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Market Overview 
 
 
 

  
Tonight’s Research Points 

• Volume continues to suggest a short-term pullback is likely.  Tonight it is SPY 
volume rather than NYSE volume that is hinting at the pullback. 

• A breadth-thrust type signal was triggered today when the 2nd strong breadth day 
in the last 3 days took the market to new short-term highs.  This suggests the 
market has a good chance of continuing to rally over the next few weeks. 

• While the market is extremely overbought, the Aggregator remains neutral. 
 
Short-term Outlook – updated 11/10 
The Bottom Line 
The breadth thrust pattern discussed in the Intraday Update this afternoon is dominating 
tonight’s studies.  Its strong positive expectations have kept the Aggregator from 
triggering a short signal.  The market appears strongly overbought but dangerous on both 
sides currently. 
 
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 9, 2009 10-day high close on 10-day low vol 1-5 days Bearish -2.50%
Active - Long Term
October 28, 2009 75% Up Issues 2 of 3 above 200 & 10 hi 1-20 days Bullish 5.90%
Dropped Tonight  
November 9, 2009 VIX goes from overbought to oversold 1-5 days Bullish 1.50%
November 6, 2009 Nasdaq Up Vol % > 90% 1-3 days Bullish 1.40%
October 28, 2009 McClellan < -225, SPX > 200ma 1-9 days Bullish 3.40%
November 3, 2009 Weak breadth bounce 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 
A gap up of about 0.75% never looked back and the market put in a solid trend day to the 
upside.  The major indices all rose around 2%.  Breadth was very strong.  The NYSE Up 
Issues % came in at 84% and the Up Volume % at 94%.  Volume rose, but remained well 
below average.  SPY volume was especially weak and actually came in at the lowest 
level in over a month. 
 
There were two studies identified by the Quantifinder tonight related to the volume in the 
SPY.  Both studies were very similar to what we looked at last night.  One looked at 
declining volume on a streak of higher closes.  The other looked at 20-day volume lows 
when the market is in the upper end of its range.  I changed this second one slightly to see 
how it looked when the SPY was at a 10-day high.  Those results are below: 
 

 
 
Here we see downside tendencies over the next few days.  Most of the bearish edge 
occurs in the 1st 2 days though.  Below is an equity curve that uses a 2-day exit. 
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What I find most appealing about this study is that it has been very consistent.  This can 
be seen by the steady downward slope of the curve. 
 
While I’d normally find this study compelling enough to include in the Aggregator, it is 
almost a carbon copy of last night’s study that used the SPX and NYSE volume.  
Therefore, with last night’s study already in place, I will leave this one out. 
 
The most compelling directional evidence I found today was related to the strong breadth 
we’ve now seen on this recent run-up.  I discussed it in detail in the Intraday Update sent 
out this afternoon.  Below is an excerpt for those that did not have time to read it. 
 
So far today breadth is coming in very strong.  This is on the heels of very strong breadth 
on Thursday.  The last time we saw a breadth thrust similar to this was on September 3rd 
and 4th.  The September 8th Letter had some pertinent studies … 
 
The primary study that is popping up again today is the following one that looks at 2 
strong breadth days within a 3 day period.  I’ve updated the stats so they’re current. 
 

 
 
Here we see that such breadth thrusts in general have often been decent predictors of 
more upside in the coming weeks – even as far out as 4 weeks. 
 
In that September letter I also looked at a pattern that suggested breadth thrusts that 
achieve 10-day highs are more powerful than those that don’t.  That study used slightly 
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different parameters and required 2 strong days in a row.  Today I decided to simply 
filter the above study and require a 10-day high.  Those results are below: 
 

 
 
So you can see here that a 10-day high is desirable and that returns were improved pretty 
much across the board using this filter. 
 
Of course breadth thrusts may often occur in downtrends as volatility is extreme.  I 
decided to filter out any instances that took place below the 200ma and have 1 more look. 
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These are fairly amazing results for a few simple filters… this would suggest more upside 
ahead. 
 
