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Market Overview 
 
 
 

  
Tonight’s Research Points 

 Very low volume on the move higher suggest a pullback. 

 2
nd

 day of strong breadth under the 200ma suggests a pullback. 

 Sizable gap down and strong positive close suggest a pullback. 

 The Aggregator System remained short at the close 

 The NDX Aggressive Trend Timer remained long. 

 

Short-term Outlook – updated 6/14 

The Bottom Line 

Volume, breadth and price action are all suggesting a short-term pullback.  The general 

position of the market being one that is potentially emerging from an intermediate-term 

low increases short side risk.  I’m looking for a pullback but positioning cautiously. 

 

Summary of Recent Active Studies (seeHHhttp://QuantifiableEdges.blogspot.com HHHHH or 

Letters from listed dates for details) 
Study Date Description T im e span Bias Avg Max Move

Active

June 14, 2010 Low vol 20 days positive close up rng 1-2 days Bearish -1.20%

June 14, 2010 Gap down0.5% close up & top 10% rng 1 day Bearish

June 14, 2010 Up Issue % >66.67  2nd day  under 200 1-2 days Bearish -3.00%

June 11 , 2010 SPX up 2.5%-3.5% on low vol 1-3 days Bearish -3.20%

June 7 , 2010 Gap dn 0.5% and close 1% below that 1-4 days Bearish -3.60%

Active - Long Term

May 25, 2010 Rat Adj McClellan < -60 for 6 in row 1-20 days Bearish -5.80%

April 26, 2010 No breadth divergence at new high int. term Bullish

Dropped Tonight  

June 9, 2010 SPX up Russ dn & 1% diff 1-3 days Bearish -3.00%  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

http://quantifiableedges.blogspot.com/
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The Evidence 

A sizable gap down Friday morning marked the low of the day.  The market quickly 

recovered then spent most of the day consolidating  a little below breakeven before a 

burst in the final 30 minutes led to a strongly positive close.  The SPX finished up 0.4% 

while the Nasdaq was up 1.1% and the Russell 2000 gained 1.5%.  Breadth was strongly 

positive as the NYSE Up Issue % came in at 67% and the Up Volume % was 66%.  

There was very little volume behind the move, though as the NYSE and Nasdaq volume 

both came in at the lowest levels in over a month. 

 

The Quantifinder showed studies associated with volume, breadth, and the gap down & 

reverse up price pattern seen Friday.  All of these short-term studies suggest bearish 

implications.  Below are some examples. 

 

First, let’s look at a couple of volume studies.  This 1
st
 one uses NYSE volume and is 

from the 11/16/09 Letter.  The second one below uses SPY volume. 
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Results are quite similar in both cases and are typical of the volume related studies I 

examined.  For the most part the downside edge was pretty well played out in the first 2 

days, though there were some possible mildly bearish implications a bit further out. 

 

It was the 9/15/09 Subscriber Letter that examined gap downs that reversed and closed 

strong like Friday.  Below I have updated the 1
st
 study from that Letter. 

 

 

Again we see a bearish suggestion that plays out within the first day or two. 

 

Lastly, this was the 2
nd

 day in a row of strongly positive breadth.  The Quantifinder 

identified this as a pattern I examined in the 4/17/09 Subscriber Letter.  I have updated 

the results below. 
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Again we see a large portion of the bearish implications realized in the first 2 days.  The 

magnitude of the implications in this case is much greater as the average instance lost 

1.7% in the first 2 days rather than the ½% drops the other tests were showing. 

 

I have updated the AggregatorH chart below.   

  

 
 

With tonight’s bearish studies the green Aggregator line has moved further below zero.  

This shows the net expectations from the active studies is for lower prices over the next 

few days.  Meanwhile the black Differential line illustrates the SPX has outperformed 

expectations over the last few days.  So we have negative expectations and a market that 

is overbought versus expectations.  This combination has historically provided a 

downside edge and is illustrated with both lines below zero.  Based on this the 

Aggregator System remained short at the close. 

