely technical move higher, almost immediately above
our $1.72 price target where we took profits. On Friday,
we entered short positions at ~$1.75, on the May 2020,
contract via our private Twitter feed, and continue to
believe that technical conditions deteriorated significantly late last week. When looking at the technical
setup, we see a near identical setup as observed on the
daily candlestick chart for the two previous tops, on
February 20th and March 11th. In each of these setups, we saw a daily double bottom lead to a quick gap
higher with a large green candlestick into the daily top
Bollinger Band. This was then followed by a daily reversal and deep red candlestick before continuing sharply lower. Last week, we got the large green candlestick
on Tuesday, up to $1.91, where the top Bollinger Band
was rejected. We then saw a large red candlestick on
Wednesday, back below support, at $1.85, and the daily
RSI fell below 55. On top of this, natural gas formed a
lower high than the March 11th top, which was lower
than the February 20th top, forming two lower highs
with nearly identical steps, all leading to a break back
into its downward trending channel at $1.76 on Friday. With a drop below 55 on the daily RSI last week,
we see a drop in the RSI back to uptrend support, at
38, and natural gas prices are headed back to $1.60. We
hold short positions with stops set at $1.85 and look for
a sudden gap lower as the technical picture collapses.
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Gold hits seven year high on
Fed dovishness

Treasury yields limited by prolonged Fed dovishness

Gold prices (June 2020) closed the week 6.31% higher, at
$1,753/oz, after the Fed announced further stimulus for the
U.S. economy and the U.S. Dollar Index (DXY) pulled back
on the week. The week began with a break above $1670 which
led to an immediate gap to the $1700 key psychological level
for the commodity. When $1700 broke on Tuesday, gold prices behaved exactly as expected and rallied to the top end of
their upward trending channel, at $1728, and we were able to
catch this trade on our private Twitter feed. However, rejection of $1728 led back to $1675, but the reversal into Friday’s
close is what was most interesting to us. This reversal marked
the first daily and weekly close above the upward trending
channel ($1730) since its formation in May 2019. The reversal also resulted in a break above the downtrend in the daily RSI, at 57. When looking at the current technical picture,
we see a well defined inverse head and shoulders formation
with the two shoulders at $1700 and a head at the $1450
double bottom. This formation was followed by a confirmed
breakout last week which is extremely bullish from a technical perspective. Additionally, the close above the upward
trending channel is further evidence that a breakout has occurred. The fundamental narrative supports further upside
from current levels as Fed dovishness continues to increase,
volatility will drive safe haven investment demand to gold,
and gold acts as a hedge against inflation which is expected
throughout the course of the recently announced stimulus.
Looking ahead, we see a move to the October 2012, $1800
high in the coming weeks before a technical pullback occurs.
We are now establishing long positions in gold and set stoploss positions at $1715 as we look to cash in on this breakout
while also allowing leighway for expected volatility this week.

The yield on the ten year note closed the week twelve
basis points higher, at 0.72%, as general risk-on sentiment drove yields higher, but upside was limited
on dovish Fed policy. Our positions in TLT marked
at 1.93% weekly decline, closing at $165.33, which is
exceptionally strong performance given that the S&P
500 posted its best week since 1974. The bond markets continue to signal that they are fundamentally
pointing to lower yields for longer because of how severe current Fed intervention has become. The bond
markets’ recent strength despite the runup off the low
in the S&P 500 is also interesting because this continues to suggest that further weakness is ahead in equities and general safe haven investment demand is
here to stay. Fundamentally speaking, we see an increasingly favorable picture for our long positions
in TLT and expect the ten year note yield to fall below 0.50% by mid-May. When looking at the technical picture for TLT, we saw multiple tests of $163.80
hold, leading to $165.00 being reclaimed late last week
which was very bullish. It seems that price action last
week was mainly technical consolidation as we prepare for the next leg higher, especially as the bottom
Bollinger Band rose rapidly to $164.08. We now see
strong technical support from $160.00-$165.00 serving as a downside barrier and maintain our stops at
$160.00 to lock in gains from our ~$150.00 entry. We
look for a move to $170.00 over the next couple weeks
and maintain our ultimate price target of $175.00.
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Keep your OPTIONS Open

