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Market Overview 
 
 
 

  
Tonight’s Research Points 

• The consistently positive breadth has been a positive in the past – but mostly the 
distant past. 

• The persistent upward price action is at a point that is producing mostly neutral 
studies. 

• Seasonality is suggesting an upward bias this week.  This is thanks both to March 
options expiration and the Fed Day on Tuesday.  

• The Aggregator System remains flat. 
• The NDX Aggressive Trend Timer remains flat. 

 
Short-term Outlook – updated 3/15 
The Bottom Line 
Still neutral but it won’t take much of a move to get the Aggregator flashing a signal in 
the opposite direction.  Seasonality studies tonight are adding to the long-side evidence. 
 
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 Avg MM - 1/3 Std Dev
Active
March 15, 2010 March op-ex week bullish 1-4 days Bullish 1.40% 1.00%
March 12, 2010 10 days > 5ma and new 10-day high 1-4 days
March 12, 2010 50-day breakout low vol 3day run 1-5 days Bullish 2.00% 1.60%
March 11, 2010 SPX up VIX up > 200ma twice 1-3 days
March 9, 2010

Bearish -1.40% -1.00%

Bearish -1.20% -0.80%
After 5 up, down today but > 200ma 1-10 days Bullish 2.10% 1.60%

March 8, 2010 90% Up Vol on at least 3rd day up 1-7 days Bullish 3.10% 2.20%
Active - Long Term
March 10, 2010 Ttl Put/Call 40-low. SPX no 0.5% up. 1-5 weeks
February 22, 2010 VIX:VXV Ratio falls below 0.9 int. term
February 16, 2010 Nasdaq/S&P RS Indicator Positive int. term Bullish
Dropped Tonight  

Bearish -4.90% -3.30%
Bearish

February 8, 2010 Worden %>200ma - %>40ma > 40 3 - 7 weeks Bullish
January 13, 2010 No bearish divergence at high int. term Bullish
March 9, 2010 SPY 10-high low vol 20 > 200ma 1-4 days Bearish -1.70% -1.30%  
If the avg max move – 1/3 Std Dev is achieved the study will appear in bold italic blue 
and no longer be active. 



The Evidence 
Friday was a very dull day in the market.  A gap up in the morning quickly pulled back to 
fill and then the market meandered sideways for the rest of the day.  When it was over 
most indices were down slightly.  The S&P, Nasdaq, and Russell 2000 all dropped less 
than 0.1%.  Breadth was mixed.  The NYSE Up Issues % came in at 53% but the Up 
Volume % was 42%.  Total volume was up slightly on the NYSE but down a little on the 
Nasdaq. 
 
So we finally saw a marginal decline in most of the indices.  Still, the SPY did manage to 
close up $0.01, making for the 11th day in a row.  Also marking its 11th positive day in a 
row was the NYSE Up Issues %.  Recently we’ve seen several studies that have 
suggested the type of strength we’ve been seeing often begets more strength.  This is why 
the Aggregator value has been positive for the last 7 days. Many times it will swing 
opposite the market and show a downside edge when you get a small upswing.  This 
upswing hasn’t been small and fortunately the Aggregator recognized that.  Unfortunately 
the market has been too overbought to provide an entry with suitable risk/reward for the 
swing trading style I employ for index trading. 
 
As the upswing persists it is important to keep checking to see whether a downside edge 
may be emerging.  One test I ran this weekend looked at other times the NYSE Up Issues 
% closed above 50% for 11 days in a row.  Below are the results of entering the SPX 
after such an occurrence: 
 

 
 
At first glance these results appear to be very strong.  When looking under the hood, I 
had a bit of a concern in using and relying upon this test.  The issue is that the results are 
very lopsided as to when they occurred.  Over the last 15 years there have been very few 
instances and no real edge.  It was from 1967 – 1994 that we saw such consistent strength 
lead to further strength.  To illustrate this I’ve listed below all 20 instances and assumed a 
10-day exit. 
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In the 1960’s and 70’s this would have been a very good sign.  With net profits flat over 
the last 15 years it just isn’t a study I’m comfortable incorporating into my thinking. 
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I also ran several price-based studies.  As I noted above we’ve had a fair amount of 
studies lately suggesting the strength we’ve been seeing has been so strong that it was 
likely to persist for a while.  Of course at some point the market is going to pull back.  
The price-based studies I looked at this weekend weren’t quite suggesting a pullback yet 
but they’re turning from bullish to neutral as the melt-up has dragged on.  Below is one 
example that looks at range %.  There are several indicators that use this approach 
including Williams %R and the Stochastic fast %K.  In Tradestation the function “%R” 
does the same thing.  What I noted about the current rally is that we’ve remained right 
near the upper end of the range for several days now.  The study below uses the 10-day 
range, but results were similar using different lengths. 
 

   
 
It generally doesn’t get much more evenly split than that. 
 
One area of study that could provide an edge this week is seasonality.  March op-ex week 
has historically been a very strong week for the stock market.  Op-ex week in general is 
normally pretty good, but March and April have done the best over the last 50 years.  
Below is a table that actually breaks down op-ex week performance by month.  It 
assumes buying the close on the Friday prior to op-ex and selling the close of op-ex 
Friday.  If there was a holiday on that Friday, then the Thursday before the weekend was 
bought.  I excluded op-ex week of September 2001 due to the extreme (and horrific) 
circumstances that occurred. 
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So as you can see the best months have been April, March, September, and December.  
Now some astute readers may recall that I’ve previously labeled December op-ex week 
“The Most Wonderful Time of the Year”.  That was thanks to its incredible performance 
since 1984.  To compare I decided to run the entire table above back to 1984 rather than 
1961.  Those results are below. 
 

