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Global Technical Strategy 
Broadening Formation 

The S&P 500 Index (SPX, 2031.92) reached a new all-time high last week as it confirmed its breakout above 

resistance at its September highs. The breakout yields a measured move target of approximately 2100, about 

3% above current levels, with an intermediate-term time horizon.  We hold a bullish outlook for Q4 given the 

breakout and the 

breadth behind it, not 

to mention the 

positive seasonal 

influences that tend 

to arise in December. 

However, we hold a 

more cautious view 

beyond year-end 

because the 

broadening formation 

on the accompanying 

weekly chart could 

give way to a 

significant downmove 

in early 2015. When 

the weekly stochastics 

roll over and fall back 

below 80%, we would 

be more inclined to 

take profits, noting 

that the SPX is well 

above support defined by the weekly cloud model (currently near 1840-1850). In the meantime, we would seek 

out stocks that are breaking out or have recaptured momentum after becoming very oversold. A pullback does 

not appear imminent because short-term momentum is strong, but we expect signs of short-term exhaustion 

per the daily stochastics and/or the DeMark indicators toward the end of the week, which we will note in our 

daily Technical Playbook. This would position the SPX for a pullback ahead of Thanksgiving week. 
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The breadth behind the rally in the SPX has been impressive, with about 60% of its constituents having 

climbed back above their 50-day moving averages since the mid-October low. This may seem “too far 

too fast,” but there is room for breadth to expand per the following percentage of stocks above their 

50-day moving averages. Peaks in this oscillating indicator of breadth tend to occur above 85%, and the 

current reading is 79%. Also, peaks do not always translate into market tops – note the SPX forged 

higher after two of the four instances of 85%+ readings since mid-2012. 

S&P 500 Index with Percentage above Their 50-Day MAs (Daily) 

 

The Russell 2000 Index (RTY, 1173.32) has recaptured positive short-term momentum along with the 

SPX, but its loss of long-term momentum has been significant. The monthly MACD indicator has been 

on a “sell” signal since August, denoted by the red price bars pictured below. The average duration for a 

monthly MACD sell signal is about 8.5 months, which equates to next March-April, thereby increasing 

risk in Q1 of 2015. 

Russell 2000 Index (Monthly) 
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Emerging markets have lagged the U.S., but oversold conditions have generated stabilization 

nonetheless. The iShares MSCI Emerging Markets ETF (EEM, $41.22) has held up above important 

support near $40.40, based on a Fibonacci retracement level. The upturn in the weekly stochastics from 

oversold territory supports more of a relief rally, but we would be a more interested buyer on a 

breakout above the 200-day (~40-week) moving average. This would reflect improved momentum and 

would target resistance near $45, which was tested unsuccessfully in September. 

iShares MSCI Emerging Markets ETF (Weekly) 

 

On the U.S. sector front, healthcare finally appears to be losing momentum versus the SPX. The 

following Relative Rotation Graph (RRG) still has healthcare in its Leading quadrant, but it has seen a 

downtick that makes it less compelling. The clockwise trajectory of the RRG favors consumer staples, 

financials and utilities, which would be in following with downside follow-through in the 10-year 

Treasury yield (see page 5). Note that the sectors in the Leading quadrant of the RRG also happen to be 

the only ones above their 200-day moving averages versus the SPX, based on the ratios on the 

following page. The industrial and telecom sectors hold promise, but we think it is too early to look for 

sustained outperformance from them. 

6-Week Relative Rotation Graph (S&P 500 Sector Indices vs. SPX) 
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U.S. Sector Relative Strength (ETFs vs. SPX) 

    Source: CQG 11/7/14 

Technical Outlook – Commodities 

WTI crude oil futures ($78.65/bbl.) have broken down below the widely-watched $80/bbl. level. We are 

no longer convinced of the importance of this level, however, having discovered that the chart that 

showed support there was not the standard rollover contract. The chart we show below is the 

equivalent to Bloomberg’s generic contract, which is likely a more reliable view of historical support, 

and it shows $75/bbl. as being more important than $80/bbl. In addition, it also shows a new DeMark 

“13 buy” signal that raises the possibility of stabilization in the weeks ahead. We are still not willing to 

advocate counter-trend positions, but the risk/reward is getting more favorable for crude oil with initial 

resistance near $87/bbl. 

WTI Crude Oil (Weekly) 
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Natural Gas (Daily) 

Natural gas futures 

($4.421/MMBtu.) exceeded 

their 200-day moving 

average last week after a 

nine-day rally of more than 

24%. The reversal was 

abrupt, making October a 

shakeout (in hindsight). We 

expect positive follow-

through because there are 

now MACD “buy” signals on 

the daily and weekly charts. 

