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Market Overview 
 
 
 

  
Tonight’s Research Points 

 Gap-n-Go formations at 50-day highs often pull back. 

 Strong breadth and volume while hitting a new high has historically led to further 

upside follow through. 

 The Aggregator System is flat. 

 The NDX Aggressive Trend Timer is flat. 

 

Short-term Outlook  

The Bottom Line 

The studies continue to suggest the market is likely to go higher.  Unfortunately the 

recent rise has kept it overbought.  I’m waiting for a better entry opportunity. 

 

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

November 5, 2010 Gap-n-Go to a 50-day  high 1-3 days Bearish -1.00%

November 5, 2010 Strong breadth and vol at a 10-day  high 1-5 days Bullish 1.30%

November 5, 2010 Very  string breadth & 50-day  high 1-5 days Bullish 2.00%

November 4, 2010 Outside day  50-high, strong volume. 1-3 days Bearish -0.90%

November 4, 2010 SPX 100-day  high on Fed Day 1-8 days Bullish 2.10%

Active - Long Term

October 25, 2010 SPX Golden Cross int term Bullish

October 20, 2010 20-high to 5 -low after persistent rise 1-12 days Bullish

October 18, 2010 SPX up. Issue% and Vol% very  low 1-25 days Bearish

September 20, 2010 Nas/SPX RS favors Nasdaq int term Bullish

Dropped Tonight  

October 28, 2010 1st Day Down After 5 up. Close > 200m a1-9 days Bullish 2.10%  
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 

After a large gap up to start the day the market never looked back.  It charged hard into 

the close and made new 52-week highs in most indices.  The SPX rose 1.9%, the Nasdaq 

was up 1.5%, and the Russell 2000 gained 2.6%.  Breadth was strongly lopsided as the 

NYSE Up Issues % came in at 83% and the Up Volume % registered 90%.  Total volume 

came in strong. 

 

Quantifinder studies that triggered were mixed.  I saw negative studies related to pure 

price action, but breadth and volume studies suggested bullish implications.   

 

Just recently in the 9/27/10 Subscriber Letter I looked at patterns of large unfilled gaps 

that made new highs and closed above their opens.  I’ve updated those studies below. 

 

This first one simply requires a 10-day high during an uptrend. 

 

 

 

Implications aren’t terribly strong but risk does outsize reward by a sizable amount over 

the 1
st
 couple of days.  Of course Thursday wasn’t just a 10-day high.  I also updated the 

study that required a 50-day high. 
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Instances are low here, but the results are consistent enough for me to take them under 

consideration.  It would be unusual to see the market continue higher over the next few 

days without any pullback. 

 

Notable about today though was not just the price action.  Breadth and volume can often 

suggest directional clues and they both came in very strong.  In the 8/24/09 Letter I 

looked at other times the SPX made a new short-term high during an uptrend and breadth 

and volume both came in at the strongest levels in 2 weeks.  I’ve updated that study 

below. 

 

 

 

In the 8/24/09 Letter I ran this test back as far as 1970 as well as back to 2000.  The 1970 

results were also positive, though the edge was not as pronounced during the 70s.  Since 

instances are low here I decided to run it back a bit further and see where the edge began 
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to accelerate.  It appears around 1987/1988 it began to gain some steam.  So I reran the 

results back to 1988. 

 

 

 

While the results don’t appear quite as consistent, the larger sample size adds some 

comfort and may also generate better estimations. 

 

The NYSE Up Volume % was also notably strong today as it just eeked out a 90% up 

day.  First introduced by Paul Desmond of Lowry’s, 90% days have long been viewed as 

a sign of exceptional breadth.  (Desmond’s definition also had a few nuances beyond 

simply looking at greater than 90% upside volume, but I’m simplifying for my own 

study.)  I’ve used the 90% level as a benchmark in many studies and a few of those 

triggered today.  The most compelling looked at times the SPX made a 50-day high in 

conjunction with a 90% up volume day.  It was most recently shown just a month ago in 

the 10/6/10 Subscriber Letter.  I’ve updated the results below. 
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As with most of my studies instances decline because I don’t allow for overlap.  As I look 

further out the possibility for overlap increases and the number of tracked instances 

decreases.  I find it interesting that this setup has shown strong results both short and 

long-term.  For those that would like to review examples below is the list of instances 

using the 50-day exit criteria. 
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The results are outstanding across the board, and based on these numbers a case could be 

made for loading the boat to the long side whenever this setup occurs.  But there is a 

potential issue with this study. 

