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Last Week’s Sell-off Had All the Signs of a Capitulation 
 US Trading: As highlighted in our Technical Alert on Friday (February 5th), last week’s sell-off had all the signs 

of a classic capitulation. We saw a big jump in risk aversion with a spike in the VIX index, the highest volume in 
SPYDERS since the March lows, a strongly increasing put/call ratio, and a spike in the NYSE TRIN/ARMS 
index. Have we seen the lows? We don’t think so, from a cyclical perspective it is too early to call a bottom, and 
from a price perspective most charts still have some room to test their next relevant support levels.  

 Conclusion: According to our cyclical roadmap, we still favor a 4-month cycle low in late February; so over the 
next 3 weeks we see equities as still vulnerable for more down tests. However, with last week’s capitulation we 
think we have seen 90% of the downside, so the next 2 to 3 weeks could be more of a bottoming process 
(including a bounce this week), instead of expecting more of the same aggressive bear attacks from last week. 
From a price perspective we stick to our recent call and see most markets pulling back to their 200-day moving 
averages. Our SPX target is unchanged at 1040 to 1020, the Nasdaq Composite should see a low at around 2050. 
Given last week’s capitulation we are changing our tactical bias and recommend aggressive traders to start 
buying/ accumulating into further weakness to position for a significant rally into March/April.  

 European Trading: Last week’s bounce was shorter than anticipated and another sharp decline materialized into 
the weekly close. The Euro-Stoxx has broken its 200-day moving average and the same signals we are getting 
from key sectors such as banks, financial service and insurance, whereas personal has a hit a new relative all time 
high and continues to outperform aggressively. Given last week’s capitulation a bounce this week is likely. Since 
we are still far away from forming any significant price bottoms it is however too early to call a bottom.  

 

 

 

 

 
In our mid January tactical 
call we highlighted the 
trend resistance at 19 in the 
VIX index as a trigger for 
selling equities. Today we 
are looking for a reversal 
in the strong resistance 
zone at 30 to 32 as a 
buying confirmation for 
aggressive traders and to 
position for a bigger rally 
into March/April.  
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 US Equity Market Update:   

Further Downside is Limited 
Last week’s sell-off had all the signs of a classic 
capitulation. The TRIN/ARMS index of the NYSE spiked 
to +3.4, which is evidence of a high volume sell-off 
(Thursday was a 97% down volume session). What 
happens after such a high volume wash-out?  

In most cases, these capitulation sessions are quite near to 
important tactical bottoms but if we go a bit deeper into 
the details we can see a big difference between whether 
these sell offs occur in an uptrend or if the market is 
trading in a downtrend. In 2009, we had 7 sessions with a 
TRIN/ARMS index spike above +3.0, which is a threshold 
we can view as a contrarian buying trigger. 5 out of 7 sell-
offs were more or less classic wash-out sessions in an 
uptrend and ex-post great buying opportunities. After 1 or 
2 stabilization sessions the market reversed and continued 
to rally. However, the other 2 capitulation sessions 
occurred in downtrends, in late February, where the 
market was in the final stages of its Q1 collapse and in 
early July in the late stages of the June/July correction. In 
both cases the market needed another 5 sessions before the 
final low/reversal took place and the market started a new 
bull leg. In both cases further downside was quite limited 
and the down momentum started deteriorating, which is 
another classic attribute of a tactical trading bottom.  

Conclusion: It’s fact that last week’s bounce was shorter 
than favored but the new lows are still fully inline with our 
Q1 correction scenario and our late February low 
projection. Last week we said that we wouldn’t be too 
aggressive in playing a bounce as the market should be 
vulnerable for more downside. We stick to this call and 
would concentrate more on picking the next major low 
instead of playing bounces. With a rising CBOE put/call 
ratio and the biggest spike in SPYDER volume since the 
March lows, last week’s sell-off already had a lot of a final 
capitulation, so that another bounce attempt this week is 
likely. However, following our cyclical roadmap we still 
favor a 4-month cycle low in late February, so over the 
next 2 to 3 weeks we see equities still vulnerable for more 
down tests. With last week’s capitulation and the pattern in 
the NYSE TRIN index, we think we have seen 90% of the 
downside, so the next 2 to 3 weeks could be more of a 
bottoming process, as to expect more of last week’s 
aggressive bear attacks. From a price perspective we stick 
to our recent call and see most markets pulling back to 
their 200-day moving averages. Our SPX target is 
unchanged at 1040 to 1020 and the Nasdaq Composite 
should see a low at around 2050. Given last week’s 
capitulation we are changing our tactical bias and 
recommend start buying/ accumulating aggressively into 
further weakness to position for a significant rally in 
equities into March/April.   

