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The US Stock Market

Current Bias: New Positive as of October 11th (from Neutral on
September 30th)

This Week our table retains last week’s slightly Positive Near Term bias and very strong, one-sided
Positive Intermediate Term bias.  New and most important this week are: 1) last week’s bullish shift in near
term momentum — which indicates that at least a near term bottom is in place at the recent
lows, and 2) what appears to be emerging bullish breakout from 2 months of sideways congestion —
which indicates that a more sustainable, quarterly bottom could be developing.  Meanwhile,
there continues to be a pretty compelling list of environment indicators like recent breakouts in European
equities, extremes in volatility, market breadth and investor sentiment, and a 54-year trend of acute
seasonal strength during November and December — all which indicate favorable conditions for this
emerging US stock market rally to extend through year end.  The only potential red flags
going into this week are wide extremes in both 2-year Swap Spreads and in corporate bond spreads —
which would be alleviated if the slight narrowing that we saw in these at the end of last week continues
this week.  Finally, small cap is amid favorable conditions to outperform the broad market if
this Q4 US stock market advance emerges as expected.
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1. Market Momentum: NEW NEAR TERM BULLISH, INTERMEDIATE TERM BEARISH.
 Through the end of last week near term (daily) momentum has turned bullish (positive) in the major US
indexes.  Meanwhile, intermediate term (weekly) momentum remains negative.  These data indicate that
a counter-trend rally is underway in the US stock market, within the larger May decline.
.

2. Chart Patterns: US Indexes Starting To Breakout Higher From Sideways Congestion. 
TURNING NEAR TERM BULLISH?  The market-leading NASDAQ 100 broke out higher on Friday
from 2 months of sideways congestion, while several other US indexes are positioned to make similar
breakouts this week on any further strength.  These indexes, breakout levels and potential upside
targets are listed below.

NASDAQ 100 (NDX): Friday’s close above the 2338 September 20th high targets an +11% rise to
a new 2011 high of 2640.
S&P 500 (SPX): A close above the 1231 August 31st high would target a +10% rise to at least
1350.
S&P 500 futures (WP): A close above the 1223 August 31st high would target a +13% rise to at
least 1370 (see Chart 1 below).
Dow Industrials (DJIA): A close above the 11,717 September 1st high would target a +10% rise
to at least 12,820.
PHLX Semiconductor Index (SOX): A close above the 386 September 16th high would target
a +15% rise to at least 440.
.

3. Intermarket Analysis: Bullish Chart Patterns In European Stock Indexes.  NEAR TERM
BULLISH.  Bullish chart patterns in the German DAX and Paris CAC-40 Indexes, the latter which was
first displayed and discussed in our October 7th Asbury Alert entitled European Stocks Trying
To Break Out: Is The US Next? target initial advances to 6300 in the DAX (+7%) and 3450 in the
CAC-40 (+8%).  Considering the tight and stable 20-year positive correlation between these indexes
and the S&P 500, these unmet upside targets suggest that a similar rise in the US market is also on
the near term horizon.
.

4. Volatility: The VIX.  INTERMEDIATE TERM BULLISH.  The VIX finished Friday’s session at
29.24, which marks the first time that the fear gauge has been below 30.00 since August 4th.  Chart 2
shows that the last time the VIX atypically lingered above 30.00 for an extended period was between
May and July 2010, which led into the July 1st low in the S&P 500 that  preceded a +36% advance into
the May 2011 high.
.

5. Intermarket Analysis: US Interest Rates.  NEAR TO INTERMEDIATE TERM BULLISH.
 In our September 23rd Commentary entitled NOB Spread: Emerging Bottom In US Rates?
and more recently in our October 6th What We’re Watching Today entitled US Treasury Prices
Testing (Breaking?) Critical  Support, we displayed and discussed favorable conditions for a
multi-month decline to emerge in US Treasury prices amid rising benchmark US interest rates.  Just
since our September 23rd report the yield of the 10-Year Treasury Note has already risen by 54 basis
points to 2.26%.  Considering the steadily-tightening positive correlation between the yield of the 10-
Year Treasury Note and S&P 500 over the past year as shown in Chart 2 of our October 3rd Keys To
This Week, we would view an upcoming rise in benchmark US interest rates as being indirectly
bullish for the US stock market.
.

