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Tom’s Weekly Newsletter July 28, 2021 

We did not have a Newsletter go out last week so if you notice the missing 

date of July 21, 2021, that is why. 

We have one ready to go for this week and here it is: 

We are in the middle of the week for big tech earnings announcements. 

Thus far I have seen that a quarter of the S&P 500 has now reported second-

quarter earnings.  EPS is expected to grow 76% year over year for the period; 

this, according to Refinitiv.  This would be the best growth since 2009 

What does this say for the future of the markets?  It says the reopening trade 

for the economy may stay intact/ do well. 

I wouldn’t be too gung ho about going full on bullish and pile in or pile in more 

than you have as I wouldn’t be surprised to see a pullback to a degree based 

on a simple ‘Sell the news’ type situation post earnings. 

FED DAY! 

The Fed’s decision on interest rates was to leave rates unchanged – no 

surprise there, really. 

They are stating that they will continue to assess things going forward to help 

them with future decisions – I should sure hope so! 

Where there was talk about how divided the Fed is, this decision today was 

reported as unanimous. 

It seems no news is ok news as the markets didn’t really move that much off 

the lows they were trading at prior to the announcement.  Maybe intraday but 

not at the close. 

Tom Gentile 

C1P Chief 1-Percenter 

Four Corners of the Market 
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SPY - SPDR S&P 500 ETF Trust 
 

 
 
 
I love it when a technical chart pattern like old resistance becomes new 
support (and vice versa). 
 
It may not be as clean as one would like to see but it is still a reliable pattern in 
my book. 
 
This may play out on the SPY chart. 
 
The pivot high (all time high) around 437 was taken out to the upside 4-
trading days back and has consolidated a bit since; up to and including today. 
 
Despite the news of the Fed leaving rates unchanged and the fact we didn’t 
really hear anything new today the markets traded lower, but not 
dramatically so. 
 
And as long as SPY can hold this price level it may lead to higher price action. 
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TLT - iShares 20+ Year Treasury Bond ETF 
 

 
 
The island top did in fact take place and TLT dropped a bit, but the price of 
146 I said may hold, did. 
 
 Fast forward 4 and 5 trading days ahead and those two days formed what is 
known as a Bearish Engulfing candlestick pattern. 
 
This is usually found at resistance or a top of an uptrend.  The second bar on 
the right of the pattern is a bearish reversal day where it closes lower than it 
opens.  But this day follows a previous bullish day. 
 
The thing is the bearish day opens higher than the previous bullish day close 
and then ends up closing below the bullish day’s open (it may do this to the 
highs and lows but not necessary) 
 
This usually makes for a move lower in price.  It has so far, but the ascending 
support line on TLT is where it looks like it is digging in its heels… for now. 
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UUP - Invesco DB US Dollar Index Bullish Fund 
 

 
 
I have the candle chart on UUP up from the start of the year to present. 
 
When you look at the price scaling for it on the left hand. Vertical axis on the 
chart you will see it is only a price range of a point (give or take a few cents). 
 
This is why I am not an options trader on UUP.  As I have stated numerous 
times I use it to gauge a directional sentiment for the larger markets.  What is 
not so good for UUP is good for stocks and vice versa. 
 
I have the resistance line drawn in with the solid green line and the slightly 
descending resistance line with the dashed green line.  UUP may be in the 
upper part of its yearly range, but the recent peak is not as high as the 
previous one.  Along with that, the recent price action looks bearish. 
 
Not sure if UUP will trend all the way back to its yearly low, but what is not so 
good for UUP could be good for stocks. 
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USO - United States Oil Fund, LP 
 

 
 
The seasonal bullish pattern in Oil and Energy is technically over. 
 
Remember, the pattern usually runs from mid-Feb. to mid-July.  It doesn’t 
mean USO can’t trade higher still, but that is the usual time frame in which this 
bullish move plays out. 
 
We did see a pullback in USO recently (mid-July, who’d have thunk it?!) 
 
I mentioned in the write up for today’s (this weeks) panel on SPY how I love it 
when old resistance becomes new support and vice versa works out. 
 
Well, what was a price resistance area at 45 back in May of this year became a 
new support for USO 7 and 8-trading days ago. 
 
It has fought its way higher since then, but it has some overhead to fight 
through for me to feel bullish again.  That’s only a point higher so we should 
see shortly how it reacts at that price. 
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GLD - SPDR Gold Shares 
 

 
 
We pointed out in a previous newsletter it looked lek GLD was about to fill the 
downside gap from mid-June. 
 
What one should have noticed and can see now is the fact this completed a 5-
point rally off the combo of Darknet B and R signals. 
 
I drew in some dashed green lines to highlight that GLD may be testing a new 
support price at 168, (which was resistance it broke out to the upside of in 
early May. 
 
