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08 Jan 10

The market recommendations contained in
this letter represent the opinions of the au-
thor. Such opinions are subject to change
without notice. Principals and employees of
United-ICAP may or may not trade in the
commodities discussed in this letter, taking
positions similar or opposite to the positions
discussed herein. The information contained
in this letter is taken from sources we be-
lieve to be reliable, but it is not guaranteed
by us as to the accuracy or completeness
thereof and is sent to you for information pur-
poses only.Commodity trading involves risk
and is not for everyone.

Seasonal Review

Since March of 2009 we have been expecting an extensive and extended rebound from the 1.1252 low for

the bear market correction of the 4.1586 to 1.1252 decline. This report updates our efforts to locate high

probability candidates for major, long term resistance.

Top Ten Main Points

1. Our first step in a seasonal cycle analysis is grouping average multi-month trends and then averaging

the multi-month trends. The result for 2Oil is updated on page 2.

2. The dominant phase of the average seasonal cycle in 2Oil is a pre-season rally from either a March low

or a June - July low into an October peak. Page 2

3. However this is not the whole story. Page 3 groups 25 years of seasonal peaks by year and calendar

month. The highest probability peaking months are October, January, and then March - in that order.

4. Page 4 plots the low for the year for each of the last 25 years. Page 5 details the long tradition of

summer lows. Once the present rally peaks one can expect downward pressure into summer 2010.

5. Our long term wave count for 2Oil is updated on page 6. The clear five wave pattern to the decline from

4.1586 to 1.1252 means this rally from 1.1252 must be a bear market rally. Page 7

6. Page 8 plots the range of high probability candidates for the conclusion of this presumed bear market

correction from the 1.1252 low. We plot both wave count targets and ratio retracements. Our initial

candidate for key resistance at 2.1830 as .618 <A> = <C> was exceeded just this week.

7. The purpose of the page 9 chart is to revisit the downside risk inherent in the bearish wave count. The

clear implication is that further serious weakness for the global economy is still ahead.

8. While the 2Oil is getting quite over bought, there is as yet no bearish RSI divergence. See page 10. And

in the candlesticks there is as yet no evidence of peaking action. Page 11

9. Pages 13 to 18 outline the sentiment history of the 2Oil market as measured by the ‘Bullish Consensus’

indicator of the Market Vane service.

10. The bulls need this rally to create a higher reading than 43% bulls. Otherwise a dangerous bearish

sentiment divergence will develop. This situation needs to be closely watched.
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 HIGHS

 LOWS

calendar
 months JAN       FEB       MAR      APR      MAY      JUN     JUL       AUG      SEP       OCT      NOV      DEC

NET      +1       – 1       – 5       – 2      Zero     – 6       – 5       +3        0       +11       +3       – 3

# Highs
@ Avg.
Date

# Lows
@ Avg.
Date

Total
Events

5 @
1/22

4 @
1/11

9             3              9            4             2            8             6             3             2            15           5             5

2 @
3/29

1 @
2/28

1 @
7/11

1 @
6/05

3 @
8/09

1 @
12/29

4 @
11/15

2 @
2/19

3 @
4/08

7 @
6/11

4 @
12/20

1 @
5/24

7 @
3/09

6 @
7/18 None None

13 @
10/11

1 @
11/30

1 @
4/27

1 @
5/02

2 @
9/07

2 @
10/18

•  Here we net out all seasonal highs and lows for spot 2 Oil on a calendar month basis for the years from 1979 through 2009

• The 2Oil market tends to bottom for the year in either March or June - July and then rally into an October peak.

• However this grpahic does not tell the whole seasonal story. See the next two pages.

2Oil Seasonality
1979 through 2009
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01 Sep 05

04 Nov 94

05 Nov 91

25 Nov 85

04 Dec 06

29 Dec 89

22 Oct 04

12 Oct 00

01 Oct 98

03 Oct 97

08 Oct 96

09 Oct 92

09 Oct 90

19 Oct 87

2 O i l
25 Years of Seasonal Peaks

06 Jan 09

23 Jan 04

31 Jan 00

15 Jan 87

28 Feb 03

03 Feb 94

04 Apr 02

14 Mar 08

27 Mar 96

31 Mar 89

   September          October         November       December         January          February            March                April

Seasonal Peaks

There are pre-season rally peaks and winter

demand rally peaks. The pre-season peaks

have always out numbered the winter peaks.
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Jan

Feb

Mar

Apr

May

Jun

Dec

Nov

Oct

Sep

Aug

Jul

18 Jan 07

03 Jan 05

30 Jan 02

26 Jan 96

11 Mar 09

15 Mar 95

10 Mar 94

03 Mar 92

02 Mar 84

05 Jun 90

14 Jun 89

18 Jun 85

24 Dec 08

07 Dec 01

31 Dec 97

14 Dec 93

30 Dec 91

02 Apr 04

11 Apr 00

31 Oct 06

05 Oct 88

16 Feb 99

02 May 03

14 Jul 86

30 Nov 98

2Oil - 25 Years of Yearly Lows

• Here we plot the low for each cal-

endar year for the last 25 years,

1985 through 2009.