6. Investor Sentiment: NEAR TO INTERMEDIATE TERM TERM BULLISH.  No change from
last week.  Through the end of last week the latest investor sentiment data again almost unanimously
indicate favorable conditions for a one to several month advance to emerge in the bellwether S&P 500
from at or near its August lows.
.

7. Overbought/Oversold: NEW NEAR TERM BEARISH, INTERMEDIATE TERM BULLISH.
 Through the end of last week the major US indexes have become technically overbought on a near
term monthly basis, while continuing to work off August oversold extremes on an intermediate term
quarterly basis.  This near term overbought extreme should spur a new leg lower within the larger May
downtrend, IF that downtrend is still intact.  Put another way, continued market strength despite this
near term overbought extreme would suggest that a more sustainable, intermediate term bottom is in
place at the recent lows.
.

8. Market Breadth: NEAR TO INTERMEDIATE TERM BULLISH.  Through the end of last week
most near term (monthly) and intermediate term (quarterly) measures of market breadth continue to rise
from historical washed out extremes that have previously led one to several month US market bottoms.

U.S. Interest Rates & Treasuries

The U.S. Dollar

Stock Market Sectors

Foreign Exchange

The Fed & Inflation

http://asburyresearch.com/european-stocks-trying-to-break-outis-the-us-next/
http://asburyresearch.com/european-stocks-trying-to-break-outis-the-us-next/
http://asburyresearch.com/european-stocks-trying-to-break-outis-the-us-next/
http://asburyresearch.com/nob-spread-emerging-bottom-in-us-ratesand-potentially-in-us-stocks/
http://asburyresearch.com/what-were-watching-todayoctober-6th-2011-2/
http://asburyresearch.com/what-were-watching-todayoctober-6th-2011-2/
http://asburyresearch.com/keys-to-this-week-october-3rd-2011/
http://asburyresearch.com/keys-to-this-week-october-3rd-2011/
http://asburyresearch.com/keys-to-this-week-october-3rd-2011/
http://asburyresearch.com/tag/u-s-interest-rates-and-treasuries/
http://asburyresearch.com/tag/the-u-s-dollar/
http://asburyresearch.com/tag/stock-market-sectors/
http://asburyresearch.com/tag/foreign-exchange/
http://asburyresearch.com/tag/the-fed-and-inflation/


Keys To This Week: October 17th, 2011 | Asbury Research

http://asburyresearch.com/keys-to-this-week-october-17th-2011/[10/17/2011 3:44:07 PM]

.
9. Relative Performance: Small Cap Stocks. NEAR TO INTERMEDIATE TERM BULLISH. 

Chart 3 shows that the Russell 2000 is currently at quarterly oversold extremes versus  the benchmark
S&P 500, and that previous instances of this have led every multi-month period of relative
outperformance by this small cap index since 2005.  These data suggest that, within the context of our
broader expectations for a Q4 2011 US stock market advance, purchasing Small Cap names is likely to
be a good way to participate in it.
.

10. Swap Spreads: 2-Year Swap Spreads At 16-month Wide Extreme.  NEAR TERM
BEARISH.  During the past 2 weeks the 2-Year Swap Spread (not shown) moved to its widest level
since June 2010, indicating an increase in counter-party risk between the institutions (banks) who
participate in interest rate swaps.  This spread needs to narrow, indicating that these perceived risks are
abating — just as they did in June 2010 just before the early July US stock market bottom emerged —
to indicate a market environment that is conducive to a sustainable rally in US equities.
.

11. Credit Spreads: Widening BAA Corporate Bond Spread.  NEAR TERM BEARISH.  Chart
3 of our September 26th Keys To This Week shows that the BAA Corporate Bond Spread (Moody’s
Corporate BAA bond yield minus the US 30-year constant maturity yield) has been aggressively
widening since August, indicating increasing credit or repayment risk due to a deteriorating global
growth outlook.  Through the end of last week the spread has just started to pull back from its widest
level since July 2009, but must continue to narrow over the next few weeks to support the potential for
a sustainable US stock market bottom at the August lows.
.

12. Seasonality: NEAR TO INTERMEDIATE TERM BULLISH.  October, the 6th seasonally
strongest month of the year in the S&P 500 since 1957, represents a significant one-month rebound
from September, which is the seasonally weakest month during this 54-year period, and leads into the
3rd and 1st seasonally strongest months of the year in November and December.  More charts and
detail on seasonality in global asset prices are available in our October Global Seasonal Analysis
report.

