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Market Overview 
 

 
 

  
Tonight’s Research Points 

 A strong selloff from a short-term high often suggests further downside. 

 The large unfilled gap lower also suggests more selling on the way. 

 Large Friday selloffs have historically been overreactions so Monday could 

provide a bounce. 

 Breadth was so bad that an immediate bounce has almost always occurred in the 

past. 

 The Aggregator System changed to flat. 

 The NDX Aggressive Trend Timer remained flat. 

 

Short-term Outlook – updated 7/16 

The Bottom Line 

A strong as Friday’s selling was studies are mixed with a bearish lean.  The Aggregator is 

neutral and so am I – awaiting the next setup that carries a sizable edge. 
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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

July  19, 2010 7  day  high close to a 7  day  low close 1-4 day s Bearish -2.50%

July  19, 2010 Unfilled gap -n- crap 1-3 day s Bearish -3.20%

July  19, 2010 Big drop on a Friday 1  day Bullish

July  19, 2010 Extremely  Negative Up Vol % 1 day Bullish

July  16, 2010 SPX Up VIX Up 1-4 day s Bearish -3.10%

July  15, 2010 SPY  down but RSI(2) > 85 1-3 day s Bearish -3.00%

July  14, 2010 Follow Through Day 1-6 day s Bullish

July  14, 2010 7 5% Up Issue twice in 3 day s 1-9 day s Bullish 3.30%

Active - Long Term

July  14, 2010 Follow Through Day int term Bullish

July  14, 2010 7 5% Up Issue twice in 3 day s 1-20 day s Bullish

July  13, 2010 5 higher close from a 50-day  low int term Bullish

July  7 , 2010 McClellan Oscillator Bottom Divergence int term Bullish

July  5, 2010 5 down under 200 and 50 low 1-20 day s Bullish

Dropped Tonight  

July  7 , 2010 Low HV, no SPX highs 1-8 day s Bearish -3.30%

July  14, 2010 1% Gap No Fill 10-high < 200 1-5 day s Bearish -3.70%

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

active 

 

The Evidence 

The studies had been warning of a pullback for the last few days, and Friday it arrived.  A 

gap down in the morning was met with persistent weakness for the 1
st
 half hour of 

trading.  At that time I alerted gold subscribers that this past study was suggesting we 

were likely to see even more weakness before the end of the day.  True to form, the 

selling persisted virtually all day and the markets closed near their lows.  This left the 

S&P down 2.9%, the Nasdaq down 3.1% and the Russell down 3.8%.  Breadth was very 

strongly negative.  The NYSE Up Issue % came in at 20% and the Up Volume % was 

just 5%.  Total NYSE volume spiked to the highest reading in July. 

 

A good number of studies appeared in tonight’s Quantifinder.  And though most 

examined what happens after strong selloffs like Friday, results were split between 

bullish and bearish.  To understand how this could occur I’ve copied below the 2/11/2009 

blog post, which triggered again in Friday.  I’ve also updated the tables within. 

 

So what typically occurs after strong selloffs like we saw…? When considering the 

potential influence an individual bar may have on future bars it is important to consider 

the positioning of the bar we are studying. A sharp selloff coming when the market is 

extended up has a whole different meaning than a sharp selloff when the market is 

extended down. Let’s first look at the current situation to see what I’m talking about. 

http://quantifiableedges.blogspot.com/
http://quantifiableedges.blogspot.com/search/label/Intraday
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Here we see the sharp 1-day selloff has typically led to a muted bounce that then rolls 

over to make new lows. Instances are a little low. When I loosened them to a 2% drop I 

saw the same pattern. 

 

But what if the market was at a 5-day low instead of a 5-day high? Results in that case 

would be much different:  

 

 

 

Here we see a sharp initial bounce that is followed by more upside. In this case the sharp 

selloff is possibly exhaustive. That's not the case when coming off a top. The expectation 

turns from negative to positive based on where the sharp selloff is occurring. So 

remember, when considering the meaning of a bar or pattern it is also important to 

consider the positioning. 
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The Quantifinder actually pointed to a few price-based studies that said drops like 

Friday’s were more likely to see additional downside because they were coming from a 

high area.  Below is a strong example from the 1/19/2010 Letter. 