My sense now from a very short-term, more options trader focus, is if support 
holds and it moves higher it is going to have to contend with that most recent 
peak and price where the downside gap filled at 171. 
 
If GLD clears that then next resistance 173 and from there the top at or near 
179. 
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From the Desk of a CMT 
 
Market Topping? Multiple H&S Patterns Emerging 
 
 
Since the last article posted on July 7th, a number of potential Head & 
Shoulder (H&S) reversal patterns have been emerging in stocks that span 
different industries. 
 
The watchlist I use is slightly arbitrary, so it’s interesting to see. It’s not most 
names on my list but enough names to explore implications for the broad 
market indices which will be next week’s focus. 
 
Since H&S patterns tend to be reliable patterns with projected price targets, 
this article identifies aggressive and conservative approaches to trading a 
suspected pattern.  
 
An H&S pattern forms at major tops and has specific price and volume 
requirements. Price can break out of the pattern in a variety of ways which 
means traders need to have a strategy in place to take advantage of the 
potential opportunity.  
 
From the article that posted on June 30th, here’s how the pattern develops 
(see Figure 1 on next page): 
 
• There is an initial move upward in price (part of a standard upward 
trend) with good volume that reaches a new high (left shoulder) 
 
• Price retraces as part of the normal trend, possibly with a slight break of 
that upward trend, then makes a second move upward to new highs (head) 
which may be on less volume 
 
• A second retracement occurs with higher volume to a potential support 
line (neckline forming) which may be trending slightly upward, sideways, or 
slightly downward. This is a trendline in the making since we need price to 
touch it a third time to confirm it 
 
• A third rally fails to reach a new high (right shoulder) and is usually 
accompanied by less volume 
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• When price retraces from the right shoulder to the neckline, it is usually 
on increasing volume 
• Price may break down out of the pattern or find brief support at the 
trendline before breaking down 
• The projected move out of the pattern is the same distance measured 
from the peak at the head to the neckline (a measured move) 
 
 
 
Key considerations for trading this pattern: 
 
• A valid pattern follows volume requirements 
 
• Multiple shoulders on either side represents a complex pattern 
 
• A slightly downward trending neckline tends to be more bearish 
 
• Price may break through the neckline then return to the pattern with 
neckline support now serving as resistance 
 
• Price may move back up above the neckline and back into the pattern 
(failed break) 
 
A key benefit to monitoring these opportunities is because there provide 
relatively low risk entry points. 
 
If price returns to the pattern, it is a failed break, and you have a clear exit 
signal for a small loss. 
 
You can identify your entry risk versus potential reward because the pattern 
provides a price target. From the article posted on 7/7/21 … 
 
Once a break occurs, prices may move back up to test the pattern neckline 
(now serving as resistance). Decreasing volume on the advance to the 
neckline may provide a good low risk entry point since such conditions favor a 
reversal in price. 
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Figure 1: MU Daily Chart with Fibonacci Levels (38.2% level as neckline) on 
7/27/2021 
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It’s not textbook volume, but strong volume on the recent decline is key. The 
Fibonacci levels provide an objective neckline ($75.37) and with a slight 
pattern break last week and a stronger break today, MU may be providing us 
with an opportunity. Price declined 2.7% to close at 74.22 which is 1.5% 
below the neckline. 
 
Pattern Measurements: 
 
• Measured Move (head to neckline): 95.59 – 75.37 = 20.22 
• Breakdown Price (neckline): 75.37 
• 3% Filter on Breakdown (see below): 75.37 – (75.37 x 3%) = 73.11 
• Price target (neckline less measured move): 75.37 – 20.22 = 55.15 
 
A move to $55 is a substantial decline and one that is below the 61.8% 
Fibonacci level of $62.88. Fibonacci levels don’t play a role in H&S patterns 
but it’s reasonable to identify other areas of potential support along the way. 
 
Note there is not an expected window of time for this projection to be 
reached, so option traders must proceed with care in terms of the expiration 
month chosen. Since the pattern develops over weeks and more typically 
months, it’s reasonable to expect price to take some time to reach the target 
with a valid pattern. Monthly or quarterly options are more appropriate than 
short-term weekly ones. 
 
Entry Strategies 
 
3% Filter: Given the size of the projected move and the need to confirm a valid 
break from the pattern, many traders will use a filter or minimum move away 
from the pattern to enter a position. This is a more conservative approach 
then entering a position on the day following a break. It would prevent 
someone from entering a position on July 20th, one day after a slight close 
below our neckline. 
 