Notable from the studies list is that 4 studies were removed this evening.  One bullish and 
one bearish simply expired.  Two other bullish studies hit their projected targets and were 
removed.  This leaves us only with the short-term volume study from last night and the 
intermediate-term breadth study from today.  And even with 3 bullish studies leaving the 
list the strength of the breadth thrust is keeping the net expectations positive. 
 
The Aggregator chart is updated below. 
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Most notable on the Aggregator chart is that the black Differential line is now showing 
the SPX is more overbought versus expectation than it has been in a long time.  The chart 
doesn’t go back this far but the last time we saw values below the -1.39 reading tonight 
for the Differential was back in July.  But while the market is now incredibly overbought, 
this hasn’t translated into negative expectations.  Last night I anticipated that it would but 
today was SO strong that it brought on studies suggesting this kind of strength often 
begets more strength.  With positive expectations and the most overbought market in a 
long time, the Aggregator remains in neutral territory.  Now is no time to start buying and 
it’s also a dangerous time to get aggressively short.  At this point it appears the next 
Aggregator entry might not come until the market manages a pullback. 
 
The weak volume studies continue to suggest a pullback is likely in the short-term.  How 
deep that pullback is and whether it can last for more than 1 day will determine whether 
there is opportunity for a low-risk entry on the long-side.  If even a shallow pullback 
arrives I will be looking for a fairly quick exit from the current small short position. 
 
Intermediate-term Outlook (2 weeks – 2 months)– updated 11/9 – neutral  
In last weekend’s intermediate-term outlook I discussed the extremely stretched state of 
the Ratio Adjusted McClellan Oscillator.  That study suggested that selling had reached 
levels that normally shouldn’t occur in an uptrend.  The study also suggested the low of 
Friday October 30th could be a line in the sand.  A move much below that level would 
mean a deeper decline lasting at least a few weeks was likely.  If that line could hold, 
though, then the market might actually be able to begin a substantial rally over the next 4-
5 weeks.  So far so good as the market has risen 5 days in a row since then.  I’ll still be 
watching the low of the recent pullback as important.  The short-term outlook is 
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suggesting a pullback is likely early this week.  Should the pullback hold above the recent 
swing low, then a bullish outlook would appear reasonable.  A close below that level 
would suggest a bearish outlook.  Those wishing to review last week’s study may use the 
link below: 
 
 2009-11-02 QE Weekly Research Letter.pdf 
 
I’ve shown a few breadth studies in recent weeks that looked at measures other than those 
included on the charts page.  Based on subscriber requests, I’ve created a new chart on 
the charts page that from now on will show on a daily basis the Ratio Adjusted NYSE 
McClellan Oscillator and the NYSE Advance/Decline line.  A copy of that chart is below. 
 

 
 
The Ratio Adjusted McClellan Oscillator is the red line and the Advance / Decline line is 
blue.  In the near future I will add a new page with a longer-term chart and research links 
similar to the other chart detail pages. 
 
Most major tops have seen breadth divergences occur prior to the actual price peak. Of 
course it’s entirely possible that the current rally could top out without breadth 
divergences that I’d noted were prevalent in past reports.  To review the study that looked 
at divergent breadth action prior to significant tops see the October 12th Letter below. 
 
 2009-10-12 QE Weekly Research Letter.pdf 
 
A top from here may or may not be considered “major” since the market is not near all-
time highs.  Still I’ll continue to watch the New Highs and the A/D line for divergence 
clues.  For now the uptrend remains in tact.  A move below last weeks low or a new high 
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that isn’t soon accompanied by an expansion of New Highs and a breakout in the A/D 
line would suggest trouble ahead. 
 
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. 
 
None tonight. 
 
Active Trades Table 
Symbol Entry Date Entry PriceCurrent Pri% Gain/LosStop Notes
SPY(1/4)(s) 11/9/2009 $107.95 $109.57 -1.50% short on open

I was worried I might be setting the limit on the gap up short entry a little low and 
expressed as much last night.  Unfortunately the entry triggered by $0.05 and then got 
steamrolled.  I’m not going to chase immediately.  I’ll watch the action early tomorrow 
and may institute an afternoon stop.  Should we get a pullback as the volume studies are 
suggesting then I’ll be quick to cover and keep the losses fairly small.  I have no interest 
in adding to the short position. 
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