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The Deviant Standard 

Rigorous preparation for volatile markets  

Summary 
Stock markets turned down in line with our expectation.  Trade today provided an 

excellent example of identifying turns in an uncertain environment so we review it in 

detail.  Expectation is for stocks to continue lower and we can take comfort that a close 

above today’s high indicates we’re wrong providing a safe exit.  The swing trade portfolio 

continues to perform and we have many new trade ideas with attractive setups 

Markets on Wednesday 
We came into the day expecting a resumption of the downtrend in the near future, but 

unsure when it would materialize, or from what price levels.  However, prices did a good 

job of telegraphing turn.  It’s instructive to review the evidence.  While stock index 

futures were down for a good part of the evening, they rebounded in the morning and 

had us opening to the up side.  That opening strength gave us the game plan.   From last 

night’s comments 

We are at a possible stopping point so a gap down in the morning could see 

follow through.  For strength, we will want to see a count that looks complete 

before calling a likely turn.  Absent that count, possible levels remain at the 9950 

area, the 9970-9985 area, and our FibGrid resistance at 10017.  Beyond 10017 

and we need to revisit scenarios. 

That search for a complete wave gave us one false entry which would have been quickly 

stopped out for a small loss and then gave us the high.  Overlaying our technical 

indicators with the wave counts told the story.  The indicators we used were: 

 RSI 

 Elliott Wave Oscillator (EWO) 

 MACD 

 Fisher Stochastics 

These indicators work best at finding the end of an impulsive five wave sequence when 

the sequence has approximately 120 bars.  So we need to choose the timeframe that 

gets us closest.  We were fairly confident that we were counting up five waves from the 

point we labeled b.  And even if those five waves wouldn’t make a top, we would expect 

some correction.  So as we reached 11:00a we were looking at a 2-minute chart with our 

indicators.   Using our indicators, we called the top at 11:11 (labeled (3) on the 2 minute 
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chart) within 5 minutes of the bar closing.  It turned out to be a false top, but let’s review 

the techniques that we used since they also found the actual top. 

 

Figure 1 - EWO signals of the turn 

First we looked at EWO in Figure 1.  We expect EWO to have its highest point at a third 

wave, followed by a lower peak at the fifth wave.  We were also keenly aware of the 

importance of the 10,017 on the Dow.  So when price pierced that level and then quickly 

put in a bearish candle and a lower high in EWO along with a plausible count that the 
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move was complete, this looked like a good entry.  We also knew that the this new high 

couldn’t be violated if the count were to remain, so nearby stops would have been 

triggered when price made a new high.  When price actually did make that new high half 

an hour later, we had the same situation, price made a new high but the EWO peak was 

still lower than the peak at [3].    In this case, the action counted out into a more classical 

form for the wave and again we called a top.   

A keen observer might point out that the peak at (5) was higher than the peak at (3) and 

question that validity.  This occurs because we were on a time scale that had about 120 

bars for the entire move up.  If we had roughly 120 bars up from [4] we would likely see a 

different pattern in EWO. 

MACD shows the exact same behavior shown in Figure 2.  Look for the yellow MACD line, 

not the signal line or histogram. 

For RSI, we also compare peaks.  The 11:11 high showed us a lower RSI peak, but that 

was a false top.  At 11:44 we actually had an RSI peak that was marginally higher than the 

peak at [3] giving us a small dose of caution.  However, soon after the high, we had a 

solid break of an RSI trendline that we had drawn up from the beginning of the move.  

We look for these trend-line breaks to confirm wave movements. 

Lastly, we looked at Fisher Stochastics.  This study is most effective at timing turns that 

are anticipated for other reasons.  It could be wave count or proximity to a key support 

or resistance level.  The long-term Fisher Stochastics  roll over was our last clue to look 

for a turn.  In this case, it came in one of its most portent favorite forms, the 1-2 punch.  

This occurs when you have a SOAP signal one bar, and a long-term Fisher Stochastics 

signal exactly one bar after.  

