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Market Overview 
 
 
 

  
Tonight’s Research Points 

• The price drop (1%+) and negative breadth (2:1 negative) Friday were a strong 
enough combination that an upside edge has exited since 1987. 

• Strong selloffs on the 4th Friday of the month during a long-term uptrend have led 
to a bounce in at some point the next week 100% of the time since 1975. 

• QQQQ closed at a 5-day low for the 1st time since early October.  The 1st such 
pullback after such a lengthy drought has historically suggested a bit of a short-
term upside edge. 

• Nasdaq/SPX relative strength model now favors Nasdaq – a bullish indication. 
• The Aggregator System posted a buy signal at the close on Friday. 

 
Short-term Outlook – updated 10/26 
The Bottom Line 
The slightly bearish short-term outlook on Thursday night was followed by some strong 
selling Friday.  At this point it appears the selling was strong enough that a bounce is 
likely to ensue.  I believe the bulls have the edge as the week begins. 
 
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
October 26, 2009 4th Friday under 200ma drops 1% 1-2 days Bullish 2.10%
October 26, 2009 1% Dn Decliners double advancers 1-9 days Bullish 3.00%
Active - Long Term
October 26, 2009 Nasdaq/SPX Rel Strength Favors Nas Bullish
October 19, 2009 VIX:VXV drops below 0.9 2-5 months
Dropped Tonight  
October 22, 2009 10-day high & 5-day closing lo

Bearish

w 1-2 days Bearish -1.20%  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 
active.   



 
The Evidence 
A gap up on Friday morning lasted about 3 minutes.  The market spent nearly the entire 
day stair-stepping lower and never mounted a serious rally attempt.  The S&P lost 1.2% 
and the Russell 2000 was down 2%.  The Nasdaq held up better with only a 0.5% drop.  
NYSE breadth was strongly negative.  The Up Issue % came in at 23% and the Up 
Volume % was 13%.  Total volume was up on the Nasdaq but down slightly on the 
NYSE. 
 
The extremely negative breadth and sizable decline were strong enough that historically 
the SPX has typically bounced soon after.  One study that looked at this was from the 
5/12/09 subscriber Letter.  Results are updated below. 
 

 
 
These results suggest bullish implications over the next several days. 
 
Long-time subscribers may recall I did a good number of studies last year that looked at 
how strong moves on Fridays often carry through to the next week.  When examining this 
phenomenon at the time I noted that the carry-through was really only prevalent below 
the 200ma.  The follow through was often evident on Mondays and in some cases 
followed through the rest of the week.  Part of the edge depended on time-of-the-month 
seasonal forces.  Since Friday saw fairly strong downside in the SPX I thought it might 
be worth examining again. 
 
Below are two basic studies showing how the week performed after Fridays that were 
down more than 1%.  The first one shows times were the SPX was trading below its 
200ma. 
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Here we see 1% down Friday’s under the 200ma skew risk/reward negative the following 
week.  Now let’s look at 1% down Fridays when SPX is above the 200ma. 
 

 
 
Here the results instead appear mildly bullish. 
 
For  Friday-Monday studies I never look back farther than 1988.  There are two reasons 
for this.  The first is that the Crash of ’87 occurred on a Monday after the previous Friday 
had dropped about 6%.  Including the crash of ’87 in any of these studies skews the 
results dramatically.  The 2nd reason is that from 1960 up through the Crash, Monday’s 
were generally a bearish market day.  For whatever reason, (I have some theories) the 
bearish tendency of Mondays ceased to exist following the crash.  Mondays didn’t all of a 
sudden become bullish, but they did generally begin to align with the market direction.  
Below is an equity curve that shows the results of buying any Friday and selling the next 
day’s close from 1960 – present. 
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With all this information in mind, let’s now take a look at some more specific data where 
we see performance following 1% Friday drops while the SPX was over the 200ma since 
1988. 
 

 
 
Instances are a little bit lower than I prefer going back to 1988, but statistics are strongly 
favorable and suggest a bullish edge. 
 
One other notable study tonight from the Aggregator looked at the fact that the QQQQ 
closed at a 5-day low for the 1st time in at least 10 days.  I’ve updated those results below: 
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This study appears to provide a mild upside edge.  Much of the edge occurs within the 1st 
two days. 
 
