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Market Overview 
 
 
 

  
Tonight’s Research Points 

• Breadth is looked at a number of ways.  The end result is that my studies show the 
strong breadth the last 2 days suggests bullish implications for the short-term. 

• I continue to believe the relatively weak volume on this bounce is of no concern. 
• The Aggregator System changed to flat at today’s close.. 

 
Short-term Outlook – updated 2/3 
The Bottom Line 
The market has quickly become short-term overbought (at least relative to recent 
expectations).  Still, there is no strong indication that the rally is about to roll over.  This 
leaves me neutral and awaiting a more substantial edge to take a position. 
 
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
February 3, 2010 75% Up Issue 2 in a row. SPX > 200ma. 1-4 days Bullish 2.50%
February 1, 2010 Failed Gap Up Bottom 10% Close 1-8 Days Bullish 4.50%
January 29, 2010 Outside day down bottom of range 1-6 days Bullish 2.40%
January 28, 2010 False Breakdown >200ma & <10ma 1-5 days Bullish 2.30%
January 25, 2010 VIX, price, or breadth studies 1-7 days Bullish 4.20%
January 22, 2010 2:1 negative breadth for 2 days 1-8 days Bullish 2.10%
Active - Long Term
February 1, 2010 McClellan -60 for 6 days in a row 1-20 days
Januar

Bearish
y 13, 2010 No bearish divergence at high int. term Bullish

December 23, 2009 SPX and TNX hit 50-day high 1-10 weeks
Dropped Tonight  

Bearish

February 2, 2010 50-low followed by low volume rally 1-2 days Bullish 1.10%
February 1, 2010 4 Lower Lows & 20-day low 1-8 days Bullish 2.50%  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 
active.   
 



The Evidence 
Tuesday saw a nice continuation to Monday’s bounce.  The major indices all rallied 
higher and closed near their highs.  The SPX rose 1.3%, the Nasdaq gained 0.9% and the 
Russell 2000 was up 0.8%.  Breadth was again very strong.  The NYSE Up Issues % 
came in at 77% and the Up Volume % was 84%.  Total volume rose from Monday’s level 
but was still below average. 
 
The edges tonight appear to be related to breadth.  Studies were a bit mixed in the 
Quantifinder so some explanation and interpretation is needed.  First let’s consider the Up 
Volume %.  The Quantifinder identified a study from the 4/2/09 Subscriber Letter that 
looked at 2 strong Up Volume % days that were not accompanied by a 10-day high.  I’ve 
updated that study below. 
 

 
 
Results here appear to be somewhat bearish.  One issue is that this study doesn’t take the 
long-term trend into account.  I decided to break it out further tonight to better understand 
any potential edge. 
 
First, I’ll show times like now when the market is above the 200ma. 
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What we see here is basically choppy action with no real discernable edge.  This would 
seem to imply that this setup only has bearish implications when occurring below the 
200ma.  Below are the results for those instances. 
 

 
 
This is where the real edge lies with this study.  It obviously doesn’t apply to the current 
market, though. 
 
Now let’s look at a couple of studies from the 10/7/09 Subscriber Letter.  These studies 
look at Up Issues % rather than Up Volume %.  Generally is it less common to see the Up 
Issue % exceed 75% than it is for the Up Volume % to exceed it.  This first study is 
similar to the ones we just looked at in that it required no 10-day high was achieved. 
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What we see here is a low number of instances but strongly bullish implications over the 
first few days.  Interestingly, longer-term implications appear somewhat bearish. 
 
This next study is similar but without the 10-day high requirement, and instead using the 
200ma as a filter. 
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Here again we see very bullish implications when looking out 4 days.  In contrast to the 
1st study the short-term edge continues into the intermediate-term.  This seems odd but 
when I looked there were only 3 overlapping trades.  They were 11/3/82, 9/4/09, and 
10/6/09.  I’ll keep it simple and ignore the long-term implications for my analysis and 
instead focus on the short-term where these studies confirm each other nicely. 
 
Last night I showed a study that demonstrated how Monday’s low volume at the 
beginning of the bounce was in fact bullish, and not bearish.  This is something that many 
people have difficulty believing.  For the more visually inclined I’ve created a chart 
below that examines many of the moves up since July.   
 

 
 
Note that in basically every instance where the market was coming off a strong pullback, 
technicians could’ve complained about the volume.  Volume can be a useful indicator, 
but it is constantly overvalued and misinterpreted.  It’s certainly possible that this bounce 
could roll right over and substantial downmove could ensue.  If it happens it isn’t because 
of the relatively low volume the last 2 days. 
 
