
 
 
 
 
 
 

 

A ​ ​Massive ​ ​H&S 

All​ ​three​ ​major​ ​indices​ ​closed​ ​the​ ​week​ ​at​ ​new​ ​all-time​ ​highs.​ ​But,​ ​as​ ​@SentimentTrader​ ​noted, 
these​ ​new​ ​highs​ ​are​ ​being​ ​made​ ​on​ ​negative​ ​NYSE​ ​breadth​ ​(meaning​ ​there​ ​are​ ​more​ ​stocks 
declining​ ​than​ ​rising)​ ​and​ ​Nasdaq​ ​breadth​ ​which​ ​was​ ​barely​ ​positive.  
 
The​ ​only​ ​other​ ​times​ ​in​ ​recent​ ​history​ ​we’ve​ ​seen​ ​this​ ​technical​ ​divergence​ ​was​ ​in​ ​July​ ​of​ ​98’ 
and​ ​July​ ​of​ ​99’.  
 
Also,​ ​as​ ​I​ ​noted​ ​in​ ​Macro​ ​Musings,​ ​credit​ ​is​ ​weakening​ ​and​ ​JNK​ ​finished​ ​the​ ​week​ ​near​ ​the 
lows.  
 
Is​ ​it​ ​time​ ​to​ ​sell?!  
 
Nope.​ ​But​ ​the​ ​market​ ​has​ ​clearly​ ​entered​ ​a​ ​new​ ​regime​ ​of​ ​frothy​ ​sentiment​ ​that’s​ ​been​ ​lacking 
the​ ​last​ ​few​ ​years.​ ​A​ ​standard​ ​late​ ​cycle​ ​development.​ ​This​ ​is​ ​going​ ​to​ ​lead​ ​to​ ​greater​ ​volatility; 
both​ ​to​ ​the​ ​upside​ ​and​ ​the​ ​downside.  
 
The​ ​key​ ​I​ ​think​ ​to​ ​playing​ ​these​ ​late​ ​cycle​ ​runs​ ​is​ ​to​ ​not​ ​give​ ​into​ ​the​ ​FOMO​ ​and​ ​chase​ ​nor​ ​try 
and​ ​pick​ ​a​ ​top​ ​and​ ​cut​ ​your​ ​longs​ ​on​ ​a​ ​selloff.  
 
We​ ​want​ ​to​ ​do​ ​the​ ​opposite.​ ​We​ ​want​ ​to​ ​hold​ ​through​ ​the​ ​seloffs​ ​and​ ​add​ ​or​ ​open​ ​new​ ​positions 
on​ ​pullbacks.​ ​This​ ​environment​ ​is​ ​likely​ ​to​ ​play​ ​out​ ​over​ ​the​ ​next​ ​6-12​ ​months.  
 
The​ ​technical​ ​picture​ ​isn’t​ ​all​ ​bad​ ​either.​ ​There’s​ ​a​ ​handful​ ​of​ ​indicators,​ ​like​ ​the​ ​one​ ​below​ ​from 
NDR,​ ​that​ ​suggest​ ​the​ ​current​ ​leg​ ​has​ ​some​ ​juice​ ​left​ ​in​ ​it.​ ​The​ ​chart​ ​shows​ ​the​ ​supply​ ​and 
demand​ ​fundamentals​ ​for​ ​volume​ ​on​ ​the​ ​S&P.​ ​Volume​ ​precedes​ ​price​ ​so​ ​when​ ​the​ ​black​ ​line 
(representing​ ​demand)​ ​is​ ​above​ ​the​ ​red​ ​line​ ​(supply)​ ​like​ ​it​ ​is​ ​now,​ ​it​ ​means​ ​demand​ ​for​ ​stocks 
exceeds​ ​supply.​ ​And​ ​so​ ​prices​ ​go​ ​up.  
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Strat​ ​port​ ​is​ ​sitting​ ​at​ ​new​ ​NAV​ ​highs​ ​again​ ​this​ ​week.​ ​I​ ​like​ ​how​ ​we’re​ ​positioned.​ ​We​ ​should 
see​ ​a​ ​strong​ ​run​ ​in​ ​a​ ​number​ ​of​ ​our​ ​names​ ​going​ ​into​ ​the​ ​end​ ​of​ ​the​ ​year,​ ​especially​ ​our​ ​energy 
plays.​ ​Check​ ​out​ ​oil​ ​below.​ ​It​ ​closed​ ​the​ ​week​ ​above​ ​the​ ​critical​ ​$55bbl​ ​level.  
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All​ ​the​ ​macro​ ​pieces​ ​are​ ​coming​ ​together​ ​for​ ​a​ ​sustained​ ​run​ ​in​ ​crude.  
 
