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eSignal announces a revolutionary new product

eSignal OnDemand

800.575.2596
www.eSignalOnDemand.com

Get Your Risk-Free, 30-Day Trial Now!*
eSignal has been voted “Best End-of-Day Data”, 
“Best Delayed Data” and “Best Real-Time Data” 
by the readers of Technical Analysis of Stocks &
Commodities magazine.

The best charts at the best price!

If powerful charting and technical analysis is essential to 

your trading, but you don’t need real-time data, then you

should check out eSignal OnDemand. 

Now, get all the professional trading tools that eSignal
is known for, at a previously unheard of price — just
$24.95/month. Using our award-winning, delayed data,

you’ll be able to make your best trading decisions 

throughout the day.

It’s the ONLY intraday trading tool with all the power 
of eSignal, including:

�High-end charting with 100s of technical indicators

�Stocks, futures and Forex data from around the world

�Back testing and “replay” modes to test your strategies

�Up to 15 years of daily history

�No exchange fees

�100s of pre-written trading strategies included free

�A simple-to-use formula engine to create studies 

and modify existing ones

�Informative tutorials that help you get started

�Access to the world’s exchanges with the global 

markets package; including NYSE, London, Tokyo, 

NASDAQ, Bombay, CME, NYMEX, Eurex and more

Where else can you find a sophisticated charting program

with intraday and end-of-day data at this price? Nowhere!

Sign up for our 30-day, risk-free trial and see for yourself

how eSignal OnDemand can revolutionize your trading. 

Only
$24.95
Month

Includes FREE Intraday data!
eSignal OnDemand gives you 
end-of-day quotes, plus intraday
data — at no additional charge!
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Indexes
18 Moment Of Truth For XLF

by Arthur Hill
After forming a rising wedge over the last two months, the  
financials SPDR declined sharply and is dangerously close to  
a continuation breakdown.

19 Homebuilders SPDR Turns Down
by Alan R. Northam
The market correction for XHB is over, and this homebuilder index 
has now resumed its selloff in the direction of its major trend.

21 The Bearish Force Sustains For XLB
by Chaitali Mohile
The Material SPDR has been under bearish clouds for more than six 
months. The moving average resistances and the head & shoulder top 
may suppress any pullback rally.

22 Financials Start Last Leg Down
by Alan R. Northam
The Financials Select Sector SPDR (XLF) made a market top in May 
2007 and has been trading in an ABC zigzag market correction pattern 
since. It now appears that XLF has started the last leg down of the 
market correction that is correcting the previous complete bull market.

23 Another CRB Support Level
by James Kupfer
The CRB has fallen to a significant Fibonacci retracement level. Look 
for a bounce near here.

24 Bonds Hit Support
by Arthur Hill
The iShares 20+ Year Bond ETF declined sharply over the last five 
days, but support is at hand and traders should be on guard for a 
bounce.

25 The S&P 600 Small Cap Index Hits Target
by Chaitali Mohile
The S&P 600 Small Cap Index has reached the target on a head & 
shoulders top reversal pattern. After the prolonged fall, the index 
shows bullish signs for the rally.

26 Energy Select SPDR Has Peaked
by Alan R. Northam
The bull market in XLE that started in 2002 came to an end in May 
2008. XLE has broken the up trendline and is now in a market 
correction that could see XLE fall to 50 or more.

10 A Major Support Test For The Nikkei
by Arthur Hill
The Nikkei is trying to firm near its March lows, but momentum has 
yet to turn up and traders should watch for a signal line crossover in 
the MACD.

10 QQQQ Breaks Key Support
by Alan R. Northam
The QQQQ has now broken below key support drawn off the 
mid-March price low, confirming that crash wave (3) of 3 is now 
under way. The target price for the completion of the crash wave is 
calculated to be $28.03. However, once the crash wave is complete, 
this market will still make a lower low before a major bottom is  
in place.

12 NYSE Composite Index Breaks Down Further
by Chaitali Mohile
The NYSE Composite Index has broken the bearish flag &  
pennant pattern.

12  Further To Fall On The S&P 500
by James Kupfer
As I write this, the S&P 500 is down more than 3% to 1172. With the 
broad market continuing to fall, when might we see some relief?

14 The Selloff Tsunami
by Ron Walker
The Dow Jones Industrial Average put in its worst week in history. Is 
the tsunami of selling over?

15 The NYSE Composite Has Bullish Divergences 
In Two Time Frames
by Donald W. Pendergast Jr.
Like every other broad market index, the NYSE Composite has 
taken a severe beating. However, signs of life on both the daily and 
weekly time frames suggest that a significant low has been made.

16 Getting Ready For A Bottom
by James Kupfer
Does history say anything about the potential for a bottom, given 
that the Dow Jones 30 is down more than 20% this month?

16 How Far Up?
by James Kupfer
Fibonacci retracement levels can help target how much of a bounce 
we may get in the Dow Jones 30.

sECTORs
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PRODUCT: Q3 More Markets PUBS: Newspaper 4C

JOB#: EFC-CC-201_F ISSUE: 2008

ART DIRECTOR: P. Behnen COPYWRITER: 

New Accounts claim based on internal E*TRADE FINANCIAL Corp. metrics for average daily gross new E*TRADE Bank and E*TRADE Securities accounts between 8/1/07–7/31/08. Net new accounts were in excess of 200,000 over the 
same period.
1. The new account holder will be charged 99¢ (per side, per contract, plus exchange fees) futures commissions for each futures trade executed once a qualified account is opened and funded. After the 90 day offer period, each futures 
trade is $2.99 (per side, per contract, plus exchange fees). This offer is not valid for IRAs, other retirement, business, trust or E*TRADE Bank accounts. Excludes current E*TRADE Securities customers, E*TRADE FINANCIAL Corp. associates 
and non-U.S. residents. Offer only applies to new E*TRADE Futures Accounts opened with a $10,000 minimum deposit. Account holders must maintain minimum funding in all accounts ($10,000 minus any trading losses) for at least six 
months or credit may be surrendered. Limit one new E*TRADE Futures account per customer. We reserve the right to terminate this offer at any time. In addition to the $2.99 per contract per side commission, futures customers will be 
assessed certain fees including applicable futures exchange and NFA fees, as well as MF Global floor brokerage charges for execution of non-electronically traded futures and futures options contracts. These fees are not established by 
E*TRADE Securities and will vary by exchange. 
2. Investing outside the United States involves additional risks related to currency fluctuations, economic and political differences and differences in accounting standards. Currency exchanges are effected by affiliates of E*TRADE 
Securities on a principal basis and may include a mark-up or mark-down, as appropriate. You should be aware that more favorable exchange rates may be available through third parties not affiliated with E*TRADE Securities. These 
transactions are not regulated or overseen by the Securities and Exchange Commission, the Commodities Futures Trading Commission or any of the securities or commodities self-regulatory organizations. 
3. An ECN fee of $0.005 per share will be added to all trades executed during the Extended Hours trading sessions and on trades executed through Power E*TRADE PRO at an ECN during regular market and Extended Hours sessions.
To qualify for Power E*TRADE and the Power E*TRADE Pro trading platform you must execute at least 30 stock or options trades per quarter. To qualify for $6.99 commissions for stock and options and a 75¢ fee per options contract, 
you must execute 500 or more stock or options trades per month. To qualify for $9.99 commissions for stock and options and a 75¢ fee per options contract, you must execute 10–49 stock or options trades per month or maintain a $50,000 
balance in combined E*TRADE Securities and E*TRADE Bank accounts. To continue receiving these commission rates and access to trading platforms, you must re-qualify by the end of the following calendar quarter. 
Securities products and services are offered by E*TRADE Securities LLC, Member FINRA/SIPC/NFA. 
System response and account access times may vary due to a variety of factors, including trading volumes, market conditions, system performance and other factors. 
©2008 E*TRADE FINANCIAL Corp. All rights reserved.

etrade.com/moremarkets 1-800-ETRADE-1

1000 new accounts a day
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All in one place.
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Upgraded Global Trading

Per Stock & Options Trades
75¢ Per Options Contract
For Active Traders3 

Direct Access Trading

$699 – $999

T:9.25”

T:13.25”

http://www.traders.com/
http://www.traders.com/Reader/


C
op

yr
ig

ht
s 

20
09

 ©
 T

ec
hn

ic
al

 A
na

ly
si

s,
 In

c.
 A

ll 
rig

ht
s 

re
se

rv
ed

.

page 6 • Traders.com January/February 2009

TablE of ConTEnTs

Traders .c
om

THE MAGAZINE FOR INSTITUTIONAL AND PROFESSIONAL TRADERS TM

page 6  •  Traders.com January/February 2009

27 Utilities Select SPDR Hits Target
by Alan R. Northam
XLU formed a head & shoulders major trend reversal pattern and 
has hit the price target based upon this pattern. Is XLU now ready to 
bounce or will it continue lower?

28 Oil vs. Airlines: Airlines Poised To Take Flight?
by Donald W. Pendergast Jr.
The Oil Index and Airline Index charts suggest that airlines are the 
stronger sector of the two — for the moment.

29 Is Gold Still Golden?
by James Kupfer
Gold appears to be in a prime spot for a reversal.

30 Newmont And The Gold Bugs Are Very Oversold
by Donald W. Pendergast Jr.
After enduring months of record selloffs, Newmont Mining and the 
Gold Bugs index may be close to a reversal zone.

31 Oil Hits Bottom
by Alan R. Northam
In a previous article entitled “Is The Oil Uptrend Over?” published 
on 07/23/08, I wrote that oil could fall to as low as $53 per barrel. 
Today, I am reporting that oil has fallen to a low of $50.44 and a low 
in oil could be in place.

32 The Dollar Divergence
by James Kupfer
The US Dollar Index is forming a divergence with the relative 
strength index. Is this a warning?

32 The Volatile US Dollar
by Chaitali Mohile
During consolidation, the US Dollar Index is likely to enter wild 
volatile sessions and may retrace to a previous low pivot.

34 The US Dollar Index: Is A Breakout Or  
Reversal At Hand?
by Donald W. Pendergast Jr.
After an impressive three-month bull rally, the US Dollar Index is 
approaching an important resistance barrier: the upper Keltner band 
on its weekly chart.

35 Buy, Buy, Buy
by Koos van der Merwe
Has the time come?

36 Australian Dollar — Support Test In Progress
by Donald W. Pendergast Jr.
The Australian dollar appears to be successfully testing important 
support levels now and may be in position to recover as the US 
dollar falters.

37 Could You Have Predicted The Lehman Brothers 
Disaster?
by Koos van der Merwe
Lehman Brothers lost hope of being bailed out and was forced to 
announce bankruptcy. 

40 CME Holds Its Breakout
by Arthur Hill
The CME Group bucked the market in September with a breakout and 
continued relative strength points to further gains.

40 Looking For The NASDAQ Bottom
by Alan R. Northam
With the NASDAQ now in a bear market trend, it is possible to use 
Elliott wave theory to forecast when the downward trend may end.

42 A Record Rise
by Ron Walker
The DJIA marked the week of October 10 as the worst in its 112-year 
history. Friday, October 10, also marked its largest swing in history with 
1,019 points. 

44 QQQQ Hits Gap Resistance
by Arthur Hill
With a failure at gap resistance and bearish momentum, QQQQ remains 
in a downtrend on the daily chart, and follow-through is needed to 
complete a reversal.

44 October 2008 Or October 2009?
by Koos van der Merwe
It could be either, but when does Warren Buffett start buying?

46 NASDAQ Short-Term Support
by Alan R. Northam
Recent commentary of market analysts has them looking at NASDAQ 
support as a possible market bottom. However, this is only a short-term 
area of support with much further to go on the downside.

47 A Descending Triangle For QQQQ
by Arthur Hill
QQQQ formed a descending triangle over the last few days, and a 
support break would signal a continuation of the bigger downtrend.

48 S&P 500 Triangle?
by Alan R. Northam
The S&P 500 looks like it’s tracing out a symmetrical triangle wave 
formation, but this may not be a valid wave form. Here’s why.

49 Advertisers’ Index
50 Authors And Artist 
50 Glossary

CHART PATTERNS

CURRENCIES
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MetaStock Pro® 

including data 
FREE for 30 Days* 

800-294-8714
(promo code TC19) or visit 
www.metastock.com/TC19

At MetaStock, we know you can 
do better than “just survive.”

Times are tough. Period. All the more reason to have a cool head, a good investment plan, and 
the right tools to take advantage of this volatile market. That’s where MetaStock comes in. We 
have hundreds of built-in systems, endless customization possibilities, back testing for multiple 
securities on multiple systems, powerful scanning, lightning fast real-time data and news, and 
more. With MetaStock, you can do better than survive in this volatile market, you can thrive!

science for traders
*Exchange fees not included. This is neither a solicitation to buy or sell any type of fi nancial instruments, nor intended as investment recommendations. All investment trading involves multiple substantial risks of monetary 
loss. Don’t trade with money you can’t afford to lose. Trading is not suitable for everyone. Past performance, whether indicated by actual or hypothetical results or testimonials are no guarantee of future performance or 
success. NO REPRESENTATION IS BEING MADE THAT ANY ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE SHOWN. IN FACT, THERE ARE FREQUENTLY SHARP DIFFERENCES 
BETWEEN HYPOTHETICAL PERFORMANCE RESULTS OR TESTIMONIALS AND THE ACTUAL RESULTS SUBSEQUENTLY ACHIEVED BY ANY PARTICULAR TRADING PROGRAM. Furthermore, all internal and external 
computer and software systems are not fail-safe. Have contingency plans in place for such occasions. Equis International and Thomson Reuters assume no responsibility for errors, inaccuracies, or omissions in these 
materials, nor shall it be liable for any special, indirect, incidental, or consequential damages, including without limitation losses, lost revenue, or lost profi ts, that may result from reliance upon the information presented.

MetaStock
Winner 1993 - 2004

Standalone Analytical 
Software 

$200-$499

MetaStock
Winner 2005 - 2008

Standalone Analytical 
Software 

$500 to $1000

MetaStock Pro
Winner 2006 - 2008

Standalone Analytical 
Software 

$1000 and More
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Jayanthi Gopalakrishnan,
Editor

can think of the 2007–08 financial crisis as
another lesson in history. If you look back at

that is only a fraction of the useful articles you’ll find here and at our online publications,
Traders.com Advantage and Working Money, or even STOCKS & COMMODITIES magazine.

Take a look at our website and see what we have to offer. Check us out — that will enable you to:

• Visit Traders’ Resource, our reference to all things technical analysis

• Check out our Online Store, where you can download PDFs of past S&C articles, from 1982
all the way to the present, for a nominal charge

• Examine our Traders’ Glossary, growing by leaps and bounds

• Visit our Subscribers’ Area, where you’ll find computer code that has been referenced in S&C
articles; and finally,

• Visit our Message-Boards, where you can share your opinions of trading technical analysis,
and most everything else you can imagine with other traders.

the history of the financial markets, you will see that similar
crises have occurred from time to time. During a healthy
market rally it is easy to forget that because of credit
expansion, markets will take a nosedive. This is all the more
reason to keep a close watch on the technical indicators that
show when a trend is reversing. Conversely, during a bear
market, we are anxiously watching for technical signs of the
start of a bull market. So at this point, have the markets hit
their support level and are they ready to bounce off it? Or is
what we are experiencing merely a correction?

There are several techniques you can apply to your
charts to determine if the markets are indeed turning around. In this issue of Traders.com, we offer several
articles that discuss how you can identify the bottom of a market. Take a look at “The NYSE Composite Has
Bullish Divergences In Two Time Frames” by Donald W. Pendergast, “Getting Ready For A Bottom” by
James Kupfer, “Financials Start Last Leg Down” by Alan R. Northam, “October 2008 Or October 2009?”
by Koos van der Merwe, and “Looking For The NASDAQ Bottom” by Alan R. Northam. These are just a
few that will tell you what to look for to determine when a market has hit bottom and is ready to start a new
leg up. Then, of course, you will need to look at other sectors such as the financials, the homebuilders, the
commodities, and bonds to determine whether we are indeed at the end of the cyclical bear market. And we
have included articles on these topics such as “Moment Of Truth For XLF” by Arthur Hill, “Homebuilders
SPDR Turns Down” by Alan R. Northam, and “Is Gold Still Golden?” by James Kupfer.

A

And

nd you can find more Traders.com/Advantage articles at www.Traders.com to help you stay in tune
with the markets. Perusing these articles will help you remember that markets have fallen before over

the decades and even the centuries, and they will again, and by keeping that in mind, you can make your way
through the darkness of these volatile times.

http://www.traders.com/
http://www.traders.com/
mailto:editor@traders.com
mailto:advert@traders.com
mailto:circ@traders.com
mailto:@traders.com
http://www.copyright.com
http://www.Traders.com
http://Working-Money.com
http://Technical.Traders.com
http://Store.Traders.com
http://Message-Boards.Traders.com
http://Search.Traders.com
http://www.traders.com/S&C/SiteSearch.html
http://www.Traders.com
http://technical.traders.com/tradersonline/home.asp
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level of risk, and may not be suitable for all investors. It is possible to lose more than the initial investment. In Australia, GFT means Global Futures & Forex, Ltd. ARBN 103 508 
461, AFS License 226625. A Product Disclosure Statement (PDS) is available at www.gft.com.au. You should read and consider the PDS before making any decision to deal in 
GFT products. ©2008 Global Futures & Forex, Ltd. All rights reserved. CD03U.017.080608

Take your first step in the forex market with GFT.

Everyone has to start somewhere.

Above all, Integrity.

CURRENCY TRADING
616 956 9273    
MAIN       

gftforex.com/fxkit
WEB, LIVE CHAT

800 465 4373
TOLL FREE        
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While the index breached its 
March low, the moving average 
convergence/divergence (Macd) 
(5,35,5) held above its March low 
for a potential positive divergence. 
Instead of the usual (12,26,9), I 
shortened the short moving average 
from 12 to 5 and lengthened the 
long moving average from 26 to 35. 
The signal line moving average is 
set at 5 (versus 9). This makes the 
indicator more sensitive to price 
movements. Despite a higher low 
and positive divergence working, 
the momentum oscillator has yet to 
actually turn up and move above its 
signal line. At the very least, a move 
above the signal line is needed to 
show improving momentum and 
confirm recent firmness.