The next resistance for 

natural gas is near the 

psychologically significant 

$5.00/MMBtu. level, and 

the breakout point near 

$4.25/MMBtu. is now initial 

support. 

Gold (Monthly) 

Gold futures ($1169.80/oz.) confirmed their 

breakdown below important long-term 

support near $1185-$1200/oz. last week 

despite Friday’s 2.4% rebound. We expect the 

relief rally to persist, but would ultimately 

view it as a selling opportunity. Long-term 

momentum is negative, based on the 

monthly MACD indicator, and the breakdown 

increases the risk of downside follow-through 

to next support near $1000/oz., based on a 

Fibonacci retracement level and former 

resistance. Initial resistance can be gauged by 

the 50-day moving average (not shown), 

currently near $1225/oz., where we would 

reduce exposure to gold. 
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Technical Outlook – Currencies 

The Japanese yen (114.60) continues to weaken against the U.S. dollar, having seen immediate follow-

through after its 2.9% breakout move on Halloween. The long-term uptrend appears to have staying 

power, with the support of the weekly cloud model and our intermediate- and long-term momentum 

indicators. There are no signs of short-term exhaustion at this time, so we expect the yen to weaken for 

a couple more weeks before a counter-trend move unfolds. The next major resistance for USDJPY is at 

the 2007 high (124.14), which reveals the potential for follow-through, and initial support is near the 

latest breakout point of about 110. 

Japanese Yen (Weekly) 

 

Technical Outlook – Treasuries 

The 10-year Treasury yield (2.2976%) stalled near its 50-day moving average after gaining more than 50 

bps in less than four weeks. The rally appears to be a counter-trend move, with a lower high likely to be 

established upon downside follow-through this week. Friday was an “outside-down” day and short-

term overbought conditions support a decline in the 10-year Treasury yield. Important support is near 

2.00%, which we think is in store for a retest before year-end. A breakdown would target 1.60%. 

10-Year Treasury Yield (Daily) 
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Analyst Certification  

I, Katie Stockton, hereby certify that the views about the companies and securities discussed in this report are 
accurately expressed and that I have not received and will not receive direct or indirect compensation in exchange 
for expressing specific recommendations or views in this report.  

Technical Research Disclosure  

This research report contains technical analysis and/or trading strategies that reference catalysts or events that 
may have a near-term impact on the market price of the equity securities discussed herein. Technical Research 
may discuss companies not currently covered by BTIG LLC.  

Recommendations are based on market/trend indicators, market internals, and price and volume studies. Such 
analysis and/or strategies may be directionally counter to another BTIG LLC analysts' published rating/price target 
for the stock. Any such analysis is distinct from and does not affect the BTIG LLC analyst's fundamental equity 
rating for such stocks, which reflects a stock's expected return as discussed in BTIG LLC's "Analyst Stock Ratings" 
disclosures.  

Regulatory Disclosures  

Analyst Stock Ratings Definitions  

BTIG LLC's ("BTIG") ratings, effective May 10, 2010, are defined as follows:  

BUY -- A stock that is expected at initiation to produce a positive total return of 15% or greater over the 12 months 
following the initial recommendation. The BUY rating may be maintained following initiation as long as it is 
deemed appropriate, not-withstanding price fluctuations that would cause the target to fall outside of the 15% 
return.  

SELL -- A stock that is expected at initiation to produce a negative total return of 15% or greater over the next 12 
months following the initial recommendation. The SELL rating may be maintained following initiation as long as it 
is deemed appropriate, notwithstanding price fluctuations that would cause the target to fall outside of the 15% 
return.  

NEUTRAL -- A stock that is not expected to appreciate or depreciate meaningfully over the next 12 months.  

NOT RATED -- A stock that is not rated but that is covered by BTIG. 

Disclosures in Research Reports Covering Six or More Companies 

All current required disclosures can be obtained by contacting BTIG at 825 Third Avenue, 6th Floor, New York, NY 
10022 or on our website at http://www.btigresearch.com. 

Distribution of Ratings and Investment Banking Clients 

BTIG must disclose in each research report the percentage of all securities rated by the member to which the 
member would assign a "buy", "neutral" or "sell" rating. The said ratings are updated on a quarterly basis. BTIG 
must also disclose the percentage of subject companies within each of these three categories for whom the 
member has provided investment banking services within the previous twelve months. Below is the distribution of 
BTIG's research recommendations. 