 

Looking ahead the Aggregator is set up to remain negative tomorrow.  This could change 

if we see some strongly bullish evidence. Meanwhile the Differential pivot will be 

1,054.75 on Monday.  This means it would take an SPX close at or below this level in 

order for the Differential line to turn positive.  That would be over a 3% drop.  So without 

a 3% drop on Monday there is no chance the Aggregator System will trigger a long 

signal. 

 

 

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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As I mentioned Thursday night I’m not entirely comfortable getting aggressively short at 

this point.  We are coming off a potential interemediate-term low which often means 

moves higher can be partially fueled by short-covering and have an ability to remain 

overbought and run farther and faster than at other times.  Still, with so much evidence 

pointing to a pullback I’d be remiss if I didn’t at least attempt a small short at this point. 

 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 6/14 neutral 

Before I discuss my outlook I’d like to show my version of a study that several 

subscribers asked me about this week.  Somewhere it was published that drops of 13% or 

more in a 30-day period typically meant the market was likely to drop at least another 

10%.  Not knowing the exact parameters for this study, I created my own version. 

 

A table showing all of the results is below. 
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The % profit column only shows 1-month results.  Different time periods didn’t look any 

more bearish.  The suggestion that the current drop means we are in for at least another 

10% downside doesn’t seem to hold true if you limit the time frame to 75 days (a little 

over 3 ½ months).  You can see this by noticing all the instances with the purple circle.  I 

also marked the 4 times where the 30-day drop occurred when the market was coming off 

its high (green outlined boxes).  This would match the current situation.  None of those 4 

saw an additional 10% drop.  Based on these results it doesn’t appear that the recent 13% 

market drop carries dire implications moving forward. 

 

Overall the intermediate-term still remains a bit unclear to me.  We reached some pretty 

hefty oversold extremes a couple of weeks ago that suggested a potential bottom could be 

appearing.  Additionally there had been no breadth divergence at the highs which 

suggested an ordinary correction was much more likely than a new bear market. 

 

There was a follow-through day on 6/2 that also marked the 2
nd

 90% up day within a 

week.  Studies at that time suggested that perhaps the bottom was in place.  Then the 

market tumbled right back down near its lows.  The closing lows were broken but the 

intraday lows just barely held.  So now the market is again trying to ramp higher.  The 

last 2 times the SPX has closed above 1,100 it has quickly been struck back.  A strong 

move through that area could complete a double bottom formation and lead to a rally. 

 

In the short-term section we saw ample evidence that a pullback seemed likely.  Also, 

while the NDX Aggressive Trend Timer is still on a buy signal the Nasdaq/S&P Relative 

Strength indicator now favors the S&P – which is no longer bullish.  Often when the 

market is coming out of an intermediate-term bottom the Nasdaq and its higher beta will 

lead the S&P.  So I’d like to see the Nasdaq regain some strength this week as well. 

 

I’ll watch the upper end of the recent range around 1106 to be broken before getting too 

bullish and I’ll look at a close below the lower end of the range around 1040 as a 

potential bearish sign.  Until one of those things happens I likely won’t get too aggressive 

either way. 

 

 

Catapult and Capitulative Breadth Statistics 
H(Catapult Presentation Part 1) HHHH HHHH(Catapult Presentation Part 2) 

Open Catapult Triggers 

GS – 1/3 @ $133.77 limit 

 

Catapult for ETF’s Trades 

None 

 

Broad Market Large Cap CBI – 1 (GS) 

 

 

 

 

 

http://quantifiableedges.googlepages.com/CatapultandCBI.ppt-voice1.ppt
http://quantifiableedges.googlepages.com/CatapultandCBI.ppt-voice2.ppt
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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 – short 1/4 position @ $109.68 limit.  Based on short-term outlook above. 

 

Active Trades Table 

Symbol Entry Date Entry Price Current Price % Gain/Loss Stop Notes

GS(1/3) 6/11/2010 $133.33 $135.64 1.73% Catapult
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