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Daily Technical Strategy September 26, 2024

Breakouts in Materials, Discretionary are bullish; Healthcare is
being lowered to Neutral, technically

@ Mark L. Newton, CMT A¢
A@%‘ HEAD OF TECHNICAL STRATEGY

Key Takeaways

= Short-term bullish trend looks to be reasserting itself after Thursday's
gains.

= Consumer Discretionary and Materials have both begun to gain strength.

= Healthcare is being lowered to Neutral, technically given this week'’s
breakdown.
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Short-term US Equity trends are bullish and likely begin to accelerate higher
into mid-October before finding much resistance. Despite the bearish
seasonality trends, it's hard to be too negative on recent price action, which
combined with rising momentum and above-average bullish breadth,
necessitates a bullish stance into October. (While Banks, Biotech, and Small,
Mid-caps have been under pressure, Chinese Equities, Industrials, Materials
and most importantly, Technology have rallied back sharply.) Moreover,
triangle patterns have been exceeded to the upside for SPX and DJIA, and
NASDAQ has begun to claw back quickly given Semiconductor stock strength,
and now lies within striking distance of its own all-time highs. Overall,
without evidence of any serious technical damage, it’s difficult turning too
negative on US equity markets.

What more could the Bulls ask for?

-FOMC 50 b.p. cut.
-China stimulus has proven impressive.

-Technology has roared back, thanks to Semiconductor stocks.
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-Crude oil has fallen S20 within the last four months.
-GDP and Jobless claims continue to show economic resilience.
-Strong rebound has happened in lagging sectors like Materials, Discretionary.

Overall, despite the lack of meaningful breakouts yet out of Dow Jones
Transportation Avg., or Russell 2000 Index, many parts of the market remain in
very good shape and are improving.

The SPX breakout from last Thursday seemed to gain further traction today,
despite some minor intra-day weakness following this Thursday’'s opening gap.
Yet this move is important in SPX and more so in QQQ and SOX given the
performance in Technology.

Thus, as we head towards the end of the final full week in September, my thinking
remains the same: To repeat what was in yesterday'’s report: “The combination of
bullish technical structure, less than ebullient market sentiment coupled with
constructive market breadth, and a healthy rebound in Technology likely should
help US Equities push higher despite the bearish seasonality trends.”

Below is a chart of the PHLX Semiconductor index, or SSOX, which has more
relevance in its comeback this week, than either SPX or QQQ.

As seen below, this breakout above August 2024 highs last month is quite
constructive technically speaking and is a bullish technical achievement.

I expect that this structural improvement should allow for a push up to $5545
initially and then $5935 near all-time highs. Stocks like MU enjoyed very sharp
gains on Thursday, but former laggards like Advanced Micro Devices (SAMD)
managed to achieve a successful breakout on Thursday, while NVIDIA (SNVDA)
looks quite close. (NVDA would only require a move back over Thursday's intra-day
highs at $127.67 to argue for a bullish breakout.)

PHLX Semiconductor
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MarkNewtonCMT published on TradingView.com, Sep 16, 2024 15:58 UTC-4

Source: TradingView
Materials has also pushed back to new all-time highs this week

The breakout back to new all-time highs is also an important development for the
Materials sector when viewing the Sector SPDR Materials ETF (SXLB).

This happened directly as Chinese equities began to rally sharply this week given
stimulus efforts by the PBOC.

As shown below, XLB has broken out of what appears to be a three-year Cup and
Handle pattern.

This is quite bullish and should allow for near-term outperformance out of
Materials stocks. While Materials counts for just 2.2% of S&P 500, it's an important
development that should allow Metals and Mining stocks, Chemicals, Paper stocks
to start to show decent relative strength in the short run.
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Materials Select Sector SPDR
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Source: TradingView

Consumer Discretionary has also achieved a breakout to ~3-year highs when
looking at Equal-weighted sector ETF

This move in Discretionary also managed to slip under the radar for many
investors but the Equal-weighted Consumer Discretionary ETF (SRSPD) has also
achieved a meaningful breakout this week.

As shown below, the act of having surpassed early 2024 highs within the last
three weeks has carried this back to the highest levels since late 2021.
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While | chose RSPD instead of XLY given the latter's concentration of SAMZN and
STSLA, both Discretionary ETF's have made impressive moves over the past
month that warrant mentioning as this group has shown short-term
outperformance following a dismal year, relatively speaking.

| expect Consumer Discretionary to outperform likely into mid-October before
stalling out. My technical ranking on Discretionary is Neutral, and that will not
change despite my belief that this sector could outperform in the short run.

Invesco S&P 500 Equal Weight Consumer Discretionary

Source: TradingView

Healthcare - Moving to a Neutral ranking technically given recent breakdown

The minor strength in Healthcare in June and July looked to prove to be a bounce
only, and this sector has begun to turn down sharply following FOMC's recent 50
b.p. rate cut.
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Healthcare has been one of just three sectors that have shown negative
performance in the last month (the others being Staples and Energy on an Equal-
weighted basis).

When eyeing Sector SPDR ETF's, only two of 11 ETF's have been negative, and
Healthcare is one of these as well, with SXLV lower by -1.84% in the rolling one-
month period (Energy is the other- SXLE.)

As seen below, Healthcare's breakdown of the lengthy five-year uptrend in this
ratio chart of SRSPH vs SRSP last year looked serious at the time. This looked to
have a chance of reversing course this past Summer.

Unfortunately, this bounce in Healthcare looked constructive in June and July, it's
begun to turn down quite sharply in the last couple weeks.

As of Wednesday's (9/25/24) close, Healthcare proved to be the worst of any of
the 11 major Sectors when looking at Equal-weighted ETF performance (SRSPH.)

Overall, this chart suggests that additional relative weakness might be likely in the
next few months. However, at present, I'll lower my technical ranking to a Neutral
only, in the event that this begins to turn back higher on any evidence of
defensive positioning in the months ahead.

However, this looks to be a very negative breakdown, and it's important to be
selective in the short run when selecting stocks from Healthcare. (I had addressed
the Biotech reversal in Wednesday's report, but other sub-sectors like Medical
Devices and Healthcare Services have also not been acting well of late) .

NYSEMKT:RSPH / NYSEMKT:RSP
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In summary, Materials and Consumer Discretionary have been improving in recent
weeks, while Healthcare is deteriorating along with other Defensive sectors.
Overall, | view this as a net-positive for the SPX, despite Healthcare's large
weighting, as we're seeing increasingly more sectors start to rally to join
technology’s recent outperformance.
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Conflicts of Interest

This research contains the views, opinions and recommendations of FS Insight. At the time of publication
of this report, FS Insight does not know of, or have reason to know of any material conflicts of interest.

General Disclosures
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investment funds.
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close for the securities discussed, unless otherwise stated. Opinions and estimates constitute our
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recommendations of particular securities, financial instruments or strategies. The recipient of this report
must make its own independent decision regarding any securities or financial instruments mentioned
herein. Except in circumstances where FS Insight expressly agrees otherwise in writing, FS Insight is not
acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do
not constitute, advice, including within the meaning of Section 15B of the Securities Exchange Act of
1934. All research reports are disseminated and available to all clients simultaneously through electronic
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clients or made available to third-party aggregators or the media. Please contact your sales
representative if you would like to receive any of our research publications.

Copyright © 2024 FS Insight LLC. All rights reserved. No part of this material may be reprinted, sold or
redistributed without the prior written consent of FS Insight LLC.

(S fsinsight

powered by fundstrat



