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Last week we saw little net change in the major indexes for the week, although we did see both a wide 

range up day (Tuesday Oct. 16th) and down day (Thursday Oct. 18th) as expanded Volatility persists 

from the first half of this month.   

This week we saw expanded Volatility continue as most markets dropped significantly to break below 

there long term Support levels on many charts. You will see many charts clearly breaking below their 

long term Trend Line Support levels going back over three years or more.  You will also see charts 

breaking below their 200 day SMA (= 40 week SMA) and there 50 week SMA this week. In some charts 

we will also see new 2018 lows.  

There was lots of market breadth participating in the selling this week, and it was also mostly rather 

orderly selling without any signs of pure panic.  The VIX spiked briefly to 27% this week, but this was 

not as high as it did back on Oct. 11 th  (28%) and much lower than it did in early Feb. this year (50%).  

There was little change in the Bonds this week, as the US dollar increased a bit in strength. Gold was 

mostly quiet and flat. Oil dropped a bit on Tuesday, bu t remained inside its range that is has been 

within most of the time over the prior three months. We saw strong GDP and Consumer Sentiment data 

this week, with continued weak home sales.  Earnings have been mostly beating their EPS estimates, 

but some outl ook statements have been a bit reserved due to uncertainties in the near future. Most 

stocks have reacted negatively to earnings reports, even when strong data was provided, with only a 

few exceptions. The marketõs mood seems to currently be in the ôall news is bad newsõ mode. 

Last week we pointed out the significance of the FAANG stocks due to their weighting within the 

markets. Last week we saw NFLX report earnings, and this week we saw AMZN and Alphabet report. 

Other big tech stocks that reported this we ek included MSFT and INTC. Next week FB and AAPL report, 

AAPL being the largest company (and weighting) in both the S&P and Nasdaq indexes.  It is a good idea 

to not only keep an eye on when any of your holdings (stocks) report earnings, but also when thes e 

large companies (that have a very big influence on the major indexes due to their weighting) report.  

The Dow was down -3.0% this week, the S&P down -3.9%, the Nasdaq down -3.8% and the Russell (IWM) 

down -3.7%.  Most all sectors were down this week as well, including the classic ôflight to safetyõ 

sectors (Utilities, Consumer Staples). The ONLY sector I saw that was up this week was XRT (Retail), 

and it was up just $0.05 (+0.1%) from last week.  The weakest sectors this week included 

Semiconductors, Metals and Mining, and Energy. 

We have seen four ôBull Trapsõ this month, as can often occur in a bearish trending market. (Oct.8, 16, 

23 and 25th).  A Bull Trap is a when you see a violent rally off of new lows, that ôappearsõ to some to be 

a bottom.  When this bottom is recognized, you have both aggressive bears (short position holders) 

rushing to ôbuy to coverõ (to exit), and you have aggressive bulls that are anxious to õbuy the dipõ, to 

enter (or add) to a long position at a cheap price.  Both groups are doing the same thing at the same 

time, thus price can accelerate upwards with volume. Bot h groups provide the fuel for rapid price 

movements.   When the price reaches an area of Resistance, and slows or stops its advancing, then you 



can have the bears looking for an opportunity to enter a new Short position by Selling in this area.  As 

the sel ling begins to pick up, the bulls can start to fear and exit as their stops are hit, not wanting to 

give back all their briefly gained profits.  BOTH groups are now doing the same thing, selling to enter, 

or selling to exit, and this puts pressure on price  that drops, often violently.  The bulls were trapped by 

the brief rally that fails to continue, thanks to the  more aggressive bears motivated to sell some more.  

We can see this cycle happen twice this week (Oct. 23 rd and 25th) by looking at an intraday chart and 

noting where Resistance was found.   Each time it was found at the Trend Line Resistance drawn 

between the highs of this month.  

 

SPX 15 min chart as of Oct. 26 2018 - showing Trend Line Resistance (Green line) drawn between the 

highs this month. Note where the rally on Tuesday (Oct. 23 rd) and Thursday (Oct. 25th) stopped 

advancing.  These are examples of ôBull Trapsõ this week, where the dip buyers got suckered into new 

long positions, thinking that the ôbottomõ was in.  Eventually this downward sloping T rend Line will be 

broken, and that is a very ôearlyõ clue of a change. However, do not assume the bear trend is over at 

that point, since odds remain high that there could be several ôfake outsõ as a bottom takes time to be 

established.  

If you do a careful  long term study of market behavior and the charts over the past 20, 50 or 100 years, 

looking at trends and how they change, you will tend to see that market Tops seem to be spiky and 

quick to change (or reverse to bearish), but market Bottoms tend to be round and broad, as there may 

be several tests of support and choppy periods before a new bullish trend really forms.  Knowing this 

(as well as the frequent Bull Traps in a bear market) should encourage long term traders or investors to 

be extra patient an d not rush in buy the dips, but wait for plenty of confirmation that the Bearish trend 

is indeed done.  You can never know when that is, until AFTER it occurs, so remain patient and 

observant for multiple signs that the bear trend is over.   

Another way to study the charts and compare ôcorrectionsõ, is to look for possible symmetry.  Every 

market move is usually a bit different, but comparing moves can give us a relative gauge as to a move 

being bigger or small than a prior move, as well as give us a possible ôtargetõ area to watch to see how 

price behaves if and when it approaches that extrapolated level.  



