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MONTHLY PROCESS OF ABSTRACTION 

The Monthly Market Analytics & Technical Analysis  Report is an integral part of our  monthly Proces s of Abstraction 

research methodology . The process starts monthly from the Tipping Points and completes with a final Synthesis. 

The sequence is op timized to align with the established Macro Economic Data releases.  

Plan  Release  

Date  

Service  Focus  Coverage  

I I I.  3rd Saturday  

of the Month  

Global Macro Tipping Points 

(GMTP)  

  

   Tipping Points  

Abstraction  

Abstraction  

Tipping Points  

Global Macro  

US Economy  

IV . 1st Day of the 

Month  

Market Analytics & Technical                                  

Analysis (MTA)  

  

   Technical Analysis  

Market Analytics  

Market Analytics  

Technical Analysis  

Fundamental Analysis  

Risk Analysis  

I I . Day Following  

Monthly Labor 

Report  

(~ 1st Saturday)  

Monthly Market Commentary  

(MMC)  

Synthesis  Commentary  

   Synthesis  

Thesis  

Commentary  

Conclusions  
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MARKET ANALYTICS  
HIGHLIGHTS -  What You Need to Know  
 

 
The market action since March 2009 is a be ar market counter rally that has completed  the  classic ending 5 Wave 
3-3-3-3-3 diagonal pattern  we have been predicting since March 2009 . The Bear Market , which started in 2000 , will 
resume in full force once a broad 'rounded top' formation is completed with cascading weakness across multiple 
markets presently being clearly evident . The rounded top formation is not yet completed . 
 
We are now  in the midst of the  'rolling  top' . We are seeing  broad based weakening analytics and cascading warning 
signals.  This behavior is typically seen near major reversals .  It  is all part of a final topping formation and a long 
term right shoulder technical construction pattern.  I expect the rounded top to be shown to have been centered on 
the markets June 17th Quadruple Witch.  It will take a further 2-3 months to complete . 

 
Rounded Top  patterns are extremely difficult to trade as trading reversals are significant and frequent  with high 

volatility . This adds to the confus ion about market direction. Th e market behavior should be viewed as the market 
forces being in the process of systemically changi ng balance. It is ver y typical  of major reversals.  

They are protracted affairs.  
 
Highlight ed examples of continuing weakening analytics and warning signals are as follows :  

 
CONSUMERS 
 
-Consumer and small business sentiment remains a t levels associated with other recent recessions. The 
trend in sentiment since the Financial Crisis lows has been one of slow improvement. The August final 
numbers from the Michigan survey are cons istent with deep recessions.  
-  The University of Michigan Consumer Sentiment Index has plunged from 77.5 in February to 55.7  in 
August . There was a similar large drop in August 1990, another in September 2001, and a third one in 
October 2008. All three were associated with recessions an d turned out to be big sell signals for the stock 
market.  

-  The plummet  in August clearly signal s, that  a recession is on the way. That's the reading of the 
environment reflected in the Conference Board's August Index of Consumer Confidence. It fell by 25%  
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m/m to 44.5. The latest figure was the lowest since April 2009 and it was well short of Consensus 
expectations for a reading of 53.3.  
-  I t was a decline in the expectations ' subgroup of confidence which led the downturn with a 30.7% m/m 
drop.  
 -  What cont inues to stand  out to me is that against comparable prints taken at financ ial crises and 
tragedies of the past , such as the October 1987 market  crash, Desert Storm, LTCM, the dot com collapse, 
September 11, Katrina, and Lehman , they are substantially WORSE and getting worse fast !  

 
 INVESTORS  
 

-The NFIB Small Business Optimism Index stands at 89.9, well below 100 and continues to deteriorate.  
-  The National Association of Active Investment  Managers (NAAIM)  shows that on average they are 
extremely bearish at  22.19%, having plummeted from last quarter's average of 66.99% .  
-  We have had a protracted period of Divergence with the Smart Money Index. This suggests the Smart  
Money does not believe this bull market  is real , but  believe it is an unhealthy and artifi cial market.  Since 
the August sell -off , we see the Smart Money trying to buy the lows as the Dumb Money exits. The Smart 
Money see s a trading opportunity, not an investment opportunity; or the volumes and smart money would 
have been buying the rally since the March 2009 lows.  
-  The  Surprise I ndex measures the divergence between actual data  and economists' forecasts, and is  

 therefore another form of sentiment or expe ctations index. Economists are at a near record divergence  
against the reality of the data, and net bullish market sentiment is also at a near record divergence  to how 
the data is coming out versu s expectations.  This is highly unusual and should be consid ered a market 
warning.  

 
 CURRENT MACRO EXPECTATIONS  
 

OUR CURRENT MAC RO EXPECTATIONS FOR FINANCIAL EQUITY MARKETS  
The following schematic best represents the US S&P 500 Stock Index  

 

 

 

We still consider ourselves to be 

WITHIN  the Rounded "M" Top .   

 

We will need to put in the right 

side 'external strength' of the "M" 

pattern later this fall.  

