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Biggest ETFs' Uptrends Waver
SPDR S&F 500, havin

hel on to mare of its gains.

climbed above its
300-<day moving average line three weeks agn, | 3 t
in recent days has fallen to its lowest level in | 4
that span. But up to now it's remained above its
longer-term trend. IShares Russell 2000 has
etched a similar path. PowerShares QO has
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Q&A

Using ETFs To See Market's Warning Signs

Chartered Market Technician

Brandon Wendell explains
how to use ETFs to gauge
market's direction, health

BY TRANG HO
INVESTOR'S BLISINESS DAILY
Studyingintermarket relationships
helps you understand events inthe
stock market Chartered Market
Technician  Brandon Wendell
should know. He chairs the San
Diegochapterofthe Market Techni-
cians Association.

The nonprofit trad e group aimsto
educate the public about technical
analysis. [thas 3,000 members —in-
cluding sdvisers, portfolio manag-
ers and technical analysts — in 70
countries.

In a Q&A with TBD, Wendell ex-
plains how he puts thisanalysisofa
handful of ETFsintoaction.

IBD: How do you use ETFs to con-
duct intermarket analysis?

Wendell: First, T look for turning
points in Path DIUBS Copper
Subindex Total Retur, which
has a pretty chse comelation to
copper futures. That will geverally
lead to tuming points in the stock
market or at least correlste with
mwsindaeswﬂ(markatij‘:{give

e extraconfirmation mar-
ket is going to continue in one di-
rection ortheother.

Copper is coming up toward a re-
sistance level. If it starts to turn
down, T may want to stan exiting
any kind of equity position.

IBIx: How is copper a leading indice-
tor?

‘Wendell: Copper is pretty much
everywhere in the economy. When
there's higher demand in copper,
there's generally higher demand in
mtmcumandexpamm in com-

Cnpper bottomed out in late De-
cember. When market was
moing down in the first part of the
vear, we 3w copper trending in a
sideways channel Copper really
started breaking out srong to the
upside in late February. A couple
:l:fiuluam-am.memkmral-

ie

IBI: Your analyss focuses on the
US dolar, wopper, ofl, Treasury
vields and gold. Why would looking
atall of these be superioreo fust look-
ingat the price and volume action of
the marker frself?

‘Wendell: Let's take for instance
the market bottom of Now. 2L

2008. The market was heading
down. People were very panicky.
And there was glosm and doom
throughoutthe market.

But one silver lining that T no-
ticed was that the bond market
was actually showingabit of abub-
ble T was anticipating a selling of
the bonds. When the bond prices
started to bresk to the downside,
therewas a little relief for the stock
prices And it started to mllyoff the
November low all the way through
the beginning of Jamary 2009,
IBD: What's going on with the dol
lar? How does it help you see what's
going on in the stock marker?
‘Wendell: Going back to the Octo-
ber 2007 highs, we've had roughly
88% negative comrelation to the
stock market and the US. dollar.

The US. dollar has been declin-
ing quite a bit recently; that's al-
lowed 1L& equity prices to rise.

But what's happened recemtly is
that the US. dollar has completed
a (bullish) technical pattern called
theinverse head and shoulders, in-
dicating that the US. dollar might
start turning positive in the nesr-
term future, therefore putting alit-
tle bit of pressure on U 5. equities

PowerShares DB US Dollar Index
Bullish** is down below its
200-day moving average. [Fyml o
back six months, on chart,
you will see a left shoulder that
formed on May 22. There's a hesd
on June 2. And we're forming the
right shoulder as of right now.
June % is the bottom of the right
shoulder.

T we break through the neckline,
nat only will we break that long-
termdowntrend that we've had for
mast of this year, we would com-
plete the head and shoulders. That
would be confirmation.

IBD: What do Treasuwriestell yous
Wendell: IShares Bardays 70
Year Treasury®™ is coming into an
area of consolidation {or support)
that it hit last vear in October and
November.

It shows that interest rates are
skymcketing an the 10-year Trea-
suries. And with higher imterest
will come a slowdown in the US.
economy s money becomes tight-
er. 5o that's ming to be very naga-
tive for the US. stockmarket.

I [EF can break through support
at B8 and even lower support at
46,50, that's going to be extremely
bearish for the stockmarket.

IEF has been selling off in the
month of June. So we would ex-
pect to see pressures on the US.

Brandon Wendell
I Chartered Market Technician
¥ Chair, San Diego Chapter,

e showing sustained momentum
to the upside. Right now it's dying
off in relation to the S&P

The Technolgy Select Sactor SP-
DR would be dse next sector to

Ms‘rkd:t'f
1 Age:35
I Senior instructor, Online
Trading Academy

I Former stockbmker, broker-
agetrader, hedge fimd trader

dollar to theupside.