Chart 1. )  S&P-500 Daily with NYSE TRIN/ARMS Index  

 
Chart 2. ) S&P-500 Daily with CBOE Put/Call Ratio  

 
Chart 3. )  S&P-500 Daily with SPYDER Volume  
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US Equity Market Update:  
 

 

Sentiment:  

In our last week’s comment, we highlighted the AAII 
Bullish Consensus where we said this sentiment survey still 
had too high readings to signal a major tactical low. Last 
week the bullish consensus slipped to 35%, which is quite 
near to the threshold of 30%, which we see as contrarian 
buying territory. Another mixed to negative week would 
increase the possibility that next week we’ll get the kind of 
contrarian sentiment call that we generally expect to see 
over the next 2 to 3 weeks.  

 

 

 

 

 

In our Friday Technical Alert we highlighted the VIX index 
that has resolved a trend continuation formation to the 
upside. On Friday, the VIX was quite near to our target and 
major resistance of 30. We wouldn’t be surprised to see a 
final spike in risk aversion towards 30 to 32 on a daily close 
basis.  

In our mid January tactical call we viewed a move above 19 
in the VIX as a sell signal for equities. However, for 
aggressive traders a reversal at around 30 to 32 would be a 
signal to start buying and position for a bigger rally into 
March/April.  

 

Chart 4. )  S&P-500 Weekly with AAII Bullish Consensus  

Chart 5. ) VIX Index Daily  

Chart 6. )  S&P-500 Daily Chart  

 

Chart 7. )  Nasdaq Composite Daily Chart  
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 European Equity Market Update:  

Euro Stoxx-50 Is Below Its 200-Day Moving Average  
Last week’s bounce was shorter than anticipated and another sharp decline materialized into the weekly close. From a 
price point of view the technical background has further deteriorated with the Euro-Stoxx breaking below the 200-day 
moving average. The same signal we are getting from key sectors where banks, financial service and insurance have 
broken their 200-day moving averages, whereas personal has a hit a new relative all time high and continues to outperform 
aggressively. On the other hand, last week’s decline was accompanied by a huge spike in the future volume, which 
suggests that the move already had the character of a capitulation. With momentum indicators moving into deeply oversold 
territory, a tactical stabilization and another attempt to bounce is a likely scenario for this week’s trading. However, since 
we are still far wave from forming any price bottoms we think it is too early to call a bottom. We expect more down-tests 
over the next 2 weeks.  

 

 

 

 

 

Euro Stoxx-50:  

The price signals we received from the break below the 
200 DMA and the November 3 trading low, have 
obviously a bearish message. However, last week’s 
decline was extreme in terms of price and volume. Cash 
and future volume jumped to the highest level since 
October 2008, which suggests that the down-move had 
the character of a classic capitulation. Furthermore, the 
short-term downtrend is too steep to be sustainable so 
alone form a momentum standpoint we expect a 
stabilization to be setting in soon.  

Former support at 2693 is now resistance and a break is 
required to open tactical upside towards 2737. 

Supports are at 2600 and 2555, where the latter represents 
the 38% retracement of the March/January 09 bull move.  

 

 

 

 

Whether we look at the cash or at the Euro-Stoxx future 
volume, in both cases we saw a huge spike to the highest 
level since October 2008. Volume spikes often mark 
temporarily turning points.  

The conclusion is that the Q1 correction has entered a 
final stage and the downside into our favored late 
February low should be limited from here.   

