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The Deviant Standard 

Rigorous preparation for volatile markets  

Summary 
Our weekly supplement outlined the case supporting our view that the general price trend for US stocks 

is now down.  Our model portfolio remains completely short although we took some partial profits on 

Friday.  The short-term Elliott Wave count remains murky so we have little confidence that we know 

what will happen intraday on Monday or Tuesday.  However, we’re confident enough in the general 

trend to be looking to put our profits back to work on the short side. 

Markets on Monday 
 Our outlook for Monday was right about one thing: we had no good idea how the day was going to 

unfold.  However, our 9914 level gave us a good perspective on market action.  It provided after the 

open and up into the highs of the day.  And even though we traded through the level three times 

requiring us to flip-flop on our market view more times than a senator in an election year, the index 

gave a quick retest of 9914 after each cross before continuing to run.  

One of the few clues that the market gave us today was the importance of the 9914 level and we’ll 

continue to watch it on any bounce.  And as price continued to advance toward the May 25th lows, the 

likelihood increases that our correction is over.   

Outlook for Tuesday 
Even if we take out the May 25th lows we shouldn’t be too comfortable that we’ll immediately begin a 

new leg down.  There remains a possibility of some form of expanded flat correction.  I have no idea 

how such a correction would count, but since the entire recent move has elements that don’t count 

clean.  But if nothing counts clean, then it can’t be used as a way to rule out a scenario.  And caution 

dictates we consider scenarios that go against our presumed market outlook.   

There are two reasonable counts on the five minute chart that we’ll look at, but this is far from the full 

set of possible counts.  The red count has wave (i) complete at Friday’s lows followed by a completed 

flat correction for (ii) and a wave (iii) that is in the early stages.  The white count has wave v of (i) still in 

progress or just completed. 
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There are things to like and dislike about each of these counts.  If the white count is corrent then It has a 

good ‘look’ to it and good proportions.  If white wave v is complete here then it would be 1.27 x wave i.  

The wave structure into red (i) is harder to count and harder to identify as complete.  As noted, the red 

(ii) is remarkably shallow if that count is correct.  It is also less common for c of a flat to end below the 

end of a.   

5 minute and 30 minute RSI were pushing to recent lows toward the end of the day on Monday 

suggesting that it’s less likely that we’re in a wave v.  Further, price continues to bend the Keltner 
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channels down in both these timeframes.  Further, the 5 minute Elliot Wave Oscillator is lower at white 

v than at white i.   

Since we expect to be in several degrees of third waves once (ii) is complete (if it isn’t already), it’s 

reasonable to expect that it will move quickly and that the wave 2 before it might be shallow.  A short, 

expanded flat would fit the bill for a weak correction that precedes a violent move down.  

 

If the actual count is similar to one of the two proposed then the market should tell us which fairly soon.  

If we’re already in the third wave then it should continue to develop rapidly.  The trick here would be to 

distinguish it from a an extending v under the white count.  A large gap up in the morning that isn’t 

immediately sold would indicate that we likely just completed (i), or the much less likely case that a 

complex correction off of the May 25th lows is not yet complete.   
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This ambiguity makes it hard to day trade the indexes for the large third wave we’re expecting.  My 

approach will continue to look for singles rather than home runs, but primarily to the short side.  

Surprises should occur to the downside and I’ll just hope to be in a trade when things start to run.  

However, I don’t want to bet big on ambiguous setups just because I anticipate a big move yet lacking 

evidence that it’s starting.  

There’s a lot of economic data to be released in Europe overnight.  Any indication of a large opening gap 

may help us refine our view of which scenario is developing.  However make sure that there’s a good 

risk/reward for trades if evidence isn’t clear. 

Things have been easier for us in our swing trades.  Our longer-term outlook has helped us and we’ve 

built a short book that has performed well.  Hopefully our several additions today will also perform well.  

The market gave us entries for many of the setups that looked good.  That gives us a profitable buffer to 

stay in the trade through a small bounce if it develops, and still stay in the trade for a third wave down.  

There are fewer new good short setups for Tuesday, but we’ve found a few.  And some of those we 

identified for Monday may still develop.  Wait for the right conditions. 

