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The Position Tracker section can be found at the end of this report and summarizes all of our positions 

Equities:

Yes, one has a right to be concerned when Newsweek’s next magazine cover reads “America’s Back! The 
remarkable tale of our economic rebound” " that is if you believe in using popular magazine covers as contrarian 
indicators (Figure 1).

Nevertheless, the grind/drift higher in equities continues with little respite.  We remain market neutral for the time 
being, but we now agree that the most likely scenario is for additional upside over the next 3 to 5 months for an 
extension of this cyclical rally; but we expect to see at least one signi# cant correction whether through price or 
time that shakes off the overbought conditions.  Having said that, we maintain our discipline and we continue to 
wait for the next signi# cant correction to evaluate the price action so that we can sharpen our price targets and 
timing forecasts (Charts 1-4).

The NYSE daily and weekly Advance/Decline lines have reached all time highs, suggesting additional upside over 
the next few months is the most likely scenario since historically these indices almost always peak a few months 
before the highs in the equity indices.

We have started to focus on sector rotation, and we think that properly playing this rotation over the next few 
months will be crucial.  We believe that it’s time to pay attention to energy stocks that have been laggards. 

Our highest probability scenario is that the market will begin a correction from the ~1210-1230 resistance area in 
the S&P 500 (1228 is the 61.8% Fibonacci retracement from Oct ’07 to March ’09), but timing remains uncertain.

The correction could occur through price or time. Given the guidelines on timing proportionality that we adhere 
to, if the correction were to start next week, it should last at least 15 trading days/3 weeks.  The 1150 level now 
represents strong support and is a reasonable price target for a correction/pullback.

There was a ‘Technical Analysis’ story on Bloomberg yesterday that highlighted that the 14-day relative strength 
index has exceeded 65 since March 5, which is the longest stretch since 1995.  Yesterday marked the 27th 
consecutive day, which is the most in 24 years. We found these statistics to be yet another piece of evidence to 
argue that these extreme overbought conditions simply suggest that we will see higher equity prices over the next 
few months.

Sector Rotation/Energy:

Our belief is that we remain in a secular bull market in commodities. Last week, we argued that it’s time to start 
betting on outperformance by XLE (Energy) and OIH (Oil Services) over the next few months.  
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Both XLE (target of 67-72) and OIH (target of 152-160) are nearing the upper bound of their respective trading 
ranges, which we believe will be broken on upcoming tests.  We reiterate that our ideal strategy is to scale into 
positions as a return to the bottom bound of the trading ranges is not out of the question in the very near term, 
and we would increase aggressiveness on con! rmed breakouts above 60 in XLE and 131 in OIH (Charts 5-9). 

Our call was mainly predicated on our belief that energy stocks, which have lagged signi! cantly, will be the next 
sector to outperform based on the traditional sector rotation model that we rely on, which dictates how various 
sectors perform throughout the different phases of the business cycle.  We are also assuming that we have 
additional upside over the next 3 to 5 months for an extension of this cyclical rally.

We repeat what we said last week: “Despite the growing probability of a sell-off/pullback in the markets, we feel 
comfortable initiating longs in the energy space knowing that these are intermediate trades and with the belief that 
these will outperform the broader market over the next few months”.

The ratio between oil and oil stocks is near its peak, and historically this has been bullish for oil stocks (Charts 10 
& 11).

We also cited the breakout in the price of crude as yet another, but less important, reason for why it makes sense 
to start accumulating shares of energy stocks. We continue to believe that crude prices will reach $95-$100 a 
barrel over the next 3 to 5 months (Charts 12 & 13). Several clients have asked us why we didn’t establish long 
trading positions in oil ETF’s along with XLE and OIH. Well, it’s dif! cult to outperform market prices with oil ETF’s 
when you have contango (spot price is below the forward prices for deferred delivery) given that these ETF’s do 
not own any physical crude oil, and they just buy futures contracts that have to be rolled forward regularly.