As clear as the top was, the subsequent action was the opposite.  One usually expects 

price to begin moving quickly in a third wave, yet today the market took its time.  It’s 

unclear whether we should count the initial move down as a leading diagonal or in some 

other form.  But the choppy initial move made it difficult to stay in the trade with 

conviction.   

We had identified 10,017 as a key level, and breaking solidly above it had stressed 

bearish expectations.  But that made the downside break convincing.  However, the 

choppy move down flirted with both sides of the level causing a degree of anxiety.  The 

companion to the 10,017 level is the 9,914 level.  In yesterday’s commentary we 

highlighted the way that the market showed us the importance of 9,914 and by the end 

of the day we had taken it out .  A late day retest from below failed at the close of trading 

leaving us below that key level.  This reinforces our bearish view. 
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Figure 2 - MACD signals of the turn 
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Figure 3 - RSI signals of the turn 
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Figure 4- Fisher Stochastics signals of the turn 

  

Outlook for Thursday 
The one word to summarize the outlook is “down.”  The ambiguous wave structure at the 

outset of the move from Wednesday’s high leaves us in a position we should be used to 

by now: the short term count is ambiguous.  At the end of five waves we should get a 

bounce.  If our count is valid, that bounce should not take out Wednesday’s high.  Third 
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waves should be rapid and strong moves so we expect those bounces to be end far short 

of that extreme.   We’ve already noted the importance of 9,914 and 10,017.  In any 

extended bounce, the behavior near those levels may give some clues about the market’s 

intent. 

Despite short-term ambiguity every day, stepping back, everything has unfolded in a 

manner that is consistent with our longer-term view.  That should give us some comfort, 

but shouldn’t lead to complacency.   We expect to quickly resume pushing downward.  

Dow 10,064.46 is now a line in the sand that would require us to update our view and 

likely would require us to update our positions.  Hopefully we can continue to find 

evidence that will allow us to move such lines in the sand downward. 

That 10,064 should be hard and fast.  Don’t fall into the “no, I meant don’t cross this line”  

trap. 

Overnight we continue the parade of significant European economic data.  Before 

markets open we have monthly home foreclosure figures, weekly unemployment claims, 

and a few other reports summarized in our events table. 

Swing Trade Model Portfolio 
Our model portfolio remains 100% short reflecting our market view.   The expectation of 

a swing high in markets has allowed us to lower many of our stops.  Our view is that if a 

stock takes out recent high levels then it should be thrown overboard because either: 

1. It’s a signal that our market view is wrong; or 

2. The stock is not prepared to participate in downside like we expect and we can 

use the capital more effectively elsewhere. 

Our short portfolio now has 31 names, so we can afford to be as selective with existing 

positions as we are with new ones.   

New positions added to the portfolio today: 

 IN 

 MCD 
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Symbol Position Entry 
Date 

