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Market Overview 
 
 
 

  
Tonight’s Research Points 

• A strongly positive Fed day would have suggested a short-term pullback. 
• A strongly negative Fed day would have suggested a short-term bounce. 
• Neither was clearly achieved, leaving today’s action questionable. 
• The Aggregator system is now flat since the market is no longer oversold. 

 
Short-term Outlook – updated 11/5 
The Bottom Line 
The last half hour changed the bias from bearish to neutral.  The current setup can be 
viewed a few different ways and an edge isn’t clear.  I’m not excited about either side of 
the market right now and would rather let things play out for a day or two before 
committing new capital. 
 
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
November 3, 2009 Weak breadth bounce
October 28, 2009 McClellan < -225, SPX > 200ma 1-9 days Bullish 3.40%
October 26, 2009 1% Dn Decliners double advancers 1-9 days Bullish 3.00%
Active - Long Term
Dropped Tonight  
October 30, 2009 Low vol bounce from ext oversold 1-4 days Bullish 1.90%
October 28, 2009 SPY selloff decelerating 1-6 days Bullish 2.50%
November 4, 2009 Tomorrow is Fed Day 1 day Bullish

1-4 days Bearish -4.00%

 
If the avg max move is achieved the study will appear in bold italic blue and no longer be 
active.   
 
 



 
The Evidence 
As expected, the market rose up until the 2:15pm Fed announcement on Wednesday.  
Unfortunately for our Fed Day trade idea, much of the gain occurred overnight.  After the 
announcement there was some exaggerated indecision.  When it was over the S&P 500 
finished up a measly 0.1%.  Meanwhile the Nasdaq Composite closed down 0.1% and the 
Russell 2000 was down a much larger 1.3%.  Breadth was mixed.  The NYSE Up Issues 
% came in at 53% while the Up Volume % was 45%.  On the Nasdaq both measures 
were negative.  Volume declined on the NYSE and rose on the Nasdaq. 
 
Some days the action is very difficult to classify.  Wednesday seems to be one of those 
days.  As we approached the last half hour of trading, it seemed pretty clear where the 
edge may lie.  I sent out the following study to subscribers as part of the late-day intraday 
update: 
 

 
 
The fact that the market was looking to close higher for the 3rd day in a row, and the 2nd 
day in a row of lower volume also suggested a downside edge.  Below is a study 
identified by tonight’s Quantifinder that demonstrates this.  It’s from the 6/3/09 
Subscriber Letter (and has not been updated). 
 

 
 
So with a half-hour left in the day, the bias was fairly clear.  As long as there wasn’t a 
sharp selloff then odds seemed to favor a bit of a pullback over the next few days. 
 
Then it all fell apart in the last ½ hour.  The study just above that looks at price and 
volume still qualified.  But just barely.  With SPX closing up 0.1% after being up about 
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1.5% intraday, calling it an “up day” is a little dicey – especially when the Russell and 
Nasdaq finished down.  Still, it does qualify.  But what if we looked at the action of the 
last half hour on its own and considered the fact that it was a Fed day? 
 

  
 
In this case you generally got some bounce-back in the next few days – day 1 being the 
most prominent day.  Also notable is that the bounce often failes to follow through and 
instead rolls over. 
 
I looked at this a few other ways as well.  One way was to say the SPX closed higher but 
more than 1% below its high of the day. 
 

 
 
Instances are too low for significance but this also suggests a possible upside edge over 
the next few days.  What if I eliminate the Fed day requirement? 
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Here we see there appears to be a bit of a short-term edge that primarily plays out in the 
next 2 days.   
 
Being that the SPX only managed a 0.1% gain I also wondered what the results would 
have looked like had it not managed to hold on and instead closed down on the day. 
 

 
 
These results are very strongly bullish and suggestive that a bounce would be likely to 
ensue under such circumstances. 
 
So where does this all leave us?  Well, from my perspective, if the market had closed 
about 1/2 hr earlier we would have had a nice bearish short-term edge to try and play 
tomorrow.  The late selling seems to have taken away much of that short edge.  A 
definitive up or down day may have provided some kind of worthwhile setup.  As it 
stands, the studies are conflicting and which factors deserve the most weighting seems 
unclear.  In light of all this I’m not willing to stick my neck out on any of the studies.  I’d 
prefer to watch and examine the action as it continues to unfold over the next few days 
and see if anything more decisive appears. 
 
The Aggregator chart is updated below. 
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The green Aggregator line is barely holding above zero.  This shows that the net 
expectations over the next few days are slightly positive.  The black Differential line fell 
just a little below zero at the close Wednesday.  A close below zero suggests the SPX has 
outperformed expectations over the last few days.  I prefer to have both lines on the same 
side of zero when considering index positions.  I consider configurations like the current 
one to be basically neutral. 
 