 
 
And as you can see over this time period December really is the champion.  But again we 
see that March and April have been exceptionally good as well. 
 
So let’s zoom in a bit more on March since that’s all we really care about this week.  
Below I’ve broken out the performance showing how it would have performed if you 
held X number of days before selling. 
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Some of the most substantial results appear to be had up through Thursday.  Op-ex Friday 
doesn’t appear to lend anything to the performance.  So below I created a chart showing 
March op-ex week performance through Thursday. 
 

 
 
As you can see, while there has been a bit of an upside edge for at least the 50 years 
tested, it has accelerated some in the last 25 years as compared to the first 25. 
 
March op-ex isn’t the only seasonal factor with potential bullish implications this week.  
Traders also need to keep in mind that Tuesday is a Fed Day and that Fed Days have 
historically had a bullish tilt.  Below is a copy of the chart from the September 23, 2009 
letter and blog post that illustrate this.  (I have not updated this chart this evening.) 
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This past Friday Tom McClellan reproduced this chart for his “Chart In Focus” and 
added his own observations and commentary.  Tom’s chart actually went back a bit 
further than mine and he breaks it down by fed chairman, which I found interesting.  You 
can see Tom’s take on it here: 
 
http://www.mcoscillator.com/learning_center/weekly_chart/fomc_announcement_days_t
end_to_close_up/ 
 
If Monday turns out to be a slow trading day as it often is ahead of big news, then traders 
may want to take some time and review some of my past Fed studies from the blog. 
 
I’ve updated the Aggregator chart below.   
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The Aggregator chart configuration is nearly unchanged again tonight.  The green 
Aggregator line remains positive as net expectations from the Active Studies list are for 
upside over the next few days.  Meanwhile the black Differential line is in negative 
territory, signifying the SPX outperformance versus expectations over the last few days.  
Overbought with positive expectations remains the outlook.  The way I trade the 
Aggregator this is considered a neutral configuration.  The Aggregator System is again 
flat as was posted on the systems page shortly before the bell on Friday. 
 
Looking ahead the current studies are set to project further upside over the next several 
days.  For the green Aggregator line to turn negative either some bullish studies will need 
to meet their targets or some new bearish studies will need to emerge.  On Monday the 
pivot level for the black Differential line will be 1,147.21.  In other words, a close at or 
below this level will flip the Differential line positive.  A close above this level would 
keep it negative. 
 
What we’ve seen over the last few days is the market has been moving up almost in line 
with expectations.  It’s done a little better than projected, which is why the black 
Differential line is below 0, but not substantially.  This has now created a situation where 
the Aggregator is going to be a bit extra sensitive over the next few days.  Even a mild 
move down at this point is going to push the black Differential line into positive territory 
and likely signal a long trade.  Meanwhile, even a move up of as little as 1% at this point 
would likely see the bullish studies all hitting their targets and being removed from the 
Active list.  With only bearish studies left, this would probably trigger a short entry.  So 
the next few days should be interesting.  The Aggregator has had a flat signal for a while 
but that isn’t likely to persist much longer and we should see some action here soon. 
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Intermediate-term Outlook (2 weeks – 2 months)– updated 3/15 – somewhat bullish 
From an intermediate-term standpoint this past week was marked more by intermediate-
term bullish studies achieving their objectives than by a large number of new 
intermediate-term studies emerging.  The Fed-day studies were taken off the Active list 
earlier this week as the market approached new highs.  And now with a new intraday 
high being achieved on Friday, I’ve removed a few other intermediate-term studies that 
have suggested we should get this far.   
 
There was one bearish intermediate-term study added this week that looked at Tuesday’s 
very low CBOE Equity Put/Call reading.  If you missed it you can see it here. 
 
My conviction isn’t as strong as it was a few weeks ago when I felt we were destined to 
reach these new highs.  Still, I’m not seeing a compelling amount of evidence suggesting 
the market is about to roll over and begin a significant down leg at this point in time 
either.  Until a substantial amount of bearish evidence emerges, I’ll side with the trend for 
my intermediate-term outlook. 
 
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 
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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 on SPX close of 1,147.21 or lower (unless SPX spikes over 
1156 intraday). – A down move without first an upward spike would likely trigger a long 
signal for the Aggregator.  I’ll look to anticipate this with a small starter position in the 
Letter. 
 
SPY buy ¼ index position at close.  Look to sell Tuesday at 2pm. – I’ve taken this trade 
several times and it has worked out relatively well so far.  It looks to take advantage of 
the positive bias on Fed Days that exists up to the time of the announcement.  Most of the 
Fed-day bias exists during this time.  Below is an excerpt from the 11/04/09 Subscriber 
Letter that discusses this (stats not updated). 
 
Many people assume the reason Fed Days have done so well over the years is that the 
Fed comes often comes out and says or does something to placate the market.  So it 
would stand to reason that much of the gains would occur after assurances from the Fed 
have been delivered shortly after 2pm EST.  Let’s first look at the 2pm -4pm EST period 
to see how the announcement may have affected the market over time. 
 

 
 
From this chart it appears the edge has been mild and inconsistent with regards to 
trading after the announcement.  Below are some stats to go along with the chart. 
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These stats show that only a small portion of the gains have come after the 
announcement.  So let’s look at pre-announcement trading instead.  I’ll first show the 
stats this time. 
 

 
 
Profits during this time period are about 5 times the size of the 2-4pm period.  The profit 
factor is very healthy and the % wins goes from 51% to 69%.  But has the edge been 
consistent?  Very much so.  Here’s the graph. 
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This all suggests a decent edge between the close and the 2pm announcement. 
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