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BIOTECH BUBBLE BURST - capitalizing on the next dowleg...
originally published October 21st, 2015

Older subscribers may remember the nursery rhyme from when you were young children, which went
"Humpty Dumpty sat on the wall, Humpty Dumpty had a great fall, all the King’s horses and all the King’s men
couldn’t put Humpty together again.” Humpty was a large egg who sat on a wall and fell off it and smashed to
pieces. The Humpty Dumpty story is a metaphor for a situation where something is irretrievably smashed,
broken, and there is no going back to the way it was. This is exactly the situation of the Biotech sector right
now after its catastrophic high volume breakdown from a parabolic uptrend - it is just entering freefall and will
smash to pieces. The Biotech sector is an earningsless bubble which is ending in exactly the same way as the
NASDAQ bubble of 2000.

We can see the breakdown from the giant parabolic slingshot uptrend to advantage on the 10-year chart for
Biotech iShares, IBB, which is a sector proxy. We can also see on this chart how the breakdown from the
uptrend was on huge volume that has crashed the On-balance Volume line, a very bearish development.
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BROKEN -those who remember the NASDAQ crash of 2000 should know the script - and

know what happens next - a prolonged and severe bearmarket. Biotech was just another

earmningsless bubble. and now the parabolic uptrend has been broken, it's game over. If

the broad market drops again soon, as looks likely, so much the worse for it. The heawy

downside volume following the breakdown from the parabola is another sign that this
sector is doomed. GREAT SHORT HERE AHEAD OF THE FED.
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On the 6-month chart for IBB we can see that the breakdown from the parabolic uptrend has occurred in two
distinct stages. The first plunge was triggered by the broad market plunge late in August, when the reverse
repo market was on the verge of imploding and the Fed waded in with half a trillion dollars to save it. It then
recovered well thanks to being bid up by latecomers to the Biotech party who thought they gotten a bargain,
but it did not get back above the failed parabolic trendline. Then in September a more serious plunge ensued
on very heavy volume, as it became clearer that the government was going to go after the sector and bleed it.
This was very bearish action, and what has happened since is that a bear Pennant has formed as the broad
market has staged a bearmarket rally to form the Right Shoulder of a gigantic Head-and-Shoulders top, as
discussed in yesterday’s update. If this is the best it can do as the broad market has rallied, then “look out
below!” The timing of the breakdown from this bear Pennant and the next plunge is that it looks set to
synchronize with the next Fed meeting on the 27th of this month or right after, so short positions should be
taken ahead of this date.
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There are various ways that we can capitalize on this expected plunge. One is to do Puts in IBB itself. Another
is to short various Biotech sector stocks, and still another, which we will look at now is to buy bear ETFs in the
sector. Non-leveraged bear ETFs are too boring and pedestrian for us, so we won't bother looking at them and
will skip straight to a twice leveraged and thrice leveraged ETF.

A good vehicle for playing a Biotech sector collapse is the ProShares Ultrashort NASDAQ Biotech ETF,
code BIS, which closed last night at $36.73. On its 7-year chart shown below we can see that it has fared
terribly since it came into existence in 2010 having been locked in a brutal and persistent downtrend, which is
hardly surprising given the massive ramp in the Biotech sector during this period. However, during the past
few months, we can see that not only has it broken out of this downtrend, but it has done so on stupendous
volume that has driven the volume indicators shown on this chart through the roof. This is very bullish action
indeed - and since this is an inverse ETF, it is very bearish indeed in its implications for the Biotech sector.
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is an inverse ETF.
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The 7-year arithmetic chart for BIS gives us a different perspective. It enables us to see more clearly the
ruinous losses in this ETF since it came into existence, and also makes it look like it has been in a basing

phase this year, which is not apparent on its log chart.

http://'www.clivemaund.com/print.php?art_id=3605

21.10.2015 15:46



Clive Maund

 sur 7

BIS ProShares UtraShort NASDAQ Bictechnology Nasdaq GM @ StockCharts.com
20-0ct-2015 34 | 36.88 51 .73 Volume 1.1M +2.21 A0%) &
- Accurn/Dist

Big surge in A ccum-Distrib line on the breakout is bullish.

PROSHARES ULTRASHORT NASDAQ BIOTECH: |17

W BIS (Daily) 36,73

—MA(50) 33.00 ks .
—MA(200) 32.99 [ 7-year, arithmetic {100
! -
1400
* The arithmetic chart for the same timeframe | 1399
provides a different perspective and makes [1200
itlook like BIS has been basing. 1100
1000
900
800
700
- 600
- 500
400
300
200
- 100
e
A JOMAJOM AJOT2A) 013 A ) 01A D15 A J 018 A J
Ml volume 1.15M, EMA(60) 1.12M
am
Volume expands to stupendous levels as BIS breaks s

out of its long downtrend. This is very bullish - and
bearish for the Biotech sector,

= On Balance Vol

Massive volume on two stage breakout drives OBV through the roof.

e

09 A J O A J OM A J 012 A JOTI A JOIMA J 015 A J O A J

On its 6-month chart we can see how BIS made an initial lunge at its falling 200-day moving average back in
August, but since moving average alignment at that time was still bearish, it was unable to hold its gains, and
gave them all back. However this first assault drained off a lot of overhanging supply, with the result that the
2nd attempt at a breakout in September was much more successful, so that the price broke clear above its
200-day moving average and has stayed above it which has led to the bullish moving average cross that is
occurring right now. The Pennant that has formed in recent weeks is expected to complete soon and be
followed by another strong upleg, similar to the last, which is likely to occur immediately after the next Fed
meeting on the 27th, but could even commence sooner. BIS is thus viewed as a buy ahead of the Fed
meeting.
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Finally, for the gamers amongst you we have an even more leveraged inverse ETF, the Direxion S&P
Biotech Bear 3X Shares, code LABD, which only came into existence back in May of this year. Due to its
higher leveraging, this makes bigger percentage gains on its uplegs of course, but equally it also reacts back
more heavily. The trick with this is to take profits immediately it looks like an upleg (downleg in the sector) is
starting to exhaust itself. This is definitely not for the timid, so it's a case of “if you can't stand the heat, stay
out of the kitchen”. Again, those interested will probably want to take to take positions ahead of the Fed
meeting on the 27th.
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End of update.

Note that this article will be filed under ETFs in the Archive

Posted at 9.20 am EDT on 21st October 15.
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