I have updated the Aggregator chart below.   
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Bullish studies keep emerging and the green Aggregator line is holding firm as a result.  
The positive value of the green Aggregator line indicate the net expectations for the 
active studies over the next few days is for upside.  The strong move higher in SPX over 
the last two days has caused the black Differential line to fall precipitously.  It is now 
below zero, illustrating the fact that the S&P has outperformed expectations over the last 
few days.  The green and black lines on opposite sides of zero is considered a neutral 
configuration.  In this case we see bullish short-term expectations but the market is 
already overbought.  The overbought reading has a negative impact on risk/reward.  With 
the neutral configuration the Aggregator System is now flat. 
 
Based on the current studies the green Aggregator line set to remain positive for the near 
future.  It will take some bearish studies over the next few days to flip it.  Tomorrow’s 
pivot level for the black Differential line is 1,081.83.  In other words the SPX will need to 
close at or below this number for the Differential line to flip positive.  That would entail a 
selloff of more than 2% tomorrow.  In all likelihood the Aggregator System will remain 
flat for another day. 
 
Intermediate-term Outlook (2 weeks – 2 months)– updated 2/1 –neutral to bullish 
Other than the McClellan Oscillator study mentioned in the short-term section tonight, 
there were a few other notables from an intermediate-term perspective. 
 
First, the extremely sharp selling in the Nasdaq this week cause the Nasdaq/S&P 500 
Relative strength indicator to move on Friday.  The S&P is now exhibiting relative 
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strength over the Nasdaq.  This is not necessarily a bearish configuration, but rather 
neutral.  Most of the market’s gains over the years have come with the Nasdaq leading. 
One study that popped up in the Quantifinder tonight looked at the fact that the 10-day 
average true range of the SPY had now increased to greater than 1.25 times the 100-day 
average true range.  In the 9/29/08 Letter I looked at range expansions above certain 
levels.  I’ve copied those results below (not updated): 
 

 
 
We see in the table that 1.25 times does suggest bullish implications, but if we see range 
expand even further then those implications would become even more bullish.  Below is 
an updated detailed breakdown of the 1.25x level. 
 

  
 
Implications are bullish, but not overwhelmingly so. 
 
This pullback so far has been quite extreme.  We are beginning to run low on historical 
comparisons.  Additionally, we are now starting to see some signs that it could be 
negative for the intermediate-term.  These include the McClellan Oscillator study from 
the short-term section and the switch in the Nasdaq/S&P Relative Strength model. 
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Despite this, I’m still of the opinion that it is unlikely a new bear market has begun.  In 
the study of tops I referred to several times over the last few weeks we found that all 
previous major tops showed sign of a weakening market prior to the ultimate price high.  
This was seen using breadth indicators like the New 52-Week High % and the 
Advance/Decline line.  In every case there was a divergence in place prior to ultimate 
high.  There was no such divergence this time.  It’s now looking very possible that this 
current pullback may be a warning of things to come.  The oversold studies should 
eventually kick in here and lead to a very sharp bounce.  I would be surprised if the 
market didn’t manage to hit new highs in the next few months.  What very well may 
happen, and what traders should be careful to watch out for, is that the next high may 
come with a breadth divergence.  Damage is already being done to the A/D line.  When 
the price rises again, if this damage in unable to correct itself, we may THEN have the 
makings of a major top in place that could lead to the next big bear move. 
 
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 
 
Still no Catapults – and not much is even close. 
 
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. 
 
No new trade ideas tonight. 
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Active Trades Table 
Symbol Entry Date Entry Price Current Price % Gain/Loss Stop Notes
SPY(1/4) 1/26/2010 $109.31 $110.38 0.98%
VXX(s) 1/25/2010 $31.89 $29.02 9.00% $32.00 out 1/2 @ $29.02
SPY(1/4) 1/25/2010 $109.50 $110.38 0.80%
SPY(1/4) 1/22/2010 $111.20 $110.38 -0.74%
SPY(1/4) 1/22/2010 $111.20 $110.38 -0.74%

sold on close

sold on close
sold on close
sold on close  

 
The SPY trade idea made a modest amount the hard way.  From a management 
perspective the big mistake I made with this trade was trying to get too fine with the exit 
on 1/28.  If I had exited part of the trade idea on 1/27 or 1/28 then I could have easily 
bought it back lower.  Since I was “all in” and my limit order just missed on 1/28, I 
wasn’t able to maneuver in this manner.  Hopefully some of you played it a little better. 
 
With a nice cushion in VXX and no immediate bearish indications I decided to hold on to 
a portion and see if I can get a little more out of it. 
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