1. Short S&P 500: With the vast majority
of stimulus priced into equities, a continued
worsening of the global COVID-19 pandemic
and economic data, and Q1 2020 earnings
season ahead, are bearish of equities at
current levels. We also saw the first break below uptrend support in the RSI channel, the
first rejection of the daily top Bollinger Band
since 3400, and a 2820 supply imbalance
all pointing to a drop. We hold short positions
with a stop set at 2890, and look for an S&P
500 drop below 2640 into May.
2. Neutral to Short WTI Crude: As
written last week, we had our doubts about
the OPEC+ meeting going as smoothly as
expected, and this is exactly what happened. Looking ahead, we expect a deal
to result in an initial rally which is followed
by a technical breakdown below the
triangle formation at $24.50. We now look
to enter short positions at $25.50, if price
permits, with a $20.00 target and $27.50
stop-loss. Updates will be provided on our
private Twitter feed as this develops.
3. Short Natural Gas: After cashing in
on last week’s rally at our $1.72 target, we
saw upside extension into $1.91 resistance
which appears to have formed a top. A
break below the top end of the daily downward trending channel and a near identical
setup to the two previous highs signals that
further downside is ahead. We now hold
short positions with a $1.60 target and
$1.85 stop-loss, and look for an early break
below $1.72 this week.
4. Long Gold and Gold Mining Stocks
(GDX): The Fed’s stimulus announcement
last week and the overall expected increase
in market volatility in the coming weeks are
both fundamental signs that gold can push
higher here. We also see an inverse head
and shoulders formation with a confirmed
breakout above $1730 channel resistance.
We are now establishing long positions in
gold and look for a test of the October 2012,
$1800 high.
5. Short U.S. Treasury Yields or Long
of Bonds (ETF Ticker: TBT): Despite
the biggest rally since 1974 in the S&P
500 and a risk-on trade week, TLT fell just
1.93% proving that markets expect volatility
to return and recent Fed dovishness cannot be ignored. After a week of technical
consolidation, TLT is ready for a move
to $170.00. We maintain our final price
target for TLT and the ten year note yield at
$175.00 and 0.50%, respectively. We also
maintain our stops at $160.00 to lock in
gains and limit downside in an unexpected
collapse.
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“For this week’s options market trade,
we look at Disney (DIS) which continues to struggle from theme park closures, but saw strong upside last week
after news that Disney+ subscribers
broke above 50 million. Disney’s stock
has rebounded sharply from the $79.07
low, closing at $104.50 on Friday, as the
market recovered and optimism about
a potentially earlier than expected
reopening of theme parks pushed
the stock higher. Overall, we see an
incredibly optimistic picture priced
into the stock right now that will likely not come to fruition. This includes
upside as a result of Fed intervention
in markets, optimism about theme
parks reopening, Disney+ bullishness
priced into the stock, and hopes that
COVID-19 headwinds settle quicker
than expected. If just one of these fundamental catalysts do not come to fru-

ition, which we believe is highly likely,
DIS is poised for further downside.
When looking at the technical picture,
we saw the first break above the daily top Bollinger Band last week since
November 2019. This led to a large
4.3% reversal off Friday’s high and we
expect further downside as a result of
the current fundamental and technical setup. With that in mind, I am looking at buying the May 15th, $100.00
strike puts for $5.35 per contract. This
expiration date includes the May 13th
earnings date, which will serve as an
anchor for the 66.3% implied volatility, and we look to sell these puts when
DIS hits $95.00. Ideally, a broader market pullback and increased implied
volatility as other companies begin
reporting earnings will result in an
even higher implied volatility before
we sell these puts.” - Adam Kobeissi
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