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Market Overview 
 
 
 

  
Tonight’s Research Points 

• Friday’s big drop on weak breadth doesn’t provide a substantial edge dur to the 
market position. 

• Stronger years have produced less positive January results than mildly positive 
years.  The results are not significant, though. 

• Beginning of month seasonality suggests an upside edge, although it isn’t very 
reliable in January. 

• The Aggregator System closed out its short trigger and moved to flat on 
Thursday’s close. 

 
Short-term Outlook – updated 1/4 
The Bottom Line 
The holiday trading has led to a bit of a lack of Active studies.  It can be tough to find 
reliable short-term edges under such conditions.  With the Aggregator now flat I am 
looking forward to increased and more meaningful trading action beginning this week. 
 
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
January 4, 2009 1st Day of Month 1 days Bullish
December 31, 2009 SPX rises. Up Vol % & Up Issue % < 45 1-2 days
Active - Long Term
December 23, 2009 SPX and TNX hit 50-day high 1-10 weeks
December 23, 2009 Low p/c without strong SPX rise 1-5 weeks
December 7, 2009 Nasdaq Leading S&P int. term Bullish
December 2, 2009

Bearish -2.45%

Bearish
Bearish

VIX:VXV crosses below 0.9 2-5 months
Dropped Tonight  
December 30, 2009 SPY close dn with higher h & lo post 3up 1-2 days Bullish 1.20%
December 18, 2009 SPX down 1% & Declines 2x Advancers 1-9 days Bullish 3.40%
December 21, 2009 Low HV with no new highs 1-8 days
December 31, 2009 Strong finish makes for a weak gain 1 days

Bearish

Bearish -3.50%
Bearish  

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



The Evidence 
After waiting almost a week and a half for a pullback, we finally got one on Thursday – 
and most of it took place in the last half hour of the day.  The SPX and Nasdaq closed 
down almost exactly 1%, while the Russell dropped about 1.3%.  Breadth was strongly 
negative.  The NYSE Up Issues % was 33% and the Up Volume % was 22%.  Total 
volume was again low thanks to the holiday. 
 
One study that appeared in the Quantifinder tonight looked at drops of more than 1% 
with decliners doubling advancers.  Below is a copy of that study from the 5/12/09 
Subscriber Letter (not updated). 
 

 
 
This study suggests bullish implications over the next couple of weeks.  There are a few 
problems in considering this study with regards to the current action.  First of all, 
Thursday’s SPX action just barely qualified on both the % change and the up issue %.  
The SPX dropped almost EXCATLY 1%, and the Up Issue % was JUST under 
33.3333%. 
 
Rather than simply saying greater than 1% I decided to examine a range.  I therefore 
changed the requirement to look at 0.75% to 1.25%. 
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The edge here appears to be slightly diminished.  In May I also found that the original 
setup above had a diminished edge when the SPX had closed at a 20-day high the day 
before.  Wednesday was not a 20-day high but it was in the upper end of the recent range.  
I therefore filtered to see how results were affected if the SPX closed above its 10ma the 
day before. 
 

 
 
From these results it appears the drop Thursday may not suggest an upside edge.  But 
these results don’t take the long-term trend into account.  How about if we once again 
filter using the 200ma? 
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The fact that the market is in a long-term uptrend doesn’t appear to help the results at all.  
In fact they are actually a little bit worse. 
 
Lastly, what if I run the above study but use a range for the Up Issue % around the 33% 
level that appeared? 
 

 
 
Here again I’m failing to see a significant edge.  It appears the rebound edge after a 
strong selling day is more prominent when the market has already been selling off.  When 
the market is coming off a higher level, it becomes more of a coin flip.  So obviously this 
series of tests is leaving us with nothing significant to include in the Active Studies List, 
but does help to provide a better understanding of when strong selloffs are more likely to 
lead to an immediate rebound. 
 
Another idea I tested with somewhat interesting results this weekend was to look at 
January performance based on how strong the previous year was.  Below is a stats table 
that breaks down the results in some detail. 
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There’s nothing significant here, but I did find it interesting that strong years have led to 
weaker Januarys than years that were only mildly higher. 
 
One study from the Quantifinder that I did find worthy of inclusion is the 1st day of 
month seasonality study.  January was interesting because over the last 23 years it had the 
worst % profitable of any month but still one of the highest average returns.  This 
suggests when New Years optimism runs high it can create a sharp up move.  Below is a 
copy of the table from the July 1, 2009 blog post (stats not updated). 
 

  
 
 
I have updated the Aggregator chart below.   
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html


 
 
The green Aggregator line shows net expectations from the Active Studies remains 
negative, though just barely.  As I’ll discuss below the value of that line couldn’t be more 
tenuous at the moment either.  The black Differential line spiked higher as the SPX wiped 
out several days of gains with the day’s selling.  This leaves the Aggregator in a 
formation where the studies are suggesting downside but the SPX is already oversold 
versus expectations over the last few days.  With the lines now on opposite sides of zero, 
the configuration is considered neutral.  The Aggregator System has closed out the short 
trigger and moved to flat as indicated seemed probable near the close on Thursday.  The 
Aggregator System finished 2009 up 36.27%.   
 