Letõs look at an example of this type of study on the S&P chart below. 

 

First we measured the correction in Jan -Feb of this year, and saw a -11.84% drop from the high of Jan. 

26th to the low of Feb. 9th (heavy Grey Line).  Then we took this same measurement of -11.84% and 

applied it to the recent high of Oct. 3 rd.  ôIFõ the same size correction were to occur this month, then 

we could see a drop to 2592.  We also saw this was near the ôRound Numberõ of 2600 and the prior lows 

from May 3rd (Orange line), both of which could be areas of possible next support.  This is NOT a 

prediction, but a comparison.  What we know is that the correction so far this month is  a bit less in size 

as was the one in early Feb. this year. We do NOT know where the correction will end. It could just as 

likely end near 2553 (April 2 nd lows) or 2532 if the Feb. lows were to be retested.  It is a good idea to 

use a Log vertical scale for charts covering a year or more of day, to keep a relative scale in use.  These 

levels are just areas where we will watch price behavior if and when price approaches these levels to 

see if they act like support, or not.  We have found that when multiple studies result in a similar target 

value, the odds seem to increase a bit for that value to act like support or resistance.   Anything can 

happen. 

Another way to do a price projection study ( another S&P example chart below ) would be to measure 

the 1st wave down this month from the Oct. 3 rd highs to the Oct. 11 th lows, and project that similar  size 

down move from the Oct. 17 th highs (end of wave 2, beginning of wave 3 down) .   A target just below 

2600 is found in this process.  Again, this is neither a prediction nor  an expectation, but itõs a way to 

place a relative marker on the charts to see if price gets there or not, and if it does, how it acts  when 

it gets near to that area.  Price behavior is what matters, not projections. This is just a tool to identify 

area of ôinterestõ.   Practice doing this a few times on your own charts, and check back over time to 

see what actually occurs.  



 

S&P 30 min chart as of Oct. 26 2018 ð Here we can see the two dark Blue lines showing this study. The 

descending line on the l eft was a measure of the Oct. 3 ð 11 drop, then that same size drop was applied 

from the Oct. 17 th high to form the line on the right.  This is yet another way to project ôsymmetricõ 

targets into the future for a comparison.  

 

Now, letõs look at the charts for this week, to see what they tell us.  

 

 

 

 

 

 

 



 

S&P 500 weekly chart as of Oct 26, 2018 ð Here we can see the S&P clearly break below both the long 

term  (3-4 years) Trend Line Support (Red line) and below the 50 week SMA (Blue) this week. We can 

also see that the first week of Oct. was a small down week, followed by a Strong down 2 nd week.  Last 

week was a pause near the 50 week SMA, and then this week was another strong down week with 

Strong Volume. 

 

S&P 500 daily chart as of Oct 26, 2018 ð On the Daily chart we can see the S&P cross and close below its 

200 day SMA (Purple) on Monday, but also gap down below its long term Trend Line Support (Red line) 

at the open on Tuesday. Every day this week had lower highs than the prior day, and 4 out of 5 had 

lower lows than the prior day, with Thursday being the one ôinsideõ day (as well as a bull trap day). 

Also note the Elevated volatili ty (True Range >  ATR) and above average Volume was seen every day 

this week but on Monday.  

 



 

DJIA weekly chart as of Oct 26, 2018 ð The Dow also broke below its long term Trend Line Support (Red 

line) and its 50 week SMA (Blue) this week, on strong volume.  

 

 

DJIA daily chart as of Oct 26, 2018 ð Like the S&P, the Dow was relatively quiet on Monday, than 

gapped down at the open on Tuesday to cross below both its 200 day SMA (Purple) and its long term 

Trend Line Support (Red line). The Dow remained below both for the balance of this week with above 

average volume and ôexpandedõ volatility (daily True range > 14 period ATR). 

 



 

NASDAQ weekly chart as of Oct 26, 2018 ð The Nasdaq had two strong down weeks the first two weeks 

of October, followed by a pause last week. This week the down trend resumed with strength and 

elevated volume as the Nasdaq clearly remained below both its long term Trend Line Support (Red line) 

and its 50 week SMA (Blue). 

 

NASDAQ daily chart as of Oct 26, 2018 ð Here we see the Nasdaq break both the 200 day SMA and long 

term Trend Line Oct. 11 th, then bounce back above both last week and back down to close last week  

just under both levels of Support. This week the Nasdaq remained below both delivering lower highs 

every day this week, and lower lows 4 out of 5 days, with Thursday being the one ôInside dayõ. Note the 

elevated volume and Volatility (True Range) the last  four days of this week.  

 



 

Russell 2000 weekly chart as of Oct 26, 2018 ð The Russell broke below its 50 week SMA two weeks ago, 

and paused last week. This week it resumed the downward move with expanded Volatility every week 

in October.  

 

 

Russell 2000 daily chart as of Oct 26, 2018 ð The Russell resumed its down trend movement this week, 

breaking below its May 1st lows (Grey line) on Tuesday. Wednesday saw an extreme in volatility with a 

very wide range day, wider than any day seen in 2018 (even in Feb 2018). 

Next we will look at a few Market Internals to evaluate the breadth of this marketõs moves. 