It should be noted that 1) with out any further studies added to the active list tomorrow, 
the Aggregator value is set to flip slightly negative, and 2) for the black Differential line 
to remain negative, the SPX will need to close above 1049.75 or so.  While the current 
situation is unclear, an edge could easily emerge in the next few days. 
 
Another study that appeared tonight was the 3/10 Offset HV study.  It suggests there 
could be a sizable move in the next few days.  If it occurs it’s very possible I will be 
looking to fade that move. 
 
Intermediate-term Outlook (2 weeks – 2 months)– updated 11/2 – neutral approaching 
bearish 
Breadth has been a strong tell of the recent rally.  While in periods like July and 
September when price, volume and sentiment-based indications suggested a pullback was 
likely, breadth studies often provided results suggesting the trend should persist.  So 
when the McClellan Oscillator registered incredibly low readings on Wednesday I took a 
look at some short-term studies. 
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I decided this weekend to see if there might be some longer-term implications from such 
negative readings in the McClellan Oscillator.  For these tests, rather than using the 
standard oscillator, I decided to use the Ratio Adjusted McClellan Oscillator.  The ratio 
adjusted version accounts for the fact that the number of issues trading on the NYSE has 
increased over time.  When using very a long look-back and wanting to compare readings 
from decades ago to current readings the ratio adjusted number provides much better 
comparisons. 
 
I wanted to look and see if very weak readings in an uptrend might be suggestive of 
intermediate-term weakness.  The Ratio Adjusted McClellan Oscillator on Wednesday 
came in at -113.  Using S&P and advance/decline data all the way back to 1950 I 
constructed the following study. 
 

 
 
As you might have suspected it appears very strong negative breadth readings in a 
supposed uptrend often led to difficulties – at least for the next 5 weeks.  Below is the list 
of instances along with their 25-day returns. 
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The 1955 instance led to a very big rally over the next 5 weeks.  Other than that the 
market struggled.   
 
The problem with the above is that the study has a small sample size.  I lowered the 
requirement for the McClellan reading and found it wasn’t robust either.  Below are the 
results for drops below -105 that didn’t hit and didn’t overlap any of the -110 results. 
 

 
 
In this case all 4 instances put in very strong performances over the next 5 weeks.  In 
looking at the winning trades – both here and the one in the -110 study, I see a common 
theme that could be worth considering.  In no (winning) case did the S&P drop even as 
much as 1% from the oversold trigger during the next 25 days.   
 
Now recall the McClellan trigger I’m using above didn’t occur on Friday.  It occurred 
Wednesday.  Friday’s action saw the S&P hit a low about 0.87% below Wednesday’s 
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closing level.  In other words, if the market can’t hold above Friday’s low, this study 
hints at more pain in the coming weeks. 
 
How much pain is impossible to tell, but 3 of the 5 losers saw drops of between 7.3% and 
13.3%, so there is certainly some large downside potential. 
 
Some people might point to the 10/2 lows around 1020 in the SPX as important support.  
If the market breaks Friday’s low, I personally don’t think those will provide much 
support.  The SPX is one of the few indices that hasn’t broken through them at this time.  
The Nasdaq Composite (barely) took the October lows out on Friday.  The S&P midcaps 
are below them.  The Russell 2000 is far below them, and so are former rally leaders the 
SOX(semis) and the BKX(banks). 
 
This market was SUPPOSED to bounce last week.  It did on Thursday after getting 
extremely oversold but that bounce only lasted 1 day.  The current studies are all 
suggesting now that it’s SUPPOSED to bounce Monday (Tuesday at the latest).  Again, if 
it doesn’t, and if Friday’s lows can’t hold, then extra longside caution would seem 
warranted. 
 
Catapult and Capitulative Breadth Statistics 
(Catapult Presentation Part 1)  (Catapult Presentation Part 2) 
Open Catapult Triggers 
AVP(1/3)@32.05 
 
Catapult for ETF’s Trades 
none 
 
Broad Market Large Cap CBI – 1 (AVP)  
 
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. 
 
None tonight.  This is basically a “wait and see” day. 
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Active Trades Table 
Symbol Entry Date Entry PriceCurrent Pri% Gain/LosStop Notes
SPY(1/4) 10/27/2009 $106.42 $104.92 -1.41%
SPY(1/4) 11/4/2009 $105.51 $105.67 0.15%
AVP(1/3) 11/2/2009 $32.05 $32.48 1.34% Catapult

sold on close
Fed Day Trd-sold @2pm
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