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Another major news event has come and gone, and the market continues to
chug along just fine. Every index has hit an all-time high at some point in the
last two weeks. There are no exceptions. Among the major industries, energy,
financials, consumer discretionary, materials and tech have also hit new
highs. Yes tech. The one major group that had been lagging during the post-
election run finally caught a bid and moved up.

First it was the Brexit vote in June, but it only took a couple days to recover
the losses.

Then it was the ECB refusal to commit to future stimulus, but that selling
pressure only lasted a day.

Then it was the election. Several weeks of lethargic action immediately
resolved up, and the market has barely rested since.

Then it was the FOMC meeting and the first rate hike in 12 months. There
was some selling after the announcement, but things calmed down pretty
quickly.

News has the ability to jerk things around in the near term, but it rarely
changes the market overall. This is what has happened. Major stories have
induced a flood of selling, but the overall uptrend re-asserted soon after and it
was back to business as usual.

The trend is up. Period. A lot of outsiders think the biggest loss on Wall Street
Is buying a stock at 50, not managing the position well, and then selling at 40
for a 20% loss. But this isn't true. The biggest loss on Wall Street is not
participating in a rally. It's sitting on the sidelines in a state of denial while the
market behaves well and prices move up. It's buying stock at 20, selling at 22
because you're afraid to give profits back and then watching the stock move to
40 over the course of six months. That's the biggest loss. More money is lost
by not participating than by actual losses.

The trend really is your friend. Jesse Livermore said it 100 years ago, and it's
just as relevant today. And uptrends are like large boats on the ocean - it
takes a while for them to stop and turn around.

The market functions to make sure the least number of people participate.
Warnings - the proverbial wall of worry - will always be present to induce
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doubt or trigger a "wait and see" attitude. And then when prices move up, you
shake your head and pound your desk because you missed another move.

| don't know when the current rally will end. | don't know if we'll just get an
hysterical blow-off top that then leads to months of sideways movement. Or if
it'll continue up and just slowly run out of gas. Or if a top is far enough off that
we shouldn't even be thinking about it. | do know that I'd rather be wrong once
at the top than wrong dozens of times along the way.

The trend is up, so we'd be wise to look beneath the surface, identify the best-
performing groups, and buy stocks in those groups. Repeat, repeat, repeat
until it stops working. Don't let social media influence you. Don't let the main
stream media influence you. Don't let a hatred of politics or a depressed state
of mind due to certain conditions in the world zap your enthusiasm. Just play
the trend.

The trend is up. There are warnings that a mini correction is likely in the
pipeline, so we certainly don't want to throw all caution to the wind. But you
can't and shouldn't deny what is taking place and the opportunities being
offered.

Off my soap box (sorry for the mini rant; sometimes | just go off topic and just
type whatever is on my mind). Let's get to the charts and see what's going on
beneath the surface.



Indexes

The S&P 500 Weekly: Not a pretty candle. It's been a while since the market
moved to a new high but then closed far off its high within the same week.
Overall I'd say the market is in good shape, but last week's candle does kind
of cast some negative light heading into next week.

$SPX S&P 500 Large Cap Index INDX
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The S&P 500 Daily: There's nothing wrong with the daily chart. The weekly
candle may be ugly, but the overall daily looks rock solid. Maybe we get a dip
that tests 2200 and the up-trending 50-day MA. | don't know. Overall | see
little indication a trend change is coming (less volume would be nice).

$SPX S&P 500 Large Cap Index INDX ® StockCharts.com
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Small Caps (Russell 2000) vs. Large Caps (S&P 500): The market does do
better when the small caps out-perform the large caps. This is the current
case.
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Indicators

S&P 500 vs. 10-day MA of NYSE AD Line: The 10-day of the AD line is up
but is not up as much as one would expect given what the market has done
since early November. The absolute value of the indicator isn't very high, and
the current print is lower than the late-November print. Less stocks have
participated in the December pop. This is a warning things are weakening
beneath the surface.

$NYAD MvSE - Advance-Decline lzsues INDX @ StockCharts.com
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S&P 500 vs. NYSE Cumulative AD Line: Consistent prints above 0 have
kept the cumulative AD line in an uptrend. There are no warnings here. We
haven't gotten many extreme daily prints, but the consistent prints should be
noted. Previous tops tended to be preceded by this indicator moving down for
a couple months, and with a new high recently registered, we are far from it
trending down.

$NYAD MvSE - Advance-Decline lzsues INDX @ StockCharts.com
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S&P 500 vs. 10-day MA of NYSE AD Volume Line: The 10-day of the AD
volume line is also diverging from the S&P. On the surface, the price action
looks great, but behind the scenes, less energy has gone into the most recent
move.
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S&P 500 vs. NYSE Cumulative AD Volume Line: But like the AD line above,
the cumulative version of the AD volume line continues to trend up. There
haven't been many extreme prints, but they've been consistent, and right slow
and steady is winning.

$NYUD MvSE - advance-Decline Yolume INDX @ StockCharts.com
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S&P 500 vs. NYSE New Highs (daily): New highs at the NYSE spiked and
plunged. Overall I'd consider the prints to be very good and supportive of the
market action. If the indexes are moving to new highs, we definitely want to
see individual stocks doing the same. So far, so good. There are no major
warnings here.
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S&P 500 vs. NYSE New Highs (weekly): And the 10-week of the weekly new
highs would suggest this run has room to continue before hitting an over-
bought level.