Figure 2 focuses on daily prices 
with the positive directional Indica-
tor and minus directional Indica-
tor. The overall trend is down and 
-DI (red) remains well above +DI 
(green). Except for a head-fake in 
late August, -DI has been above 
+DI, and this corresponds with 
the three-month downtrend. The 
gap between +DI and a -DI is 
quite wide, and further strength is 
needed to close the gap and forge a 
bullish crossover. This would likely 
coincide with a trendline break and 
argue for a challenge to the May–
June highs in the Nikkei. n

  MACD

A Major Support 
Test For The 
Nikkei
by Arthur Hill

The Nikkei is trying to firm near 
its March lows, but momentum 
has yet to turn up and traders 
should watch for a signal line 
crossover in the MACD.

Tradable: $NIKK

Figure 1 shows weekly candle-
sticks over the last two years. 
The Nikkei 225 ($Nikk) re-

mains in a clear downtrend with a 
series of lower lows and lower highs. 
A harami formed with the March 
low and the index moved below this 
low with a spike below 12,000 in 
September. Despite the dip below 
12,000, the index recovered and is 
attempting to firm near the March 
low. Firmness is one thing. A bounce 
is another.

This article was first published on 9/23/2008. 
See www.Traders.com for more. 

I have written several articles on the Qqqq, 
and I encourage those reading this article to 
refer back to those for background informa-

tion. My last article was entitled “Qqqq Crash 
Coming?” and describes the market as entering 
into the crash wave. In that article I said, “Expect 
Qqqq to sell off rapidly from here on out.”

As of today, the crash wave has not been con-
firmed by the breaking of key support drawn 
off the March low. Figure 1 shows that from the 
market top late last year, the market has traded in 
the downward direction to complete wave 1 down 
in mid-March of this year. From that time, Qqqq 
moved higher into early June to complete correc-
tive wave 2. Upon completion of wave 2, wave 
3 down got under way and is now subdividing 
into five waves. Wave 3s are noted as the wave 
that traverses the greatest distance in the short-

ELLIOTT WAVE

QQQQ Breaks  
Key Support
by Alan R. Northam

The QQQQ has now broken below key 
support drawn off the mid-March price low, 
confirming that crash wave (3) of 3 is now 
under way. The target price for the completion 
of the crash wave is calculated to be $28.03. 
However, once the crash wave is complete, 
this market will still make a lower low before a 
major bottom is in place.

Tradable: QQQQ

FIGURE 1: $NIKK, WEEKLY. Here are the weekly candlesticks over the last two years. The 
index remains in a clear downtrend with a series of lower lows and lower highs.

FIGURE 2: $NIKK, DAILY. Note that the overall trend is down and the -DI (red) remains 
well above the +DI (green).
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est amount of time. Wave 3 down then started to 
subdivide and completed subwave (1) in mid-July. 
The market then entered into another short-term 
correction to complete subwave (2) of wave 3 
down. This then set up subwave (3) down. I call 
this the crash wave because wave 3s move the 

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
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This article was first published on 9/24/2008. 
See www.Traders.com for more. 

furthest in the shortest period of time and with the 
market now being in subwave (3) of wave 3 down, 
the downward momentum accelerates much more 
quickly. In mid-September, the Qqqq broke below 
key support off the mid-March low. The breaking 
of this line of support confirms that the crash wave 
is in progress and this market is headed for much 
lower ground.

After having broken below key support, the 
Qqqq made another short-term bottom and has 
been moving upward over the last several days. 
Subwave (3) is now subdividing into yet five 
smaller subwaves, wave i down, ii a corrective 
wave, iii down, iv another corrective wave, 
and a final wave v down. Of these five smaller 
subwaves, wave i down is now complete and 
corrective subwave ii also looks complete. This 
now sets the market up for another third wave 
down, subwave iii that already looks to be under 
way. This sets up the market for subwave iii, of 
subwave (3) of wave 3 so the crash wave should 
now really start to accelerate to the downside in 
the very near future.

In Figure 2, I have shown the details of subwave 
ii and sub-wave iii. In this figure, take note that 
subwave iii down has subdivided into five smaller 
waves to the downside. When the waves unfold 
in five waves in the direction of the major trend, 
which in our case is down, it then confirms that 
the major trend has resumed. Note also that the 
market is now in a short-term corrective mode and 
looks to have completed corrective waves a and b 
of a flat correction. I have drawn in wave c, which 
is needed to complete this short-term correction 
before the crash wave can resume.

In my previous articles on the Qqqq, I have 
shown how I have calculated the target price for 
the completion of the crash wave. This target price 
still stands and is calculated to be $28.03. How-
ever, the market normally likes round numbers, 
so I would expect to perhaps see the crash wave 
as ending somewhere around $30. Once the crash 
wave is complete, then this market will enter into 
a wave 4 correction followed by a final wave 5 
down to new lows.

For more information, visit the S&C ad index at Traders.com/reader/

FIGURE 2: QQQQ, 10-MINUTE. This chart shows that this market has formed five waves 
in the downward direction, indicating that the downward trend is under way and that 
this market is not still in a corrective rally.

FIGURE 1: QQQQ, DAILY. This chart shows the elliott wave count and that this market is cur-
rently in wave (3) of 3. This chart also shows that QQQQ has broken below key support 
drawn off the mid-March price low.
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In conclusion, the breaking of the key support 
level off the mid-March price low has confirmed 
the crash wave. This also confirms that the major 
trend is still down and the market is not in the 
process of making a market bottom at this junc-
ture. Once crash wave 3 is complete, the Qqqq 
will undergo a wave 4 market correction, followed 

by a final wave 5 down before we can even think 
of a major market bottom as being put in place. 
Figure 2 also shows the market is currently in a 
short-term market correction that should see the 
Qqqq rise to about $41.50 before the crash wave 
resumes. n

January/February 2009  Traders.com • page XX
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FLAGS AND PENNANTS

NYSE Composite 
Index Breaks 
Down Further
by Chaitali Mohile

The NYSE Composite Index has 
broken the bearish flag & pennant 
pattern.

Tradable: $NYA

The Nyse Composite Index 
has been forming lower highs 
since October 2007, gradu-

ally entering an intermediate down-
trend. From the third lower high at 
9600, $Nya took a nosedive. The 
index lost more than 1,200 points 
during this decline and entered side-
ways action. 

The consolidation range narrowed 
further, forming the bearish flag & 
pennant pattern. This pattern is a 
continuation of an existing downside 
move as the pattern breaks in a down-
ward direction. $Nya consolidated 
for approximately eight weeks. The 
volume during consolidation has also 
been reduced. In Figure 1, the index 
has already broken down from the 
bearish continuation pattern.

After this breakout, the possibility 
This article was first published on 9/26/2008. 
See www.Traders.com for more. 

of the pullback looks difficult as the 
strong support of previous low of 
2007 is also breached. 

The target can be calculated by 
measuring the length of the declin-
ing rally and subtracting it from the 
breakout level. Therefore, the length 
is 9600 – 8200 = 1400; subtracting 
1400 from the breakout level at 8200, 
we get the target of 6800. 

The moving average convergence/
divergence (Macd) (12,26,9) is in 
negative territory, and the average 
directional movement index (Adx) 
(14) is also bearish. The downtrend 
is well developed with high selling 
pressure, so the trend would continue 
to move further. The relative strength 
index (Rsi) (14) lacks strength to 
initiate any bullish action. Hence, all 
the indicators are highly bearish.

According to Figure 1, the low 
made in the second week of Sep-
tember 2008 was 7400. So the next 
potential support for the descend-
ing rally would be 7400, and after 
violating this support the target can 
be achieved. 

Considering the bearish indica-
tors, the target looks achievable. In 
addition, the current problems in 
the US economy would add weak-
ness and drag the index lower. Any 
pullback rally from the lower levels 
would be choppy due to support 
turned to resistance.

Thus, the Nyse Composite In-

FIGURE 1: $NYA, WEEKLY. This chart shows the breakdown of a bearish flag & pen-
nant pattern.

ST
o

C
kC

H
ar

TS
.C

o
M

dex would continue the downward 
rally and the intermediate downtrend 
would sustain its momentum. n

FIBONACCI

Further To Fall 
On The S&P 500
by James Kupfer

As I write this, the S&P 500 is 
down more than 3% to 1172. With 
the broad market continuing to 
fall, when might we see some 
relief?

Tradable: S&P 500

As seen on the weekly S&P 
chart in Figure 1, it is clear 
that we are in an established 

downtrend. I’ve drawn two trend-
lines on this chart, both in purple. 
Both are drawn using either the 
highs or lows, as I tend to do that in-
stead of using closing prices. If you 
overlay the trendlines they both have 
almost an identical slope, which is 
relatively common. In this instance, 
they create a nicely defined channel 

This article was first published on 9/29/2008. 
See www.Traders.com for more. 

FIGURE 1: S&P 500, WEEKLY. The two trendlines on this chart are both drawn using either highs or 
lows. If they are overlaid, you would see that they both have almost an identical slope.

in which future price ac-
tion can be expected to 
occur within.

Also shown on the 
chart are two additional 
features. The first are the 
Fibonacci retracement 
levels drawn from the 
September 2002 lows to 
the recent market top. 
We have clearly already 
broken through the initial 
support at 38.2%. The 
market did drop through 
the 50% retracement, but 
then bounced above it. 
Next comes the 61.8% 
retracement level that is 
still significantly below 
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logical zone is where the 61.8% 
Fibonacci level and the August 2004 
bounce coincide at roughly 1070. 
Assuming this occurs over the next 
few weeks, I think we are likely to 
also see the bottom (purple) channel 
line having extended itself down to 
this same price zone as well. That 

convergence of three levels of sup-
port would provide a natural place 
for prices to reverse, if only for a 
few weeks or months. n

 

the market’s current price levels. The 
other chart feature is the dark green 
line drawn at the August 2004 low.

Given that it is improbable that the 
market will hold the 50% retrace-
ment level support zone, we need 
to identify the next likely zone for a 
bounce. In my estimation, the next 

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
http://technical.traders.com/tradersonline/home.asp
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This article was first published on 10/14/2008. 
See www.Traders.com for more. 

Then by 10:12 a.m, prices erased all 
losses and inched up into positive 
territory momentarily. Then for the 
next few hours, prices staggered, 
falling first 512 points and then ral-
lying back up 275 points in less than 
an hour. Prices lowered after that 
rally attempt faltered and the djia 
racked up steep losses again, spiral-
ing down 606 points by 1:50 p.m. By 
3:36 p.m., prices made a breathtaking 
climb higher and managed to rally 
up 928 points as traders picked up 
stocks before the weekend, putting 
the djia in the positive column by 
322 points.

But as the last 10 minutes of trad-
ing occurred, the djia pulled back 
into negative territory, closing the 
day down 128 points or 1.49%. It’s 
not surprising that the djia ended the 
session posting the largest price swing 
in history of 1,019 points (Figure 2), 

The Selloff 
Tsunami
by Ron Walker

The Dow Jones Industrial Average 
put in its worst week in history. Is 
the tsunami of selling over?

Tradable: $INDU

Just one year and one day af-
ter its all-time closing high of 
15,164.53, made on October 9, 

2007, the Dow Jones Industrial Av-
erage (djia) dropped an eye-pop-
ping 5,713.34 points and has lost 
40.34%. The Standard & Poor’s 500 
(S&P 500) has had an unholy fall of 
666 points or approximately 42.55 
% from its all-time closing high of 
1,565.15, which was also made on 
October 9, 2007. These figures and 
percentage calculations are from 
closing high to closing low. Their 
fall from grace can be seen over the 
past year in Figure 1. After the djia 
put in the worst week in its 112-year 
history, the S&P 500’s 666-point 
drop seems like a fitting number to 
be associated with this diabolical di-
saster.

The market is purging itself of the 
poison that the government has in-
flicted on it by subsidizing the housing 
market via Fannie Mae and Freddie 
Mac. Now they sit on the balance 
sheets of banks, which led up to a 
locking-up of the credit markets in 
the last few weeks. With the passage 
of the $700 billion bailout package, 
there is still great uncertainty as to 
how it will be implemented, adding 
further anxiety to investors. Thus, this 
shock & awe-type campaign against 
the stock market has literally bom-
barded and assaulted global markets 
everywhere. The market meltdown 
could be stabilized once the Bush 
administration lays out a plan of ac-
tion. Such actions could include the 
injecting of capital into the banking 
system and/or buying straight and 
preferred shares in the financial sec-
tor, which would put money on the 
banks’ balance sheets, giving Uncle 
Sam a stake in the banks.

Mr. Toad’s Wild Ride isn’t just a 
ride at Disneyland! It is exactly what 
happened last Friday, on October 10, 
2008. There were more back-and-
forth swings that day on the djia 
than any other time in its 112-year 
history. In Figure 2, these swings 
started the day with the djia opening 
in a freefall, dropping 697 points just 
five minutes after the opening bell. 

FIGURE 1: DJIA, DAILY. The DJIa and the S&P 500 are both down over 40% since their 
closing all-time highs made on october 9, 2007.

FIGURE 2: DJIA, FIVE-MINUTE. on october 10, 2008, the DJIa had the largest point swing in its 
112-year history. The wild swings ended the session with a range of 1,019 points. The rallies 
made after 9:35 a.m. and during the last hour were most impressive. These sudden changes of 
mood and behavior in prices reveal that the bulls and the bears were fighting it out for control 
of the market.

FIGURE 3: DJIA, ONE-MINUTE. Here on the minute-by-minute chart, the point and per-
centage losses of each trading session are marked during its worst week in history, 
october 6 to 10, 2008.
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given this amusement park 
atmosphere.

It was a week of record 
events for the djia as it 
also posted its worst week 
in history. This was the 
worst week in the 112-
year history for the djia 
and the stock market as 
a whole, with the S&P 
500 losing a record 200 
points or 18.20%. And 
the djia lost a staggering 
1,874 points or 18.15% 
for the week. Over the 
last two weeks, the djia 
has shed 2,688 points. 
And in the last eight days 
of its consecutive losing 
streak, the djia has got-
ten just over a 2,400-point 
haircut. Whether a bottom 
has been put in is a matter 
of opinion, but given that 
the stock market is made 
up largely of fear and 
greed, we may have put 
in a tradable bottom. The 
stock market has worked like game 
shows, Greed and Fear Factor. As the 
bottom fell out of the stock market 
last week as fear ran rampant, it may 
begin to rise on balance as greed set 
in as investors gobbled up stocks that 
were just massacred in this tsunami 
selloff.

Extreme caution should be used if 
any bottom appears with reference to 
long-term position trading, because 
greed may take prices up for the short 
term in a rubber band rally, but it may 
be built on quicksand. This is clearly a 
day/swing trading environment. n

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
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ULTIMATE OSCILLATOR

The NYSE 
Composite 
Has Bullish 
Divergences In 
Two Time Frames
by Donald W. Pendergast Jr.

Like every other broad market 
index, the NYSE Composite has 
taken a severe beating. However, 
signs of life on both the daily and 
weekly time frames suggest that 
a significant low has been made.

Tradable: .NYA

Think of the Nyse Composite 
index (.Nya) as a gigantic 
version of the more com-

monly tracked Standard & Poor’s 
500. It covers many more stocks, 
and even though it closely corre-
lates to movements in the S&P 500, 
for my money, the .Nya provides a 
better overall view of the broad US 
market. The view lately, of course, 
has been anything but picturesque as 
the fabled index hurtled southward. 
Having bottomed out for the mo-
ment, however, thoughtful analysis 
suggests that the .Nya has entered 
into a period of consolidation that 
may eventually wash a good deal 
of the fear factor out of the markets. 
The charts, as always, tell the tale 
best.

The weekly chart of the .Nya 
(Figure 1) provides graphic evidence 
of the severity of the selloffs since 
last autumn. At the top of the chart 
is the composite internal strength 
indicator, which is a weighted mix 
of the advance-decline line, new 
highs-new lows, up volume-down 
volume, rate of change, and a few 
other oddities, the sum of which 
provides an excellent view of the 
market’s overall health. Having bot-
tomed at an all-time low a couple of 
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FIGURE 2: NYA, DAILY. Bullish price-momentum divergence on the daily NYSe Composite.

FIGURE 1: NYA, WEEKLY. Major support on the .NYa, holding for now.

weeks ago, it’s now attempting to turn 
higher. Other evidence suggesting a 
low may be in place: there is positive 
price-momentum divergence on the 
weekly stochastic and the ultimate os-
cillator. Finally, the 78.6% Fibonacci 
retracement and the major long-term 
support line (red horizontal line) 
have combined to keep a solid floor 
under the .Nya, effectively putting 
an end to the freefall that began in 
July 2008.

The daily chart of the .Nya (Figure 
2) also demonstrates signs of mean-
ingful positive price-momentum 
divergences in both the moving aver-

age convergence/divergence (Macd) 
and the ultimate oscillator. If a higher 
low prints, followed by a break above 
the most recent (to be determined) 
high, the uptrend will be confirmed. 
Should that happen, expect the blue 
zone between 6600–6800 to offer 
major overhead resistance, particu-
larly because of the confluence of 
key Fibonacci resistance levels, the 
October 14th high and the location 
of the mighty 50-period exponential 
moving average (eMa).

The “hard right edge” of the charts 
give us a few extra clues every day, 
but the bulk of of a technical analyst’s 

This article was first published on 11/4/2008. 
See www.Traders.com for more. 

Think of the NYSE 
Composite index (.NYA) as 
a gigantic version of the 
more commonly tracked 
Standard & Poor’s 500. 
For my money, the .NYA 
provides a better overall 
view of the broad US 
market. 

evidence for likely trend projections 
can only be found in the complex 
relationship between price, propor-
tion, pattern, and time, using monthly, 
weekly, and daily charts to confirm 
what trader Jesse Livermore referred 
to as the line of least resistance. From 
my perspective, the line of least 
resistance on the .Nya, for the time 
being, is higher.