The Active Studies list is currently in a place that I don’t believe it has been in the 2 years  
I’ve been tracking it in the subscriber letter.  Effectively all active studies are set to expire 
tomorrow.  This means that Monday’s action and the studies it generates will wholly 
determine the position of the Aggregator Monday night.  Never has there been a time 
where no studies were active.  If action Monday is nondescript and nothing significant 
appears then we would be in such a position.  This would mean the Aggregator System 
would be flat.  Obviously I’ll be watching action extra vigilantly on Monday with an eye 
towards the intraday Quantifinder. 
 
The Differential pivot number is 1,125.67.  The SPX would need to close at or above this 
number in order to flip the black Differential line to negative.  So barring a strong move 
up on Monday the Differential will remain positive.   
 
With no substantial short-term edge evident I am currently in wait and see mode. 
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Intermediate-term Outlook (2 weeks – 2 months)– updated 1/4 –neutral 
Nothing popped up this week in terms of studies with significant intermediate-term 
implications.  Frankly I’d be a bit hesitant to use the holiday week as a reliable indication 
of the intermediate-term anyway.   
 
On the positive side the Nasdaq is still exerting leadership and the intermediate-term 
uptrend for all indices remains in tact.   
 
Bearish indications still remain based on studies related to options, volatility, and bond 
yields.  In all the trend is up but indications remain mixed.  I’ll wait to see how the action 
looks this week now that light holiday trading should be over.  Should there be no further 
indications of downside then I’ll probably increase the intermediate-term outlook to the 
bullish side since the trend remains up. 
 
Subscribers will notice on the systems page that I have now included the Nasdaq Trender 
signals.  I will be releasing more information on this model in the next week or so.  For 
the time being I just wanted to get the model running so that all of 2010 is live.  It 
basically looks at leadership and trend.  It will go both long and short. 
 
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. 
 
None tonight.   
 
Active Trades Table 
Symbol Entry Date Entry PriceCurrent Pri% Gain/LosStop Notes
SPY(1/4)(s) 12/23/2009 $112.00 $111.44 0.50%
SPY(1/4)(s) 12/29/2009 $113.01 $111.44 1.39%

covered on close
covered on close

 
A brief assessment of my 2009 performance and a look forward to 2010. 
The primary short-term decision tool available to subscribers and the one I use the most 
is the Aggregator.  The Aggregator system performed very well again in 2009, as it 
posted a 36% gain on top of 2008’s (Feb-Dec) 60% gain.   
 

http://quantifiableedges.googlepages.com/CatapultandCBI.ppt-voice2.ppt
http://www.quantifiableedges.com/members/systems.php
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One way that I have managed risk over the years in some of my trades is to scale in.  
Scaling in worked quite well in 2008 as it allowed me to take advantage of extreme 
moves and reversals.  In 2009 scaling did not work as well.  The extreme moves 
generally persisted longer and did not reverse as hard.  Additional the moves that were 
less extreme offered very little opportunity to get a 2nd or 3rd lot on.  This meant scaling 
led to making less on the good trades and losing more on the bad ones.  This led me to 
personally underperform the system in 2009.   
 
In 2010 I will scale to a much lower degree.  The standard entry will be at least ½ index 
position on any Aggregator signal.  I will still allow myself some additional capital to 
increase the allocation should I decide the edge warrants it.  Of course subscribers should 
make all their own decisions.  I will do my best to continue to provide enough 
information for subscribers to be ale to incorporate substantial edges into their decision 
making.  Subscribers could simply take the Aggregator signals and ignore my 
commentary, ignore the Aggregator signals and just play it as I suggest in the Letter, or 
independently interpret the studies in their own manner to make decisions about probable 
market edges.  In any case, consistently applying an edge has helped to produce positive 
results over time. 
 
Looking past the Aggregator, the Catapult trades performed well although they were 
dormant for much of the year as compared to 2008.  In the 2nd half of the year we’ve only 
seen about a dozen Catapults trigger but they’ve all been winners.  The Catapults and 
CBI typically offer some nice opportunities a couple of times per year.  I’d be shocked if 
we get through 2010 without a significant market pullback at some point.  Those are 
normally the times when the Catapult trades excel. 
 
While I tend to underemphasize the numbered systems on the systems page, those too 
performed well in 2009.  I’ve chosen probably too few of them to use as “trade ideas” in 
the Subscriber Letter, but I have had a few emails recently from subscribers who have 
been using them successfully. 
 
In 2010 I’ll be introducing additional research and systems, I expect to develop additional 
tools for Gold subscribers, and am also excited to track the QE Big Time Swing System 
(separately from Gold membership).  There seems little doubt that 2010 will be another 
interesting one from a trading standpoint.  I will do my best to ensure gold subscribers 
have plenty of tools to apply quantifiable edges to their trading and hopefully make it a 
very profitable year as well. 
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