$NYHGH MvSE - Mewr 52-vvieek Hiohs INDX ® StockC harts.com

16-Dec-2016 Open 575.00 High 57500 Low 1600 Close 152.00 Chg -157 .00 (-55.16%) «
200

$MYHGH
— & 10] 136,90 _—
f 260

10-day MA of NYSE 290
New Highs (weekly) 220

200

120
160
140
120
100

20

'l A

PS * 4+ 4 «

20
12 Apr Jul QOct 13 Apr Jul Oct 14 Apr Jul Oct 15 Apr Jul Oct 16 Apr  Jul  Oet

W fSPX 22558.07
2200

2100

' 2000

P 1900

1800

1700
1600

1500

4 1200
3 1200

12 Apr Jul Oct 13 Apr Jul Oct 14 Apr Jul Oct 15 Apr Jul Oct 16 Apr Jul Oet




NASDAQ vs. NASDAQ New Highs (daily): With the 10-day of new highs at
the Nas sitting at a high level, there are no arguments the uptrend is not
supported.
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NASDAQ vs. NASDAQ New Highs (weekly): The 10-week of new highs is at
its highest level in almost three years. And going back 10 years reveals a
need for this indicator to trend down before a significant market correction.
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S&P 500 vs. NYSE New Lows: New lows at the NYSE have been jumpy
lately. It's a definite warning. If the index is at new highs, why are new lows
registering?
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NASDAQ vs. NASDAQ New Lows New lows at the Nas have ticked up a
little, but the 10-day isn't trending up yet.
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NASDAQ vs. NASDAQ Bullish Percent: Despite the Nas and Nas 100
moving to new all-time highs last week the Nas bullish percent went nowhere.
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S&P 500 vs. NYSE Bullish Percent: The S&P has rallied almost 200 points
the last six weeks, but the NYSE bullish percent has only managed to match
its early-September level. Prints between 70-80 have been common in the
past, so it's not like there's a mathematical limitation in play.
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16-Dec-2015 Open 70.42 High 70.71 Low 7040 Close 7042 Chg +0.05 (+0.08%) «

— £BPNYA [Daily) 70,49 \“‘--..

Jo0
675
65.0
G625
G0.0
a7 4
a5.0
525
a0.0
475
5.0
425
40.0
ars
260
3248
0.0
275
280
2248

NYSE Bullish Percent |

|uvarning

Jun Jul  Aug  Sep  Oct  How Dec 2016 Feb Mar  Apr May  Jun Jul  Aug  Sep Oct How  Dec

W ESPY 2255.07 2278
22580
2225

i

2140

NW 2125

2100

2075

H 2050
2025

2000

1975

1950

1925

1900

1875
18450
1825

Jdun Jul Aug  Sep  Oct Lecz 20M6 Feb Mar May  Jun  Jul  Aug Sep OQOet  MNow  Dec



S&P 500 vs. Percentage of SPX Stocks Above 200-day MA: The
percentage of SPX stocks above their 200-day moving averages put in a
higher high but is still well below its August high. It doesn't make sense. The
S&P has rallied vertically almost 200 points, and there's an entire group of
stocks that have not participated. And as an historical reference, prints in the
80-90 range are very common.
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S&P 500 vs. Percentage of SPX Stocks Above 50-day MA: The percent of
SPX stocks above their 50-day MAs has improved but still hasn't matched
previous highs. Currently the S&P is about 3% above its MA - an historically
high print - so it's legit to note many stocks have been left behind on this most
recent leg up.
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S&P 500 vs. Percentage of SPX Stocks Above 20-day MA: Zooming in a
little, here is the percentage of SPX stocks above their 20-day moving
averages. A higher high is in place, but previous high prints haven't been
matched despite the S&P moving virtually straight up the last six weeks.
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S&P 400 vs. Percentage of MID Stocks Above 20-day MA: and S&P 600
vs. Percentage of SML Stocks Above 20-day MA: The percentage of mid
caps and small cap stocks above their 20-day MAs has matched previous
highs but are now diverging. While this may seem ominous in the near term,
there tends to be a delayed reaction - indicators move down, market drops a
few weeks later. Something is in the pipeline...but it's not imminent.
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S&P 500 vs. 10-day MA of Put/Call Ratio: The current 10-day put/call
reading is among the lowest going back three years, so | backed this chart up
to see what happened following other low prints. Two corresponded to
pullbacks playing out immediately. The other two offered a warning a
correction was coming but was not yet imminent. But in all cases, the market
did top within about a month.

$SPX S&P 500 Large Cap Index INDX @ StockCharts.com
16-Dec-2016 Open 2266.21 High 226205 Low 225424 Close 2253.07 Volume 378 Chg -3.86 (-0.13%)+
ol £5pu (Daily) 229807
2280

S&p SDE 2200

21580

/WW W /M :
\f“n' -

1850
1200

1750

134 F i A M JfJ A 5 0O NDI1SG F M A MJI J A S O HDIGEF M ARMI JJA S 0 HD

$CPC
Maf10) 0,452 125

10-day MA of Put/Call 1.20

1.05

1.00

0.95

0.20

0.85

0.80

074

0.yo
4 F M A M J J A SO0 HNDIS FM AMI J A S O HNDIEF M AMMI J A S O HD



S&P 500 vs. the Relative strength of Bonds/S&P 500: When bonds under-
perform, indicative of the top pane of this chart trending down, the market
does well. This is another reason to believe the market has room to run.

Bonds are weak.
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The Bottom Line

The market is doing well overall, and | continue to believe more highs will be
made into the new year.

But several breadth indicators suggest we likely have a mini correction in the
pipeline.

This is a time to be long but to be taking profits on positions that have run far
and to be less aggressive with new positions.

This is how I'm playing it - that we're likely to get a pullback within the
uptrend...but then the uptrend should remain in place overall.

Have a great week.

Jason Leavitt
Jason@leavittbrothers.com
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