But not radically higher, because 
this bear market isn’t over by a long 
shot. n

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
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FIBONACCI

How Far Up?
by James Kupfer

Fibonacci retracement levels 
can help target how much of a 
bounce we may get in the Dow 
Jones 30.

Tradable: DJIA

Assuming the low of October 
10, 2008, at 7882 marked 
a short-term bottom in the 

Dow Jones 30, where might we be 
headed from here? Of course, that 
can be a difficult question to answer, 

FIGURE 1: FIBONACCI TURNING POINTS. There are a number of major turning points 
and their respective cluster of Fibonacci retracement levels.

but Fibonacci retracement levels can 
indicate where likely reversal points 
lie. In particular, I find it useful to 
look for “clusters” of Fibonacci lev-
els to help identify these key support 
or resistance points.

In identifying the key Fibonacci 
levels, I look for major turning points 
on weekly charts. In Figure 1 are 
two spreadsheets in which I have 
calculated a number of major turning 
points and their respective cluster of 
Fibonacci retracement levels.

As you can see, the two primary 
clusters above where the DJ30 is 
currently trading are approximately 
around 9400 and 9880. Given the 
close on October 28, 2008, at 9065, 
there is still some upside potential 

CYCLES

Getting Ready 
For A Bottom
by James Kupfer

Does history say anything about 
the potential for a bottom, given 
that the Dow Jones 30 is down 
more than 20% this month?

Tradable: DJIA

Figure 1 is a chart of each time 
since 1915 that the Dow Jones 
30 has closed more than 20% 

down for the month. Based on this 
data, it is unlikely that October 2008 
will close lower than we are currently. 
Even if it does, history suggests that 
it will likely be a good time to buy 

FIGURE 1: DJIA, SINCE 1915. This chart shows each time since 1915 that the 
Dow Jones 30 has closed more than 20% down for the month.

This article was first published on 10/20/2008. 
See www.Traders.com for more. 

for at least the intermediate term.
There have been 1,125 months 

since January 1915, and only seven 
of those months closed down more 
than 20%. That is a mere 0.6% of all 
the months. Could it happen again 
now? Sure, but it is not exceptionally 
likely. This is perhaps the strong piece 
of data suggesting the market is at or 
nearing a near-term bottom.

During the seven periods listed 
in the chart, three of the subsequent 
months had gains following the loss. 
While those odds are clearly not great 
and we are clearly working with a 
very limited dataset, there are a few 
additional items of interest.

December 1929 through February 
1930 were all up months. July and 
August 1932 had gains of 26% and 
35.8%, respectively, and these gains 
took the DJIA above the peak from 
April 1932. It took only three months 

to surpass the peak from March 1938 
after the market bottom that same 
month. The five months after May 
1940 were all up.

All in all, 1987 was the only period I 
found in which the subsequent month 
was not up or at least the next few 
months following the 20% drop were 
not consequentially up. This is still 

a trader’s market and under no cir-
cumstances would I suggest blindly 
buying and holding for a bounce 
that may or may not occur, but with 
any hope, these limited analyses will 
remind the reader that logic should 
rule their decisions, not fear. n

This article was first published on 10/30/2008. 
See www.Traders.com for more. 

left in the market. It is likely that the 
DJ30 will surpass the initial resistance 
level at 9400, given that the market 
reached as high as 9794 on October 
14, just four days after what at this 
point appears to be a short-term bot-
tom. Therefore, the 9870–9880 level 
is the next real target.

As a bounce (hopefully) material-
izes, it will be important to watch 
the price action to see how things 
progress. Assuming the market makes 
it near the 9880 level, there are a few 

M
IC

r
o

So
Ft

 e
xC

el

other non-Fibonacci indicators of 
resistance that may come into play 
that can be identified later. The bottom 
line, however, is that any bounce that 
may occur is doing so in a bear market 
and should generally be considered 
an opportunity to reestablish short 
positions. Only a move above 10,500 
would be cause to doubt the ongoing 
existence of the bear. n
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raders today face two demand-
ing challenges: sifting through 
enormous amounts of data to 

spot potential winning trades and 
identifying the best potential entry 
and exit points in the market. Market-
Club neatly solves both of those 
problems.

Finding The Big Moves
With MarketClub's "Trade Triangle" 
technology, traders can identify at a 
glance the clear entry and exit signals 
for potential winning trades in stocks, 
futures, mutual funds, ETFs, precious 
metals, and foreign exchange. This 
technology is so comprehensive and 
so versatile that it is equally valuable 
for short term traders, intermediate 
term traders, and long term investors. 
The green and red triangles point the 
way to profits, indicating emerging 
upward and downward trends for 
over 230,000 symbols, on a quarterly, 
monthly, weekly, and daily basis. 
        MarketClub's SmartScan technol-
ogy allows traders to easily identify 
trend patterns on 230,000 symbols, 
while its versatile filtering features 
allow traders to zoom in even further. 
Traders can filter by price, volume, 
and other key aspects that suit their 
personal trading styles. 
    Members also get what Barron's 
calls "a terrific little Java-based chart-
ing tool" that lets users customize 
their charts with over 23 powerful, 
well-known technical studies. Traders 
can save their favorite charts and 
studies, and the charting applet 
remembers them and applies them to 
any new symbols.  Members can also 
create a personal watch/active trad-
ing list and then analyze, review, or 
download it at any time. At the end of 

each trading day, members receive a 
complete, updated portfolio analysis 
via email. 

The Value Of An Education 
Members often report how much 
their trading skills, confidence, and 
profits have improved since joining 
MarketClub.  In fact, making better 
traders is one of our chief goals. That's 
why membership includes Trade 
School, with dozens of seminars by 
experts in the field and downloadable 
companion workbooks. Trade School 
is like having your own personal trad-
ing coaches on call 24/7. Members 
also have access to Data Central, a 
treasure trove of historical data on 
over 230,000 symbols from 12 
exchanges. Members can download 
all the data they want for personal 

use. Members can also customize and 
manage major financial news feeds 
with News Scan, and get tips, ideas, 
and analysis on MarketClub's blog. 

Start Your Risk Free Trial
The Financial Times of London says, 
"MarketClub's a winner." When you 
enroll in MarketClub, you'll be a 
winner, too.  There is simply no other 
service on the web today where you 
can analyze such a broad spectrum of 
markets. Give MarketClub a try, risk-
free, for 30 days. To enroll, go online 
or call toll-free 1-800-538-7424. If Mar-
ketClub isn't for you, simply contact 
us to cancel within 30 days for a full 
refund.  We're confident, however, 
that MarketClub will exceed your 
every expectation.

T
TRADE THE TRIANGLE

Member Success Stories

Triangles in Action

1-800-538-7424

For 2 Free Months visit: www.marketclub.com/traders

A D V E R T I S E M E N T

Darrin Mason of New Germany, 
Minnesota - “My first trade 
using MarketClub was to buy 
options on General Dynamics. 
All said and done with 
commission I had a 159% 
return.”

Dr. Bill Emery of Alberta, Canada - 
“I've been a MarketClub member 
since February of 2007.... in my first 
month with MarketClub I actually 
made $7,000 and after three 
months my portfolio was up 20%.”

Marion Lucas of Surrey, Canada - 
“Since I've joined MarketClub, 
[my trading] has turned around 
and I've made myself around 
$7,000... the green and red 
triangles are very good.”

F O R  S M A R T  T R A D E R S

As a trader on the floor of the exchange in Chicago, my word was my bond.  If I made a trade with someone, 
I could not back down from it without destroying the trust that was so essential to success as a trader.  Every 
day since, I have conducted business the same way. You have my personal guarantee that trying out Market-
Club for 30 days is risk free.  If you are not happy for any reason, simply call by the 30th day to cancel your 
membership. We will promptly refund every penny and thank you for giving our service a try.  Enroll today.  

You have everything to gain by trying MarketClub, and nothing to lose.

NEW
 

ALERT FEATURE

Adam Hewison, MarketClub Co-Creator

James River Coal Co.  JRCC      208.34%
 
Fuel System Solutions FSYS      160.90%
 
Vision Sciences  VSCI       126.60%

Duvernay Oil Corp.  DDV         85.88%
 
General Motors  GM          52.89%

Heating Oil  HO          49.98%
 
Wheat   ZW          38.6%
 
Crude Oil   CL           35.29%
 
Sugar #11   SB           23.92%
 
Soybean Meal  ZM          23.73%

*Results using our suggested “Trade Triangle” technique. 

FOREX_XAUUSDO NASDAQ_IBKC

CBOT_ZS.Q08.ENYSE_ALK

2008 Q1-Q2 Triangle Returns

For more information, visit the S&C ad index at Traders.com/reader/

http://www.traders.com/
http://www.traders.com/Reader/
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This article was first published on 9/12/2008. 
See www.Traders.com for more. For more information, visit Traders.com/reader/
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Moment Of Truth  
For XLF
by Arthur Hill

After forming a rising wedge over the last two 
months, the financials SPDR declined sharply 
and is dangerously close to a continuation 
breakdown.

Tradable: XLF

Figure 1 focuses on the rising wedge. The 
financials spdr (Xlf) bottomed in July 
and retraced around 62% of its prior de-

cline with a rising wedge advance over the last 
two months. Xlf peaked this week and declined 
to the lower trendline over the last four days. A 
break looked imminent with a weak open on Sep-
tember 11, but Xlf recovered by the close and the 
trendline is holding for now.

The bottom indicator shows the positive di-
rectional indicator (+DI) and the negative direc-
tional indicator (-DI). These are part of J. Welles FIGURE 1: XLF, DAILY. This SPDr bottomed in July and retraced around 62% of its prior decline with a rising 

wedge advance over two months.

FIGURE 2: XLF, DAILY. a trading range formed after the July surge.
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Wilder’s average directional movement index 
(adx). As their names imply, +DI and -DI can be 
used to determine direction. A bullish bias exists 
when +DI is above -DI and a bearish bias when 
-DI is above +DI. Overall, these two have been 
trading flat the last few weeks and I am looking 
for an upside breakout for the next signal. A +DI 
breakout would be bullish, while a -DI breakout 
would be bearish.

Figure 2 focuses on a trading range that formed 
after the July surge. Xlf has a support zone around 
19.5 and a resistance zone around 23. With the etf 
trading at support, a big test is at hand. A break 
below support would also reverse the rising wedge 

and point to lower prices. This would also likely 
to be accompanied with a -DI breakout. Such a 
combination would be bearish for Xlf, and this 
etf is at its moment of truth. To hold or not to 
hold, that is the challenge. n

A bullish bias exists when +DI 
is above -DI, and a bearish bias 
exists when -DI is above +DI. 
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ELLIOTT WAVE

Homebuilders 
SPDR Turns 
Down
by Alan R. Northam

The market correction for XHB is 
over, and this homebuilder index 
has now resumed its selloff in the 
direction of its major trend.

Tradable: XHB

The spdr S&P Homebuild-
ers Index etf (xhb) formed 
a major bull market top in 

February 2007. Since then, xhb has 
been trading downward, completing 
a five-wave move in early January 
2008. 

 These five downward waves deter-
mine the trend of one larger degree, 
which is also down. What this means 
is that these first five waves, from the 
market top in February 2007 to Janu-
ary 2008, form a larger wave 1 of the 
next larger five waves that will also 
unfold in the downward direction. 

Wave 2 of this larger degree of trend 
was also complete in early April. With 
the completion of the larger waves 
1 and 2, the larger wave 3, which 
is also unfolding in the downward 
direction, has been under way since 
early April. 

Wave 3 is now unfolding in five 
smaller waves and are labeled ((1)), 
((2)), ((3)), ((4)), and ((5)). The 
double parentheses indicate that ((1)) 
is called circle wave 1 and so forth. 

The chart shows that circle wave 
((1)) was complete in mid-July and 
that circle wave ((2)) now looks 
complete as well. 

One way to determine if circle 
wave ((2)) is complete is to measure 
its length from the low of circle wave 
((b)) and if it is equal to the length of 
circle wave ((a)), then that is a signal 
that it could be complete. 

I have shown where circle wave 
((c)) is equal to circle wave ((a)) as 
a short horizontal blue line of the 
chart labeled “wave ((c)) = ((a)).” 
This method gives the typical length 
in price movement to complete circle 
wave 2 but is not a hard and fast rule. 
Circle wave 2 can end before price 
rises to this level or may even end at a 
higher price level, but typically, wave 
c is equal in price length to wave a. 
For a more accurate determination 
of the completion of circle wave 2, 
it is necessary to look at the smaller 
time frames.

FIGURE 1: XHB, DAILY. This bar chart shows the major bull market top and the elliott wave count. This chart shows that XHB 
has unfolded in five waves down from the market top. These five waves define the direction of the major trend as being in the 
downward direction.

FIGURE 2: XHB, 60-MINUTE. This chart shows the market correction for XHB that started in mid-July. This chart also shows the 
elliott wave count showing the market correction as unfolding as an abc market correction.
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Figure 2 is that of the 60-minute 
chart of xhb. This chart shows the 
wave structure of corrective circle 
wave ((2)). As can be seen from this 
chart, corrective circle wave 2 has 
unfolded in an abc wave structure. 

Zigzag wave structures are a very 
typical pattern for second waves 
and unfold in three waves. The first 
wave is wave a and unfolds against 
the major trend. Since wave a has 
unfolded in the upward direction, it 
tells us that the major trend is in the 
downward direction. Wave b then 

unfolds in the direction of the major 
trend and wave c unfolds against the 
major trend, just as wave a does. 

Note that circle wave ((c)) has 
unfolded as an expanding diagonal 
wave pattern. Expanding diagonal 
wave patterns unfold in five waves, as 
shown on the chart. Note that all five 
waves look to be complete, and thus 
completing the expanding diagonal 
wave pattern. Expanding diagonal 
wave patterns are terminal wave pat-
terns, and when they develop, they 
signal that the upward corrective 

move is over. So we have a complete 
abc zigzag corrective pattern and an 
expanding diagonal wave pattern, 
both signaling the end of the market 
correction. As a confirmation signal 
I have shown a horizontal green sup-
port line drawn off the low of circle 
wave ((b)). If xhb moves below 
the low of circle wave ((b)), it will 
signal that the downward trend has 
resumed. 

Another way of determining if the 
move up from the mid-July low is 
over is by looking for a five-wave 

http://www.traders.com/
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FIGURE 3: XHB, 10-MINUTE. This chart shows the elliott wave count. The five waves in the downward direction, in the blue box, 
show that the market correction off the July low has ended and the downward selloff has resumed.

This article was first published on 9/15/2008. 
See www.Traders.com for more. 

move of a small degree of trend in 
the downward direction after the 
completion of circle wave ((c)). 
Markets move in five waves in the 
direction of the major trend and in 
three waves in market corrections. 
To look at the small degree of trend, 
it is necessary to zoom in once 
again on a smaller time frame.

In Figure 3, I have shown the 
10-minute time frame. This chart 
shows the completion of circle 
wave ((2)) in early September and 
the five smaller nonoverlapping 
waves that follow. These waves 
are labeled wave (i), (ii), (iii), (iv), 
and (v). These five waves point in 
the direction of the major trend and 
are signaling that the corrective 
move off the mid-July low is now 
over and the downward direction 
of the major trend has resumed 
(I have highlighted this area in 
a blue box). Note also that upon 
completion of the fifth wave in 
the downward direction, xhb has 

entered into another market correction that is 
moving against the major trend. 

This corrective structure is unfolding as a 
double abc zigzag corrective wave pattern with 
the final wave (c) yet to unfold. I have drawn 
a red horizontal line at the price point where 
wave (c) should be complete. Again, this line 
is drawn off the (b) wave low and is the same 
length as wave (a). Once wave (c) is complete, 
the market will once again turn down and start 
to unfold in another five waves in the direction 
of the major trend, which is down. To confirm 
that wave (c) is over, I have again drawn a green 
horizontal support line off the low of wave (b). 
A move below this support line will confirm 
that the upward market correction is over and 
the downward trend has resumed. Please note 
that market corrections can always extend into 
more complex wave structures, although these 
are not high-probability situations. Typically, 
when a double zigzag is complete the correc-
tive move is over, but we must be aware of this 
possibility.

In conclusion, xhb made a major market 
top in February 2007 and has unfolded in five 
waves to the downside. Five waves unfold in 
the direction of the major trend and, as such, is 
signaling that the major trend for the spdr S&P 
Homebuilders Index etf is in the downward 
direction. xhb has made a short-term bottom 
in mid-July and has been in a short-term market 
correction. Upon examination of two smaller 
time frames, we have identified that this short-
term market correction is now over and the 
downward trend has resumed. n

Markets move in five waves in the direction of the major 
trend and in three waves in market corrections.
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This article was first published on 9/23/2008. 
See www.Traders.com for more. 

indicator moves above the zero line. 
In addition, the average directional 
movement index (Adx) (14) shows 
that the positive directional index 
(+DI) is below 20, indicating poor 
buying pressure. Though the negative 
directional index (-DI) has declined 
from the higher level, the selling 
pressure is stronger than the buying 
pressure.

Thus, the resistance and the weak-
ness in indicators on the daily chart is 
likely to add to the bearish force.

In Figure 2, we can see the head & 
shoulders top pattern being formed 
with a neckline support at 36. The 
breakdown below the neckline would 
boost the bears and plunge Xlb to 
lower lows. After the breakdown, 
the 200-day MA would offer an im-
mediate support. As a result, Xlb 
may surge to retest the neckline 
resistance. The right shoulder is con-
structed so the trader has to wait for 
a pattern breakout before initiating 
any short positions. The Adx (14) 
shows a developing downtrend, and 
the Macd (12,26,9) has declined 
from positive to negative territory. 
In addition, the Rsi (14) also shows 
the head & shoulders top (bearish 
reversal pattern).