Crude bears and bulls have been battling it out over the last few months. Bulls argue that the economic recovery 
will result in an increase in demand, and if that’s the case we should start to see a reduction in inventories and 
prices will head towards $100 a barrel.  Bears continue to point out that we have historically high inventories, 
and that contango for oil has been increasing.  While we agree that contango is usually a re" ection of increasing 
inventories, we believe that the dynamics of the crude market have changed since the emergence of commodities 
as a new investment class.  Due to massive increases in speculative ! nancial positions, simultaneous prices and 
inventories increases can last longer than one might otherwise expect.  

Foreign Exchange:

We believe that the FX markets will present the most compelling opportunities over the next couple of years. We 
argue that exits from the global stabilization of the ! nancial system will occur at different times, which will cause 
major currency movements.

We have been short the Euro since Dec 9th 2009, and while we fully expect signi! cant additional downside, we do 
foresee a large bounce for wave 2 before we see a resumption of the major downtrend.  A potential count shows 
5 legs from the top to complete wave 1, and with RSI about to cross above 50 after seeing bullish divergences 
develop over the last few weeks, it is entirely possible that we will move higher over the next few weeks before 
resuming the downtrend (Chart 14). We don’t have enough technical evidence to con! rm this yet, so we maintain 
our short for the time being. The same applies to our structural long position on the dollar (Chart 15).

We reiterate our call that the Yen will continue to depreciate versus the U.S. Dollar. Notwithstanding the usual 
" ight to quality should risky assets sell-off, we believe that the fundamentals and technicals continue to line-up, 
and we reiterate our 100 price target (Chart 16).
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Gold:

Last week, we initiated a new long position in GLD (Gold) and we had a con! rmed breakout from the 
consolidation pattern (Charts 17 & 18). Our target is 130.

Treasuries:

10yr yields reversed from clear resistance levels over the last few days.  We continue to argue that we will see a 
breakout above the 4% level in the next few weeks, and we expect to see 5-5.25% by the end of the year (Charts 
19-21). We stick to our short positions in IEF and TLT, while acknowledging the possibility that treasuries could 
rally further in the near-term should we get a signi! cant pullback in equities.  We also reiterate our belief that 10 
year swap spreads will remain negative and we don’t see this changing anytime soon.
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Active Positions for 2010

Symbol Status Position
Open 
Date

Cost 
Basis

Current 
Price Timeframe Target Stop Gain/Loss Performance

DXY Active Long 12/9/2009 76.22 80.41 Intermediate 86.00 79.80 +4.19 +5.50%
EUR Active Short 12/9/2009 1.47 1.36 Intermediate 1.30 1.375 +0.11 +7.41%
JPY Active Long 12/17/2009 89.96 93.18 Short 100.00 87.00 +3.22 +3.58%

Active ETF Positions for 2010

Symbol Status Position
Open 
Date

Cost 
Basis

Current 
Price Timeframe Target Stop Gain/Loss Performance

UUP Active Long 12/9/2009 22.56 23.60 Intermediate 24.97 22.00 +1.04 +4.61%

FXE Active Short 12/9/2009 146.99 135.51 Intermediate 125.00 151.75 +11.48 +7.81%

FXY Active Short 12/17/2009 110.33 106.39 Short 100.00 113.00 +3.94 +3.57%

EEM Active Short 3/4/2010 40.15 43.34 Short 34.50 - -0.12 -5.16%*

EWZ Active Short 3/4/2010 71.00 74.90 Short 60.00 - -0.83 -2.81%*

FXI Active Short 3/4/2010 40.35 43.84 Short 33.50 - -0.42 -5.91%*
GLD Active Long 3/7/2010 111.85 112.69 - 130.00 106.00 +0.84 +0.75%
TLT Active Short 3/7/2010 87.45 89.74 - 82.20 91.00 -2.29 -2.62%
IEF Active Short 3/7/2010 88.51 89.48 - 79.50 90.50 -0.97 -1.10%
OIH Active Long 3/7/2010 128.55 125.08 - 152-160 - -3.47 -2.70%
XLE Active Long 3/7/2010 59.44 59.76 - 67-72 - +0.32 +0.54%
*Hedged with SPY on 3/1/2010

