28 Day Sector Rotation, Commodity & Index Update

Earlier this week | noticed a pattern in the market throughout an entire trading session
that has inspired me to write a short piece on sector rotation.

On Tuesday March 16", my quote screen was flashing green as sectors reached new
intraday highs or 52 week highs. The interesting part was that every sector that was
flashing green happened to be in sectors that strengthen at the end of a bull market cycle
or strong rally. This would include basic materials, staples, services, utilities and
financials.

Today | investigated the different sectors and came across some interesting numbers
between the January market peak and this week’s price action as | show in the charts
below.

JANUARY - ETF Sector Rotation Trading — 28 Day Cycle
I may not explain this well but try to follow me here ©

Just before the market rolled over and lost over 9% last January, all the proper bull
market sectors were very strong during the previous 28 days. This is normal and a strong
sign that market participants were bullish on the overall market.

But the market was overbought; trading volume was light indicating that not many people
are willing to buy at these lofty prices. And the VIX (volatility index) had reached an
extreme low (a level that has triggered large sell offs in the past). All this means one
thing to me. And that is, trade with caution and tighten your protective stops.

General rule, if everyone is buying all the hot stocks at these over bought levels then you
can’t help but think its time for the market to roll over and shake them all out.
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Market Dropped
over 9% the
following 13 days.
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MARCH - ETF Sector Rotation Trading —28 Day Cycle

The chart of March shows where the sectors have finished over the past 28 days. Notice
how similar the sectors have appreciated in price...

I have overlaid John Murphy’s sector rotation image to show which sectors are strongest
in a bull market.

Now the interesting part is that it appears to be the setup as in January. My quote system
is flashing new highs for the bear market cycle sectors which are the one which have not
performed well (Stapes, Services & Utilities) and | have to think the market is about to
take a breather or do a swan dive.

Don’t get me wrong, | am not saying we are on the verge of a bear market. | actually
think the market is strong and will trade sideways in a large range for most of this year or
just continue to trend up.

What | am saying is that these sectors go in and out of favor during smaller market cycles
and that can be very useful information.
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Sector Rotation Explained

You can learn more about sector rotation from this detailed course How to Profit From
Sector Rotation Using ETFs. This course explains how different sectors are stronger
during different points within the economic cycle. The chart above shows the
relationships and which of the various sectors should strengthen from the economy. The
financial Market Cycle leads the Economic Cycle because traders try to anticipate the
economy.

Market Update & Trading Conclusion:

Stock Indexes: The market in my opinion is way over bought on the daily chart and
needs a breather. VVolume is light, VIX is at the same level we saw in January just before
the top and the bullish sectors are firing on all pistons. You won’t catch me buying up
here. Any type of pullback will most likely be sharp and there is no need to put money to
work right now.




Precious Metals: Gold and silver had a nice pop this week off of a support level. I did

not have a low risk setup as momentum was not on my side at the time of the pop. Also
the large gap up on GLD makes me nervous as gaps tend to get filled. | am just waiting
for something to unfold which looks to be a few days away still.

Oil: It has popped higher also and is trading at resistance. As | mentioned in Sundays
report, if the USD dollar completes this breakdown then we will see commaodities and
stocks surge to higher prices and most likely post a nice multi month rally.

Natural Gas: We are seeing natural gas prices dip below support, shaking out traders
who had their protective stops set just beneath the previous low. Natural gas is a silent
killer as it will shake even the best traders out of the market. | feel natural gas is over sold
and ready for a bounce but until I get a low risk setup | remain on the side lines.

If you would like to receive my Free Technical Trading Reports please visit opt-in to my
free newsletter here: www.GoldAndQOilGuy.com

Chris Vermeulen