It’s worth mentioning that anticipated third waves are not the time to look for counter-trend stocks.  In 

first waves and fifth waves it is fine to look for stocks with great technical setups that go against the 

dominant trend.  The belly of a big third wave is no time to entertain these no matter how good the 

setups.  The stock might run, but the risk is too high. 

Swing Trade Model Portfolio 
Our model portfolio remains 100% short reflecting both our market view and our attitude toward long 

plays outlined in the outlook.  The Monday morning bounce has us feeling like geniuses for taking partial 

profits Friday.  However, by the end of the day several of those names had broken through the support 

levels where we covered.  I’d still consider taking those profits wise, even if it wasn’t brilliant.  However, 

it’s reassuring that several of the positions we’ve had for a few days are through key levels as that gives 

us some buffer to hold through a second wave.  We’ve moved stops down were possible since we want 

to preserve some of our profits should our market view prove wrong.  Updated stops are shown in the 

position table. 

The morning bounce also brought several stocks we were watching into levels where we would buy 

them.  Others broke through levels we wanted to see broken before shorting.  In total, we added the 

following seven stocks to our short portfolio: 

 AEO moved up with the market into prior support.  Since it appeared to hold, we entered short 

and filled at $12.31. 

 COCO broke support and we entered short at $12.50 and so far we’ve already caught a 

significant move. 

 We caught ERTS at $15.72 as it broke through support. 
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 MTU was one of the heaviest volume stocks in Japan overnight and suffered heavy losses.  So 

even though it didn’t return up to test support, we uses the full of it’s opening gap to enter a 

very small starter position at $4.66 

 NTES met our entry criteria and we were filled at $30.99. 

 SIGM broke below the triangle we identified last night and we shorted at 10.00. 

 TDW broke support providing a short entry at $40.00. 

Symbol Position Entry 
Date 

Entry Close Comments 

A Short 6/1/10 $32.15 30.10 Covered 60% 6/4 @ Daily 200 SMA 
Stop on remaining @ 32.75 

AB Short 5/28/10 $28.75 $27.60 Stop at $29.00 

AEO Short 6/7/10 $12.31 $11.96 Stop @ $13.15 

AGO Short 6/1/10 $16.35 $13.25 Covered 40% on 6/4 @ $14.40 
Stop on remaining @ $15.25 

AKR Short 6/1/10 $17.75 $17.25 Stop @ $18.00 

APOL Short 6/1/10 $52.50 $49.76 Stop @ $53.25 

BCO Short 6/2/10 $22.20 $20.90 Stop @ $22.50 

BKE Short 5/28/10 $35.75 $32.45 Stop @ $35.00 

BSX Short 6/1/10 $6.07 $5.59 Stop @ $6.25 

CBI Short 6/1/10 $19.00 $18.17 Stop @ 19.10 

CIT Short 5/28/10 $37.00 $35.93 Stop @ $38.00 

CMCSA Short 5/28/10 $18.10 $16.94 Stop @ $18.50 

COCO Short 6/7/10 $12.50 $11.87 Stop @ $13.25 

CSE Short 6/2/10 $4.40 $4.08 Stop @ $4.75 

ERTS Short 6/7/10 $15.72 $15.37 Stop @ $17.00 

JWN Short 6/1/10 $39.50 $35.82 Covered 60% on 6/4 @ $36.15 (daily 200 
SMA). 
Stop @ $38.00 

LDK Short 5/28/10 $6.00 $5.10 Covered 50% on 6/4 @ $5.50 
Stop on remaining @ $6.00 

LZB Short 6/1/10 $11.60 $10.30 Stop @ $11.25 

MTU Short 6/7/10 $4.65 $4.63 Stop @ $4.90 

NTES Short 6/7/10 $30.99 $30.38 Stop @ $32.30 

SF Short 6/2/10 $49.00 $46.91 Stop @ $49.00 

SIGM Short 6/10/10 $10.00 $9.85 Stop @  $11.00 

TDW Short 6/7/10 $40.00 $39.98 Stop @ $43.50 
Table 1 - Model Portfolio open positions 

Update on Prior Trade Ideas 
 IN – This name pushed through our cited support levels right into the close and we didn’t enter 

it.  If you did then you should have a new entry.  If, like me, you missed this while tracking other 
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things into the close then you can re-enter on a re-test of prior support from below, should one 

develop. 