TBD: Whar's goingon with of#
‘Wendell: There's about 75% corre-
lation between US. Gil*** and the
stock market. USO has done a nice
rounded bottom formation along
withoil itself

The big problem is that oil has
majar resistance coming up at the
$78- to $80-a-barrel level, which
will correlate to about $50 on USD
a5 an ares of resistance. That could
push the market to the downside.
TBD: What's goingan with gold?
Wendall: When bt tracking gold,
the first thing I look at is Market
Vectors Gold Miners ETF™™
Theyre ina big channel right now
on along-term chart, but theytried
to break out of the top side of the
channel, showed a little bit of weak-
nes and pulled back in. Overall it's
slightly bullish for gold.

Gald itself, SPDR Gold Shares®t,
is going to follow. On a weekly
chart, GLD is forming an inverse
head-and-shoulders pattern. And
an inverse head and shoulders in
an uptrend is actuslly a contimea-
tion formation. That means if GLD
Inreaks to the upside, over $08, gold
has the potential to run up to
$1,300 an ounce. And GLD should
run up another 30 points to about
the $130 area.

IBD: How do you use the sector
SPDRETFs?

‘Wendell: T have them all charted
in relation to the S&P 500 In Sep-
tember and October 2007, sector
ratation was telling me the market
was getting ready to crash. That
was energy outperforming all of
the other market sectars.

‘We're generally at a market peak
when energyis the best performer.
It was followed just slightly by
SPDR Materials*® and SPDR Con-
sumer Discretionary™.

‘When we're hitting the bottom of
a recession, XLY should be the
strongest ETF. Comingoutofa re-
cession, SPDR Financial" should

rotate intoy

During a beans.h ‘market, you're
going 10 see Consumer Staples Se-
lect Sector SFDR™?, Health Care
Select Sector SPDR* and Utilities
Select Sector SPDR*Y outperform
a little bit. I'm not saving they're

IndexIQ, ProShares
Add To Their Lineups

BY TRANG HO

INVESTOR' BUSINESS DAILY

IndexI() has launched its sacond
ETF that intends to mimic hadge-
fund strategies without investing di-
rectlyinthelightly regulatedinvest-
ment vehicles.

I() HedgeMacroStrategy Tracker
ETF¥® simstotrackthe returns of
hedge funds that focus on ghbal
macro trends and emerging mar-

going to be positive, 'm just saying | kets. It's a fund of fundst hat varies
they're going to cutperform the | the weightings of a basket of 10
market. ETFs spread across stocks, bonds,
We go through this rotation in | commedities and currencies.

which esch sector is the shining | IndexI) saysituses apoprietary
starin different ar top-down, ap-
IBI: Whar dse doval!ook ar? proach to decide how much to in-
‘Wendell: 1 k,eep a chart with | vestineach asset class.

iShares Russell 2000 Index®¥ Pow- | The portfolio currently devotes
eSharesQQQC,  SPDR  S&P | 40% of assets to emerging market
5007 and the Diamonds Trust™ | ETFs 33% to short-term bonds,
all ransposed on top of eachother. | 12% to corporate bonds and 4% to

(These ETFs track the small caps,
Masdag 100, the S&P 500 and Dow
Jomes 30, respectively.)

Tdo arelative-strength analysis to
figure out who's making the higher
highs first. When that index hitsre-
sistance, all four of the indexes are
going to tum. Wheneverthe weak-
est index hits support, all four of
them will turn back to the upside.

Wesaw the WM showing weak-
ness in July 2007 Meanwhile, the
large caps didn’t fail until Oetober
2007. The move to the downside

international bonds. It has a 3%
short position in real estate It
thinks the worst is yet to come for
the embattledsector.

The top holdings areiShares MSCT
Emerging Markets™¥, {Shares 13
Vear Tressury Bond®", iShares
iBowx Investment-Grade Corporate
Bond"*%, Vanguard Emerging Mar-
kets™ and PowerShares DB GIO
Currency Harvest™

MCRO hedges the long positions
withProShares UlraShort Real Es-
tate®®. That ETF provides double

vice versa,” said David Fabian, vice
president of Fabian Wealth Strate-
gies “This fund will do well over
time if emerging markets continue
tooutperform domesticindeses ®

Some other assets mansgers took
amare cautiousview.

“There is little evidence thatsyn-
thetic hedge fund strategies mimic
actual future hedge fund returns,”
said Richard Ferri, founder and
CED of Portfolio Sclutions, Inc.
“The past regressiors used to cre-
ate the ETF partfolio are outdated
by default and do not reflect cur-
rent hedge fundholdings.”

“T would wait to see how closely
the past performance of thisstrate-
zvcan be replicated going forward,
in real time, before making an ini-
tial commitment today,” said Will-
iam Koehler, chiefinvestmentoffic-
erof ETF PortfolioSolutions.

MCRO chages shareholders
LM %of 855815 10 cover expenses.

Mew Leveraged ForeignETFs
ProShares released June 3 four

new ETFs that double the daily re-

turns ofthe most popular foreignin-

dexes:

¥ ProShares UltraMSCI EAFE®

1 ProShares Ulra MSCI Emerging
Markets=="

[} Fmsharn Ultra FTSE/Xirhua

China2s

[} Fm’iharnf_ﬂtra MECT Japan™=!
Profhares also offers UltraShort

H
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