Time Filter: Rather than requiring price to move certain distance from the 
pattern (%), some traders wait for confirmation by requiring multiple closes 
below the neckline (2 or 3). Again, this is a conservative approach to the 
pattern. This article posts Wednesday, 7/28/2021 which has the potential to 
be the 2nd close below the neckline. 
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Retest neckline: A third conservative approach which may not materialize is 
to wait for price to return to the neckline to test the pattern break. Volume 
should be decreasing with the move to the neckline, and you may want to 
consider additional technical tools to assess the likelihood of resistance 
holding. 
 
No Filter: As an aggressive approach, a trader may enter a position on the day 
following a pattern break. A return of price into the pattern would require a 
quick exit. The one benefit is it should be a small loss given proximity to the 
neckline. 
 
Exit Strategies 
 
A wise trader I know once advocated for students to consider an 80% move to 
the projected target. This translates to a $16 move for MU to $59 if successful.  
 
Such a move remains substantial. 
 
1. Exit for a loss: Exit the position if price closes above the neckline two 
consecutive days (exit filter on price) 
 
2. Exit for a loss: Exit for a loss when your max risk is reached 
 
3. Exit for a profit: Exit the position when the price target (or 80% the 
distance to a target) is reached. 
 
4. Timed exit: For option traders, exit the position 30 days prior to 
expiration if time decay is negatively impacting the position 
 
5. Partial exit: Monitor premiums and implied volatility (IV) levels for 
options near the earnings day since a seasonal increase may add value to a 
long premium position (and beware the subsequent IV crush). 
 
There quite a few option case studies that can be discussed at this point, so I’m 
afraid determining the strategy is left to the reader and their personal 
preferences. Keep in mind there are no guarantees price will reach the target 
(failed pattern) and money management and risk management remain key. 
Allow time for the move to take hold and check IV levels to maximize your 
strategy selection. 
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Have a plan!  
 
I don’t believe the MU opportunity is gone with a break on Tuesday, 
7/27/2021 if one of the filters suits your style. If that isn’t the case, consider 
checking out these other stocks to see if valid H&S reversals are taking shape 
(again, no guarantees, worth monitoring): 
 
FXI 
JPM 
CAT 
TTWO 
X 
FCX 
 
As mentioned, the breadth of industries including in this list make a market 
assessment a good idea right now. That will be covered next week. 
 
Regards, Clare White, CMT 
 
 
Thank you, Clare! 
 
Tom Gentile 
C1P (Chief 1-percenter) 
 
Disclaimers 
Stock and options trading has large potential rewards, but also large potential risk. 
 
You must be aware of the risks and be willing to accept them in order to invest in the stock and 
options market.  Do not trade with money you cannot afford to lose. 
This is neither an offer to buy/sell/ or recommend a particular stock or option. 
 
Hypothetical or simulated performance results have certain inherent limitations.  Unlike an actual 
performance record, simulated results do not represent actual trading.  Also, since the trades have 
not been actually executed, the results may have under or overcompensated for the impact, if any, 
of certain market factors, such as lack of liquidity.  Simulated trading programs in general are also 
subject to the fact that they are designed with hindsight. 
 
No representation is being made that any account will or is likely to achieve profits or losses similar 
to those shown. 
Disclaimer of Warranties and Liabilities Tom Gentile and TomsTradingRoom, LLC including 
employees, consultants, and editors ("Publisher") cannot and do not warrant the completeness or 
accuracy of the content found in our areas, or its usefulness for any particular purpose. 
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Tom Gentile and TomsTradingRoom, LLC also make no promises that our content or the service 
itself will be delivered to you uninterrupted, timely, secure, or error-free.  Under no circumstances 
will Tom Gentile and TomsTradingRoom, LLC be liable for direct, indirect, incidental, or any other 
type of damages resulting from your use or downloading of any content on our site. 
 
This includes, but is in no way limited to, loss or injury caused in whole or in part by our negligence 
or by anything beyond our control in creating or delivering any portion of Tom Gentile and 
TomsTradingRoom, LLC. 
 
You are agreeing that you bear responsibility for your own investment research and investment 
decisions.  You also agree that Tom Gentile and TomsTradingRoom, LLC will not be liable for any 
investment decision made or action taken by you, or others based upon reliance on news, 
information, or any other material published by Tom Gentile and TomsTradingRoom, LLC. 
 
Tom Gentile and TomsTradingRoom, LLC relies on various sources of information that we believe 
to be accurate and reliable. However, we make no claims or representations as to the accuracy, 
completeness, or truth of any material contained on our site. 
 
Tom Gentile and TomsTradingRoom, LLC are educational portals, providing content for educational 
and informational purposes only.  Neither Tom Gentile nor TomsTradingRoom, LLC are a 
broker/dealer.  Investors need a broker to trade stocks and options and must meet certain 
requirements.  All securities, futures, and investments data and ideas are offered to self-directed 
investors.  All prices in USD unless noted otherwise. 
A full disclaimer can be found here:  http://www.tomgentile.com/legal_disclaimers.html. 