• During August and September 2Oil

is typically in its pre-season rally up

from either a March or a summer

low. Hence there has never ever

been a low for the year during these

calendar months.

• Note the abundance of lows for the

year in December and January. It

has clearly not been safe to be long

2Oil simply because it happens to

be winter.

• Coming off a winter peak the two

highest probability bottoming

months have been March and June
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07 Aug 2007

11 Aug 1998

22 Aug 1994

12 Aug 1992

24 Aug 1987

16 May 2005

02 May 2003

05 May 1983

             May                        June                           July             August

09 Jun 2004

11 Jun 2002

01 Jun 1999
15 Jun 1998
20 Jun 1997
07 Jun 1996

10 Jun 1991
05 Jun 1990
14 Jun 1989

18 Jun 1985

20 Jul 2001
24 Jul 2000

21 Jul 1995

19  Jul  1993

14 Jul 1988

14 Jul 1986

27 Jul 1984

2Oil peaked in the summer of 20062Oil - Summer Lows

• Here we plot 25 years of

summer lows

• Not all pre-season rallies be-

gin from summer lows.

• We saw on the last page that

many pre-season rallies be-

gan from a March low

• Note that there were only

two years in the last 25

where there was not a trade-

able rally from a summer low

• In those two years, 2006 and

2008, the typical 2Oil sea-

sonality was overwhelmed

by severe turbulence in the

financial markets

2Oil peaked in the summer of 2008

13 Jul 2009

2 O i l
25 Years of Summer Lows
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2O i l  -  mon th l y  cha r t  -  l o g  s c a l e

A
1.0000

<I>
1.3100

.6690
<II>

<III>
2.2100

1.4530
-C- of
<IV>

<B>
1.1150

.6260
<A>

.4930
<C> of B

-B-
2.1700

1.5875
-A-

<V>
of C

4.1586

.2920

1.1252
A

in B
? ? ?

Long Term Wave Count - Main Points

1. The entire .2920 to 4.1586 advance is now being corrected

2. The 4.1586 to 1.1252 decline was the initial ‘A’ wave down

3. This rally from 1.1252 is the B wave bear market correction

3. The 1.1252 will be broken before 4.1586 is bettered

Potential ‘B’ wave Resistance

There are two sources for potential B wave resistance points

1. Ratio retracements of the A wave down as outlined in red

2. Possible wave count targets for the B wave up - see page 8
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2 O i l  -  2 7  J u l  0 9

<II>
3.3510

-II-
3.0955

3.0240
<I>

<V> of
C

4.1586

2.6712
-I-

-IV-
2.2113

Wave Count: the message

The ease with which the decline from 4.1586 to 1.1252 can

be counted as a five wave pattern suggests two things:

1. The decline shown here was only the initial leg down in

a continuing bear market

2. This rebound from 1.1252 is a bear market correction

Our focus since the 1.1252 low has been a search for the

highest probability resistance for the conclusion of this pre-

sumed bear market correction up from the 1.1252 low.

U n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A P

2O i l  -  d a i l y  cha r t  -  l o g  s c a l e

<IV>
1.6688

1.1914
-V- of
<III>

Repr int

1.8880
-III-

1.1252
<V>
of A
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2O i l  -  week l y  cha r t  -  l o g  s c a l e

( A )
1.5050

1.2785
( B )

1.1252
<V> of A

-A-
2.1289

1.4871
-B-

<A>
1.9738

1.6585
<B>

( C )
of -A-

1.8805

Possible Wave Count

In a complex ABC like this it is very difficult to be

confident about the wave count. We suggest it is bet-

ter to be comnprehensive than confident. Calculate

every possible wave count target. Yhen wait and see

what happens at each target. Peaking action, or not?

