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Technical Comment 

 
eResearch Corporation is pleased to provide an article, authored by Bryan Sapp, Analyst at Schaeffer’s 

Investment Research, in which Mr. Sapp takes a look at the Death Cross. Technicians refer to a Death 

Cross when there is an intersection of the 50-day and the 200-day moving average of a market index or a 

stock price. 

 

The article, which begins on the next page, is entitled: “Are Markets Deathly Ill As They Seem?”.      

 
Schaeffer’s Investment Research Inc. offers real-time option trading services to investors, as 
well as a full array of print and multi-media educational offerings, including daily, weekly and 
monthly newsletters. The SchaeffersResearch.com website provides financial news and 
commentary, as it happens, throughout the market day, plus stock screeners, filters, and many 
other option tools to give investors an edge. 
 

 
 
Schaeffer’s monthly Option Advisor, the nation's leading options newsletter and the company's 
flagship publication, has been published since 1981. Every month, Bernie Schaeffer and his 
team of analysts provide subscribers with 10 new suggested option trades, with commentary 
accompanying each trade. Option Advisor also includes a monthly column by Mr. Schaeffer, in 
which he comments on the news and discusses longer-term market trends. 
 

You can learn about Schaeffer’s Investment Research at: http://www.schaeffersresearch.com  
 

eResearch was established in 2000 as Canada's first equity issuer-sponsored research organization. We 

are a primary source for professional investment research, focused primarily on small- and mid-cap 

companies. Our research and analysis is of institutional quality, and has the potential to reach millions of 

global investors through our extensive electronic distribution network. 

 

Bob Weir, CFA 

Director of Research  

 
Note: All of the comments, views, opinions, suggestions, recommendations, etc., contained in this Article, and which is 

distributed by eResearch Corporation, are strictly those of the Author and do not necessarily reflect those of eResearch 

Corporation. 
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June 26, 2012 
 

Real-Time Market Insights  
 

Are markets deathly ill as they seem?  
Death crosses may not be as sinister as once inferred!  
By Bryan Sapp  

Markets have been in a volatile choppy period for some time, but the primary trend still remains 

down since April. Fears out of Europe continue to surface and each new headline seems to incite 

more fear within the markets. As I went through the scans this morning, looking for new trade ideas, 

I couldn't help but notice that there are an inordinate amount of death crosses that have recently 

formed, or are about to be formed.  

For those not familiar with technical analysis, a death cross is a sell signal that forms when a 

descending 50-day moving average pierces the 200-day moving average that is below it. This is 

viewed as a bearish technical indicator, and will often become mainstream fodder when the S&P 500 

Index (SPX) experiences the same setup. 

Below is a chart of the SPX going back to the beginning of 2010. The vertical purple lines indicate 

the location of the past two death crosses, where the 50-day moving average (the red trendline) was 

descending and pierced the 200-day moving average (the blue trendline). As you can see, each of 

these two instances occurred very close to a near-term bottom, with the July 1 death cross actually 

marking the bottom to the day.  
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One rule that applies very well to trading is if an indicator is universally and widely followed, it 

probably isn't very valid. Over the course of the past few years, technical analysis has really taken a 

foothold among the tools of active market participants. Seemingly, everyone who trades the markets 

is at least familiar with technical analysis, even if they don't use it for individual trading setups. 

For this reason, we believe that what previously could have been a reliable indicator can now be 

viewed as a suspect one. Markets are about expectations, and when everyone is expecting the 

same technical breakdown, it oftentimes won't occur. I vividly remember CNBC doing a bearish 

piece on the technical death cross back in July 2010. Whenever something as obscure as this goes 

mainstream, your radar as a contrarian should be going bananas.  

After observing a good deal of death crosses on my charts this morning, I had Schaeffer's Senior 

Quantitative Analyst Rocky White do a study correlating the number of death crosses on individual 

stocks to price action on the SPX as a whole. The graph below overlays the number of occurrences 

with price action. What's interesting is that spikes to extremes -- which should be very bearish 

situations -- are actually very bullish on both the near term, as well as longer term. The past three 

times that the number of death crosses spiked above 100, this was an excellent buying opportunity.  
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If you zoom in a little to look at more recent price action, you'll see that the spikes in the number of 

occurrences near present levels were excellent opportunities for long entries.  

 

 
 

By no means is this a standalone indicator, but it's a great example where being a contrarian can 

very often pay off in spades. Most market participants are conditioned to see these death crosses as 

extremely bearish signals, and when the crowd leans one way, it is typically wrong. Couple this with 

the rampant bearish sentiment that has surfaced as a result of the European crisis, and I view 

present market levels as a great trading opportunity from the long side. 
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