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Market Overview 
 
 
 

 

       
 
Summary of Recent Active Studies (see http://QuantifiableEdges.blogspot.com or 
Letters from listed dates for details) 
 
Study Date Description Time span Bias Avg Max Move
Active
September 21, 2009 5ma of Equity P/C 20% below 200ma 1-3 days
Se

Bearish
ptember 21, 2009 Op-ex week up 2%-3% 1-5 days

Active - Long Term
Se

Bearish -1.20%

ptember 14, 2009 Nasdaq/S&P Lead/Lag Model Bullish
September 11, 2009 Appel Daily Breadth Impulse Signal 1-20 days Bullish 5.00%
July 14, 2009 VIX:VXV drops below 0.9 2-5 months
Dropped Tonight  
Se

Bearish

ptember 17, 2009 Up Issues > 70% twice. Vol & close high 1-2 days Bullish  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 
active.   
 
Short-term Outlook – updated 9/21 
The Bottom Line 
The week after op-ex week is typically rough.  This is especially true when op-ex week is 
strongly positive.  The rise over the past week has also been accompanied by consistent 
very low readings in the CBOE Equity P/C Ratio.  This also suggests a short-term bearish 
edge.  The evidence suggests short-term risk/reward is favoring the downside.  It may not 
take much of a pullback to flip the edge to the upside though.     
 
The Evidence 
After gapping higher the market traded in a fairly narrow range for most of the day.  The 
S&P 500 and Nasdaq Composite both put in inside days before closing up about ¼%.  
Breadth was slightly positive.  The NYSE Up Issues % came in at 57% and the Up 
Volume % at 51%.  Total volume came in at the highest level in months – although it was 
aided by options expiration. 



 
The CBOE Equity put/call ratio was consistently low last week.  The 5-day average is 
0.53, which is nearly 22% below the 200-day average of 0.68.  We’ve seen numerous 
times lately how extremely low 1-day readings often lead to a pullback in the SPX the 
following day.  When the 5-day average gets extremely low as it is now that can also lead 
to a short-term pullback.  Below is a study that exemplifies this. 
 

 
 
Most notable and also most compelling about this study is the fact that all instances have 
occurred after the March bottom.  Prior to that the 5-day ratio had never stretched 20% 
below the 200-day.  This is another sign of just how extreme the current bull move has 
become.  It also makes the results that much more impressive from a negative standpoint 
since they were achieved during a 60% run-up in the market. 
 
I noted in Thursday night’s Letter that strong expiration weeks are often followed by a 
pullback the following week.  The excerpt below is one I ran Thursday night as well.  It is 
from the July 20, 2009 Subscriber Letter. 
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Below are a couple of studies that appeared in the 4/20/09 Letter. 
 

 
 
When op-ex week closes higher there tends to be a bearish tilt to the following week.  As 
in the 4/20/09 Letter I also broke down returns by the % gained option expirations week. 
 

 
 
While the % winners doesn’t change much, risk/reward tilts more negative the higher the 
op-ex week returns. 
 
Tonight I decided to look at those instances where the market close between 2% and 3% 
higher like this past week. 
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The Aggregator chart is updated below. 

 
 
Between the CBOE Equity Put/Call Ratio study and the rise during op-ex week study the 
net expectation from the studies has now turned slightly negative.  This can be seen with 
the green Aggregator line positioned at -0.03.  Meanwhile the black Differential line 
remains solidly below zero as the market has strongly outperformed expectations over the 
last 3 days.  Both lines below 0 means we are overbought and with bearish short-term 
expectations.   
 
Tomorrow will be a key day for the next few days.  Should the market drop we could see 
both bearish studies achieve their expectations fairly easily.  The black differential line 
would also likely spike back up above zero in such a scenario since Wednesday’s strong 
move higher will fall out of the calculation.  The Aggregator is set to flip positive 
tomorrow without any additional studies or any of the current studies reaching 
expectations.  In other words, a down day tomorrow would likely flip both lines above 
zero, leaving us with a bullish expectation going into Tuesday.  An up day could lead to 
one or possibly both lines remaining below 0.  For now the short-term edge is down.  It 
could change quickly, though so make sure not to overstay your welcome if you’re short.  
A good move lower tomorrow would eliminate much of the short-term edge and could be 
a nice opportunity to remove short exposure.   
  
 
Intermediate-term Outlook (2 weeks – 2 months)– updated 9/21 – somewhat bullish 
Nothing really has changed since last week from an intermediate-term standpoint.  In last 
week’s Letter we reviewed 2 bullish indications and one bearish.  The bullish indications 
came from 1) the Nasdaq/S&P 500 Relative strength chart, which is tracked on the 
website and 2) The Appel Daily Breadth Thrust signal which is triggered by a high 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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reading in the Up Issues % 10-day ema.  This can also be seen on the charts page.  Both 
of these indicators remain bullish.  We’ll need to see continued outperformance by the 
Nasdaq and solid breadth readings this week for both indicators to remain bullish. 
 
I also noted last week that it was worth keeping an eye on the NYSE Net New Highs %.  
It had failed to register a new high since August 1st, even while the indices had all been 
hitting new highs.  My research showed that this was not a death sentence for the rally 
but that if the new highs could expand that would serve as confirmation for the rally.  
Under such circumstances the market has historically outperformed  the times new highs 
weren’t confirming.  This week saw a large expansion of new highs and the August levels 
were easily taken out.  Below is a copy of the chart kept on the website that illustrates 
this. 
 

 
 

he current lone dissenter among the intermediate-term studies was the low VIX:VXV 

y conclusion remains the same as last week: 

s long as I see the Nasdaq lead, breadth remain strong, and the new highs continue to 

likely undergo a sharp correction. 

T
ratio study.  This ratio remains stretched to the downside and is still suggesting an uptick 
in volatility, which would likely be accompanied by a market selloff.  Interestingly, while 
this ratio remains stretched the VIX and the VXO are both right around their 10-day 
moving averages. 
 
M
 
A
expand, I’ll look for a continuation of the current rally.  All of these indications can flip 
in a fairly short period so they will need to be monitored.  At some point the market will 
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under remains that we are in a 1930’s – style 
nvironment in which both rallies and selloffs will be much more exaggerated than most 

atapult and Capitulative Breadth Statistics

 
The basic premise I’m working 
e
market participants are used to.  Just as the bear market up to March 2009 was 
incredibly extreme, so has been the rally since then.  I believe there is going to be a lot of 
back and forth over the next few years and the swings will continue to feel extreme.  It 
may be important to keep this in mind when considering market action. 
 
 
C  

atapult Presentation Part 1)  (Catapult Presentation Part 2) 

ult for ETF’s Trades 
one 

 Market Large Cap CBI –0 
 

 Trade Ideas

(C
Open Catapult Triggers 
none 
 
Catap
n
 
Broad
 
 
Additional New  

 full listing of system triggers can be found at the system triggers page each night.  I 
vorite setups from the S&P 100 and ETF lists along with 

able

A
will cherry pick some of my fa
occasional other trade ideas to track below. 
 
None tonight.   
 
Active Trades T  

Entry Date Entry PricSymbol eCurrent Pri% Gain/LosStop Notes
09 $104.85 $106.72 -1.78% entry adj to reflect divSPY(s)(1/4) 9/9/20

 I will exit the last lot of the SPY on a close of $106 or lower.  Friday’s stop is now 
removed.  I will likely look to trail one tomorrow should the market head lower in the 
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