Despite​ ​the​ ​recent​ ​rise​ ​in​ ​oil’s​ ​price,​ ​investors​ ​remain​ ​skeptical​ ​as​ ​well​ ​as​ ​under​ ​positioned.​ ​This 
is​ ​great.​ ​The​ ​best​ ​bull​ ​moves​ ​climb​ ​a​ ​wall​ ​of​ ​skepticism​ ​and​ ​worry.  
 
I​ ​keep​ ​seeing​ ​headlines​ ​like​ ​this.  
 

 
And​ ​producers​ ​have​ ​actually​ ​become​ ​net​ ​long​ ​Texas​ ​Tea​ ​for​ ​the​ ​first​ ​time​ ​since​ ​14’,​ ​while​ ​specs 
are​ ​sitting​ ​neutral.​ ​All​ ​of​ ​this​ ​is​ ​very​ ​good​ ​for​ ​us.  
 

 
 
We’ll​ ​add​ ​to​ ​our​ ​oil​ ​trades​ ​Monday​ ​morning.​ ​I’ll​ ​shoot​ ​out​ ​a​ ​trade​ ​alert​ ​when​ ​we​ ​do. 
 
Let’s​ ​talk​ ​currencies​ ​because​ ​I​ ​think​ ​we’re​ ​seeing​ ​the​ ​start​ ​of​ ​what’s​ ​going​ ​to​ ​be​ ​a​ ​MONSTER​ ​of 
a​ ​trend.  
 
I’m​ ​talking​ ​about​ ​the​ ​dollar.​ ​Check​ ​out​ ​these​ ​charts.  
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Here’s​ ​the​ ​pound​ ​on​ ​a​ ​weekly​ ​basis.  
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Now​ ​look​ ​at​ ​the​ ​aussie.  
 
A​ ​massive​ ​17yr​ ​trendline​ ​break​ ​followed​ ​by​ ​a​ ​huge​ ​bull​ ​trap​ ​reversal​ ​and​ ​a​ ​kissing​ ​of​ ​the 
trendline​ ​goodbye.  
 

 
 

Here’s​ ​the​ ​aussie​ ​on​ ​the​ ​weekly.​ ​This​ ​bull​ ​trap​ ​is​ ​catching​ ​a​ ​LOT​ ​of​ ​suckers​ ​long.​ ​Specs​ ​are​ ​still 
holding​ ​record​ ​long​ ​positions​ ​according​ ​to​ ​the​ ​COT​ ​data.​ ​That’s​ ​going​ ​to​ ​be​ ​fuel​ ​for​ ​the​ ​unwind.  
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And​ ​another​ ​large​ ​monthly​ ​false​ ​breakout,​ ​this​ ​time​ ​in​ ​the​ ​Franc.  
 

 
 
Now​ ​do​ ​I​ ​believe​ ​in​ ​the​ ​validity​ ​of​ ​23+yr​ ​H&S​ ​patterns,​ ​like​ ​the​ ​one​ ​in​ ​the​ ​pound?  
 
Nah,​ ​I​ ​don’t​ ​know.​ ​That’s​ ​probably​ ​reading​ ​too​ ​much​ ​into​ ​the​ ​tape​ ​than​ ​I​ ​prefer.​ ​What​ ​I​ ​think​ ​is 
more​ ​interesting​ ​though​ ​is​ ​that​ ​now​ ​the​ ​dollar/pound​ ​pair​ ​has​ ​broken​ ​below​ ​a​ ​long-term​ ​price 
channel.​ ​This​ ​signals​ ​a​ ​major​ ​shift​ ​in​ ​market​ ​expectations,​ ​something​ ​that’s​ ​more​ ​secular​ ​than 
cyclical.  
 
It’s​ ​connected​ ​to​ ​Brexit,​ ​sure.​ ​But​ ​probably​ ​more​ ​importantly​ ​it’s​ ​being​ ​driven​ ​by​ ​the​ ​conditions 
that​ ​spawned​ ​the​ ​UK​ ​national​ ​pessimism​ ​that​ ​drove​ ​them​ ​to​ ​vote​ ​for​ ​Brexit.  
 
I​ ​don’t​ ​think​ ​this​ ​move​ ​is​ ​anywhere​ ​near​ ​done.​ ​Huge​ ​false​ ​breakouts​ ​like​ ​the​ ​ones​ ​I’ve​ ​shown 
you​ ​above,​ ​should​ ​not​ ​be​ ​ignored.​ ​There​ ​is​ ​something​ ​really​ ​interesting​ ​going​ ​on.  
 