1.8703
-B-
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2O i l  -  month ly  char t  -  l og  s ca le

A
1.0000

<I>
1.3100

.6690
<II>

<III>
2.2100

1.4530
-C- of
<IV>

<B>
1.1150

.6260
<A>

.4930
<C> of B

-B-
2.1700

1.5875
-A-

.2920

<V> of
C

4.1586

Bearish Long Term Wave Count

Our bearish case is for an A = C in percent

loss where 4.1586 to 1.1252 was the ‘A’ wave

down. As in any ABC pattern he target for

the conclusion of the C wave down is a func-

tion of how high the B wave rallies. In this

case the B wave still looks headed higher.

in B up

1.1252
A

Downside Risk

To give some sense of the downside risk in this bearish

case model we calcuale the C wave target from two

possible B wave peaks:

•  From B as .382 of A the A = C in % loss targets .8130

•  From B as .618 of A the A = C in % loss targets .6190
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2O i l  -  da i l y  char t  -  l og  s ca le

w i th  14  day  RSI

RSI - Overbought, but no divergence yet

The RSI is clearly overbought. However

it has not yet given a bearish divergence

sell signal. The bears need a new high in

price with a lower high in the RSI
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 Monthly Chart

The candle for the month of December was ei-

ther a bullish hammer or a bearish hanging man.

If a hammer then January should roar higher. If a

hanging man January should dump lower.

Weekly Chart

Each of the last three weeks have given a bull-

ish tower for the weekly candlestick. A buliish

tower is a candle with a  long green body. There

is nothing bearish here.

Daily Candle - Fri 08 Jan

Today’s candlestick is best described as a bullish

hammer bottom. While not a textbook example,

it has the requisite long shadow below and the

rather short green body above.

 Bullish
Hummer

Bullish
Tower

Hammer

Bottom ?
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U n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A P2 O i l

A P P E N D I X  -  S e n t i m e n t  H i s t o r y
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77% Bullish
at the

.9075 high

75% Bullish
at the

.5870 high

17% Bullish
at the

.2995 low

19% Bullish
at the

.3700 low

33% Bullish
at the

.4800 low
27% Bullish

at the
.4630 low

71% Bullish
at the

1.1000 high

86% Bullish
at the

1.0780 high

30% Bullish
at the

.4260 low

6% Bullish
at the

.2920 low

Herding Behavior vs. Efficient Market Hypothesis?

The efficient market hypothesis would have us believe that the huge price swings

seen here are entirely the result of individuals making their own rational decisions

based on changes in market information. Herding theory maintains that people buy

and sell because others are buying and selling. In herding theory markets peak and

bottom when the emotional content of the market, driven by the herding instinct,

reaches an unsustainable extreme. 83% Bullish
at the

.7675 high

Sentiment Data
This sentiment data is
from the  Market Vane
www.marketvane.net

REPRINT
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6% Bullish
at the

.2920 low

83% Bullish
at the

.7675 high

11% Bullish
at the

.4930 low

90% Bullish
at the

1.0000 high

92% Bullish
at the

1.1100 high

21% Bullish
at the

.6735 low

42% Bullish
at the

.6690 low

85% Bullish
at the

1.3130 high

80% Bullish
at the

1.6030 high

88% Bullish
at the

2.2100 high

47% Bullish
at the

1.1680 low

45% Bullish
at the

1.4530 low

84% Bullish
at the

4.1586 high

Herding Behavior: Pre-Rational and Instinctual

It is easy from the lofty perspective of this history to ask

“What were they thinking?”

It is easy from the distance of history and the vantage point

of accumulated sentiment history to wonder how everyone

could be caught long at every major top and short at every

major low. These observations get at the nature of herding

behavior and the brilliance of a sentiment indicator like the

‘Market Vane’ system cited here.

22% Bullish
at the

1.1252 low

Market Vane: Tracking the Losers

The “Bullish Consensus” sentiment readings from ‘Market

Vane’ track the opinion of those who give investment advice

to individual traders. It is the individual traders who consis-

tently lose money in the markets. So at only 22% bullish at

the 1.1252 low, those who tend to always lose money in the

markets are 78% bearish or short. When those that always

lose money in the markets are all short, it is obvious that

the smart money is then betting on a rebound.

Sentiment Data
This sentiment data is
from the  Market Vane
www.marketvane.net

REPRINT
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2O i l  -  week l y  cha r t  -  l o g  s c a l e

45% Bullish
10/31/06

1.4530 low

73% Bullish
07/12/07

2.1429 high

66% Bullish
08/07/07

1.9313 low

89% Bullish
101/03/08

2.7475 high

71% Bullish
01/22/08

1.4075 low

89% Bullish
03/14/08

3.2220 high

83% Bullish
04/02/08

2.8489 low

77% Bullish
06/05/08

3.5350 low

58% Bullish
03/01/07

1.7957 high

53% Bullish
03/21/06

1.6550 low

60% Bullish
05/09/07

1.7849 low

64% Bullish
04/13/07

1.9257 high

Emotional Anatomy of a Bull Market

• First a note on the chart. Although this is a weekly chart the boxes

cite daily highs and lows

• How does a market go from only 45% Bullish to an amazing 92%

Bullish? Through the group dynamics of herding behavior. Traders

buy as they see others buying. The sentiment turns more and more

one-sidedly bullish the higher the price gets.