BUY: 57% NEUTRAL: 37% SELL: 6% 

Stocks in coverage as of the end of the most recent calendar quarter (September 30, 2014): 105 

The percentage of Investment banking services is calculated as of September 30, 2014.  Distribution of investment 
Banking Relationships: BUY: 100% NEUTRAL: 0% SELL: 0% after the ratings distribution. 

For purposes of FINRA ratings distribution rules, BTIG's stock ratings of Buy, Neutral and Sell fall into Buy, Hold 
and Sell categories, respectively. 

Other Disclosures 

Additional Information Available Upon Request 

General Disclosures  

Research reports produced by BTIG LLC (“BTIG”) are published for and intended to be distributed solely to BTIG 
institutional and corporate clients. Recipients of BTIG reports will not be considered clients of BTIG solely because 
they may have received such BTIG report.  
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The equity research analyst(s) responsible for the preparation of this report receives compensation based upon a 
variety of factors, including the quality and accuracy of research, internal/client feedback, and overall Firm 
revenues. BTIG reports are based on public information and BTIG considers the same to be reliable, comprehensive 
information, but makes no representation or warranty that the reports are accurate or complete. BTIG opinions 
and information provided in this report are as of the date of the report and may change without notice. 

This research report is not an offer to buy or sell or solicitation of an offer to buy or sell any security in any 
jurisdiction where such an offer or solicitation would be illegal. This research report was not drafted specifically for 
any particular individual or entity and is not a personal recommendation to participate in any particular trading 
strategy or transaction. Any recipient of this research report should obtain independent advice specific to their 
personal circumstances before undertaking any investment activity and must make their own independent 
evaluation of any securities or financial instruments.  

Facts, views or opinions presented in this report have not been reviewed by, and may not reflect information 
known to, employees or other professionals in the “BTIG Group” (BTIG Group includes, but is not limited to, BTIG 
and its parents, subsidiaries and/or affiliates). BTIG Group employees, including Sales Representatives and Traders, 
may provide oral or written commentary or advice that may be inconsistent with the opinions and/or views 
expressed in this research report. BTIG Group employees and/or its affiliates not involved in the preparation of this 
research report may have investments in securities or derivatives of securities of companies mentioned in this 
report that are inconsistent with the views discussed in this report.  

Investors in securities products bear certain risks in conjunction with those investments. The value of, and income 
from, any investments may vary because of changes in interest rates or foreign exchange rates, securities prices or 
market indexes, operational or financial conditions of companies or other factors within or beyond the companies 
control. Recipient of the research reports should be aware that investments in equity securities may pose 
significant risks due to the inherent uncertainty associated with relying on forecasts of various factors that can 
affect the earnings, cash flow and overall valuation of a company. Any investment in equity securities should be 
undertaken only upon consideration of issues relating to the recipient’s overall investment portfolio and objectives 
(such as diversification by asset class, industry or company) as well as time horizon and liquidity needs. Further, 
past performance should not be taken as an indication or guarantee of future performance, and no representation 
or warranty, express or implied, is made regarding future performance. There may be time limitations on the 
exercise of options or other rights in any securities transactions.  

The trademarks and service marks contained herein are the property of their respective owners. Third-party data 
providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness 
of the data they provide and shall not have liability of any damages of any kind relating to such data. The report or 
any portion hereof may not be reprinted, sold or redistributed without the written consent of BTIG. This report is 
intended only for use by the recipient. The recipient acknowledges that all research and analysis in this report are 
the property of BTIG and agrees to limit the use of all publications received from BTIG within his, or her or its, own 
company or organization. No rights are given for passing on, transmitting, re transmitting or reselling the 
information provided.  

Jurisdiction and Dissemination  

BTIG is a U.S. broker-dealer and member of FINRA and SIPC.  

BTIG Australia Limited ACN 128 554 601, member of ASIC and ASX; BTIG Hong Kong Limited, an Exchange 
Participant of SEHK and licensed and regulated by the SFC; BTIG Ltd, member of the LSE, authorized and 
regulated by the FSA; and BTIG Singapore Pte Ltd, registered and licensed with MAS; are all separate but affiliated 
entities of BTIG. Unless governing law permits otherwise, you must contact a BTIG entity in your home jurisdiction 
for further information, or if you want to use our services in effecting a transaction.  

Issues and approved for distribution in the UK and EEA by BTIG Ltd. to eligible counterparties and professional 
clients only. Issued and distributed in Australia to “wholesale clients” only by BTIG Australia Limited. In Singapore 
and Hong Kong, further information may be obtained from BTIG Singapore Pte Ltd and BTIG Hong Kong Limited, 
respectively.  

For a complete listing of BTIG LLC research disclosures, please visit http://www.btigresearch.com/disclosure. 