I’ve​ ​been​ ​a​ ​long-time​ ​dollar​ ​bull​ ​these​ ​last​ ​few​ ​years.​ ​We​ ​made​ ​a​ ​lot​ ​of​ ​money​ ​long​ ​USD​ ​in 
14’-15’​ ​and​ ​then​ ​made​ ​a​ ​good​ ​deal​ ​going​ ​short​ ​it,​ ​earlier​ ​this​ ​year.​ ​I’ve​ ​been​ ​waiting​ ​for 
sentiment​ ​and​ ​positioning,​ ​which​ ​had​ ​become​ ​crowded​ ​and​ ​one​ ​sided​ ​in​ ​the​ ​dollar​ ​bull​ ​camp,​ ​to 
unwind.​ ​I​ ​think​ ​that’s​ ​now​ ​happened,​ ​at​ ​least​ ​that’s​ ​what​ ​the​ ​COT​ ​and​ ​survey​ ​data​ ​is​ ​telling​ ​me.  
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So​ ​now​ ​we​ ​have​ ​washed​ ​out​ ​USD​ ​bull​ ​sentiment​ ​+​ ​the​ ​US​ ​Fed​ ​leading​ ​the​ ​way​ ​in​ ​raising​ ​rates 
again​ ​+​ ​dominating​ ​narrative​ ​over​ ​expected​ ​tax​ ​cuts​ ​in​ ​the​ ​US​ ​+​ ​growing​ ​excitement​ ​over​ ​US 
equities​ ​which​ ​is​ ​turning​ ​capital​ ​flows​ ​+​ ​great​ ​technical​ ​setups​ ​=​ ​a​ ​massive​ ​springboard​ ​for​ ​a 
coming​ ​dollar​ ​bull​ ​run.  
 
At​ ​least​ ​that’s​ ​what​ ​I’m​ ​thinking​ ​at​ ​the​ ​moment.​ ​I’d​ ​be​ ​interested​ ​to​ ​hear​ ​your​ ​thoughts.  
 
We’re​ ​already​ ​long​ ​USDJPY.​ ​On​ ​Monday​ ​I’m​ ​going​ ​to​ ​add​ ​starter​ ​(small)​ ​long​ ​USD​ ​positions 
against​ ​both​ ​the​ ​aussie​ ​and​ ​pound.  
 
If​ ​you​ ​don’t​ ​play​ ​in​ ​the​ ​futures​ ​or​ ​FX​ ​market.​ ​You​ ​can​ ​execute​ ​the​ ​long​ ​USD​ ​trades​ ​using​ ​ETFs. 
I’ll​ ​be​ ​including​ ​that​ ​info​ ​in​ ​the​ ​trade​ ​alert​ ​I​ ​send​ ​out​ ​on​ ​Monday.  
 
We’ll​ ​also​ ​be​ ​puttin​ ​on​ ​the​ ​first​ ​layers​ ​of​ ​the​ ​DOTM​ ​calls​ ​that​ ​we​ ​discussed​ ​in​ ​this​ ​month’s​ ​MIR.  
 
I’m​ ​thinking​ ​of​ ​starting​ ​with​ ​TRIP,​ ​JD,​ ​FCAU.​ ​Again,​ ​we’ll​ ​send​ ​out​ ​an​ ​alert​ ​if/when​ ​we​ ​do.  
 
I’ve​ ​been​ ​reading​ ​through​ ​a​ ​large​ ​number​ ​of​ ​quarterly​ ​hedge​ ​fund​ ​letters​ ​from​ ​my​ ​favorite 
managers.​ ​I’m​ ​taking​ ​notes​ ​of​ ​their​ ​trade​ ​pitches​ ​that​ ​I​ ​find​ ​interesting​ ​and​ ​think​ ​are​ ​worth 
looking​ ​into.​ ​I’m​ ​going​ ​to​ ​consolidate​ ​the​ ​info​ ​and​ ​share​ ​with​ ​you​ ​guys​ ​in​ ​next​ ​week’s​ ​Brief.  
 
Until​ ​then,​ ​enjoy​ ​your​ ​weekend​ ​and​ ​hit​ ​me​ ​up​ ​through​ ​email​ ​or​ ​in​ ​the​ ​Comm​ ​Center​ ​if​ ​you’ve​ ​got 
question/comments.  
 
Your​ ​Macro​ ​Operator, 
 
Alex 
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