Closed Positions for 2010

Symbol Status Position
Open 
Date

Cost 
Basis Timeframe Target

Close 
Date

Close 
Price Gain/Loss Performance

SOX Stopped Long 12/17/2009 344.61 Short 385.00 1/12/2009 360.00 +15.39 +4.47%
UTY Stopped Long 12/9/2009 412.74 Short 450.00 1/22/2010 402.00 -10.74 -2.60%
RUF Stopped Long 1/8/2010 10.40 Short 14.00 1/22/2010 9.54 -0.86 -8.27%
DXY Closed Long 12/9/2009 76.22 Short 81.00 2/1/2010 79.41 +3.19 +4.19%
EUR Closed Short 12/9/2009 1.47 Short 1.38 2/1/2010 1.39 +0.08 +5.65%
GOLDS Stopped Long 12/17/2009 1098.90 Short 1250.00 2/4/2010 1073.00 -25.90 -2.36%
BKX Stopped Long 1/6/2010 45.23 Short 57.00 2/4/2010 45.10 -0.13 -0.29%
SPX Stopped Short 1/26/2010 1,095.80 Short 860.00 3/1/2010 1,112.00 -16.20 -1.48%

Closed ETF Positions for 2010

Symbol Status Position
Open 
Date

Cost 
Basis Timeframe Target

Close 
Date

Close 
Price Gain/Loss Performance

XLB Stopped Long 2/1/2010 30.46 Short 33.20 2/4/2010 30.85 +0.39 +1.28%
SPY Stopped Short 1/26/2010 109.34 Short 86.00 3/1/2010 111.89 -2.55 -2.33%
FXI Stopped Short 2/5/2010 37.44 Short 33.50 3/1/2010 39.70 -2.26 -6.04%

Active Options Positions for 2010

Option
Symbol Status Underlying Position

Open 
Date

Cost 
Basis

Current 
Closing 
Exit Price Gain/Loss Performance

September 105-95-85
Put Fly Active SPY Long 2/3/2010 1.32 0.45 -0.87 -65.91%
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Closed Options Positions for 2010
Option
Symbol Status Underlying Position

Open 
Date

Cost 
Basis

Close 
Date

Closing 
Exit Price Gain/Loss Performance

March 143-138
Put Spread Closed FXE Long 1/20/2010 1.80 2/1/2010 2.95 +1.15 +63.89%
March 23 Call Closed UUP Long 1/20/2010 0.34 2/1/2010 0.58 +0.24 +70.59%

June 143-130 
Put Spread Closed FXE Long 1/20/2010 3.70 3/1/2010 6.90 +3.20 +86.49%

March 109-100 
Put Spread Closed FXY Long 1/20/2010 2.30 3/1/2010 0.20 -2.10 -91.30%
June 23 Call Closed UUP Long 1/20/2010 0.65 3/1/2010 0.97 +0.32 +49.23%

March 37-34 1x2
Put Spread Closed FXI Long 2/5/2010 0.30 3/1/2010 0.07 -0.23 -76.67%

March 110-100-90
Put Fly Closed SPY Long 2/3/2010 0.42 3/22/2010 -0.00428 -0.42428 -101.02%
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Sector Updates

XLF (Financials) – Continues to push above its ~13.60-15.75 consolidation range, reaching new 52 week highs.  
RSI remains overbought.  Relative strength has broken above its neutral range, and continues to push higher.  

XLE (Energy) – Testing resistance of the ~53.80-60 consolidation range.  RSI has broken above its downtrend.  
Relative strength has found support at a previous level.

OIH (Oil Services) – Has been moving in the ~111-133 range since September ’09, and is ! nding short term 
support at its gap up.  RSI has found support at the 40 level.  Relative strength has also rebounded off its own 
support.

XLI (Industrials) – Continues to reach fresh 52 week highs since regaining its broken uptrend.  RSI is testing 
overbought conditions at the 70 level.  Overall, has outperformed the market since March ‘09.

IYT (Transportation) – Pushed above its tight range between ~78.25-80.25 to new 52 week highs.  RSI bounced 
off support and is overbought once again.  Relative strength continues to test resistance.  