The major downtrend can be wit-
nessed below the 200-day MA sup-
port in Figure 2. Xlb would reach 
the target on breakdown only if this 
support is violated. The minimum 
estimated level would be: 46 (head) 
- 36 (neckline = 10 - 36 = 26. Before 
opening any short trade, I would 
request traders to watch the 200-day 
MA support. Even though the support 
is established, the bears would con-
tinue to hover around Xlb and would 
discard any significant pullback rally. 
But traders need to be more cautious 
in such technical conditions.

Hence, the scenario points to a 
constant bearish force in Xlb. n

FIGURE 2: XLB, WEEKLY. See the head & shoulders top pattern being formed with a 
neckline support at 36.

FIGURE 1: XLB, DAILY. here, the arrows show the moving average resistance, and the 
price following the declining 50-day moving average.

SUPPORT & RESISTANCE

The Bearish 
Force Sustains 
For XLB
by Chaitali Mohile

The Material SPDR has been 
under bearish clouds for more 
than six months. The moving 
average resistances and the head 
& shoulder top may suppress any 
pullback rally.

Tradable: XLB

The breakdown in early July 
2007 converted the 200-day 
moving average (MA) sup-

port to strong resistance. The Mate-
rial Select Sector (Xlb) later con-
solidated under the newly formed 
resistance of 200-day MA. In ad-
dition, the bearish moving average 
crossover weakened Xlb and there-
fore formed lower highs. In Figure 
1, the arrows show the moving av-
erage resistances and the price fol-
lowing the declining 50-day MA. 
Recently, the 50-day MA resistance 
was challenged for the third time, 
but the bearish force discouraged 
the pullback rally.

The relative strength index (rsi) 
(14) since July has failed to sustain 
above the 50 level. The oscillator 
moved within the range of 30-50, 
indicating a lack of strength to pull 
the index higher. So 50 levels can be 
considered as a strong resistance for 
any relief rally. The Rsi (14) is back 
to the same level from the oversold 
area and ready to decline. The mov-
ing average convergence/divergence 
(Macd) (12,26,9) is in negative 
territory with a bullish crossover. 
However, the bullish crossover can 
attract the buying force only if the 
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ELLIOTT WAVE

Financials Start 
Last Leg Down
by Alan R. Northam

The Financials Select Sector 
SPDR (XLF) made a market 
top in May 2007 and has been 
trading in an ABC zigzag market 
correction pattern since. It now 
appears that XLF has started 
the last leg down of the market 
correction that is correcting the 
previous complete bull market.

Tradable: XLF

According to the Elliott wave 
principles, after a market 
makes a market top it will 

correct in three waves. These three 
waves are labeled waves A, B, and 
C. Wave A retraces or corrects the 
first part of the total progress made 
by the previous trend. Wave B then 
moves in the direction of the previ-
ous trend and corrects part of wave 
A. Wave C moves in the opposite 
direction as the previous trend and 
completes the corrective process. 
Elliott calls this an abc zigzag wave 
pattern. Further, wave A normally 
unfolds in five subwaves, wave B 
normally forms a smaller abc zig-
zag, and the final wave C also un-
folds in five subwaves.

Figure 1 shows the weekly bar 
chart of xlf. This chart shows that 
xlf made a major market top in late 
May 2007 after completing a bull 
market runup from mid-2002. This 
chart also shows that xlf has since 
sold off in five waves, completing 
wave (A) of an abc zigzag corrective 
pattern that is correcting the complete 
previous bull market runup. Figure 1 
also shows wave (B) to be complete 
as well. In Figure 2, the details of the 
(B) substructure is shown.

Figure 2 is that of the daily bar 
chart for xlf. This chart shows the 
detail of wave (B) of the abc zigzag 
correction. In this figure, note that 
wave (B) is made up of an abc zig-
zag, which is a normal wave pattern 
for wave B. In addition, wave C of 
wave (B) has further subdivided into 
an abc extended flat labeled a circle, 
b circle, and c circle. From a more 
traditional technical analysis point 
of view, the abc corrective wave 
structure may look more like a wide 
flag flying at half-mast or a corrective 
trading channel.

If wave (B) is now complete as the 

wave structure suggests, 
then xlf is now starting 
the final wave (C) down. 
Wave (C) down should 
unfold in five waves similar 
to wave (A). Once wave 
(C) is complete, then the 
complete bear market abc 
zigzag correction will be 
complete. To build a case 
that wave (C) down has 
already started, here’s the 
10-minute chart in Figure 
3.

Figure 3 shows the 
10-minute bar chart of 
xlf from the start of wave 
(C) down. This chart shows 
that this market has now 
formed five waves to the 
downside and are labeled 
waves (i), (ii), (iii), (iv), 
and (v). These five waves 
are in the same direction 
as the five subwaves of 
wave (A) and therefore 
signal that the downward 
trend has resumed. During 
market corrections, waves 
A and B also contain five 
subwaves. However, dur-
ing market corrections, 
these five subwaves move 
in the opposite direction 
to the main trend. This is 
one way of identifying the 
start of a market correction. 
Likewise, we can identify 
when the market correction 
is over and the main trend 
has resumed by looking 
for a five-wave move in 
the direction of the main 
trend, which in our case 
is down since wave (A) is 
pointing down.

In conclusion, through 
the use of Elliott wave 
analysis, it looks like the 
Financial Select spdr has 
now completed waves (A) 
and (B) of an abc zigzag 
market correction that is 
correcting the previous bull 
market in the financial sec-
tor. It further looks like the 
final leg down, wave (C), 
is just getting started. A 
close below wave (A) will 
confirm that this final leg 
down is truly under way. 
However, a close above 
wave (B) will signal that 
wave (B) is not yet com-
pleted. n

This article was first published on 9/26/2008. 
See www.Traders.com for more. 

FIGURE 1: XLF, WEEKLY. This chart shows five waves down. according to rN elliott, the first five 
waves define the direction of the next larger trend, which in the case of XlF is down. This chart also 
shows that these five waves down also form wave (a) of an aBC zigzag market correction.

FIGURE 2: XLF, DAILY. This chart shows the detail of wave (B) of the aBC zigzag market correction. 
Since all the subdivisions of wave (B) have been identified, wave (B) is now complete.
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FIGURE 3: XLF, 10-MINUTE. This chart shows five waves in the direction of the main direction of 
the aBC zigzag market correction. These five waves signal that wave (C), the final leg down of 
the aBC zigzag market correction, has resumed.

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
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This article was first published on 10/16/2008. 
See www.Traders.com for more. 

FIBONACCI

Another CRB 
Support Level
by James Kupfer

The CRB has fallen to a signifi-
cant Fibonacci retracement level. 
Look for a bounce near here.

Tradable: CRY 0

Last Monday (October 6, 
2008), I reported that the 
crb index was approach-

ing a convergence of support zones 
around 328 that “may help the crb 
from falling any further.” They did 
not.

The crb briefly paused at the 
support level I pointed out and then 
proceeded to plummet through it. A 

FIGURE 1: CRB, DAILY. This long-term support line should be of importance.

FIGURE 2: CRB, DAILY. While this 293 level is not likely to hold for the long term, it could 
prove to be a major bottom for the next few weeks to months.
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little over a week later, the crb is 
now at another important support 
level near 293.

There are two important points of 
support that the crb is currently at. 
First is a 61.8% Fibonacci retrace-
ment level drawn between the start 
of the commodity bull market in 
November 2001 to its recent top in 
June/July (Figure 1). This is a very 
long-term support line that should 
be of major importance. Second, the 
crb is approaching the green support 
line drawn from the major January 
2007 bottom.

While this 293 level is not likely to 
hold for the long term, it could prove 
to be a major bottom for the next few 
weeks to months (Figure 2). Should 
it not hold, then look out for the next 
major support level around 250. n

For more information, visit the S&C ad index at Traders.com/reader/
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SUPPORT & RESISTANCE

Bonds Hit 
Support
by Arthur Hill

The iShares 20+ Year Bond ETF 
declined sharply over the last five 
days, but support is at hand and 
traders should be on guard for a 
bounce.

Tradable: TLT

Figure 1 shows daily can-
dlesticks over the last five 
months. tlt broke resistance 

with a surge from mid-July to mid-
September. Bonds came down hard 
after the Paulson plan was first an-
nounced and tlt found support 
near broken resistance. Bonds then 
bounced as the stock market tanked 
in the second half of September. tlt 
surged to resistance and formed a 
big bearish engulfing pattern five 
days ago.

This short-term candlestick rever-
sal pattern was confirmed with further 
weakness over the next four days, but 
tlt was trading right back at support 

This article was first published on 10/16/2008. 
See www.Traders.com for more. FIGURE 2: TLT, WEEKLY. TlT broke resistance with a surge at the end of 2007.

and starting to firm. Despite a wild 
ride since mid-August, the breakout 
is holding and tlt remains bull-
ish overall. Look for a bounce off 
support here to continue the bigger 
uptrend that began with the August 
breakout.

Figure 2 shows weekly prices and 
an even bigger uptrend. tlt broke 
resistance with a surge at the end 
of 2007. Broken resistance turned 
into support in 2008 and there were 
support numerous tests. In fact, 
the etf briefly broke support in 
May 2008 (bear trap) but quickly 
recovered and held on the next 
test in July. tlt went on to hit a 
new high in September and the big 
trend is up.

There is some concern with two 
big bearish engulfing patterns over 
the last four weeks. These show 
resistance and selling pressure but 
are not enough to actually reverse 
the uptrend. Confirmation with 
further downside and a convincing 
support break is needed to reverse 
the trend. For now, these just show 
resistance. n

FIGURE 1: TLT, DAILY. TlT broke resistance with a surge from mid-July to mid-Septem-
ber.

Te
le

C
H

ar
T2

00
7

For more information, visit the S&C ad index at Traders.com/reader/
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This article was first published on 11/4/2008. 
See www.Traders.com for more. 

get generated. In addition, 
$SMl has hit the target on 
the reversal pattern, so a 
minor relief rally can be 
anticipated. However, the 
long-term trend indicated 
by the average directional 
movement index (adx) 
(14) is bearish. During a 
downtrend, an index or 
equity can undergo small 
rallies.

The weekly chart (Fig-
ure 2) would help to re-
confirm the bullish rally in 
the near future. In Figure 
2, the 200-day moving 
average (MA) was strong 
support for $SMl. After the 
breakdown below the 200-
day MA, the index entered 
a fresh downtrend with 
robust selling pressure. 
The index plunged to 260 
levels, and thereafter, the 
descending move slowed 
down. The recently formed 

CHART ANALYSIS

The S&P 600 
Small Cap Index 
Hits Target
by Chaitali Mohile

The S&P 600 Small Cap Index 
has reached the target on a head 
& shoulders top reversal pattern. 
After the prolonged fall, the index 
shows bullish signs for the rally.

Tradable: $SML

The S&P 600 Small Cap In-
dex ($sMl) formed a head 
& shoulders top reversal pat-

tern on the monthly chart (Figure 
1). The left shoulder was formed in 
2006, and the pattern was completed 
in September 2008. The breakdown 
target, below the neckline support 
at 350 levels, was achieved by the 
end of October. Here, the potential 
target on the head & shoulders top 
reversal is calculated by measur-
ing the distance between the high-
est peak and neckline support, and 
then subtracting this distance from 
the breakdown level. Therefore, 350 
(breakdown level) – 100 (450–350) 
= 250. We can see in Figure 1 that 
$SMl moved below 250 (target) in 
October and rushed back to close at 
higher levels.

The relative strength index (Rsi) 
(14) gradually moved to bearish 
levels at 30 from the overbought 
area. The indicator is not oversold, 
but if the support is established at 30 
levels, the fresh bullish strength may 

FIGURE 1: $SML, MONTHLY. The target on the head & shoulders top reversal pattern is achieved. 
The long lower shadow of the candle indicates that the index has closed much higher after 
hitting the target at 250.

FIGURE 2: $SML, WEEKLY. The bullish engulfing candlestick pattern suggest an upcom-
ing bullish rally. The oversold rSI(14) also support the rally, indicating the possibility 
of fresh trading opportunity.
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globe would give a boost to traders 
and make the upward move in $SMl 
successful.

Thus, both charts suggest a tempo-

rary pullback for the S&P 600 Small 
Cap Index. n

bullish candle with a low at 240 levels 
has completely covered the previous 
bearish candle forming a bullish en-
gulfing pattern. This pattern suggests 
the beginning of a fresh upside rally. 
The encouraging volume would add 
strength to the future rally. The rela-
tive strength index (rsi)(14) is also 
ready to surge from oversold territory. 
Hence, fresh long trades can be initi-
ated with a short-term view.

The negative directional index 
(-DI) of adx (14) indicates lessening 
selling pressure, though the down-
trend is developing. This descending 
selling pressure would definitely 
energize buyers to carry the bullish 
rally higher. The relief rally across the 

For more information, visit the S&C ad index at Traders.com/reader/
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Metals & energyMetals & energy
ELLIOTT WAVE

Energy Select 
SPDR Has 
Peaked
by Alan R. Northam

The bull market in XLE that 
started in 2002 came to an end in 
May 2008. XLE has broken the up 
trendline and is now in a market 
correction that could see XLE fall 
to 50 or more.

Tradable: XLE

Figure 1 is a monthly bar chart 
of the Energy Select Sector 
spdr (Xle). This chart shows 

that over the last six years, the en-
ergy sector has been in a long-term 
bull market. Figure 1 shows a long-
term trendline drawn off the month-
ly price lows from mid-2002 to mid-
2003. Figure 1 also shows that the 
price of energy started to accelerate 
in mid-2003 and is illustrated by the 
more steep long-term trendline la-
beled “accelerated lttl.” This ac-
celerated trend peaked in May 2008 
and has been trading lower over the 
last three months. In July, energy 
broke down and closed below the 
accelerated trendline, ending this 
long-term upward trend.

Upon completion of an upward 
trend, a market will enter into a cor-
rection. These corrections normally 
occur as an abc zigzag where wave 
A is a downward wave and is com-
posed of five waves. Wave A is then 
followed by a B wave that unfolds in 
the upward direction and is normally 
a small abc zigzag. Once wave B is 
complete, wave C begins and unfolds 
in five waves and is often the length 
in time and price as wave A. xle 
completed its upward trend in mid-
May 2008 and has been in a market 
correction since. From mid-May to 
early September, xle unfolded in the 
downward direction in five waves to 
complete wave A of an abc zigzag 
correction. Looking at the monthly 
chart in Figure 1, the corrective waves 
are not visible, making it necessary 
to view the daily bar chart in Figure 
2 to see the corrective waves.

An astute observer will wonder 
how you know that wave 5 is now 

complete. To resolve this ob-
servation, it is necessary to go 
to a lower time frame such as 
the 10-minute chart.

The 10-minute chart in 
Figure 3 is shown. This chart 
shows the detail of wave 5. 
As can be seen wave 5 has 
unfolded in five smaller waves 
-- waves i, ii, iii, iv, and v. Fig-
ure 3 also shows that xle has 
already started wave B.

With corrective wave A 
complete, wave B has started 
to unfold. B waves normally 
unfold as small abc zigzags 
and should be complete some-
where near the high of wave 
4. I have shown this small 
B wave ending at the top of 
the open gap in Figure 2. 
Markets tend to move up to 
close an open gap and then 
immediately turn back down 
so this is a logical place for 
wave B to end. Once wave B 
completes, xle should then 
turn back down in five waves 
to complete wave C. I have 
shown a target price for the 
completion of wave C to be at 
50. I arrived at this price target 
by taking the length of wave 
A and subtracting it. However, 
should xle break down below 
the more shallow long-term 
trendline shown in Figure 1, 
then this market could fall to 
much lower prices.

In conclusion, the upward 
trend in the Select spdr xle 
that started in 2002 came to 
an end in May 2008 and has 
entered into a market correc-
tion. Market corrections nor-
mally unfold as a three-wave 
abc zigzag affair with wave 
A of this zigzag now complete 
and wave B just getting under 
way. Upon completion of 
wave B, a final wave C in the 
downward direction will take 
xle to a final low price that 
has been calculated to be at 
50. There is, however, a pos-
sibility that xle could fall to 
much lower prices. Once the 
market correction is over, a 
new bull market in energy will 
emerge. n

This article was first published on 9/8/2008. 
See www.Traders.com for more. 

FIGURE 1: XLE, MONTHLY. This price chart of Xle shows the long-term trendline and the ac-
celerated long-term trendline. Note the breakdown in the accelerated long-term trendline 
July 2008.

FIGURE 3: XLE, 10-MINUTE. This 10-minute price chart of Xle shows the small elliott waves 
that make up wave 5 of corrective wave a. Note that wave 5 is made up of five smaller 
waves showing that wave 5 down of wave a is complete. This chart also shows that cor-
rective wave B has already started.

FIGURE 2: XLE, DAILY. This chart shows the five elliott waves that make up corrective wave 
a. Note the B wave forecast in blue made up of an abc zigzag and ending at the top of the 
open gap. also note that the target price of zigzag wave C is calculated at 50.
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HEAD & SHOULDERS

Utilities Select 
SPDR Hits Target
by Alan R. Northam

XLU formed a head & shoulders 
major trend reversal pattern and 
has hit the price target based 
upon this pattern. Is XLU now 
ready to bounce or will it continue 
lower?

Tradable: XLU

On August 8, I wrote an arti-
cle entitled “Utilities Select 
spdr Head & Shoulders.” 

In that article, I showed the expect-
ed price target of $27.00 per share 
for xlu. I encourage all to read that 
article for background informa-
tion and how this price target was 
arrived. Figure 1 shows a similar 
weekly chart as was published on 
August 8. This chart shows the 
large head & shoulders major trend 
reversal pattern that took more 
than one year to complete. Head 
& shoulders patterns are complete 
when the neckline is clearly bro-
ken. Figure 1 also shows that the 
price target for xlu has now been 
reached. Price targets are just that: 
they are targets and do not neces-
sarily indicate that the particular 
market will reverse its trend.