The SPX related studies are now included in the active studies list.  The Aggregator chart 
is updated below. 
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There has been quite a bit of wiggle in the Aggregator configuration recently.  This past 
week there were two successful Aggregator System signals.  A short signal occurred on 
the 19th and was closed the next day for a 0.6% profit.  Then a long signal triggered on 
the 21st and that again only lasted 1 day for a 1.1% gain.  Friday afternoon we again had a 
long signal trigger as both lines are now back above 0.  The bullish studies discussed 
above have flipped the green Aggregator line back positive.  This shows the net 
expectations is bullish over the next few days.  Meanwhile, the black Differential line 
remains positive.  This illustrates the fact that SPX has underperformed expectations over 
the last few days.  Basically that means the market is short-term oversold with positive 
expectations.  Both lines above zero have historically led to favorable risk/reward for the 
long side over the following days. 
 
It’s interesting to note that while the black Differential line is suggesting the SPX is more 
oversold than it has been since the beginning of the month, Wednesday’s selloff will be 
dropping out of the calculation on Monday.  This will gravitate the black Differential line 
back towards 0.  To get the Differential line to close below 0 it would only take a 2 point 
rise in the SPX.  What this means is that if Friday’s long signal is followed by a close at 
least 2 points higher on Monday, then we again will be looking at a quick exit.  The last 
few trades have been very quick, and while it would be nice to see quick success again 
with the current signal, these 1-day trades aren’t the norm.  Since Feb 2008 the average 
signal has lasted about 3.5 days.  
 
Intermediate-term Outlook (2 weeks – 2 months)– updated 10/26 – slightly bullish 
The last few weeks we’ve had a decent amount to explore from an intermediate-term 
perspective.  This week I’m simply not seeing much. 
 
The market did post a slight decline for the week and the action has turned choppier but I 
don’t see any evidence pointing to a deep or sustained intermediate-term drop at this 
point in time.   
 
One issue that several people may point to as a warning sign is the fact that there has 
been high volume occurring on the down days recently.  This is often seen as institutional 
selling and considered a negative.  In the past my research has shown that clusters of 
distribution days are more likely to lead to higher prices over the next 1,2 and 3 months 
than they are lower prices.  One detailed study from August that addresses this may be 
found using the link below. 
 
http://quantifiableedges.blogspot.com/2009/08/distribution-days-quantified.html 
 
One potential positive from this past week is that the Nasdaq/SPX Relative Strength 
model saw strength shift back to the Nasdaq.  I’ve noted this in the active studies list 
above. 
 
At this point I’m viewing this past week’s choppy action as just that.  From a short-term 
perspective the Aggregator has suggested a bullish edge currently exists.  Since the 
March bottom there has been only one Aggregator buy signal that has lost more than 
0.3% on a closing basis.  That signal occurred in late August / early September and 
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suffered a 1.22% loss.  Should the current short-term bullish configuration not play out as 
expected, that may suggest a change of market character which could lead to a deeper 
correction.  It’s something I’ll have in mind this week when examining action.  I see no 
reason to try and catch a top just yet, though. 
 
Catapult and Capitulative Breadth Statistics 
(Catapult Presentation Part 1)  (Catapult Presentation Part 2) 
Open Catapult Triggers 
none 
 
Catapult for ETF’s Trades 
none 
 
Broad Market Large Cap CBI - 0  
 
 
Additional New Trade Ideas 
A full listing of system triggers can be found at the system triggers page each night.  I 
will cherry pick some of my favorite setups from the S&P 100 and ETF lists along with 
occasional other trade ideas to track below. 
 
SPY – buy ¼ index position @ $108.08 limit.  Based on short-term outlook and 
Aggregator signal above.  I’m going scale in as I often do.  A move below Thursday’s 
lows could lead to a short-term downside acceleration.  If that happens I’ll want to be 
able to add more to my long.  Intraday traders could play it more aggressively if they note 
an intraday setup.  Recall from above that a close higher by as little as 2 points would 
turn the black Differential negative and signal an exit on close.  Therefore from an 
intraday standpoint I’d be willing to trade a bit more aggressively off of an intraday 
bottom reversal pattern.  I could utilize a stop and give myself a chance at a much larger 
profit while knowing that I’m best off getting out at the end of the day. 
 
SPY – buy ¼ index position @ $107.40 LIMIT ON CLOSE.  Should the market manage to 
sell off further on Monday, we’re likely to see additional bullish studies.  I’d use that 
opportunity to add more exposure. 
 
Active Trades Table 
None. 
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