XLY (Consumer Discretionary) – Has reached a new 52 week high, and has regained the broken uptrend.  RSI 
continues to move in overbought territory.  Relative strength has pushed to its highest level since early ’07.

XLP (Consumer Staples) – Remains near the 76.4% Fibonacci retracement level in the tight ~27.75-28.15 
range.  RSI has fallen back from resistance at the 70 level.  Relative strength has stalled at, and has now fallen 
back from, previous resistance since breaking the March ’09 downtrend; neutral since September ’09.

XLB (Materials) – Continues to move in its tight upward channel, and is testing resistance at ~35.40.  RSI 
remains above the 50 level.  Relative strength has been neutral overall since August ’09.

XME (Metals & Mining)  – Continues to test resistance at its previous high.  RSI bounced off the 50 level.  
Relative strength has stalled a bit, and has been wavering about its November ’08 uptrend line.

PPH (Pharmaceuticals) – Has fallen back since breaking out of consolidation, and has found support at the 50 
d sma.  RSI continues to test the 50 level.  Relative strength has been in a period of underperformance since 
February ’09, and continues to move below November ’09 support.

IBB (Biotech) – Holding support at previous pivot high level since pulling back from all time highs.  RSI remains 
above 50.  Overall, entered into a period of massive outperformance in summer of ’08.  More recently, relative 
strength has been trending upward, but continues to stall at resistance.

IYR (Real Estate) – Continues to push to new 52 week highs.  RSI slipped below 70 but is testing that level 
again.  Broadly speaking, has been underperforming since early ’07.  Relative strength has broken above a key 
resistance level and is ! nding support there.

XLK (Technology) – Continues to move in its tight rising channel and has broken above resistance at ~23.40.  
RSI is testing the 70 level.  Has outperformed overall since ’07, and has found support since breaking the January 
’09 relative strength uptrend; neutral since February.

SMH (Semis) – Has broken above resistance at the previous high at ~28.75 and reached fresh 52 week highs.  
RSI continues to move above the 50 level.  Relative strength has been neutral overall since September ‘09.

XLU (Utilities) – Continues to ! nd resistance at the broken April ’09 uptrend line.  RSI has reclaimed the 50 
level after ! nding minor pivot support.  Has been underperforming since March ’09, and is now testing previous 
support.
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XRT (Retail) – Continues to push upward to fresh 52 week highs, and is approaching the broken March ’09 
uptrend.  RSI remains overbought above the 70 level.  Overall, has outperformed since November ’08, and 
relative strength is at an all time high.  

XHB (Homebuilders) – Has reached new 52 week highs, after holding support at resistance of the broken trading 
range.  RSI remains above 50, and is approaching the 70 level; has been in a gradual uptrend since November 
‘08.  Has been neutral overall since the start of ’08 following a period of massive underperformance, but relative 
strength is breaking above long term resistance.
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Figure 1: Newsweek Magazine Cover for April 19, 2010

Chart 1: SPX Weekly with RSI & MACD



Technical Analysis 
& Strategy

PAGE 9Bay Crest Partners, LLC   |   www.baycrestpartners.com

Chart 2: SPX 120 Minute

Chart 3: SPX Daily with 9 Day RSI
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Chart 4: SPX Percentage Above 50 Day Moving Average vs. SPX
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Chart 5: OIH Daily

Chart 6: OIH Weekly
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Chart 7: XLE Daily

Chart 8: XLE Daily 2
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Chart 9: XLE Weekly with RSI & MACD

Chart 10: XLE vs. Crude/XLE Ratio Monthly
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Chart 11: OIH vs. Crude/OIH Ratio Monthly

Chart 12: CL1 (Crude) Daily with RSI & MACD
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Chart 13: CL1 (Crude) Daily 

Chart 14: Euro Daily with RSI
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Chart 15: DXY Daily with RSI

Chart 16: JPY Daily
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Chart 17: Gold Daily with RSI & MACD

Chart 18: Gold Weekly with RSI & MACD
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Chart 19: 10 Year Yields Daily with RSI & MACD

Chart 20: 10 Year Yields Weekly with RSI & MACD
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Chart 21: 10 Year Yields Monthly with RSI & MACD
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