Figure 1 includes the relative 

strength index (rsi). This index 
shows that it has now fallen below 
its 30% level, indicating that xlu 
has been oversold. Normally, when 
a stock or market has become over-
sold, it sets itself up for a bounce to 
relieve this oversold condition. When 
the market bounces or turns upward, 
the rsi will move back above its 
30% line to indicate that the market 
is relieving itself of its oversold 
condition. However, in a strongly 
trending market, the RSI can remain 
in oversold territory for quite some 
time. For this reason, I have also 
shown the average directional move-
ment index (adx). adx (black line) 
has recently moved above its 30% 
line, indicating that a strong trend 
is in place for xlu. Therefore, it is 
possible for the RSI to stay below its 
30% line and may not move above it 
for quite some time before signaling 
a bounce is in place.

In Figure 2, I zoom in on xlu by 
showing that daily price chart. The 
daily price chart shows that the rsi 
is below its 30% level signaling that 
xlu is also oversold on a daily basis. 
The adx also shows the xlu is in a 
strong downtrend on a daily basis as 
well. Looking at the last daily bar on 
the chart, note that xlu opened near 
the top of its range and closed near the 
low of its range. This indicates that 
sellers are firmly in control of this 
market. Also this last bar made a lower 
high and a lower low compared to 
the previous bar, confirming that the 

FIGURE 1: XLU, WEEKLY. This chart shows the head & shoulder major trend reversal 
pattern. This chart also shows the minimum price target derived from this reversal 
pattern. This chart also shows the Fibonacci retracement levels as high-probability 
areas for a market bounce.

This article was first published on 10/13/2008. 
See www.Traders.com for more. 
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FIGURE 2: XLU, DAILY. This chart shows the aDX and rSI. The aDX shows that XlU is 
in a strong downward trend and the rSI is showing that XlU has become oversold 
as a result of this strong downward trend.

downward trend is still in force. Note 
also that the daily bars have been get-
ting longer over the last several days, 
indicating that the downward trend 
is gaining momentum. Therefore, by 
looking at the daily bars there is no 
indication that the downward trend 
is about to end.

To get an idea of the possible 
lower price level that could stop xlu 
from trending lower, I refer back to 
the Fibonacci retracement levels in 
Figure 1. Figure 1 shows that xlu 

For more information, visit Traders.com/reader/
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the 2002 low.
In conclusion, xlu has now traded 

down to our minimum price target of 
$27 per share. However, there is no 
indication that xlu is about to turn 
back up. Therefore, expect xlu to 
continue lower and look for the adx 
to turn lower and the rsi to turn 
upward to signal a bounce to relieve 
itself of its oversold condition. n

has traded below 
the 50% retracement 
level. This indicates 
that xlu will most 
likely continue lower 
to the 61.8% retrace-
ment level, the next 
likely price level for 
a bounce to occur. 
However, should 
xlu trade through 
61.8%, then the fi-
nal stopping place is 
the 78.6% Fibonacci 
retracement price 
level. 

If xlu continues 
lower from there, 
then there exists a 
high probability that 
xlu will continue 
to move lower. xlu 
should then find 
strong support at 
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FIBONACCI

Oil vs. Airlines: 
Airlines Poised 
To Take Flight?
by Donald W. Pendergast Jr.

The Oil Index and Airline Index 
charts suggest that airlines are 
the stronger sector of the two — 
for the moment.

Tradable: XAL

For the past few years, the deci-
sion to be long oil/oil services 
stocks and short airline stocks 

was a comparatively easy choice to 
make. As crude oil soared, airline 
balance sheets came unglued, losses 
mounted, and their market capital-
izations plummeted. Meanwhile, 
energy services/energy industry 
outfits like Halliburton (hal) and 
Petrobras (pbr) continued to make 
new highs with ease. See Figure 1.

Then July 2008 arrived, and the 
entire situation reversed with a speed 
and violence rarely seen in the finan-
cial markets. Crude oil, along with 
many other commodities, heavily 
overbought by hedge funds and other 
deep-pockets speculators, were sold 
with abandon as the global financial 
situation precipitated a massive rush 
to the safety of cash. As the price of oil 
was crushed, the share prices of most 
energy/energy services companies 
were also mashed like soggy cigarette 
butts on the sidewalks of Manhattan, 
losing even more in percentage terms 
than crude did.

The resulting damage is reflected 
in the weekly Oil Index /Airline 
Index ratio chart, which is down by 
approximately 65% since the July 
high. Generally speaking, the Oil 
Index component of the ratio (xoi) 
has been underperforming more than 
the Airline Index component has been 
outperforming, although the recent 
technical action in the Airline Index 
seems to imply that the worst may be 
over, and that a modest uptrending 
phase may be imminent. The xoi/
xal weekly ratio chart also appears 
to bear this out, even though the large 
reversal candle off of two important 
support levels (the Fibonacci 0.786 
retracement and a prior major support 
line) suggests that the ratio could be 
temporarily oversold. See Figure 2.

The weekly Airlines Index chart 
(xal) has a number of interesting 
technical confluences that suggest 

This article was first published on 10/27/2008. 
See www.Traders.com for more. 

that the worst phase 
of the selloffs are over 
and that a new uptrend-
ing phase (or a double 
bottom) may be taking 
root. The three well-
spaced down waves 
are fairly close in ratio 
(time and price), and 
many completed bear 
markets also seem to 
manifest such price ac-
tion before hammering 
out a major low. The 
bump-and-run moving 
average convergence/
divergence (Macd) ac-
tion also looks bullish, 
as does the higher low, 
established two weeks 
ago. Overhead, xal 
now must clear the re-
cent high at 28.22 and 
the 50-week exponential 
moving average (eMa), 
currently near 27.00. If 
and when that happens, 
the Fibonacci 0.382 bar-
rier near 33.35 might be 
a likely target price for 
traders.

Finally, let’s examine 
the monthly Oil Index 
chart, which is the one 
displaying some of the 
worst technical damage 
in recent memory. Down 
by more than 30% in just 
three and a half weeks, 
there appears to be little 
standing in its way other 
than a significant Fibo-
nacci retracement level 
(0.786) and a previous 
support line. However, 
given that the index is 
off by more than 50% 
since July, the prob-
abilities of a reaction 
move higher seem to be 
increasing by the day, 
meaning that those short 
the oil index component 
stocks would do well to 
tighten their stops and/or 
consider easing up their 
exposure to the short 
side. See Figure 3.

Given all of the techni-
cal evidence, the charts 
for the moment appear to 
favor the airlines index 
on the long side and the 
oil index as a hold/cover 
situation. n

FIGURE 1: OIL AND AIRLINES. The oil index/airline index ratio may be due for a technical reaction 
higher.

FIGURE 2: XAL, WEEKLY. The airline index appears to be in better technical shape than the oil 
index.

FIGURE 3: OIL, WEEKLY. The oil index has a powerful downside momentum, but a short squeeze 
could be devastating.
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The weekly Airlines Index chart (XAL) 
has a number of interesting technical 
confluences that suggest that the worst 
phase of the selloffs are over.

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
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FIBONACCI

Is Gold Still 
Golden?
by James Kupfer

Gold appears to be in a prime 
spot for a reversal.

Tradable: XGLD

Gold has taken a mighty 
tumble over the last few 
months, falling from a high 

of more than $1,000 an ounce to 
around $735. Now, a convergence 
of Fibonacci support zones and a 
significant new support zone at the 
current price level indicate that this 
might be a prime time to buy gold 
for at least a significant bounce.

On the two weekly gold charts seen 
in Figures 1 and 2, I have drawn sig-
nificant Fibonacci retracement levels. 
There is such a clutter of Fibonacci 
levels that the charts are included 
primarily just to show where the 
levels are drawn to and from.

Circles in blue denote the oldest 
Fibonacci level, starting with the 
start of the bull market in gold from 
February 2001 to the recent top in 

FIGURE 1: XGLD, WEEKLY. Circles in blue denote the oldest Fibonacci level, starting with the beginning of the bull market in gold 
from February 2001 to the recent top in March 2008.

FIGURE 2: XGLD, WEEKLY. The light green retracement level is calculated between March 2008 top and april 2008 bottom.

This article was first published on 10/28/2008. 
See www.Traders.com for more. 
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March 2008. The 38.2% retracement level is at 
$732.42. Next is the retracement level formed 
between the June 2007 low and March 2008 
top, which is shown at the start with a red circle. 
The 61.8% retracement level for that move is 
$727.94. See Figure 1.

Moving to the closer view (Figure 2), you 
can see the light green Fibonacci retracement 
level calculated between the March 2008 top 
and April 2008 bottom. In this case, 161.8% 
of that move leads to a price target of $731. 
Finally, 123.6% of the move from July to 
August suggests a price target of $721.46. As 
mentioned previously and shown as a brown 
line on the charts is the May 2006 top at $730. 
As a previous level of significant resistance, 
it now turns into a support line.

In summary, four different Fibonacci retrace-
ment levels and an old support point all indicate 
that gold is currently at a level of significant 
support. Four of the five support prices are 
within $2.50 of each other. The last and least 
reliable since it is of the shortest time period 
and a less commonly used Fibonacci number 
is still within $9 of the other levels. While gold 
can move lower, like it did last week, without 
breaking the support levels, prices now appear 
in a favorable position to buy. n

For more information, visit the S&C ad index at Traders.com/reader/

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
http://www.traders.com/Reader/
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FIBONACCI

Newmont 
And The Gold 
Bugs Are Very 
Oversold
by Donald W. Pendergast Jr.

After enduring months of record 
selloffs, Newmont Mining and the 
Gold Bugs index may be close to 
a reversal zone.

Tradable: NEM

It’s hard to believe that the AMEX 
Gold Bugs index was over 519 a 
mere eight months ago, as it has 

lost more than two-thirds of its index 
value since those days. Since then, 
precious metals stocks like New-
mont, Goldcorp, and Agnico-Eagle 
have all been major casualties as the 
global market selloff in stocks and 
commodities routed everything in 
its wake, including these major gold 
producers. The charts, however, do 
seem to be offering some hope that 
a bottom in precious metals stocks 
may be approaching.

Let’s look at the weekly chart of the 
AMEX Gold Bugs index first (Figure 
1); the technical damage is extreme, 
to say the least, but the index price 
is still above the major support line 
that extends back to 2004–05, having 
completed (for the moment) a suc-
cessful test of that important price 
zone. In addition, the price has failed 
to drop all the way down to the Fibo-
nacci 1.618 extension level — for the 
time being. If the broad markets put 
in a firm low soon, expect the Gold 
Bugs index to bottom at about the 
same time. If the broad markets keep 
selling off, well, the ‘Bugs might just 
retrace most of the gains made since 

early in this decade, 
no small feat for an 
index that had been 
up more than 12-fold 
since late 2000!

Next, let’s exam-
ine the weekly chart 
of Newmont Mining, 
one of the larger 
component stocks 
in the Gold Bugs 
index — it makes 
up 11% of the total 
index value and is 
a reasonably good 
proxy for the index 

FIGURE 1: AMEX GOLD BUGS, WEEKLY. The aMeX Gold Bugs index could react violently if a short-squeeze were to take place.

FIGURE 2: NEWMONT MINING, WEEKLY. Newmont Mining’s chart offers mixed technical clues.
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This article was first published on 10/29/2008. 
See www.Traders.com for more. 

as a whole (Figure 2). Newmont has 
certainly taken a dive, but it’s still in 
better technical shape, having fallen 
less in percentage terms. Other than 
that, Newmont presents a mixed 
picture of technical evidence. Price 
blasted right through the Fibonacci 
1.618 extension level, and there isn’t 
much support between $15–20, al-
though the lower Keltner band, (set 
at 6 + standard deviations) would 
likely offer at least some interfer-
ence on further weakness. On a more 
hopeful note, the detrend oscillator 
(the top pane of Newmont chart) 
is wildly oversold and is in record 

negative territory. That indicator is 
also beginning to turn higher, also a 
potential sign of a bottom.

Given all of the global financial 
bailouts, $2 trillion-plus now added 
to the money supply in the United 
States alone, serious consumer price 
inflation is a near certainty in the next 
few years, and that’s usually when 
gold and gold stocks like Newmont 
begin to earn their keep. So while 
the current technicals are sobering, 
the fundamentals for gold and gold 
stocks still appear to be bright. n

If you answered NO to any of the above questions
visit www.fieldfinancial.com or call 800-800-6304

for your FREE Starter’s Kit and
FREE Subscription to Monthly Trader Update Letter

Does Your Current Commodity Broker Offer:
•  ALL Pit & Electronic U.S. Futures & Options Markets?
•  Deeply Discounted Commissions?
•  Online Trading with:
     -Cutting-Edge Trading Platforms?
     -Backup Order Desk?
     -Real Time Quotes and Charts?
     -Professional Help Desk?
•  Broker-Assisted Trading?
•  Verbal Trading?
•  IRA (ROTH and Traditional) Accounts?

Futures and options trading involves risk of loss.

Don’t Trust Your Futures to Just Any Brokerage Firm!
Field Financial Group (FFG) has built its reputation by providing
traders with cutting-edge technology and backup support at
highly competitive rates.

       FIELD     Financial Group

For more information, visit Traders.com/reader/

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
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ELLIOTT WAVE

Oil Hits Bottom
by Alan R. Northam

In a previous article entitled “Is 
The Oil Uptrend Over?” published 
on 07/23/08, I wrote that oil could 
fall to as low as $53 per barrel. 
Today, I am reporting that oil has 
fallen to a low of $50.44 and a 
low in oil could be in place.

Tradable: USO

Figure 1 shows a weekly clos-
ing price chart of the United 
States Oil Fund (uso) since 

1999. This chart shows the long-
term upward trend in oil. This chart 
also shows my updated Elliott wave 
count. This chart shows that wave 
IV was completed in 1999 and wave 
V is currently in progress. This chart 
also shows that a wave 5 circle is 
now under way and is subdividing 
into five waves. Once these sub-
waves are complete, that will also 
complete a wave 5 circle and a wave 
V. The importance of this chart is to 
show that oil has further to go on the 
upside before another meaningful 
correction will occur and will most 
likely take several years to com-
plete. This analysis does not bode 
well for the economy going forward 
and shows that we must find alterna-
tives to the use of oil.

Figure 2 shows the Elliott wave 
analysis of corrective wave (2) that 
started in July and now looks to be 
complete. Figure 2 shows that the 
market correction unfolded as a dou-
ble abc zigzag connected together 
by an X wave. Double abc zigzag 
corrections happen occasionally. 
However, in more rare cases, a mar-
ket correction can morph into even 
more complex corrective patterns. 
Since these cases are rare, there is a 
high probability that the market cor-
rection is now over. To confirm that 
the correction is over, I have shown a 
red horizontal resistance level drawn 
from the high price of wave B and 
labeled as “key resistance.” Should 
uso close above this price level, then 
that will be a high-probability signal 

This article was first published on 10/31/2008. 
See www.Traders.com for more. 

that the market correction 
is over and the upward 
trend has resumed.

As further evidence 
that the market correc-
tion in oil is over, see the 
60-minute chart in Figure 
3. This chart shows the 
final wave C of the market 
correction. I have shown 
that wave C has unfolded 
in five subwaves, wave i 
circle, ii circle, iii circle, 
iv circle, and v circle. 
According to Elliott wave 
theory, wave Cs unfold 
in five waves and so my 
analysis agrees with the 
Elliott wave theory. Fol-
lowing the completion of 
wave C down, the market 
has now started to trend 
upward. It is still too early 
to determine the structure 
of the upward trend, so 
I have shown it as two 
possibilities. The market 
could be unfolding as a 
more complex market cor-
rection, so I have shown 
that the market could be 
forming an abc zigzag. 
If uso is going to form 
a more complex correc-
tive wave structure, then 
this market should turn 
back down where wave 
(c) is equal to wave (a). 
However, if this market 
continues higher, then 
there is a high probability 
that a five-wave move up 
is under way. According to 
Elliott, five waves define 
the direction of the next 
larger trend, which would 
be up.

In conclusion, it looks 
like oil has completed its 
market correction and re-
sumed its upward trend. A 
close above key resistance 
is necessary to confirm 
the continuation of the 
upward trend. However, 
if the market turns back 
down at around $60 per 
barrel, then there exists a 
high probability that the 
market correction is not 
yet over. Either way, oil is 
either at a market low now 
or will be at a market low 
with one more downward 
leg, after which the next 
leg of the upward trend in 
oil will be under way. n

FIGURE 1: USO, WEEKLY. This chart shows that the long-term upward trend in oil is still in prog-
ress.

FIGURE 2: USO, DAILY. This chart shows the elliott wave count of the latest market correction. 
This figure shows that USo has now completed a double aBC zigzag corrective structure and 
key resistance level.

FIGURE 3: USO, HOURLY. This chart shows the detail of the final wave C of the aBC zigzag market 
correction. This chart also shows that the upward trend is now starting to resume.
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This article was first published on 10/13/2008. 
See www.Traders.com for more. 

FIGURE 1: US DOLLAR, DAILY. With the yellow lines, you can see in the price pane that 
prices were moving up steadily, but the line in the rSI pane was flat.

lines, you can see in the price pane 
that prices were moving up steadily. 
However, the line in the rsi pane was 
flat. This is the first divergence. The 
second divergence occurred where 
the red lines indicate. Prices have 
moved up to a new high, but rsi has 
not reached a commiserate new high. 
While a rsi divergence with price 
is not a sell signal by itself, it is a 
flashing light warning that something 
may be wrong.

It is also interesting to note that 
the dollar index is only about a point 
away from overhead resistance in 
the form of a descending 61.8% 
Fibonacci fanline (not shown). Two 
previous Fibonacci fan levels at 
38.2% and 50% are shown in blue. 
Note the price action at each level, 
which would indicate that prices are 
affected by the fan lines to at least a 
minimal degree.

Combine the rsi divergence with 
the approach of the Fibonacci fanline 
and it is a clear warning that prices 
might move downward in at least the 
near term. n

C u R R E N C I E sC u R R E N C I E sC u R R E N C I E s
RSI

The Dollar 
Divergence
by James Kupfer

The US Dollar Index is forming 
a divergence with the relative 
strength index. Is this a warning?

