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Treasuries breaking out but Equities nearing resistance
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Key Takeaways

s SPX and QQQ up to near resistance while Treasuries breaking out.
= US 10-Year Treasury yields broke down today to multi-month lows.

» McClellan’s Summation index shows market breadth steadily weakening
since July.
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Near-term and intermediate-term technical trends remain bullish for U.S.
equities, and Treasuries have also begun to trend higher on the long end of the
curve following a recent breakout on the short end. However, the dropoffin
Technology strength could pose a short-term problem for U.S. equity markets
just as indices near a time window where weakness could be possible starting
next week through the FOMC meeting. Market breadth has proved a bit
skittish in recent days, and momentum has rolled over a bit, which warrants
some close scrutiny in the days ahead. Moreover, cryptocurrencies have
begun to show some near-term weakness, which should be watched carefully
given their recent leading tendency for Equities. Overall, despite the lack of
price weakness at present, | suspect the next 2-3 weeks might prove difficult
before a rally materializes to carry SPX back to new highs into early October.
Bottom line, | suspect that 6500-6550 might serve as strong near-term
resistance for SPX, while 6250-6300 could mark support on pullbacks in the
weeks to come. Following a minor drop in September, my expectation is for
SPX to rally back to new highs. It will be imperative to keep a close eye on
breadth and any evidence of trend reversal over the next 2-5 trading days,
which would fall into this key window for a potential reversal.

SPX price has pushed up to areas just below the highs of the recent range as of
Thursday's close. While any sort of cautionary stance might seem puzzling given
the lack of a break of the current uptrend (this remains the most important piece
of the technical puzzle), it is worthwhile to note the dropoff in short-term breadth
measures this week, along with momentum since July. Furthermore, Technology’s
underperformance hasn't shown evidence of starting to turn back higher, despite
excellent movement this week out of SGOOGL, SWDC, SSTX, and SANET. (SGOOGL
is largely considered to be part of Communication Services.)

| think any reversal on Friday into next Monday should be respected as something
which might kick off a short-term trend reversal for Equities. While Thursday
showed no signs of this happening. | expect this could be possible into early next
week.
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As this daily SSPX chart shows below, the horizontal support and resistance lines
are shown for SPX. | suspect that SPX might face some strong resistance within
the next 2-3 trading days at marginally higher levels.

Any daily close under SSPX 6416 could likely coincide with short-term weakness,
which might break the lows from mid-to-late August before stabilizing and
pushing higher into October.

Thus, | think it's wise to be on the lookout for a technical reversal and weakness
down to challenge 6300 or slightly under, which could materialize into next week.
However, even in this scenario, I'm highly skeptical that the August lows from
8/1/25 of 6212.25 are broken.

See this SPX daily chart below, which is now pressing up near the highs. While
highs could briefly be exceeded on Friday, | am also expecting a possible fake
breakout given the historical pattern of numerous moves above former highs

which then gave way to weakness.

S&P 500 Index
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Breakdown of the long end of the Treasury curve ahead of Friday’s payrolls
report

While some of the weaker Economic data in late August resulted in a sharp retreat
in 2 and 5-year yields, the long end remained fairly range-bound.

Thus, a steepening in the yield curve happened in the US, which was also very
pronounced globally.

Now, yields are starting to break down lower on both 10-year and 30-year
Treasuries, which suggests lower yields in the weeks and months to come.

My cycles for Treasuries show a fairly pronounced downward trend for Yields
(upward for price) which likely could persist until next Spring, where the majority of
the downward acceleration occurs from October into next April.
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For now, Thursday's breakdown of 4.18% in STNX looks important and should lead
rates down to near 4.00%

US Government Bonds 10 YR Yield
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10’s-2's curve has steepened since July, and this also lines up with many other
Domestic and Emerging markets globally

Given the weakening ISM data along with JOLTS data of late, 2-year yields have
been pulling back sharply, and the percentage chance for a September Rate cut
has now approached 99%.

The yield curve has steepened in the last month, and given the trend of a larger
breakout globally in yield curve steepening, | suspect that this trend might
continue.
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While | feel the pullback in the 10-year and 30-year yields could briefly start to
show more downward acceleration in the weeks to come, it's the 2-year yield that
will likely pull back the quickest.

