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Market Overview 
 
 
 

  
Tonight’s Research Points 

• 95% down volume has often preceded bounces. 
• Big down days that finish poorly during long-term uptrends have consistently led 

to short-term rebounds. 
• The Aggregator System went long at the close. 

 
Short-term Outlook – updated 2/5 
The Bottom Line 
Thursday’s selling was extreme.  It was so extreme that such selling during a long-term 
uptrend has historically led to a quick bounce in nearly every case.  Of course the jobs 
report is in the morning and the market doesn’t seem to be adhering to norms lately.  
 
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 5, 2010 3% Up Vol 1-2 days Bullish 3.00%
February 5, 2010 2% Drop 10 low bottom 10% range 1-7 days Bullish 4.50%
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%
Active - Long Term
February 1, 2010 McClellan -60 for 6 days in a row 1-20 days
January 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  
January 28, 2010 False Breakdown >200ma & <10ma 1-5 days Bullish 2.30%

Bearish

Bearish

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



The Evidence 
The market took it on the chin today.  All the major indices fell hard.  The SPX, Nasdaq, 
and Russell all closed down around 3%.  Breadth was extremely negative.  The NYSE 
Up Issues % came in at 9% and the Up Volume % was a paltry 3%.  Total volume was 
high on both the NYSE and Nasdaq. 
 
The Quantifinder was filled tonight with studies suggesting the selloff today was likely 
overdone and that a quick reflex rebound is likely to ensue.  Several studies looked at the 
incredibly overdone breadth.  I decided to examine a few of them a little closer. 
 
The 10/16/08 Subscriber Letter looked at days with Up Volume % of 3% or less.  It 
covered the period 1970 – October 2008.  The findings appeared slightly bearish.  Closer 
examination tonight revealed 2 things: 1) there have been several instances since 
10/16/08 which should now be incorporated and 2) like many oversold breadth studies 
this one seemed to do an about-face after the crash of ’87.  Prior to that it was a bearish 
signal and since then it has showed bullish inclinations.   
 

 
 
So a study that once appeared mildly bearish now appears solidly bullish.  Instances are a 
bit low, though. 
 
Another way I looked at the extremely negative breadth was to only require 5% or less 
Up Volume % but also require an SPX close above the 200ma.  That study is below. 
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Again instances are low, but with 100% winners on days 2, 7, 8, and 9 as well as very 
strong average trade results over the period I felt it was worth considering. 
 
I decided to combine the 2 studies and eliminate overlap.  Below are results for both of 
these breadth studies with a 2-day exit applied to them.  The trades highlighted in yellow 
are the ones that overlapped both studies. 
 

 
 
All this would seem to suggest a bounce is likely in the next day or two. 
 
A 3% drop like the market experienced today is very unusual when the market is in a 
long-term uptrend.  Below are statistics related to all other such instances since 1960. 
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Much of the edge here lies in the next day rebound that has often been experienced. 
 
The Quantifinder listed a few studies that looked at selloff’s that closed near the low of 
the day in long-term uptrends.  Below I have recreated a study from the 10/2/09 
Subscriber Letter.  Tonight instead of using SPX I elected to use SPY.  SPY’s intraday 
range is more accurately defined since SPX is nearly gapless. 
 

  
 
These results appear very solidly bullish for the short-term.  I find the 100% bounce stat 
at the bottom of the study to be especially compelling. 
 
So it all looks positive for the next few days.  There are a few things to keep in mind.  
First, the employment report is going to come out before the bell tomorrow.  Good 
chance we see a decent sized gap open since it’s the kind of report that often leads to 
strong initial reactions.  The report is an outlier which carries a little extra risk.  In case 
this seems a little familiar, check out the beginning of October.  The market sold off very 
hard the day before employment after a bounce attempt had failed a few days before.  
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That instance saw a negative reaction to the jobs report and a sizable gap down.  Not 
much was accomplished between the open and the close that day but the gap open 
basically market a swing low that has yet to be breached.  Starting the next day the 
market launched a strong leg higher. 
 
The second thing to keep in mind is that this market is now again acting in a historically 
abnormal way.  All indications from the studies presented in the Sunday night letter about 
a week and a half ago suggested we should bounce, a retest MAY ensue, but it suggested 
there wouldn’t be much of a breach of the low if any.  A new leg higher would then 
begin.  I found 14 instances similar to the pullback from highs that we were experiencing 
at the time.  Every one bottomed soon after and put in a nice rally.  Thursday’s drop 
seems to put us in a bit of a no-man’s land.  When the market does not conform to 
historical norms then it’s reasonable to take extra precautions. 
 
I have updated the Aggregator chart below.   
  

 
 
After 2 days in neutral the Aggregator configuration flipped back to bullish tonight. The 
green Aggregator line remains well above 0 as bullish studies are currently dominating 
the Active List.  Meanwhile, Thursday’s selloff caused the black Differential line to spike 
higher.  The SPX is now very oversold versus recent expectations.  Both lines above 0 is 
considered a bullish configuration and the Aggregator System is now on a long signal.  
As a reminder I publish probable signals on the systems page each day as we approach 
the bell. Subscribers just need to check that page.  Should you like a reminder I send out 
tweets shortly after updating the page each day. 
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Looking ahead to tomorrow it is highly unlikely that either line will approach negative 
territory.  The pivot number for the black Differential line is a whopping 1,110.80.  It 
would take quite a rally for the SPX to close at that level.  It’s probably going to take a 
multi-day rally to trigger an exit at this point. 
 
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 
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. 
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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. 
 
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 
 
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 at $106.70 limit. Based on Aggregator.  If we gap up I won’t 
require a complete fill in order to get long.  I don’t mind paying a little extra to get the 1st 
piece on. 
 
SPY buy ¼ index position at $106.44 limit. The 2nd piece I’d like to get at a half-decent 
price. 
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Active Trades Table 
Symbol Entry Date Entry Price Current Price % Gain/Loss Stop Notes
VXX(s) 1/25/2010 $31.89 $30.51 4.33% avg cover shown
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