• And how does a market like this peak? When  everyone is already

long and all the bears have been squeezed out - the buying power

is exhausted. All are long waiting to sell into that next rally. When

that next rally fails to appear, all need to sell.

92% Bullish

One must go back to the 1.1100

high in October 2000 to find an-

other 92% bullish reading. From

there 2Oil fell to .4930 over the

next year of trading. Note also

that, so far, the sentiment in 2OIl

has NEVER been greater than

92% bullish. Buyers beware..

92% Bullish
05/22/08

4.0153 high

REPRINT

Sentiment Data
This sentiment data is
from the  Market Vane
www.marketvane.net
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92% Bullish
05/22/08

4.0153 high

77% Bullish
06/05/08

3.5350 low

82% Bullish
05/01/08

3.0681 low

81% Bullish
06/11/08

4.0150 high

77% Bullish
06/25/08

3.6870 low

78% Bullish
07/08/08

3.7982 low

65% Bullish
08/21/08

3.3510 high

61% Bullish
08/15/08

3.0240 low

2 O i l  -  2 3  N o v  0 8 U n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A P

2O i l  -  d a i l y  cha r t

Emotional Anatomy of a Top

• How does a market like this peak? Once everyone is long and all the

bears have been squeezed out the buying power is exhausted. All are

long waiting to sell into that next rally. When  that next rally fails to

appear, all need to sell.

• As we have detailed in the tutorials, peaking action in a sentiment

indicator is visible even before the final top. The peaking action takes

the form of divergence. New price highs accompanied by the failure

to make new highs in percent bullish is clearly peaking action.

84% Bullish
07/03/08

4.1350 high

84% Bullish
07/11/08

4.1586 high

Sentiment Data

This sentiment data is

from the  Market Vane

www.marketvane.net

REPRINT

Bearish Sentiment Divergence

Note that every new high since May 2008

was accompanied by a lesser percent

bullish. That is one level of bearish sen-

timent divergence - and it is a massive

top. On a smaller scale note that the

new high at 4.1586 failed to make a new

high in the precent bullish against the

4.1350 high. This is a second level of

bearish sentiment divergence. So the

sentiment indiactor gave more than

ample warning signals for the bulls



17

84% Bullish
07/11/08

4.1586 high

65% Bullish
08/21/08

3.3510 high

61% Bullish
08/15/08

3.0240 low

59% Bullish
09/24/08

3.0955 high

52% Bullish
09/16/08

2.6712 low

40% Bullish
11/04/08

2.2113 high

35% Bullish
10/28/08

1.8880 low

21% Bullish
12/24/08

1.1914 low

33% Bullish
01/06/09

1.6688 high

22% Bullish
03/11/09

1.1252 low

U n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A P

2O i l  -  d a i l y  cha r t  -  l o g  s c a l e

Sentiment Data

This sentiment data is

from the  Market Vane

www.marketvane.net

Bullish Sentiment Divergence

Back in December the sentiment at only 21% bullish was clearly

a bearish enough sentiment extreme for a major low. The

same was the case back in March at the 1.1252 low. What the

case for bottoming action was lacking back in December was

bullish sentiment divergence. The 1.1252 March low gave that

missing divergence - the price fell to a new low on the de-

cline but the sentiment failed to confirm with another new

low. A new low in price plus  a higher low in percent bullish

equals a sentiment divergence buy signal.

REPRINT
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30% Bullish
03/26/09

1.5050 high

27% Bullish
04/27/09

1.2785 low

37% Bullish
06/16/09

1.8805 high

30% Bullish
07/13/09

1.4871 low

22% Bullish
03/11/09

1.1252 low

U n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A PU n i t e d - I C A P

2O i l  -  week l y  cha r t  -  l o g  s c a l e

2 O i l  S e n t i m e n t  U p d a t e  -  a s  o f  0 8  J a n  0 9

Bearish Sentiment Divergence:

the beginning of the end ?

Here we track the sentiment shifts in the move

up from the 1.1252 low. Note that this past

weeks new highs were not accompanied by

new highs in the percentage bullish. This is

the first bearish sentiment divergence since

this rally from 1.1252 began.

Buyers beware. The sentiment warning light

has started to flash.

43% Bullish
01/06/10

2.2120 high

40% Bullish
08/06/09

1.9738 high

35% Bullish
09/25/09

1.6585 low

43% Bullish
10/21/09

2.1289 high

35% Bullish
12/10/09

1.8871 low

UPDATE