 

 

 

This would seem to suggest a substantial downside edge over the next few days.  One-

day drops extreme enough to move the SPX from a 7-day high to a 7-day low have rarely 

seen an immediate end to the drop. 

 

It wasn’t just the fact that the market is falling hard from a high level.  Another factor in 

the bearishness is the large unfilled gap followed by further intraday weakness.  This 

study from the 1/30/2009 Subscriber Letter exemplifies this. 

 

 

 

So when considering the selloff on Friday, positioning and the large unfilled gap were 

two factors that indicated more downside is likely.  There were some factors that would 

suggest a bounce, though.  For one, the selloff occurred on a Friday.   
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Since the March 2009 bottom down Friday’s have created a strong tendency for an up 

Monday.  It isn’t just the last year though when you take into consideration the fact that 

the move down was very large compared to the recent Average True Range of the 

market.  In such cases, since the crash of 1987, there has been a strong tendency for the 

market to bounce on Monday.  Perhaps this is due to the fact that fear of a crash causes 

what might be an ordinary selloff to become exaggerated and overdone on Fridays.  

Whatever the reason the tendency to bounce is very strong.  In the 1/25/10 Letter I 

examined this for times the SPX was trading above its 200ma.  If I instead ignore the 

200ma filter and run the study back to 1993 these are the results I get: 

 

 

 

An 89% chance of a bounce the next day is very impressive.  Especially considering how 

few conditions were used in setting up the test. 

 

And if we run the same test but just look below the 200ma? 

 

 

 

More confirmation here. 

http://quantifiableedges.blogspot.com/2010/03/after-down-fridays-over-past-year.html
http://quantifiableedges.blogspot.com/2010/03/after-down-fridays-over-past-year.html
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Another factor that would seem to suggest a short-term bounce is the extremely negative 

NYSE breadth.  The study below is updated from the 10/2/2009 Subscriber Letter. 

 

 

 

This shows a very strong tendency to bounce the next day.  One issue I mentioned a 

couple of weeks ago though is that there have been a relative abundance of extreme days 

in the last couple of years.  Days where the Up Vol % or Down Vol % exceed 90% are 

much more common than they used to be.  So I introduced an indicator I referred to as 

Up Volume % Bounded.  Essentially it just looks at how positive the breadth is compared 

to all other days over the last year.  And while days of Up Volume % coming in under 

5% have been very rare historically, we have had a few in the last year.  Friday’s Up Vol 

% Bounded came in at 2.39%.   In other words, of the last 252 trading days, Friday was 

the 6
th

 worst in terms of breadth.  So yes, strongly negative breadth but with 5 other days 

that were worse in the last year, not exactly a massive historical extreme. 

 

I looked to see how many other times both the NYSE Up volume % had come in under 

5% and the Up Vol % Bounded was greater than 2%.  There have only been 3 instances 

since 1970.  All of them took place in 2009 within about a 2-month span.  They were on 

2/17, 3/30, and 4/20/09.  The 1
st
 instance led to more selling and the next two were 

quickly followed by a bounce.  Rather than try and extrapolate from just 3 instances, I 

thought it would be interesting to see whether a simple Up Vol % Bounded reading in the 

same ballpark as Friday’s provided an edge. 
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Based on this I would say that Friday’s very negative breadth is suggesting an upside 

edge over the next few days.  While it may not be as positive as the 5% Up Volume study 

suggested, negative breadth of this comparative magnitude is a short-term bullish 

indication. 

 

Overall Friday’s action is providing somewhat mixed signals.  The net short-term result 

though is negative, which is reflected in the Aggregator.  I have updated the AggregatorH 

chart below.   