Tradable: DXY0

The US dollar has been in a 
fierce uptrend since July 2008. 
Recently, however, the rela-

tive strength index (rsi) has started 
to diverge with the price action in 
the dollar. This could well be a pre-
cursor of future weakness.

The rsi is a popular momentum 
indicator that gauges the relative 
strength of gains or losses in a security. 
Generally, it is best to see the rsi con-
tinually increasing when the price of a 
security is increasing as well. Just like 
with a stock, it is best to see a pattern 
of higher highs and higher lows.

On Figure 1, you will see two sets 
of lines. Starting with the yellow 
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FIGURE 1: $USD, WEEKLY. $USD is under the resistance of the 50% Fibonacci retrace-
ment level, and a 200-day moving average.
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CONSOLIDATION  
FORMATION

The Volatile  
US Dollar
by Chaitali Mohile

During consolidation, the US 
Dollar Index is likely to enter wild 
volatile sessions and may retrace 
to a previous low pivot.

Tradable: $USD

After a huge descending run, 
the US Dollar Index ($Usd) 
formed a bottom by consoli-

dating in the lower range of 70–74. 
The consolidation range broke off 
in July, and $Usd entered a fresh 
uptrend after a long period of two 
years. Thereafter, the dollar index 
appreciated, and the trend was well 
developed. According to Figure 1, 
the index has recovered to about 
50% Fibonacci retracement levels, 
and the stochastic (14,3,3) also saw 
a highly overbought area. The 50% 

Fibonacci retacement level and a 
declining 200-day moving average 
(MA) may slow down the dollar 
growth.

$usd may undergo a volatile con-
solidation phase in the narrow range 
of $80–82, as the stochastic (14,3,3) 
is highly overbought and the trend 
remains bullish. The stochastic may 
show shaky moves in this zone that 
can result in price volatility. The 
oscillator can remain overbought for 
some more time, but the price level 
is likely to fluctuate. In the current 
financial situation, it looks like $usd 
may surge above the resistance and 
appreciate another $2. But before 
the breakout happens, the index is 
likely to remain highly sensitive, and 
in the worst-case scenario, the lower 

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
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This article was first published on 10/17/2008. 
See www.Traders.com for more. FIGURE 2: $USD, DAILY. The entire bullish rally from July shows $USD is consolidating with the 

support of $80.

support of $80 may be challenged.
Figure 2 shows the upward journey of the dollar 

index since July 2008. $Usd had a steep advance 
rally from the breakout level at $74, reached the 
high of $80, and retraced to the previous support 
of $76. $Usd established support at $76, and the 
rally with the target of a previous high of $80 
was born. The ascending move was followed 
by consolidation in the range of $80–82. The 
breakout failed due to the resistance levels that 
we saw on the weekly time frame. The stochastic 
(14,3,3) in Figure 2 is overbought, and the de-
cline below $80 levels would be alarming. The 
average directional movement index (adx) (14) 
indicates a developed uptrend. Therefore, $Usd 
may consolidate in the range of $80–82. But since 
financial markets currently are full of uncertainty, 
high volatility cannot be ruled out. n

$USD may undergo a volatile 
consolidation phase in the 
narrow range of $80–82, as 
the stochastic (14,3,3) is 
highly overbought and the 
trend remains bullish.
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This article was first published on 10/24/2008. 
See www.Traders.com for more. 

KELTNER CHANNELS

The US Dollar Index: 
Is A Breakout Or 
Reversal At Hand?
by Donald W. Pendergast Jr.

After an impressive three-month bull rally, the 
US Dollar Index is approaching an important 
resistance barrier: the upper Keltner band on 
its weekly chart.

Tradable: DX#F

It’s been a remarkable run for the US Dollar 
Index since late July, and there has been only 
one minor corrective move since then, in late 

September (Figure 1). As the world disgorged it-
self of long crude oil, gold, silver, and other com-
modity contracts, money has been flowing into the 
dollar at a rapid pace, as traders and speculators 
feared that the seven-year-long global commod-
ity bull market was finally bursting. Even the euro 
has retreated, down significantly from its high of 
1.60 set earlier this year.

Fundamental explanations aside, that leaves us 
with this incredible weekly chart of the US Dollar 
Index (Figure 2). This index has never once pierced, 
much less closed beyond, its upper Keltner band 
since 1989, so a close above it would be a very 
significant event, one that could have a profoundly 
bullish psychological effect on traders. Conversely, 
a sharp reversal at or near the band might launch 
another round of liquidation as traders dump the 
dollar in anticipation of a sharp selloff. Interest-
ingly, the daily US dollar chart is showing an 
exhaustion gap today (October 23, 2008), so we 
may already have a clue as to what the next trend 
direction may be for the once-mighty greenback. 
See Figure 2.

Adding another dimension to the dollar situation, 
the monthly chart of gold is currently sitting near 
a psychologically important support level — $700 
— and current action in the yellow metal suggests 
that there is plenty of pent-up demand waiting to 
acquire metal in that price area (Figure 3). Gold 
typically moves inversely to the US dollar, so it 
will be fascinating to see how this all plays out in 
the next few weeks.

Right now, the dollar isn’t a buy, nor is it a sell, 
but existing longs should have already tightened 
their stops in anticipation of some potentially 
violent price action. Wise traders will keep a close 
eye on the US Dollar Index, the price of gold, and 
the rest of the commodity and currency markets 
during the coming weeks. There could be major 
buying and/or short selling opportunities develop-
ing in many of these highly volatile, emotionally 
charged markets! n

FIGURE 2: US DOLLAR INDEX, WEEKLY. a weekly close beyond the upper keltner band may imply more gains for the 
dollar.

FIGURE 1: US DOLLAR INDEX, DAILY. a daily exhaustion gap near the upper keltner band may be warning of a po-
tential reversal.
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FIGURE 3: GOLD. Gold’s overwhelming seven-year uptrend is still intact, but important support levels will need to 
hold.
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CURRENCIES

Buy, Buy, Buy
by Koos van der Merwe

Has the time come?

Tradable: UDX, TYX

The story goes that before the 
great market crash of 1929, 
Joseph Kennedy, father of US 

President John F. Kennedy, stopped 
to have his shoes polished. The 
young boy who polished his shoes 
gave him advice on what shares he 
should buy. Afterward, Kennedy 
walked into his office and sold all 
his shares, moving into cash. He was 
wise enough to realize that when 
his shoe polisher, a young boy with 
minimal knowledge of the market, 
could advise him on what to buy, 
then it was time for him to get out of 
the market and sell, and he did.

Recently, my ex son-in-law, who 
knows absolutely nothing about the 
market, advised me to invest in US 
Treasury bills. Then he asked me, 
“What is a T-bill?”

I was stunned. With interest rates 
falling; with brokers thinking of 
jumping out of high-rise windows 
— if they could open them — and 
with the financial world collapsing 
all around us, was he inadvertently 
telling me that the bottom was in sight, 
and that I should do the opposite of 
what everyone else is doing? In other 
words, was he telling me to become 
a “Joe Kennedy” but at the market 
bottom, not the top?

Figure 1 is the monthly chart of 
the US Dollar Index. In it we can see 
how the index fell as the US dollar 
weakened from July 2001 to March 
2008. Why? It is the result of the 
world banks selling US T-bills as they 
looked for cash to prop up their ailing 
businesses. Then in July 2008, the US 
Dollar Index started to strengthen. 
Does this mean that banks no longer 
had to sell T-bills to find cash because 
of government assistance, or were 
there simply no more T-bills to sell? 
At any rate, from then on, the US 
Dollar Index started to strengthen, 
and the relative strength index (rsi) 
is at overbought levels, suggesting 
weakness may be ahead.

A look at any currency chart con-
firms this. I have chosen the euro, 
and in it you can see how the euro 
has fallen sharply as the US dollar 
strengthened across the world as 
money rushed to buy US T-bills. Now 
it has fallen below its support line 
and the rsi hints at oversold levels. 

This article was first published on 10/27/2008. 
See www.Traders.com for more. 

FIGURE 1: US DOLLAR INDEX, MONTHLY

FIGURE 3: TREASURY YIELD OPTION, MONTHLY

  

FIGURE 2: EURO, MONTHLY
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Is the euro suggesting strength once 
more as T-bills are no longer bought? 
(See Figure 2.)

Figure 3 is the cboe Treasury Yield 
Option, and it shows how from June 
2007 the price fell, forming a double 
bottom in March 2008, rising into 

This article was first published on 11/3/2008. 
See www.Traders.com for more. 

FIBONACCI

Australian Dollar — 
Support Test  
In Progress
by Donald W. Pendergast Jr.

The Australian dollar appears to be success-
fully testing important support levels now and 
may be in position to recover as the US dollar 
falters.

Tradable: Australian Dollar

Currencies, commodities, equities, you 
name it ... it doesn’t matter; everything 
was dumped along with the bath water 

during the global financial market rout of the past 
four months. The Aussie dollar was no exception, 
having shed as much as 30% against the US dol-
lar early last week. However, the currency is now 
testing and/or approaching major support levels 
on both the monthly and the weekly charts (Fig-
ures 1 and 2). These are important support levels, 
and currency traders will be watching closely.

The monthly chart shows how vicious the decline 
has been, smashing right through three significant 
support levels established during 2006—08 (Figure 
1). This past week, the price dropped below 0.6000, 
nearly hitting the “maximum retracement” Fibo-
nacci level of 0.786 before rebounding sharply to 
close at 0.6656. If the 0.5800–0.6000 level holds 
on a retest, we may witness one of two different 
scenarios develop:

1 a “V” bottom, which could mean a 
powerful short-covering rally, or

2 a long, drawn-out a-B-C corrective pat-
tern, with this month’s low as point a.

Given the outrageously negative reading on the 
monthly detrend oscillator (more than twice as 
oversold as it was during the August 1998 global 
financial crisis), the first scenario, a “V” bottom, 
might actually have a better than even chance of 
occurring, but only time will tell.

The Aussie’s weekly chart (Figure 2) also fea-
tures a Fibonacci theme, one that actually confirms 
the major support evidence on the monthly chart. 
When two separate Fibonacci grids agree (in this 
case, a 127% and 161% expansion ratio agree on 
a support level), the support level is considered 
to be more significant. It appears to be so in this 

FIGURE 1: AUSSIE, MONTHLY. a successful retest of 0.6000 — will it happen?

FIGURE 2: AUSSIE, WEEKLY. Two distinct Fibonacci levels — telling the truth about support?
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to the United States and the US dollar. Australia’s 
plentiful supply of natural gas, uranium, copper, 
and wheat, combined with its relatively close prox-
imity to growing Chinese and Asian markets, all 
seem to suggest that the Australian dollar will be 
an in-demand currency for some time. However, 
long-term outlooks don’t always jive with the 
“right-now” action on the charts. In the meantime, 
the Aussie’s price action near major support levels 
should be interesting to watch. n

June 2008, and forming what many 
believed was a triple top before falling 
to form what could well be a double 
bottom on October 23. The rsi is 
rising from oversold levels suggest-
ing that T-bills are being bought. A 
study of the rsi over the recent past 

showed that it never truly rose above 
50 before falling back. This suggests 
present buying could be temporary.

Protect your cash by buying T-bills. 
That was the recent maxim as the 
financial crisis worsened, but it now 
appears to have changed. Charts and 

the Joe Kennedy maxim seem to sug-
gest that we should now be contrarian 
and do the Warren Buffett — look 
for stocks offering good yields. So 
it’s buy, buy, buy! n

This article was first published on 11/3/2008. 
See www.Traders.com for more. 

case, as price rebounded sharply after a brief test 
of the sub-0.6000 zone. Also of note, the moving 
average convergence/divergence (Macd) is at 
its most negative reading ever, with the spread 
between the signal line and the indicator also in 
record territory.

The red dots on the chart are the 2.5 * atr 10 
trailing volatility stop. If and when price can close 
above that level on the weekly chart, the odds are 
that the downtrend is over and a period of con-
solidation may be due.

The long-term fundamentals for Australia and its 
currency appear to be sound, especially in relation 

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
http://technical.traders.com/tradersonline/home.asp
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RELATIVE STRENGTH  
COMPARATIVE

Could You Have 
Predicted The Lehman 
Brothers Disaster?
by Koos van der Merwe

Lehman Brothers lost hope of being bailed 
out and was forced to announce bankruptcy.

Tradable: LEH

Lehman Brothers is the latest victim of the 
subprime crisis. Fundamentally, we know 
what happened, but if you were a share-

holder, could a chart have warned you of its 
downfall?

The current argument is that central banks sub-
scribed to one economic philosophy in an expand-
ing economy and quite another in a contracting 
economy. When things are going well, markets are 
left alone. When a crisis develops, however, even 
the merest hint of one, central bankers respond by 
cutting interest rates in an attempt to stimulate the 
economy and prevent asset prices from falling. 
Efficient market theory at its simplest argues that 
there can be no bubbles, and that central banks 
should not intervene to restrain speculative excess. 
The Federal Reserve chairman at that time, Alan 
Greenspan, refused to prick the dotcom bubble in 
1999 even after warning about “irrational exuber-
ance.” Ben Bernanke, the current chairman, appears 
to have learned his lesson, refusing to cut interest 
rates on September 16.

So would Lehman Brothers have survived if the 
market had been left to its own devices? Figure 
1 is a weekly chart showing how Lehman rose 
from a humble $3.10 in October 1994 to a high 
of $86.18 by February 2007. I have drawn in 
three support lines, showing how the share price 
rose almost logarithmically to the high. An Elliott 
wave count shows a fifth wave that is larger than 
the third wave, suggesting a strength that we now 
know was a result of low interest rates resulting in 
overborrowing, chasing incredible profits. Yes, a 
correction had to follow, and an abc correction did 
follow, but the c-wave was not within the fourth 
wave of lesser degree, a suggestion that this was 
an abc correction in an A-wave.

The first indication that things were not quite 
what they should have been at Lehman was the 
fact that the downturn from the fifth-wave high 
of $86.18 occurred in February 2007, whereas we 
all know the market only started turning down in 
July 2007.

Figure 2 is therefore a weekly chart of Lehman 
Brothers with a relative strength indicator to the 
Standard & Poor’s 500 (spx). On the chart I have 

FIGURE 1: LEHMAN, WEEKLY. This chart of lehman Brothers shows the sharp market plunge.
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This article was first published on 9/17/2008. 
See www.Traders.com for more. 

FIGURE 3: LEHMAN, DAILY. This chart of lehman shows the increase in volume, on sell signals, and the false buy 
signals given by the rSI.
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highlighted the sell signals given.
Figure 3 is a daily chart, and yes, as you can see 

from the rsi, a number of buy signals were given 
on a daily chart, especially the dramatic fall at “a,” 
which many may have taken to be wave C, within 
the fourth wave of lesser degree. The price fell to 
a low of $20.88 and corrected upward to $50.05, 
suggesting strength ahead. There was nothing 
other than volume in the daily chart to suggest the 
weakness, resulting in the collapse and subsequent 
bankruptcy. Volume rose as prices fell, suggesting 
more sellers than buyers.

Michael Carr, in the August 2008 issue of 
stocks & coMModities, wrote an article, “Rela-
tive Strength As A Selling Tool.” This is the only 
tool used on Lehman Brothers that would have 
shown the way. n

FIGURE 2: LEHMAN, WEEKLY. This chart of lehman shows a relative performance indicator and sell signals.
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and September. This consolida-
tion formed a base from which to 
launch an advance. The next target 
is around 500 and stems from broken 
support and the March–April highs 
(red line).

Volume and relative strength favor 
further gains. Upside volume started 
increasing in the second half of Au-
gust and into September. Note how 
on-balance volume (obv) surged 
from late July to mid-September. 
This move reflects strong volume 
on up days and further reinforces 
strength. The bottom indicator 
window shows the relative strength 
comparative. This indicator also 
broke resistance in September and 
moved higher in October. cMe is 
leading the broader market (spy) and 
leadership is important for portfolio 
managers. n

This article was first published on 10/07/2008. 
See www.Traders.com for more. 

ON BALANCE VOLUME

CME Holds Its 
Breakout
by Arthur Hill

The CME Group bucked the mar-
ket in September with a breakout 
and continued relative strength 
points to further gains.

Tradable: CME

CME Group (cMe) operates 
the Chicago Mercantile Ex-
change (cMe) and the Chi-

cago Board of Trade (cbot). While 
the markets go haywire, cMe acts 
as the messenger by processing the 
orders. This makes the group some-
what immune to volatility and un-
certainty. cMe benefits as long as 
traders keep trading.

The first candlestick chart (Fig-
ure 1) shows cMe breaking above 
resistance with a gap up in mid-
September. Broken resistance turned 
into support and the stock held the 
breakout over the last few weeks. 
Technically, there were two dips be-
low support, but the stock recovered 
immediately and held support for the 
most part. With the breakout largely 
holding, I would expect further 
strength in the coming weeks.

Figure 2 shows a long-term per-
spective for cMe with a few indica-
tors. The stock bottomed in July and 
pretty much consolidated in August 

FIGURE 1: CME, DAILY. Here, CMe is breaking above resistance with a gap up in 
mid-September.

FIGURE 2: CME, DAILY. This stock bottomed in July and consolidated in august and 
September, producing a consolidation from which to launch an advance.
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FIGURE 1: NASDAQ, MONTHLY. This figure shows the secular bull market trend and the market top in 
early 2000. This figure also shows that the market has been in a market correction over the last 
eight years and is not expected to end until early 2010 at a price level of 618.
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  ELLIOTT WAVE

Looking For  
The NASDAQ 
Bottom
by Alan R. Northam

With the NASDAQ now in a bear 
market trend, it is possible to use 
Elliott wave theory to forecast 
when the downward trend will 
come to an end.