 

 

 

Chart 8. ) Euro Stoxx-50 Daily Chart  

 
Chart 9. ) Euro Stoxx-50 Daily Chart With Volume  
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European Equity Market Update:  
 

 

FTSE-100:  

Last week’s bounce was shorter than anticipated and the 
FTSE generated a fresh reaction low. With the whole 
correction taking the shape of a 5-wave structure, the 
momentum beginning to diverge and the big support at 
5000 points coming in sight we are expecting another 
attempt to stabilize this week. A wave-5 structure 
suggests that the current correction is moving into its final 
stages, which is inline with our view that in the next 2 
weeks we could see an important tactical low in the UK.  

A break above 5145 is required to open further tactical 
upside towards 5305. 

On the downside keep the important support at 5000 
(200-day moving average) on the radar screen.  

 

 

 

DAX-30:  

Compared to the Euro-Stoxx, the German market is still 
trading above the early November high and the 200 
DMA, offering support at 5312 and 5400, respectively.  

On the upside, a break above 5540 is required to trigger a 
bounce towards 5733.  

 

 

 

 

 

 

 

Swiss Market Index:  

Last week’s bounce ran into strong price resistance at 
6600 and it was finally the pull back basis for another 
strong tactical down-leg. From a trend perspective the 
market is heading into massive support at around 6150, 
which are the price lows of October and November. 
Given the increasingly oversold status of the market we 
expect this area to hold and to be the basis for our 
anticipated March/April rally.  

 

Chart 10. ) FTSE-100 Daily Chart  

 
Chart 11. ) DAX-30 Daily Chart  

 
Chart 12. ) Swiss Market Index  Daily Chart  
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European Equity Market Update:  

Defensives Outperforming  
Whereas financials and most high beta sectors continue to 
lose ground it is not a big surprise that defensive sectors 
are strongly outperforming. However, the relative 
performance is more selective than most expect since in 
the high beta camp we have in particularly the industrial 
sector surprising on the upside, whereas in the defensive 
camp utilities and telecoms are a big disappointment.  

In our 2010 strategy call we said that from an inter-market 
standpoint we expect a strong bear move in the bond 
market in H1 and the top in interest rate futures will be 
obviously closely linked to the current decline in equities. 
When equities are finding their low in the next 2 to 3 
weeks this should be the basis for a move up in yields into 
Q2 and this is obviously bearish utilities and telecoms. 
From a trend perspective we don’t expect the current 
underperformance in these sectors to change.  

 

On the other hand we have food, retail and personal 
strongly outperforming. Personal has hit a new relative all 
time high, which is a strategic breakout. Short-term 
probably overbought but from an investor standpoint a 
potential relative set back in the next few weeks would be 
an opportunity to buy/add.  

 

Food and retail are heading into stronger relative 
resistance. It remains to be seen whether both sector will 
be able to generate a relative breakout where the overall 
market is starting to stabilize. However, from a trend 
perspective these charts/pattern are bullish and form an 
investor standpoint we would use weakness to add/buy.  

 

 

 

 

Chart 13. )  DJS Food (.SX3P) Weekly Chart  
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Chart 14. ) DJ Personal & Household (.SXQP) Weekly Chart  
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Chart 15. ) DJS Retail (.SXRP) Daily Chart  
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 Dow Jones Stoxx Sector Overview: 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

DJ Stoxx, Eurostoxx and FTSE350 sectors can be traded via CFD and UBS will make guaranteed bid-offer spreads in 
them. Normal sizes are 5m EUR to 20m EUR with others available on request. All orders can be executed on an agency 
basis (execution commission is applied to all trades) and short rates, borrow rates and dividend rates pre-determined as per 
standard CFD agreement. 

 

* The above stock selection is a recommendation based on trend works, relative strength and pattern analysis. Most parts of the selection are based on a 

quantitative technical selection model. The character of the model is mainly trend-following. The aim is to provide a consistent top down approach and to 

give the medium-term oriented investor a selection of technically favourable looking stocks.  
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Weekly Technical Indicators: (Source: Pinnacle Data, Datastream) Charts: Metastock  
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