USYC2Y10 Index

Source: Bloomberg

Ongoing decline in McClellan’'s Summation index warns of breadth
deterioration since July

Overall, while some breadth numbers did rise in August, given the broad-based
nature of the rally (i.e., percentage of stocks above 20, 50, and 200-day moving
averages), the overall trend in market breadth has been down since July.
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McClellan’s Summation index is a smoothed version of the popular McClellan
Oscillator which takes some of the momentum out of the regular Oscillator
readings. It tends to show fewer divergences, and produces fewer signals, but is
mostly used for intermediate-term and long-term timing.

When this Summation index crosses the 0 line, it tends to favor the Bulls, while
when below 0, it favors the Bears. However, in this case, it's been falling now for
the last three months, which is a minor concern. Some choose to use this for
divergences for trading purposes, but in this case, | just find it to be something to
watch carefully, given the rapid decline in this Index since July.

Much of the decline could likely be due to Technology’s underperformance, which,
given Software's woes, does not yet seem complete.
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Disclosures

This research is for the clients of FS Insight only. FSI Subscription entitles the subscriber to 1 user,
research cannot be shared or redistributed. For additional information, please contact your sales
representative or FS Insight at fsinsight.com.

Analyst Certification (Reg AC)

Mark L. Newton, CMT, the research analyst denoted by an “AC” on the cover of this report, hereby certifies
that all of the views expressed in this report accurately reflect his personal views, which have not been
influenced by considerations of the firm's business or client relationships. Neither |, nor a member of my
household is an officer, director, or advisory board member of the issuer(s) or has another significant
affiliation with the issuer(s) that is/are the subject of this research report. There is a possibility that we will
from time to time have long or short positions in, and buy or sell, the securities or derivatives, if any.
referred to in this research.

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

FS Insight is an independent research company and is not a registered investment advisor and is not
acting as a broker dealer under any federal or state securities laws.

FS Insight is a member of IRC Securities’ Research Prime Services Platform. IRC Securities is a FINRA
registered broker-dealer that is focused on supporting the independent research industry. Certain
personnel of FS Insight (i.e. Research Analysts) are registered representatives of IRC Securities, a FINRA
member firm registered as a broker-dealer with the Securities and Exchange Commission and certain
state securities regulators. As registered representatives and independent contractors of IRC Securities,
such personnel may receive commissions paid to or shared with IRC Securities for transactions placed by
FS Insight clients directly with IRC Securities or with securities firms that may share commissions with IRC
Securities in accordance with applicable SEC and FINRA requirements. IRC Securities does not distribute
the research of FS Insight, which is available to select institutional clients that have engaged FS Insight.

As registered representatives of IRC Securities our analysts must follow IRC Securities” Written
Supervisory Procedures. Notable compliance policies include (1) prohibition of insider trading or the
facilitation thereof, (2) maintaining client confidentiality, (3) archival of electronic communications, and (4)
appropriate use of electronic communications, amongst other compliance related policies.

FS Insight does not have the same conflicts that traditional sell-side research organizations have
because FS Insight (1) does not conduct any investment banking activities, and (2) does not manage any
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investment funds.

This communication is issued by FS Insight and/or affiliates of FS Insight. This is not a personal
recommendation, nor an offer to buy or sell nor a solicitation to buy or sell any securities, investment
products or other financial instruments or services. This material is distributed for general informational
and educational purposes only and is not intended to constitute legal, tax, accounting or investment
advice. The statements in this document shall not be considered as an objective or independent
explanation of the matters. Please note that this document (a) has not been prepared in accordance with
legal requirements designed to promote the independence of investment research, and (b) is not subject
to any prohibition on dealing ahead of the dissemination or publication of investment research. Intended
for recipient only and not for further distribution without the consent of FS Insight.

This research is for the clients of FS Insight only. Additional information is available upon request.
Information has been obtained from sources believed to be reliable, but FS Insight does not warrant its
completeness or accuracy except with respect to any disclosures relative to FS Insight and the analyst's
involvement (if any) with any of the subject companies of the research. All pricing is as of the market
close for the securities discussed, unless otherwise stated. Opinions and estimates constitute our
judgment as of the date of this material and are subject to change without notice. Past performance is
not indicative of future results. This material is not intended as an offer or solicitation for the purchase or
sale of any financial instrument. The opinions and recommendations herein do not take into account
individual client circumstances, risk tolerance, objectives, or needs and are not intended as
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
publication to our internal client website, fsinsight.com. Not all research content is redistributed to our
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.
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