Tradable: $COMPQ

Elliott wave theory states that 
after a five-wave advance the 
market will undergo a three-

wave market correction. Further, 

we can state that a 
major market top al-
ways ends with the 
completion of a wave 
5 advance. With re-
spect to Nasdaq, it 
is a fact that the bull 
market ended in 2000 
with the bursting of 
the technology bub-
ble marking the top 
of a secular bull mar-
ket trend. Therefore, 
we can conclude that 
this market top com-
pleted a five-wave 
advance. Following 
this major market 
top, the Nasdaq  has 
been undergoing a 
three-wave market 

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
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CHART ANALYSIS

A Record Rise
by Ron Walker

The DJIA marked the week of 
October 10 as the worst in its 
112-year history. Friday, Octo-
ber 10, also marked its largest 
swing in history with 1,019 points. 
In contrast, the DJIA has now 
started this week by breaking a 
record to the upside. On October 
13, 2008, it put in a record one-
day rise, gaining 935.42 points.

Tradable: $INDU, $SPX

Another record breaking day 
occurred on the DJIA as it 
put in a record one-day gain, 

rising 936.42 points or 11.08%, the 
largest percentage gain for the DJIA 
since 1933. Meanwhile, the Stan-
dard & Poor’s 500 gained 104.13 
points or 11.58%, posting its largest 
percent gain in 69 years. The market 
responded positively when the UK 
government threw a $64 billion life-
line to three UK banks, with expecta-
tions that the US would do the same 
for its own. After ending eight con-

This article was first published on 10/8/2008. 
See www.Traders.com for more. 

FIGURE 2: NASDAQ, MONTHLY. This figure also shows the monthly bar chart of NaSDaQ showing 
the elliott wave count. This figure shows that the market is undergoing an aBC zigzag market 
correction, with wave C now unfolding. Note the time and price target for the completion of wave 
C and the end of the bear market trend.

FIGURE 1: DJIA AND S&P 500, DAILY. both averages have formed three-day candlestick 
reversals, allowing them to break out of their bullish falling wedge patterns. The up-
per boundary of the falling wedges are decelerated trendlines. Prices may rise back 
up to previous original trendlines (black lines) that could be forming a larger pattern 
known as a descending broadening wedge.
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correction. Three-wave market cor-
rections are composed of one wave 
down, one wave up, and a final wave 
down. Ralph Nelson Elliott labels 
these three waves as A, B, and C, 
and calls them zigzags. Elliott also 
observed that waves A and C of a 
zigzag are typically of equal length. 
Elliott also stated in his research that 
once a market correction is over, a 
new five-wave advance would be-
gin. Therefore, to determine the bot-
tom of the current bear market for 
Nasdaq, it is necessary to identify 
the three corrective waves, and once 
these three waves are complete, then 
a new bull market trend will begin.

Figure 1 shows the monthly bar 
chart of Nasdaq. This chart shows 
that Nasdaq has been in a major 
bull market upward trend since be-
fore 1980. Such long upward trends 
are known as secular trends and last 
approximately 25 years. Figure 1 
also shows that this secular trend 
of Nasdaq peaked in 2000 and has 
been undergoing a market correction 
over the last eight years. Figure 1 also 
shows that wave A of the ABC zigzag 
correction ended in 2002 and wave B 
in 2007. Wave C of this ABC market 
correction has now been under way 

in late 2007 and should take ap-
proximately two and a half years to 
complete, wave c should be complete 
sometime in early 2010. To calculate 
the expected price of Nasdaq, once 
wave c down is complete, we take the 
ratio of 5132.52, divide by 1108.49, 
and divide this ratio into 2861.51 to 
arrive at the quotient of 618.

We can use the Elliott wave theory 
tenets to forecast the end of the bear 
market for Nasdaq. Having identi-
fied the length and time of wave a 
and the end of wave b, it is possible 
to forecast the time and price for the 
completion of wave c the end of the 
bear market for Nasdaq. This analy-
sis shows that we can expect the bear 

market for Nasdaq to be complete 
in early 2010 at a price level of 618. 
Once wave c becomes more fully 
developed, it will be possible to again 
use the Elliott wave theory to more 
accurately determine the end of the 
bear market for Nasdaq. n

secutive down days on the DJIA and 
the S&P 500, the stock market could 
now be poised for a short-term rally. 
The rally comes just as stocks are 
down for the count after last week’s 
knockout punch. The market is now 
showing signs that it is waking up 
out of the stupor that laid it flat on 
its back as morning star candlestick 
reversal patterns materialized in this 
market meltdown. Both averages 
have formed three-day candlestick 
reversal patterns. The DJIA got a 
long black day (red candlestick) last 
Thursday October 9, followed by a 
spinning top on Friday. The spinning 
top formed as the price gapped low-
er and then produced wild swings 
throughout the session, which can be 
observed by the long shadows above 
and below the spinning top candle-
stick. A spinning top is similar to a 
doji in that it represents indecision 
among investors. The third day of 
the pattern completed as a huge rally 
opened the trading session on Mon-
day, October 13.

The S&P 500 had previously 
formed a two-day reversal pattern 
last Friday on October 10 called a 
doji star. A bullish doji star is the 
first two candlesticks that make up 

since late 2007. Note that 
Nasdaq has now broken 
down below its upward-
sloping trendline, confirm-
ing that wave C down is 
now in progress.

Figure 2 is also a month-
ly bar chart of Nasdaq 
but shows only the last 16 
years. This chart shows 
the price of Nasdaq at 
the secular market top, 
the end of wave a, and 
the end of wave b. I have 
also drawn a downward-
sloping dotted blue line at 
the same slope as wave a 
and the same length. Wave 
a started in early 2000 and 
ended in late 2002 and took 
approximately two and 
a half years to complete. 
Given that wave c started 

a morning doji star reversal pattern. 
On the third day, the S&P 500 gapped 
higher at the opening bell and rallied 
deep into the candlestick of the first 

day, with the two-day pattern evolv-
ing into a three-day morning doji star. 
The pattern is confirmed once prices 
close above the highest point of the 

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
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three-day pattern. The difference 
between a morning star pattern and 
a morning doji star pattern is that the 
second day of the pattern is a doji. A 
doji forms when prices have a wide 
range swing, and essentially, the close 
and the open are the same. Shadows 
form when prices fluctuate, moving 
higher and then lower, or vice versa. 
A doji looks similar to a cross.

As the averages were putting in 
these morning star reversal patterns, 
they also managed to break out of 
their decelerating downtrends. A de-
celerated trendline forms when prices 
fall too quickly and the downward 
momentum becomes unsustainable. 
Often, when a decelerating trendline 
breaks, prices rally back up like a 
magnet to the 20-day simple moving 
average (SMA). In a downtrend, the 
20-day SMA serves as resistance 
and prices usually find it a tough 
hurdle to rise above. The decelerat-
ing trendlines are visible on both 
the daily charts and the 60-minute 
charts. It is noteworthy that the DJIA 
formed a bullish falling wedge on the 
hourly chart and that the decelerated 
trendline served as the upper bound-
ary to that falling wedge. The falling 
wedge formed as a result of the bear-
ish descending triangle that emerged 
in early October 2008.

But what is really fascinating about 
the price patterns on the DJIA and 
S&P 500 60-minute charts is that both 
patterns on the charts (the descend-
ing triangle and the falling wedge) 
make a much larger pattern called 
a descending broadening wedge. A 

in the market, swing trading is a vi-
able alternative to long-term position 
trading. n

FIGURE 2: DJIA, HOURLY. The bullish falling wedge manifested due to a selloff after 
a bearish descending triangle broke down. Note the aDX has turned down as the 
positive and negative DI lines got a bullish cross.

FIGURE 3: S&P 500, HOURLY. Both MaCDs on the DJIa and the S&P 500 are rising 
toward the zero line. If they break above it, we may see the original downward 
trendline on the daily chart tested. Here, the S&P 5009 and the DJIa have carved 
out similar price patterns.

descending broadening wedge is usu-
ally classified as a reversal pattern or 
a continuation pattern, according to 
The Encyclopedia Of Chart Patterns 
by Thomas Bulkowski. If prices rally 
back up to the upper boundary of 
the descending broadening wedge 
pattern, we could see a move that 
will begin a rally back to the 10,250-
10,300 area on the DJIA, and 1075-
1100 on the S&P 500.

Some other bullish signs have 
appeared on the DJIA and S&P 500 
60-minute charts, such as the relative 
strength index (RSI) breaking its 
downtrend simultaneously with the 
price charts. The average directional 
movement indicator (ADX) saw 
the ADX line (black line) peak and 
then turn south, while the direction 
movement indicator (DMI) began 
converging and getting a bullish cross 
by the end of the session. When the 
ADX line peaks and turns lower, it 
signals that volatility is on the decline 
and prices will likely rise off oversold 
levels. Key resistance is at the lower 
boundary of the descending triangle 
near the 10,250-10,300 area. It is 
again noteworthy that the downward 
trendline of the descending broaden-
ing wedge and the lower boundary of 
the descending triangle intersect near 
the 10,300 area forming a double dose 
of resistance. The moving average 
convergence/divergence (MACD) 
also got a bullish cross and could see 
a move above the zero line. However, 
any rally could be met with more 
selling pressures once resistance is 
reached. With the recent wild swings 

This article was first published on 10/15/2008. 
See www.Traders.com for more. 
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This article was first published on 10/16/2008. 
See www.Traders.com for more. 

FIGURE 1: QQQQ, DAILY. Note the huge decline over the last two months. The eTF became 
oversold in mid-october and surged with a big advance on october 13.

FIGURE 2: QQQQ, DAILY. QQQQ is shown here with 15-day rSI. This momentum 
oscillator became oversold in early September and QQQQ continued lower into 
mid-october.
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ELLIOTT WAVE

October 2008 Or 
October 2009?
by Koos van der Merwe

It could be either, but when does 
Warren Buffett start buying?

Tradable: SPX

The world economy is collaps-
ing around us, with the Unit-
ed States leading the way. 

The last two weeks have been the 
most volatile in stock market his-
tory, with plummets in the indexes 
breaking all previous records. The 

worst financial crisis since the Great 
Depression is redrawing the bound-
aries between government and the 
markets. The stock market crash of 
October 1929 took over three years 
for the US government to launch a 
series of dramatic efforts to end the 
Depression, starting with Franklin 
Roosevelt’s declaration of a four-
day bank holiday in March 1933.

The Depression wreaked enormous 
damage across the globe, and in Eu-
rope led to the rise of Adolf Hitler 
as he won Germany by taking the 
country out of its economic misery 
and leading them into World War 
II — even more misery.

The landscape of US finance has 
been radically changed. In little more 

troubling volume patterns. qqqq 
declined on high volume for six days 
(red bars) and then surged on lower 
volume (black bar). The October 13th 
surge occurred on the lowest volume 
over the last eight days. In addition, 
volume expanded on the October 14th 
decline, and this is not bullish at all. 
Volume on up days should exceed 
volume on down days.

Figure 2 shows qqqq with 15-day 
relative strength index (rsi). This 
momentum oscillator became over-
sold in early September and qqqq 
continued lower into mid-October. 
The oversold just became even more 
oversold. This is what happens in a 
strong downtrend. The rsi broke 
above the red trendline with Mon-
day’s surge but remains below 50, 
the midpoint for the oscillator. Look 
for follow-through above 50 to turn 
momentum bullish. Note that rsi 
broke its red trendline in early July 
but did not break above 50 until the 
end of the month. It may take a while 
for a momentum breakout. n

than three weeks, the American gov-
ernment expanded gross liabilities by 
more than $1 trillion — almost twice 
as much as the cost so far of the Iraq 
war. In Europe we have seen five 
European banks fail, with European 
governments falling over themselves 
to prop up their banking systems. 
What will the long-term effect of this 
mess on the global economy be? 
Another Hitler? And then there is 
Asia, but that is another story.

Figure 1 is a monthly chart of 
the Standard & Poor’s 500. Will 
this chart tell us when or where 
the end is in sight? Remarkably 
enough, yes — but for the US to 
be followed by Europe and a very 
changed world — that is political, 

not economic.
As you can see, the relative strength 

index (rsi) is oversold, and from 
looking at previous oversold posi-
tions, in bear markets (past tense), 
markets reacted in an up move, then 
a retest of the low before a new bull 
market started. Note too the date, 
October 2002. So what is it with 

  GAPS

QQQQ Hits Gap 
Resistance
by Arthur Hill

With a failure at gap resistance 
and bearish momentum, QQQQ 
remains in a downtrend on the 
daily chart, and follow-through is 
needed to complete a reversal.

Tradable: QQQQ

Figure 1 shows qqqq with 
a huge decline over the last 
two months. The exchange 

traded fund (etf) clearly became 
oversold in mid-October and surged 
with a big advance on October 13. 
With some carryover the next day, 
the etf gapped up and opened in 
the gap zone. This zone proved to 
be resistance as qqqq moved lower 
the rest of the day and closed with 
a long black candlestick. Resistance 
was affirmed and a break above 36.5 
is needed to provide follow-through 
to the big advance.

The indicator window shows some 

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
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This article was first published on 10/20/2008. 
See www.Traders.com for more. 

October, and is it going to repeat 
itself? The chart says decisively 
yes. Unfortunately, Elliott wave 
theory teaches us that C-waves 
fall in a five-wave pattern. On the 
chart I have shown where I expect 
the correction upward to end, 1146, 
because this level has acted as a 
strong resistance/support level in 
the past. The fall into wave 5 of 
wave C is a retest of the low of 
October 2002 at 814.41. Whether 
this will actually occur is debat-
able, but without any doubt, an up 
move and down move correction 
after the up move is on the cards, 
and the timing is October.

So, yes, the market will correct 
upward, in October. Whether Oc-
tober 2008 or October 2009 is the 
start of a new bull market, that is 
the question. n

FIGURE 1: S&P 500, GANN CHART
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Figure 1 is a monthly 
chart of the Standard 
& Poor’s 500. Will 
this chart tell us 
when or where the 
end is in sight?
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ELLIOTT WAVE

NASDAQ Short-
Term Support
by Alan R. Northam

Recent commentary of market 
analysts has them looking at 
NASDAQ support as a possible 
market bottom. However, this is 
only a short-term area of support 
with much further to go on the 
downside.

Tradable: $COMPQ

Figure 1 shows the monthly bar 
chart of the Nasdaq. This is 
the same chart I showed in my 

October 10th article titled “Looking 
For The Nasdaq Bottom” (see page 
40 of this issue). This chart shows 
that the Nasdaq made a major bull 
market top in 2000 and has been 
undergoing an abc zigzag market 
correction since. I encourage you 
to review this article for details on 
how I arrived at a bear market bot-
tom for the Nasdaq at 618 in early 
2010. I show Figure 1 here to give a 
sense of perspective as to where the 
market is in relation to its expected 
bear market bottom. The final bar on 
the chart is the monthly bar for Oc-
tober 2008, and although the month 
is only half over the monthly range, 
this bar is already showing that the 
market selloff is accelerating.

Figure 2 is that daily price bar chart 
for the Nasdaq and shows more de-
tail about where the market is in trek 
toward its final expected bear market 
low of 618. This chart shows the top 
of wave b in October of last year and 
shows the progress made in the final 
wave c down. To date, the Nasdaq 
has completed corrective wave 2 of 
wave (3) down and is currently in 
wave 3 of (3) down. Wave 3 down is 
unfolding in five subwaves, subwave 
i circle, ii circle, iii circle, iv circle, 
and wave v circle following the Elliott 
wave labeling convention. 

With the completion of wave 
iii circle, the Nasdaq has found 
some short-term support. There are 
those market analysts who are now 
looking at this bottom as a possible 
bottom to the complete selloff from 
last October. I heard this weekend 
one of the market analysts, on a 
local radio station, saying that this 
could very well be the bottom of the 
market. However, in my opinion the 
bear market still has much further to 
go (see my previous article). With 
wave iii circle complete, the market 

FIGURE 1: NASDAQ, MONTHLY. This chart shows the elliott wave count and a price target of 618 in early 2010 as the completion 
of the bear market.

FIGURE 2: NASDAQ, DAILY. This chart shows the detail of the final wave C to date for the completion of the bear market. This chart 
shows that the NaSDaQ has much further to go before the bear market of the NaSDaQ is complete.

the market is going to move lower 
to a possible price target for wave 
3 that is lower than that of wave iii 
circle. I have recalculated the price 
target for wave 3 to be 1467.42, the 
next lower price target, according to 
the Elliott wave theory. In addition, 
with wave iv circle complete, I also 
calculated the target price for wave 
v circle to be 1495. According to 
the Elliott wave theory, once wave 
v circle is complete, that will also 
complete wave 3. Looking at the 
calculated price target for wave v 
circle and the recalculated price tar-
get for wave 3, note how close these 

ST
o

C
kC

H
ar

TS
.C

o
M

entered into corrective wave iv circle 
that could also be complete. A move 
below the low of wave iii circle will 
confirm that corrective wave iv circle 
is complete and that wave v circle is 
under way.

Figure 2 also shows two target 
prices that have been met. The first 
target that has been met is wave 3 at 
1705 and the second is wave iii circle 
at 1666.41. However, these two target 
prices are out of order. Wave iii circle 
should have been completed first and 
then wave 3, but the order shown 
are the results of my calculations. 
This then leads me to suspect that 

two price targets are. This is called a 
price cluster, and price clusters have 
a higher probability of occurring that 
single price calculations. Therefore, 
there is a high probability that wave v 
circle will be complete somewhere in 
the range of 1495 and 1467 that will 
also complete wave 3 down.

Looking at Figure 2 a little closer, 
note that the market has now com-
pleted wave iv circle, of wave 3, 
of wave (3). Once wave v circle is 
complete, then that will also complete 
wave 3. The market will then undergo 
a wave 4 correction, followed by wave 
5 in the downward direction. Once 

http://www.traders.com/
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DESCENDING TRIANGLES

A Descending 
Triangle For 
QQQQ
by Arthur Hill

QQQQ formed a descending tri-
angle over the last few days, and 
a support break would signal a 
continuation of the bigger down-
trend.

Tradable: QQQQ

Figure 1 shows the Nasdaq 100 
etf (qqqq) with a descend-
ing triangle on the 60-minute 

charts. This time frame expands on 
the last 10 trading days to show the 
pattern quite well. There are three 
relatively equal lows around 29.5 
and a lower high around 33.5. This 
lower high shows selling pressure 
appearing well below the prior high. 
Sellers came in earlier than the prior 
high at 36, and this is bearish. The 
relatively equal lows show the last 
bastion of demand (support).