 

I mentioned before that 90% days have become associated with exceptional breadth.  And 

for most of history 90% upside volume was exceptional.  In the last couple of years, 

though, it has become much more common.  Historically a 90% day would register in the 

top 1% - 2% of all days in a given year.  Today’s 90% day ranks “only” in the 92
nd

 

percentile.  This can be seen on the charts page of the QE website.  A copy of the chart is 

below. 
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The top line and circled value represent the NYSE Up Volume % for the day.  The 

bottom line represents the percentile rank of that reading over the last 252 trading days.   

Percentile ranking of an indicator is something I first learned from David Varadi of CSS 

Analytics, who does it with many indicators.  So you can see above that today was a 90% 

day with a 92.83% ranking. 

 

Let’s take a look at the 92.8% reading to get a different perspective of today’s breadth.  

Rather than look at the raw Up Volume % as I did in the 1
st
 test, below I set up a study 

that looked at 50-day highs occurring with breadth strong enough to place it in the 90% - 

95% ranking. 
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Results here, while mildly positive, are nowhere near the eye-popping figures seen when 

using the raw 90% Up Volume criteria.  You can also see just how much more frequent 

instances become.   

 

To use a percentile rank that would put the number of occurrences more in line with the 

raw 90% upside volume study, I would need to require a % Rank of about 99%.  I’ve 

done that below. 
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While not as strong, results here are a bit more in line with the 90% Up Volume test.  

Keep in mind that with this adaptive % Rank method, there will be times where an Up 

Volume % in the very high 90s would be required and there are times where it would 

only require an Up Volume % in the 80s.  Of course since the % Rank was only 92.8% 

today, this test didn’t trigger. 

 

So we are left with the question now of how best to interpret today’s breadth.  Should we 

rely on the raw Up Volume %, whose reading isn’t nearly as exceptional now as it has 

been historically?  Or should we look to the % Rank, whose comparative values mostly 

all came on much weaker breadth days than this?  My inclination is to take both under 

consideration. 

 

The breadth was strong no matter how you measure it and the studies all suggested that 

strong breadth when making a new intermediate-term high is a good thing.  So I’ll view it 

as a positive.  I don’t think it is as bullish as the 90% Upside Volume test might suggest, 

but it’s probably a bit more positive than the 90%-95% Rank test suggests.  For my short-

term estimates I’m simply splitting the difference. 

 

I have updated the AggregatorH chart below.   

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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The green Aggregator line tonight remains mildly above zero.  The positive value 

indicates the net expectation from the Active Studies over the next few days is for a move 

up. Meanwhile the black Differential line is now further below 0 than it has been in 2 

months. The negative value means the SPX has strongly outperformed expectations over 

the last few days.  So we have positive expectations but a market that is strongly 

overbought.  This is considered a neutral configuration. This can be seen on the 

Aggregator chart whenever both lines are on opposite sides of 0.  Due to this the 

Aggregator System remained flat at the close.  

 

The green Aggregator line is set up to remain positive tomorrow.  Of course that could 

change if enough bearish evidence emerges. Meanwhile, the Differential Pivot will be 

1,197.16. Any close at or below this level would move the black Differential line back 

into positive territory.  So for the SPX to move to oversold versus recent expectations and 

possibly trigger a long it will need to close almost 2% lower tomorrow. 

 

It’s sometimes a little frustrating sitting on the sidelines while the market is running 

higher.  This is especially true when my studies are suggesting the market is likely to go 

up.  One big enigma that I’ve struggled to figure out is how to determine when it is ok to 

ignore the Differential line and simply make decisions based on the Aggregator.  Is there 

an indicator I could apply to my trading that would suggest positive expectations on their 

own are enough, and it’s ok to swing long even if the market is overbought?  I haven’t 

unearthed it yet, but it isn’t for lack of effort.  And I remain optimistic that I will someday 

solve (or stumble across the answer to) this problem.  Until I do, I will continue to wait 
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for pullbacks or underperforming consolidations in order to allow for a better risk/reward 

entry. 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 11/1 – bullish 

Not much to discuss from an intermediate-term standpoint.  The market again made new 

rally highs this week.  With the very tight action in the market over the past week, no 

studies of intermediate-term consequence emerged.  I’m still not seeing strong evidence 

that the uptrend is about to end. 

 

The Nasdaq/SPX relative strength indicator continues to favor the Nasdaq.  A leading 

Nasdaq has historically been a good sign.  The Advance/Decline line hit another new 

high this past week suggesting breadth remains positive.  Momentum is certainly 

favoring the upside and the market is trading above important moving averages.  Until 

the market begins to falter and more bearish evidence emerges, I’ll continue to trade with 

a bullish bias.  For my own trading a bullish bias means I tend to trade the long side with 

a little more aggressiveness and I will be extra selective with short trades. 

 

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 

 

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.   

 

Current Open Trade Ideas 

None. 
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