 INFN – To be removed from the list.  This one continued its run downward before giving us an 

entry on a retest.   

 XOM – Continue watching for break of support. 

 CF – To be removed.   This also ran without us. 

 NE – Continue watching for break of support. 

 LEA – Continue to look for a fall through cited levels. 

New Trade Ideas 
We have six new trade ideas for Tuesay; they look much like the ones for Monday.  A few stocks that 

have already turned down and are bouncing into  and a few more inverted cup and handle patterns at 

long-term support levels.  Some of these have natural stop levels that are further away, so you might 

want to play some of these more carefully.  If you are already in some of the trade ideas we’ve 

mentioned you should have a well-performing short book and can add a little more.  If not, now might 

be a time to dabble, but wait for the market to provide high probability entries with lower risk before 

taking on large positions. 

As always, remain aware of both the overall market situation and what’s happening in each stock before 

deciding to trade. These setups look good now, but Monday night ideas can be stale by Tuesday 

Morning. 
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ENP - Short 

 

ENP was mentioned briefly last night.  Volume has tended toward distribution and it’s hesitating at the 

Daily 20 SMA.  Look to short on a break below 15.50 and an initial stop at $16.50. 
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NARA – Short 

 

Regional banks held up well on Monday while banks as a whole were down nearly 3%.  Nara Bankcorp 

joined in that strength with t slight gain, but it’s struggling at its daily 20 SMA.  Look to short NARA on a 

break below $7.95 with a stop at $8.25.   
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AEG – Short 

 

Who wouldn’t want to short a European insurance stock breaking long-term support and showing lots of 

distribution?  Look to short AEG at or near current levels (or a return to retest from below if it gaps 

down).   An initial stop can be placed at 5.60.  That’s a pretty wide stop, so a small position might be 

warranted. 
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CCJ – Short 

 

CCJ Is also preparing to break long-term support with likelihood of significant new lows.  Look to short a 

break below $22.40 with an initial stop at $25.00.  Again, this is a wide stop so manage position size 

accordingly. 
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PC – Short 

 

Panasonic also fits the mold of stocks that are working for us in this environment.  Inverse cup and 

handle near 50 week lows.  Look to short a break below $12.30 with an initial stop at $13.20. 
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WU – Short 

 

Western Union also fits the pattern and shows most of its volume to the downside.  The one positive 

volume bar is into a green candle high that looks like a blow-off top.  Look to short on a break below 

$15.10 with an initial stop at $16.25 
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Calendar 
 

U.S. Economic Events World Economic Events Market Events 

Tue. 7:30a Small Business 
Confidence 

7:45a ICSC Store Sales 
8:55a Redbook 

 

1:45a Swiss 
Unemployment 

2:00a German Trade 
2:45a French Trade 
3:15a Swiss CPI 
6:00a German Industrial  

Production 
8:15a Canadian Housing 

Starts 
9:30p Australian Home 

Loans 
 

BMO Earnings:  CHP, 
CMN, CPY, DG, 
TLB 

AMC Earnings: 
BOBE,  MIND, 
MLNK, OXM, 
PLL, TTWO, 
TXN 

TBD Earnings: FCEA, 
MBT, ODC, PBY  

 

Wed. 7:00a MBA Purchase 
Applications 

10:00a Wholesale Trade 
10:30a EIA Petroleum  
2:00p Fed Beige Book 

 

4:30a UK Trade 
5:00p New Zealand RBNZ 

Policy 
7:50p Japan GDP 
9:30p Australian Jobs 

 

BMO Earnings: BFB, 
CIEN, NAV, 
RGEN, TITN, 
MTN 

 AMC Earnings: 
UHAL, LUB, 
MW, PURE, 
SHFL, SHE, 
ULCM  

TBD Earnings:  
HOFT, MAGS, 
PNY, STEI 

 

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 
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Table 2- Upcoming Events (all times EDT ) 

 
 