 

  

 
 

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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The Active List remains in the hands of the bearish studies and this is reflected in the 

green Aggregator line.    The negative Aggregator line value indicates the net expectation 

from the Active Studies over the next few days is for downside. Meanwhile the black 

Differential line shows the SPX has underperformed expectations over the last few days.  

So we have negative expectations but a market that is already oversold versus recent 

expectations.  This is considered a neutral configuration.  Based on this the Aggregator 

System turned flat at the close. 

 

Based on the current studies the green Aggregator line is now set to remain negative 

tomorrow.  Of course strong bullish evidence could change this. Meanwhile the 

Differential pivot will be 1,087.34 tomorrow.  This means it would take an SPX close at 

or above this level in order for the black Differential line to turn negative.  That would be 

a strong bounce from where the market now sits.  

 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 7/12 – skittishly and mildly 

bullish.  I will switch to neutral or bearish if the market fails to bounce substantially by 

Tuesday. 

 

From an intermediate-term standpoint, quite a bit of bullish evidence has emerged over 

the last couple of weeks.  I thought I’d go through it chronologically and then point out 

one study I’ll have my eye on this upcoming week. 

 

When the recent selloff was hitting its low point on July 2
nd

 this study appeared: 
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It didn’t disappoint and a bounce followed starting the very next day (7/5).  When that 

bounce occurred it triggered this study which examined the large divergence we were 

seeing in the McClellan Oscillator: 

 

 
 

On schedule we saw a strong move higher follow this study triggering as well.  While 

much of the positive influence from this study appears in the 1
st
 week, even 4 weeks out 

the implications are strongly bullish, and some more details shown in the 7/5 Letter 

indicated that a decent chance of a new high was suggested by this setup as well. 

 

The July 13
th

 Subscriber Letter carried this intermediate-term bullish study. 
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Here we see a questionable short-term has consistently been followed by substantial 

upside over the next 4-5 weeks. 

 

Then with the strong IBD Follow Through Day occurring on July 13
th

, these two 

additional intermediate-term studies appeared in the July 14
th

 Letter: 
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One study I’ll be keeping an eye on over the next couple of days is this one that looks at 

short-term implications of action just after a FTD.  It suggests that if the market does not 

continue higher in the week after a FTD, then there is about a 2/3 chance of failure.  On 

the other hand, a market that closes higher 5 days after a FTD stands about a 2/3 chance 

of a successful rally.  So far it is not looking too promising. 

 

So the short-term is suggesting more selling and the intermediate-term is providing a 

good amount of bullish evidence.  But we also see a study that says the intermediate-term 

may be dependent on the short-term.  It appears if a bounce fails to materialize shortly 

then the intermediate-term outlook could be in danger.  The short-term outlook is for 

downside, but if the market ignores the current short-term tendencies and powers higher 

then that should bode well for the intermediate-term as well.  In any case, it should be an 

interesting week with action that will be well worth watching and considering. 

 

 

Catapult and Capitulative Breadth Statistics 
HCatapult & CBI Presentation Link 

Open Catapult Triggers 

none 

 

Catapult for ETF’s Trades 

none 

 

Broad Market Large Cap CBI – 0 

 

 

 

 

 

 

 

 

http://quantifiableedges.blogspot.com/2008/02/short-term-implications-of-follow.html
http://quantifiableedges.blogspot.com/2008/02/short-term-implications-of-follow.html
https://my.dimdim.com/view/all/quantifiableedges/default/9d0021f0-1eae-451c-8ba3-6b2f23ec2df3
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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. 

 

No trade ideas tonight.  July has been a very good month so far for both index and 

Catapult trades.  I’ll wait patiently until the next substantial edge avails itself before 

looking to put new money to work. 

 

Current Open Trade Ideas 

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

SPY(1/4)(s) 7/13/2010 $109.15 $106.66 2.28% covered on close

SPY(1/4)(s) 7/14/2010 $109.66 $106.66 2.74% covered on close

 

As was indicated in the intraday updates sent to subscribers on Friday, the SPY positions 

were covered at the close. 
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