Chart 1
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Chart 2

Chart 3

US Stock Market Sectors

This Week historic overbought, over-invested extremes in the Consumer Staples sector establishes
favorable conditions for upcoming relative underperformance versus the US broad
market during Q4 2011.  Due to Staples’ statistically significant tendency to underperform the S&P 500
during US broad market rallies, as investors flock to more aggressive sectors that will produce a better
return in a rising market, these data also indirectly suggest an upcoming Q4 advance in the
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S&P 500.

Chart 4 plots the daily relative performance of the Consumer Staples Sector SPDR ETF (XLP) versus the
S&P 500 Depository Receipts ETF (SPY) since 2000 in the upper panel (blue line), and quarterly
overbought and oversold extremes by Staples versus the US broad market index in the lower panel (red
line).  The red vertical highlights between both panels show that the Consumer Staples Sector is currently
just starting to retreat from quarterly overbought extremes reached in September, extremes which have
previously either coincided with or immediately led the beginning of every multi-month period of relative
sector underperformance during the past decade.  These data suggest that recent relative
underperformance (-5% since October 3rd) is still in its very early stages and likely to continue much
deeper into Q4 2011.

Chart 5 measures the flow of investor assets in and out of the various sectors of the S&P 500 via a pie
chart that displays the percentage of sector bet-related assets, as represented by the Rydex Sector Funds,
that are invested in each sector of the S&P 500, as represented by the iShares Select Sector SPDR
ETFs.  The chart shows that, through the end of last week, 19% of all sector bet-related assets were being
allocated to Consumer Staples – which is almost quadruple the the 5% daily historic average since 1998
(when the Sector SPDR ETSs began trading).  These data indicate that, in addition to being technically
overbought versus the S&P 500 as shown in Chart 4, Staples are also severely over-invested versus the
other sectors of the S&P 500 — which further establishes favorable conditions for a multi-month trend of
relative sector underperformance to begin.

The blue line in the upper panel of Chart 6 plots the relative performance of the Consumer Staples Sector
versus the S&P 500 since 1999, with a daily bar chart of the S&P 500 in the lower panel.  The red
highlights point out that these two series have been 71% inversely correlated to one since 1998 , and a
nearly-lockstep 94% inversely correlated since April — attributable to Staples being a defensive choice of
investors during periods of perceived economic weakness.  Accordingly, if the historic overbought and
over-invested extremes highlighted in Charts 4 and 5 once again result in upcoming relative sector
underperformance by Staples then, per the correlation, this should coincide with an advance in the S&P
500.

Chart 4
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suggests favorable conditions for a minor, near term rebound this month within the greenback’s
October decline.
.

5. Intermarket Analysis: The CRB Index. NEAR TERM DOLLAR BEARISH.  Chart 9 displays
a daily bar chart of the CRB Index (an index of 17 commodity futures contracts and bellwether of
market-based inflation) since 2009 and highlights this month’s successful test of and rebound from
major underlying support at the 294 January 2010 benchmark high (green highlights) and 299 February
2010 uptrend line (teal highlights).  Considering the CRB Index’s 82% inverse correlation to the US
Dollar Index since 2000 and 72% inverse correlation since April, the ability of the CRB to remain above
this support will be seen as an indirect indication of the sustainability of the US Dollar Index’s October
decline.
.

6. Credit Spreads (10-Year TIPS Spread): INTERMEDIATE TERM DOLLAR BEARISH.
 Chart 8 of our October 3rd Keys To This Week shows that the 10-Year TIPS Spread is at quarterly
oversold extremes, where it remains today — indicating lessening expectations for future inflation 10
years from now — and amid favorable conditions for Q4 widening.  Chart 10 shows that the 10-Year
TIPS Spread (black line) has been 85% inversely correlated to the US Dollar Index (green bars) since
2008, for inflation-related reasons.  Per the correlation, expected upcoming widening in the spread is
likely to coincide with a decline in the US Dollar Index as inflationary fears work their way back into the
marketplace.
.

7. Seasonality: NEAR TO INTERMEDIATE TERM DOLLAR BEARISH.      Chart 9 of our
October 10th Keys To This Week shows that October is the seasonally weakest month of the year
for the US Dollar versus the Japanese yen since 1977, and the midpoint of a 5-month period of mostly-
acute seasonal weakness that runs through December and includes the four seasonally weakest
months for the greenback during this 34-year period.  More charts and detail on seasonality in global
asset prices are available in our October Global Seasonal Analysis.

Chart 9
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Chart 10
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