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So many crosscurrents: Small-caps, Emerging Markets, Chinese ADRs, Rates and Cyclicals
•
•
•

Small-caps – Why all investors should be watching the 2100 level for the Russell 2000
The Emerging Market index breaks support while a Chinese ADR index collapses to next support
Revisiting US 10-year bond yields and the XAL Airline Index – Summer lows developing?

Over the past few months, we have referred to technical analysis as being like a highway rumble strip
that alerts investors to changes developing in markets. While the S&P 500 and Nasdaq have made
new highs recently, other higher risk asset classes such as small-cap and Chinese stocks trading on
US exchanges, which we discuss on the next page, have been weak.
We would encourage investors to pay attention to the Russell 2000 Small-cap index in the coming
weeks as it is approaching an important rumble strip at 2100. That level coincides with the 200-day
moving average and the low end of its 2021 trading range. While our expectation is that the small-cap
index will continue to hold above that level, we are always respectful of what price is signalling. A
break below 2100 support will likely signal that the market is becoming more cautious as investors
reduce their exposure to higher risk, small-cap stocks. Given this background, we encourage investors
to review their overall portfolio exposure to higher risk stocks and to identify levels to reduce exposure
should markets become more volatile.
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MSCI Emerging Market Index (MXEF) breaks below a key technical level
Speaking of rumble strips, similar to the Russell 2000, the MSCI Emerging Market Index (EM) traded
sideways for the past 4-5 months but has broken below 1288 over the past week. That level coincided
with its 2021 trading range lows and its 200-day moving average. By definition this index is now in a
downtrend given lower highs and lower lows are in place.

NASDAQ Golden Dragon China Index (HXC) – A dramatic collapse back to long-term support
The Nasdaq Golden Dragon China Index (HXC), below, contains Chinese stocks that have the
majority of their business in China and are listed on US exchanges. With many of the higher profile
large-cap Chinese technology stocks collapsing recently, this weekly chart provides a helpful longerterm perspective of what might happen next. The first key point is that after a remarkable 50% decline
from the February 2021 highs, the HXC index is now back to a support band near its long-term
uptrend. While it is premature to state that a bottom is developing, our expectation is that the bulk of
the decline is in place and a period of bottoming is likely to develop heading into the fall.
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US 10 year yield – Downtrend intact but likely bottoming near its 200-day ma. Two weeks ago in
this note, we highlighted the 10-year yield boucing off its 200-day moving average at 1.25% as the
noteworthy technical event of the week. That rebound lasted only a few days, after which the 10-year
yield sliced through the 200-day down to its next techincal support level near 1.11%. So now what?
We continue to believe that the 10-year yield is in the process of carving out a bottoming pattern
through the summer months near the 200-day moving average. Interestingly, depsite weakness in
other risk assets such as small-caps and emerging markets, notably China, the 10-year yield has not
declined further and has traded in a narrow range between 1.22-1.31%. A move back above 1.3%
would increase our confidence that the 10-year yield has bottomed.

Revisiting the Airline Index (XAL) – Early signs of bottoming at a key techincal level. We are
featuring the XAL Airline index again this week to follow up on our note from two weeks ago. Similar to
the 10-year yield above, the XAL briefly sold over the past two weeks but has since reversed at a key
technical level at its 200-day ma. While it is early to definitively conclude that a bottom has developed,
we believe that the recent techincal action is an encouraging sign that cyclicals, in general, are in the
early stages of bottoming after correcting since March.
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