 

HOWEVER, the bottom of the "V" 

is not yet in -  Early fall will be 

scary!   

http://www.businessinsider.com/contrarian-data-point-to-downside-risk-2011-7
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Rounded Top  
 
It appears the rounded top formation pattern we have been predicting is unfolding with the rounded top pattern 
now being centered as shown  below on the October  quadruple witch.   
 
This may shift with the final 'V' of the "M" still to be  put in .  
 

 
 

A strong Bear Market counter rally is too be expected as the Rounded Top is retested.  
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Markets demonstrate "Fractals" at all levels. It is highly likely the rounded top formation will demonstrate a 
'mirrored' fractal of the initial half of the rounded top , giving us some gauge of its duration.  
 
 
A perfect fractal symmetry is not mandatory at significant pivot reversals.  
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SHORT TERM ï Tech nical Analysis  
 
Gann  Analysis  

 

 
 

THE FINAL 'V' OF THIS  TOPPING "M" PATTERN IS STILL TO BE PUT IN.  

 
¶ Our proprietary Bomar Band shown in red above will rise quickly and determine support for the current 

market weakness.  
 

¶ We expect further weakness in early fall with a strong yearend 
rally driven by global central bank actions.  
 

¶ The Secular Bear Market has resumed so you can expect rising 
upward counter rallies  to force short covering and therefore to be 
violent.  

  



 

9 September 2011 Edition                                                                Restricted & Confidential 
Copyright 2011 © Gordon T. Long    All Rights Reserved                                                        general@GordonTLong.com 

 

Elliott Wave  
 
There are a number of wave counts for the current market wea kness. All count as incomplete five  waves or 
impulsive structures.  
 
The impulsive structures  are suggestive that the Secular Bear Market has resumed.   
 

 

 

 
The detailed tradable Elliott Wave  count which specifically aligns with the 

Gann Analysis above is not available within this service . 
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Channels  
 
The market is presently trading between various longer term regression channels as show n below.  
 
Boundary conditions associated with 3 and 4 standard deviation Bollinger  Bands are also playing into the mix (not 
shown on the chart below) , as well as the 160 WMA (shown below)  
 
 

 
 

 

Expect a violent move up once final support is 

found. The RSI on a long term basis is becoming 

highly stretched. 
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Sentiment  -  Consumer, Investor & Trader  

Consumer Confidence - Conference Board 
 
The Consumer Confidence number s totally collapsed in August  falling to 44.5 .  
 
What additionally stands out to me is that  against comparable prints taken at financial crises and tragedi es of the 
past such as the October 1987 markets crash, Desert Storm, LTCM, the dot com collapse, Se ptember 11, Katrina, 
and Lehman they are WORSE  and getting WORSE !  
 

 
 

Conference Board (SA, 1985=100)  Aug  Jul  Jun  Y/Y %  2010  2009  2008  

Consumer Confidence Index  44.5  59.2  57.6  -16.4  54.5  45.2  57.9  

 Present Situation  33.3  35.7  36.6  33.7  25.7  24.0  69.9  

 Expectations  51.9  74.9  71.6  -27.9  73.7  59.3  50.0  
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The economic environment is OK for now, but a recession is on the way. That's the reading of the environment 
reflected in the Conference Board's August Index of Consumer Confidence. It fell by one -quarter m/m to 44.5 after 
a moderate, little - revised 2.8% July increase. The latest figure was the lowest since April 2009 and it was well 
short of Consensu s expectations for a reading of 53.3. During the last ten years there has been 47% correlation 
between the level of confidence and the three -month change in real personal consumption expenditures.  

While both of the index components fell, it was a decline in the expectations subgroup of confidence which led the 
downturn with a 30.7% m/m drop. Expectations for improved business conditions and employment in six months 
both plummeted and were near the lowest levels since early -2009. Income expectations also fe ll to their worst 
since the Fall. Lower oil prices and the weak economy probably caused consumers to expect the inflation rate in 
twelve months to hold at a lower 5.8%, the lowest since February. However, interest rates in twelve months were 
expected to be  higher by an increased 58.9% of respondents while just 13.8% expected rates to fall. A greatly 
lessened 20.7% of respondents expected stock prices to rise while an increased 50.3% expected decline. A higher 
4.9% planned to buy a home within six 
months.  

The present situations component of the 
consumer confidence index fell 6.7% to 
33.3, the fourth consecutive monthly 
decline. Nevertheless, it remained up by 
roughly one - third versus twelve months 
ago. Business conditions were seen as 
good by a slightly dimin ished 13.7% and 
as bad by a slightly increased 40.6%. 
Jobs were seen as hard to get by a higher 
49.1% of respondents which was nearly 
its cycle high.  
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Consumer Sentiment - Michigan  
 
The University of Michigan Consumer Sentiment Index plunged from 77.5 in February to 67.5 in March.  Drops of 
this magnitude are rare. But when they happen, they send the message: Look out below!   
 
Since then the index has risen somewhat , BUT IS STILL TRENDING LOWER . 
 

¶ February   77.5  
¶ March   67.5  
¶ April   69.8  
¶ May   74.3  
¶ June   71.5  
¶ July   63.8  
¶ August   55.7  

 
As you can see from the chart below , this indicatorôs history is impressive é  
 

 

 
 

 
 
  
























