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The Beginnings of a Major Top? Or Just a Minor Hiccup?

Monday,

The following is the ‘Nightly Commentary’ piece that was presented to members of TheMarketMessenger.com after

the trading session on Oct 15™...

Good evening,

It was not the kind of trading session that the bulls would have liked. Certain important resistance
levels - specifically on the Dow and the SPX - that had been broken over the past week or two, have

failed to support prices after a thorough testing.

S&P-500...
$SPX (SEP 500 Large Cap Index) INDX @ StockCharts.com
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SPX is now showing a few potentially bearish signs... The uptrend in RSI has been broken, MACD is
showing a negative MA crossover and the Bollinger Bands are now starting to tighten (a sign that a
strong trend has come to an end and should give way to bearish or sideways action).

As mentioned earlier, prices have not been able to stay above the all-important level of 1555 and this
will certainly start to make traders worry about the possibility that a top of a significant magnitude is in
formation.

Unfortunately, there isn't enough clear evidence as yet to suggest that the action seen over the past
three days is anything more than a correction of a strong minor uptrend that began in mid-August.
Now, if RSI makes a negative centerline crossover and/or a couple of other confirmed sell signals crop
up, things will obviously change.

Dow Industrials...

SINDU (Do Jornes Industrial Average) INDE @ StockCharts.com
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The Dow has also closed below the level of its July-highs. That is not a good signal for the short-term.

Additionally, the rising trendline on RSI has been broken and MACD is showing a negative MA
crossover. Volume is also starting to pick up on down-days. Taken together these signs will give the
bulls a sleepless night tonight.



If the rally can find its legs once again tomorrow and push prices back above the 14000-14020 mark,
then the most recent action will only prove to have been a sub-minor correction, intended to shakeout
weak players.

A continuation in the correction should end at probable support near 13700. Any move below that level
would call for a bearish reversal.

Nasdaq-100...
$NDX (Mazdan 100 Index) IND:X @ StockCharts.com
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Somewhat amazingly, the NDX has managed to stay within the bull channel that it has been trading
within over the past 5-6 weeks. However, there are a couple of signs that point to the possibility that
the said channel will be history fairly shortly.

Those signs include the fact that volume has been high since the minor peak on Thursday (this is a
possible sign of distribution) and MACD is close to providing a negative MA crossover.



Another interesting potentiality is the development of an apparent head & shoulders top on RSI. As
traders know, chart patterns often show up on indicators just as they do on price. Often the
occurrences of these patterns on the indicator does not coincide with the development of a similar
pattern on price itself and, hence, can provide otherwise unapparent trading signals.

The neckline of the H&S has not been broken as yet, so the pattern is only a potentiality for now.
However, if the index cannot find support asap, that neckline will be broken and the pattern confirmed.
Such a development will call for a further decline in prices that should send RSI to or just below its
centerline.

Incidentally, the Nasdag Composite (chart not provided here) is also showing a potential head &
shoulders top on its own RSI.

Russell 2000...
$RUT (Russel 2000 Srall Cap Index) IMDX @ StockCharts.com
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RUT has broken the rising minor trendline that has guided that index towards major resistance since
mid-September.

A couple of sell signals will soon appear if the rally does not resume right away. These include a
breaking of the uptrend line on RSI and the development of a negative MA crossover on MACD.



Utilities...
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15-0et2007 Open 519.35 High 52062 Low 51067 Close 514.02 Volume 3720 Chg -5.31(-1.02%)
%W $UTIL (Daily) 514.08
9 - 511,20 - 521.02 major resistance 530
raaE0

intermediate resistance Ll

minar L0
uptrend

26 Apro_ 18 23 May7 14 21 Jun 11 13 25 Jul 9 15 23 Aug 13 20 27 Sepi0 17 24 Oct 5 15 22
MESI[14) 55,97

7—-—*‘-7-#

| support from certerline | 30

i valurne

F100M

FoTaM
| ali el = M (T8 S [ | I—— T L S0M
Fo2ah

37,330,800

7B

14 21 15 22

26 Aprg 16 23 May7 Jun 11 12 25 Jul @ 16 23 Aug 13 20 27 Sepid 17 24 Oct =

For a week or so now, we've mentioned the fact that it seems crucial that the Utilities manage to break
intermediate resistance at 520. So far, that has come to bear and this has been one of the reasons for
the recent slip up in the indices.

The good news is that at the close, UTIL is still trading above the minor uptrend line that has guided it
higher since late-August. Will the trendline stay strong tomorrow? We'll have to wait and see.

So, just what does the action seen over the past three days say about the health of the rally? Its hard
to be too sure at this point.

On one hand, a minor correction was to have been expected at some point given the overbought levels
in the markets. On the other hand, the failure to stay above significant levels of broken resistance is a
worrisome development, especially when one looks beyond the US markets.

...and that is the main source of apprehension at the moment. The Chinese and Indian markets and a
handful of others have gone absolutely berserk since the August lows. There is almost certainly a
watershed event on the horizon that is bound to bring serious pain to the bulls.



Not having a crystal ball, we can't be certain when/where the first signs of that monumental peak will
develop, but we can take on an air of caution.

Our unequivocal opinion at the moment is that having a portfolio that predominantly consists of bullish
positions without the protection of index puts is probably not a wise decision.

Notice that we haven't said that we'd go short right away. There just aren't enough confirmed sell
signals to suggest doing such a thing, as yet.

It is easily possible that the rally reaches new peaks and even adds on 5, 10, 15 or more percentage
points before imploding, but unless the global markets slow down considerably, there is going to be a
calamitous fall sometime in the very near future.

Do not get caught not having adequate defensive measures in place when that happens.



Recent Stock & Options Trading Picks

14 Options Picks over the past 10 weeks have provided gains of 10026-400%b. Many others have
provided gains of 50-100%. The following are a handful of options picks closed so far in the month of
October. They are followed by a set of stock picks that have been closed so far this month.

To view selected trading picks from the previous two months, click the respective links below:
September Trading Picks Archives  Auqust Trading Picks Archives
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ODP (Office Depat, Inc.) NYSE
11-0ct2007

@ StockCharts.com
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MMM (3M Col NvSE @ StockCharts.com
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BA (Bosing Co.) NYSE
3-Oct2007

@ StockCharts.com
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CCJ (Camecao Corp) NYSE @ StockCharts.com
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That was a wrap-up of select trading picks from the month of October, so far. Remember to take a look at trading
picks from other months at the following links:

September Trading Picks Archives Auqust Trading Picks Archives

We also urge you to consider Signing Up for a ‘Swing Traders’ Membership Package at our
Membership Services page, so that you may have access to trading picks like these before they make
their moves.

Sincerely,

Asher Pinto
TheMarketMessenger.com

TheMarketMessenger Purely Technica

Disclaimer:

TheMarketMessenger.com is owned by TheMarketMessenger, LLC. All material presented within
TheMarketMessenger.com website, including this newsletter, has been provided for general informational
purposes only. It does not constitute an offer to sell or a solicitation of an offer to buy any security or financial
product that may be referenced herein. Further, the information contained in this informational newsletter does
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not constitute investment advice or investment advisory services. All securities trading, whether in stocks,
options, or other investment vehicles, is speculative in nature and involves substantial risk of loss. We shall not
be held responsible for any losses incurred as a result of the use of any information provided herein. You are
strongly encouraged to seek personal advice from your professional investment advisor and to make independent
investigations before acting on any information that we publish.

Subscribe to Purely Technical by visiting www.themarketmessenger.com
and filling in the form titled “Receive Our Newsletter via Email”.
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