A break below support would con-
firm the pattern and project further 
weakness. qqqq was on the verge 
of breaking support on Thursday, but 
bounced back with a late afternoon 
recovery. Another breach would 
project further weakness toward 
23–25. The height of the pattern is 
subtracted from the support break for 
the downside projection (36 - 29.5 = 
6.5, 29.5 - 6.5 = 23).

Figure 2 shows daily candlesticks 
with the descending triangle and a 
falling price channel. The red line 
shows the descending triangle target 
around 23. For the channel, I drew 
the upper trendline first and then the 
lower trendline was drawn parallel. 
It extends to around 25–26 early next 
week, and this area could also act 
as support. Considering the channel 
extension and descending triangle 
target, I would mark the next support 
zone around 23–25. n

FIGURE 1: QQQQ, HOURLY. Note the descending triangle.

This article was first published on 10/24/2008. 
See www.Traders.com for more. 

FIGURE 2: QQQQ, DAILY. Note the daily candlesticks with the descending triangle and a falling price channel.
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This article was first published on 10/20/2008. 
See www.Traders.com for more. 

wave 5 is complete, then wave (3) 
will be complete as well. Note that 
I have shown the price target for the 
completion of wave (3) to be 1409. 
This forecast was first made on Au-
gust 8 in my article titled “Nasdaq 
Double Bottom?” Further, note that 
the low of wave iii circle is not that 

far away from the wave (3) target. 
Therefore, the price target for wave 
(3) calculated in August still looks 
like a logical price target for the 
completion of wave (3).

In conclusion, the recent bottom by 
the Nasdaq is only a temporary bot-
tom and not the bottom of the market. 

My analysis shows that the bottom of 
the bear market in the Nasdaq will 
not occur until the market has fallen 
to around 618 in early 2010. n

 
SuggeSted reading
Northam, Allan [2008]. “Looking For 

The Nasdaq Bottom,” Traders.

com Advantage, October 10. 
______ [2008]. “Nasdaq Double 

Bottom,” Traders.com Advan-
tage, August 8. 

http://www.traders.com/
http://technical.traders.com/tradersonline/home.asp
http://technical.traders.com/tradersonline/home.asp
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price bar chart of the S&P 500. Here, 
I have shown the wave pattern that 
has developed since the completion 
of wave 3 as a symmetrical triangle. 
Symmetrical triangles are composed 
of five overlapping waves and are 
labeled according to Elliott wave 
theory convention as waves a, b, c, 
d, and e. Note that wave d has just 
been completed and wave e is just 
getting under way. Once wave e is 
complete, then that will also com-
plete wave 4 and will initiate the 
beginning of wave 5 down that will 
lead to lower prices.

Two things are wrong with this 
symmetrical triangle, however, that 
invalidates it as a true symmetrical 
triangle. First of all, the completion 
of wave d has fallen below the low 
of wave b. Both R.N. Elliott, who 
developed the wave theory, and 
Thomas N. Bulkowski, who wrote 
Encyclopedia Of Chart Patterns, de-
fine a symmetrical triangle as a wave 
form that produces lower highs and 
higher lows. Therefore, when wave 
d fell below wave b, the symmetrical 
triangle formation became invalid. 

Second, R.N. Elliott defines a 
symmetrical triangle as five waves 
with each wave composed of three 
subwaves. When we look at wave d, 
five subwaves are clearly visible. This 
also invalidates the formation as a 
true symmetrical triangle. As a result, 
I relegate this formation to alternate 
technical analysis status.

Figure 3 shows my preferred tech-
nical analysis of the wave pattern that 
has developed since the completion 
of wave 3. I believe corrective wave 
4 is already complete and wave 5 
down is under way. According to 
this analysis, wave 5 is subdividing 
into five subwaves with subwaves (i) 
and (ii) now complete. This analysis 
also shows that subwave (iii) down 
is now under way to be followed by 
a wave (iv) market correction and a 

ELLIOTT WAVE

S&P 500 
Triangle?
by Alan R. Northam

The S&P 500 looks like it’s trac-
ing out a symmetrical triangle 
wave formation, but this may not 
be a valid wave form. Here’s why.

Tradable: $SPX

Figure 1 shows the daily price 
bars of the Standard & Poor’s 
500 over the last 18 months. 

This chart shows that the S&P 500 
made a major bull market top on 
October 11, 2007. Since that time, 
this large-cap index has been trading 
lower and has completed waves (1) 
and (2) of a five-wave formation, ac-
cording to Elliott wave theory. 

With waves (1) and (2) complete, 
wave (3) down is now in progress to 
be followed by a corrective wave (4) 
and a final wave (5) down. Further, 
wave (3) down is unfolding in five 
subwaves: waves 1, 2, 3, 4, and 5 
with waves 1, 2, and 3 complete. This 
is known as the fractal nature of the 
wave theory. 

Following the completion of wave 
3, it looks as if the S&P 500 is form-
ing a symmetrical triangle. According 
to Elliott wave theory, symmetrical 
triangles often form in wave 4. There-
fore, if this pattern is a symmetrical 
triangle, then wave 4 is still in prog-
ress, with wave 5 to the downside to 
follow once the symmetrical triangle 
has been completed. 

To view this developing symmetri-
cal triangle pattern in more detail, it 
is necessary to go to a smaller time 
frame. I have chosen the 60-minute 
time frame for this analysis.

Figure 2 is that of the 60-minute 

FIGURE 1: S&P 500, DAILY. This figure shows the elliott wave count. The wave count 
shows that the index is currently in wave (3) down and is subdividing into five smaller 
waves.

FIGURE 3: S&P 500, HOURLY. This figure shows the developing wave pattern after the 
completion of subwave 3 as the completion of subwave 4 with subwave 5 under way. 
Subwave 5 is also subdividing into five smaller waves. This is the preferred analysis 
as it does not violate any rules as does the symmetrical triangle analysis.

This article was first published on 10/24/2008. 
See www.Traders.com for more. 

final wave (v) to new 
lower lows. Once 
subwave (v) is com-
plete, then that will 
also complete wave 5 
down. Further, once 
wave 5 is complete, 
then that will also 
complete wave (3) 
down to be followed 
by waves (4) and (5) 
(see Figure 1).

In conclusion, the 
analysis shows that 
what looks like a 
symmetrical triangle 
may not be one at 
all. One way we will 
be able to tell is to For more information, visit Traders.com/reader/

watch the direction of the S&P 500 
over the next day or two. If the mar-
ket moves higher, then the pattern is 
most likely a symmetrical triangle, 
but if the market continues to move 
lower, then that will invalidate the 
formation as a symmetrical triangle. 
However, this is all academic, as both 
analyses lead to lower stock prices 
in the days ahead. n
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Please contact Karen Moore with approval or changes:
phone: 206-938-0570 ext. 312 •  fax: 206-938-1307  •  email: KMoore@Traders.com

PROOF #1

PRIVATE TUTORING • FREE TRIAL

Chicago Board of Trade Member can
Teach You to Make Money Trading:

E-MINI S&Ps • Stocks • Currencies •
Gold • T-Notes • Grains • ETC

All Trading Methods Taught are Powerful,
Precise & can be Traded Electronically

In this Exclusive Trading Course you’ll
be taught how to Make Money: Daytrading •
Inner-Daytrading • Speed-Trading •
Intermediate Trading and Long Term Trading.

WWW.JONATHONSTONE.COM
Mr. Stone • 847-295-0056

FIGURE 2: S&P 500, 60-MINUTE. once wave (3) is completed, it will complete wave 4 
and will initiate the beginning of wave 5 down. 

According to Elliott 
wave theory, 
symmetrical triangles 
often form in wave 4.

http://www.traders.com/
http://www.traders.com/Reader/
http://technical.traders.com/tradersonline/home.asp
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ADVERTISERS’ INDEX
Advertiser          Page
Website

To receive information on the products and services listed in the Editorial
and Advertisers’ Indexes, go to Traders.com/reader.  These indexes are
published solely as a convenience. While every effort is made to maintain
accuracy, last-minute changes may result in omissions or errors.

FREE INFORMATION FROM ADVERTISERS
TWO WAYS TO CONNECT! CHOOSE THE WAY THAT’S EASIEST FOR YOU

OR fill out your information in the box below and check
the advertisers you’d like to hear from.
Then fax or mail it back to us!

STEP 2: Simply fill out your name and address
and click “Send Request.”  Your request will
then be sent to the advertisers you selected.
And that’s it!

STEP 1: Point your browser to Traders.com/
reader and scroll through our alphabetized
listing of our current month’s advertisers.

Click the box for each advertiser you’d like to
hear from. At the bottom of the list, click
“continue” when finished.

�
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directions below and the advertisers will get your requests the same day!

AbleSys Corporation

Avarin Systems Inc.

E*Trade Financial

Equis International

eSignal
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OceanBlue Publishing

ODL Securities

OEX Options Inc.

OptionVue Systems International

Private tutoring / trading course

Profitunity Trading Group

Prognosis Software Development

R.S. of Houston Workshop
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Trading Concepts

WallStreetWindow

Ward Systems Group

Worden Brothers Inc.
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www.ablesys.com
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E*Trade Financial .................................. 5
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www.marketclub.com/traders
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www.NewYorkTradersExpo.com
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Market Technicians Association........ 43
www.mta.org
National Trading Group ...................... 33
www.winningedgesystem.com
OceanBlue Publishing ........................ 23
www.mayyoubehappy.com
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www.oexoptions.com
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www.optionvue.com
Private tutoring / trading course ....... 48
www.jonathonstone.com
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www.StockFinder.com
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AUTHORS AND ARTIST IN THIS ISSUE

Ed Piskor (cover art) is an illustrator based in
Pittsburgh, PA. He was trained at the Joe Kubert
School of Cartoon and Graphic Art. His best-
known work currently is his collaborations with
Harvey Pekar on American Splendor. Piskar and
Pekar are currently wrapping up a graphic novel
called Macedonia for Random House.

Arthur Hill is currently editor of TDTrader.com,
a website specializing in trading strategies, sector/
industry-specific breadth stats, and overall
technical analysis. He passed the Society of
Technical Analysts (STA London) diploma exam
with distinction and is a member of IATF-ITFA

Belgium. Prior to TD Trader, he was the chief
technical analyst for StockCharts.com and the
main contributor to the ChartSchool.

James Kupfer has more than a decade of experience

as an active trader and was a contributing author to
Day Trading for Dummies. Currently, he consults
for institutional clients and trades for his own hedge
fund.

Chaitali Mohile is an active trader in the Indian
stock market. She may be reached at
chaitalimohile@yahoo.co.in.

Alan R. Northam lives in the Dallas, TX, area
and is a practicing electronics engineer. His ability
to analyze the coming direction of the stock market
has allowed him to successfully trade of his own
portfolio over the last 30 years. You can reach him
at info@tradersclassroom.com or by visiting his
website at http://www.tradersclassroom.com.

Donald W. Pendergast Jr. Jr. placed his first trade
in 1979, and after making a nice, fast profit in silver,

Average Directional Movement Index (ADX) —
Indicator developed by J. Welles Wilder to
measure market trend intensity.

Breakout — The point when the market price moves
out of the trend channel.

Convergence — When futures prices and spot
prices come together at the futures expiration.

Cubes (QQQQ) — Traded on the NASDAQ, cubes
are ETFs that track the NASDAQ 100 index,
which is made up of the 100 largest, most active
NASDAQ nonfinancial stocks.

Divergence — When two or more averages or
indices fail to show confirming trends.

Directional Movement Index (DMI) — Devel-
oped by J. Welles Wilder, DMI measures mar-
ket trend.

Double Bottom (Top) — The price action of a
security or market average where it has
declined (advanced) two times to the same
approximate level, indicating the existence of a
support (resistance) level and a possibility that
the downward (upward) trend has ended.

Engulfing Pattern — In candlestick terminology,
a multiple candlestick line pattern; a major
reversal signal with two opposing-color real
bodies making up the pattern.

Exponential Moving Average — A variation of
the moving average, the EMA places more
weight on the most recent closing price.

Fade — Selling a rising price or buying a falling
price. For example, a trader who faded an up
opening would be short.

Flag — Sideways market price action that has a
slight drift in price counter to the direction of
the main trend; a consolidation phase.

Head and Shoulders — When the middle price
peak of a given tradable is higher than those
around it.

Lag — The number of datapoints that a filter, such

as a moving average, follows or trails the input
price data. Also, in trading and time series
analysis, lag refers to the time difference be-
tween one value and another. Though lag spe-
cifically refers to one value being behind or
later than another, generic use of the term
includes values that may be before or after the
reference value.

Moving Average Convergence/ Divergence
(MACD) — The crossing of two exponentially
smoothed moving averages that are plotted
above and below a zero line. The crossover,
movement through the zero line, and divergences
generate buy and sell signals.

Overbought — Market prices that have risen too
steeply and too fast.

Overbought/Oversold Indicator — An indicator
that attempts to define when prices have moved
too far and too fast in either direction and thus
are vulnerable to a reaction.

Oversold — Market prices that have declined too
steeply and too fast.

Pairs Trading — Taking a long position and a short
position on two stocks in the same sector, creat-
ing a hedge.

Relative Strength — A comparison of the price
performance of a stock to a market index such
as the Standard & Poor’s 500 stock index.

Resistance — A price level at which rising prices
have stopped rising and either moved side-
ways or reversed direction; usually seen as a
price chart pattern.

Retracement — A price movement in the opposite
direction of the previous trend

Simple Moving Average — The arithmetic mean
or average of a series of prices over a period of
time. The longer the period of time studied
(that is, the larger the denominator of the
average), the less effect an individual data

point has on the average.
Smoothing — A mathematical technique that re-

moves excess data variability while maintain-
ing a correct appraisal of the underlying trend.

Stochastics Oscillator — An overbought/over-
sold indicator that compares today’s price to a
preset window of high and low prices. These
data are then transformed into a range between
zero and 100 and then smoothed.

Support — A historical price level at which fall-
ing prices have stopped falling and either moved
sideways or reversed direction; usually seen as
a price chart pattern.

Trading Bands — Lines plotted in and around the
price structure to form an envelope,
determining whether prices are high or low on
a relative basis and forewarning whether to buy
or sell by using indicators to confirm price
action.

Trading Range — The difference between the
high and low prices traded during a period of
time; in commodities, the high/low price limit
established by the exchange for a specific
commodity for any one day’s trading.

Trend Channel — A parallel probable price range
centered about the most likely price line. His-
torically, this term has been used to denote the
area between the base trendline and the reac-
tion trendline defined by price moves against
the prevailing trend.

Trendline — A line drawn that connects either a
series of highs or lows in a trend. The trendline
can represent either support as in an uptrend
line or resistance as in a downtrend line. Con-
solidations are marked by horizontal trendlines.

Underlying Security — In options, a stock subject
to purchase upon exercise of the option.

■

Log onto our website at Traders.com
for our comprehensive Traders’ Glossary. ■
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got hooked on trading and investing. Since the late
1990s, he has spent thousands of hours researching
technical analysis techniques, trade system
development, and broad economic trends. He may
be reached at www.chartw59.com.

Koos van der Merwe has been a technical analyst
since 1969. He has worked as a futures and options
trader with First Financial Futures in
Johannesburg and for Irish Menell Rosenberg
stock brokerage in the research department as a
technician specializing in gold and gold shares.

Ron Walker is an active trader and technical
analyst. He operates an educational website
dedicated to the study of technical analysis. He is
a video pioneer, having been one of the first to
utilize the Internet for technical analysis videos.

■

http://www.traders.com/
http://www.traders.com/Documentation/RESource_docs/Glossary/glossary.html
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As stocks pass your rules, they “light up” 
and move to the top of the watchlist. With 
no symbol limits, you can scan and sort 
thousands of stocks for your own custom 
rules as the ticks stream in. The brand 
new StockFinder 4.0 redefines “easy” 
when it comes to real-time scanning, 
backtesting, conditional-coloring and 
custom indicators.

Try a month FREE. If you decide to 
continue, StockFinder costs $29.99/month 
for Gold or $89.99/month for Platinum*.

Now includes 70+ built-in candlestick rules 
that you can scan, paint, modify and test 
until your heart’s content.

StockFinder™ is brand new from Worden, 
makers of the 16 year award-winning 
TeleChart. Why wouldn’t you try it FREE?

True Real-Time 
Scanning & Sorting

*An additional $9.25/month real-time exchange fee will be applied to Platinum Service.

Try it FREE for 30 days. Call 1-800-776-4940 
then download your software & historical 
intraday databank at www.StockFinder.com.

TD 17

Worden_JF09.indd   1 11/26/08   10:20:34 AM

For more information, visit the S&C ad index at Traders.com/reader/

http://www.traders.com/
http://www.traders.com/Reader/
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For more information, visit the S&C ad index at Traders.com/reader/
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6
Analysis & Trading Software

See your options.
The superimpose feature is just one of many of OptionVue 6’s 
features that can help you make better trading decisions. 

The OptionVue 6 superimpose feature will give you the power to more effectively 
"what if" and compare multiple trades before you decide which strategy to 
choose because multiple positions can be overlaid for a quick comparison or 
comprehensive analysis. Plus, you can click on any line within the chart (on any 
proposed position) and all of the relative information for the line selected is 
displayed in the summary section below the graph.

The next generation of OptionVue’s award winning software, OptionVue 
6, can help you select higher probability opening trades, keep you out 

of low probability trades, and help you identify the best strategies to 
repair existing positions when market conditions change. 

Plus, OptionVue 6 provides better analysis. Our more than 25 years 
of research and development have produced more accurate 

price modeling techniques!

1-800-733-6610
OptionVue.com

Call an OptionVue representative
today at 1-800-733-6610 and ask how

OptionVue can help your trading.

OptionVue JF09.indd   1 12/4/08   7:07:47 AM
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