Entry Close Comments 

A Short 6/1/10 $32.15 29.52 Stop @ $30.50 

AB Short 5/28/10 $28.75 $27.25 Stop at $28.30 

AEG Short 6/8/10 $5.20 $5.17 Stop @ $5.60 

AEO Short 6/7/10 $12.31 $12.21 Stop @ $12.75 

AGO Short 6/1/10 $16.35 $13.40 Stop @ $14.25 

AKR Short 6/1/10 $17.75 $17.85 Stop @ $18.40 

APOL Short 6/1/10 $52.50 $50.03 Stop @ $51.00 

BCO Short 6/2/10 $22.20 $19.93 Stop @ $21.05 

BKE Short 5/28/10 $35.75 $34.20 Stop @ $35.00 

BSX Short 6/1/10 $6.07 $5.44 Stop @ $5.80 

CBI Short 6/1/10 $19.00 $17.41 Stop @ 18.50 

CCJ Short 6/8/10 $22.40 $22.34 Stop @ $25.00 

CIT Short 5/28/10 $37.00 $35.47 Stop @ $36.75 

CMCSA Short 5/28/10 $18.10 $17.41 Stop @ $18.50 

COCO Short 6/7/10 $12.50 $11.69 Stop @ $12.15 

CSE Short 6/2/10 $4.40 $4.04 Stop @ $4.75 

ERTS Short 6/7/10 $15.72 $15.20 Stop @ $5.75 

IN Short 6/9/10 $10.34 $10.22 Stop @ $10.75 

JWN Short 6/1/10 $39.50 $36.32 Stop @ $38.00 

LDK Short 5/28/10 $6.00 $5.00 Stop @ $6.00 

LEA Short 6/8/10 $65.50 $64.46 Stop @ $68.50 

LZB Short 6/1/10 $11.60 $10.90 Stop @ $11.25 

MCD Short 6/1/10 $68.45 $68.26 Stop @ $69.50 

MTU Short 6/7/10 $4.65 $4.50 Stop @ $4.75 

NARA Short 6/8/10 $7.94 8.01 Stop at $8.30 

NE Short 6/8/10 $26.90 $27.58 Stop @ $30.10 

NTES Short 6/7/10 $30.99 $29.68 Stop @ $31.10 

SF Short 6/2/10 $49.00 $45.74 Stop @ $47.40 

SIGM Short 6/10/10 $10.00 $9.49 Stop @  $10.10 

TDW Short 6/7/10 $40.00 $40.00 Stop @ $42.00 

WU Short 6/8/10 $15.10 $15.51 Stop @ $16.10 
Table 1 - Model Portfolio open positions 

Update on Prior Trade Ideas 
 ETP – Short a break below Wednesday’s low with a stop above Wednesday’s 

high. 

 MS – Continue watching for a break of cited support  at $24.75 

 ONXX – Continue watching for a break of cited support at $21.80 
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 PC – Continue watching for break of cited support 

 XOM – Continue watching for break of cited support. 

New Trade Ideas 
The wave (ii) bounce has brought some beaten down stocks up into resistance levels, but 

those that are still at resistance after Wednesday’s selling do not seem like high 

probability short trades.  However, we have a plethora of the setup that has been a 

workhorse for us: stocks preparing to break to new 52-week lows from long-term 

inverted cup and handle patterns.  We have several of these still developing that were 

identified earlier in the week and today add to the list: 

 NVS below $43.40 

 AUD below $8.65 

 QLGC below $16.25 

 SPIL below $5.20 

 ABFS below $20.00 

 CS below $36.30 

 GS below $134.00 

 IPI below $21.00 

 MCO below $18.50 

 VE at or near current levels.  Don’t chase if it gaps. 
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Calendar 
 

U.S. Economic Events World Economic Events Market Events 

Thu. 8:30a International Trade 
8:30a Jobless Claims 
10:00a Quarterly Services 

Survey 
10:30a EIA Nat. Gas 
2:00p Treasury Budget 
4:30p Fed Balance Sheet 
4:30p Money Supply 

 

2:00a German CPI 
2:45a French Industrial 

Production 
4:00a Italian Industrial 

Production 
5:00a Italian GDP 
7:00a UK BOE Policy 
7:45a EMU ECB Policy 
8:30a Canadian Trade 
7:50p Japan PPI 

 

BMO Earnings:  
AOWR,  SCHS 

AMC Earnings: ARST, 
EXPR, FNSR, 
HRLY, IDT, 
MCZ, NSM 

TBD Earnings:  AEP, 
CRAI, CIDM, 
DLM, LULU, 
NOOF,  

 

Fri. 8:30a Retail Sales 
9:55a Consumer 

Sentiment 
10:00a Business Inventories 

 

2:45a French CPI 
4:30a UK Industrial 

Production 
4:30a UK PPI 

 

BMO Earnings: 
CHBT, LAKE 

TBD Earnings: KAD, 
CLMDY 

TBD China New 
Borum (BORN)  
IPO to price 

TBD Film 
Department 
Holdings (TFDI) 
IPO to price 

 

    
Table 2- Upcoming Events (all times EDT ) 

 
 


