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Market Overview 
 
 
 

  
Tonight’s Research Points 

 The low-volume, small up close favors a pullback after the multi-day rise. 

 SPY making a new high and finishing poorly but still not filling its gap up 

triggered a very positive historical pattern. 

 Fed Days are typically bullish. 

 The Aggregator System is flat. 

 The NDX Aggressive Trend Timer is long. 

 

Short-term Outlook  

The Bottom Line 

The market is still overbought.  The expectations are still for more gains.  I’m again 

looking to get partially long should we close much lower tomorrow. 
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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

December 14, 2010 Unfilled gap. 20-high. Close<open>200 1-4 day s Bullish 1.40%

December 14, 2010 Fed Day  bullish tendencies 1  day Bullish

December 14, 2010 SPX up 3 day s lower vol. Smallest up day .1  day Bearish

December 13, 2010 SPX strong December op-ex week 1-5 day s Bullish 2.00%

December 13, 2010 3/10 Offset HV < 0.3 4 day s. Uptrend. 1-4 day s Bullish 1.00%

December 13, 2010 SPX up VIX up on a Friday 1-2 day s Bearish -1.10%

December 10, 2010 SPY  2 50-day  highs on lower vol 1-3 day s Bearish -1.10%

December 9, 2010 Base breakout to 50-day  high 1-5 day s Bullish 1.70%

Active - Long Term

December 9, 2010 SPX & TNX 50-day  highs 1-50 day s Bearish

December 6, 2010 SPY  3 lower volume up day s 1-19 day s Bearish

December 2, 2010 2 90% Up Volume % day s in 5 day s 1-16 day s Bullish

November 22, 2010 High number of POMO Day s recently int term Bullish

November 5, 2010 Very  strong breadth & 50-day  high 1-30 day s Bullish

October 25, 2010 SPX Golden Cross int term Bullish

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

Dropped Tonight  

December 9, 2010 NY SE Up Issues % < 40. SPX up & > 200 1-3 day s Bearish -1.80%

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

active. 

 

 

The Evidence 

After a morning gap up the market consolidated sideways for most of the day.  A late 

swoon though saw it close near its lows with the indices mixed.  In the end the SPX 

finished up less than 0.1% while the Nasdaq was down 0.5% and the Russell 2000 was 

down 0.6%.  Breadth was mixed as the NYSE Up Issues % came in at 44% but the Up 

Volume % was 57%.  Total volume declined for the 4
th

 day in a row. 

 

Another day higher on declining volume brought about the below study, which we last 

saw just a short while ago in the 12/6/10 Letter.  

 

http://quantifiableedges.blogspot.com/
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Results here continue to wane.  It’s nearing the point where I’ll begin to ignore it.  For 

now I’ll simply include it as 1-day edge. 

 

Monday’s SPY pattern brought up some old studies that looked at unfilled gaps higher 

that made 20-day intraday highs.  I’ve looked at this a few times and have updated all of 

the stats below. 

 

This first table was previously updated in the 3/3/10 Subscriber Letter.  It looks at 

unfilled gaps up that make 20-day intraday highs and close above the open in an uptrend. 

 

 

 

Same as then there appears to be no edge for either the bulls or the bears here.  But when 

we look at times like now where the SPY closed below its open…(updated from 

10/26/10)… 
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These results appear to be solidly bullish.  The poor close seems to have been a boon for 

the bulls over the next few days.  In the 10/26 Letter I also found that when the setup 

occurred on higher SPY volume then results appeared even stronger.  I’ve updated that 

study below as well. 

 

 

 

Results here appear solid all around and the edge even plays out a little longer than the 3-

4 days of the previous study.  To get an idea of how the edge has looked over time I have 

created an equity curve using a 4-day exit below. 
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Equity curves don’t often get much straighter than this.  Though instances are a little low 

I feel this study is well worth inclusion on the Active List. 

 

Another theme that popped up tonight among Quantifinder studies is that tomorrow is a 

Fed Day.  In general Fed Day’s are bullish.  Tonight we have a bit of an odd situation, 

though.  We have the market closing at a 20-day high, which has been a neutral setup for 

Fed Days, but it also closed at the bottom of its range, which has been very bearish.  Let’s 

look at these two bits of research below.  First is an excerpt from the 11/3/10 Subscriber 

Letter.  I have updated the 1
st
 study and added an equity curve for it. 

 

One reason I believe Fed Days have performed well is that the Fed is often looked upon 

as the savior of the economy (and the market).  Fed actions are often met with optimism 

and this optimism is often good for a short-term boost.  

 

This optimism is also often a reaction desired by the Fed itself.  They try and manage 

expectations not only through their monetary policy but also through the statements they 

release.  Never wanting things to overheat too much or for a panic to ensue.  During 

good times they will focus more on risks in their statements and will keep a bit of a lid on 

the excitement.  During tough times they will focus more on positives.  A panicky public is 

not good for either the market or the economy so they will act as the voice of reason 

when it appears panic may set in.  And during those times when it seems neither 
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overheating nor panicking is much of a danger, they simply look to instill confidence.  

Confidence in the economy, the market, the government, and their own abilities. 

 

So when is the market least in need of a confidence boost?  I’d say when it is already 

trading at an intermediate-term high.  I ran a new study tonight that looked at other times 

the SPX closed at a 20-day high on the day before a Fed Day.  Results below. 
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What I see here is that there has been no tendency for the market to advance under these 

circumstances…  Compare these results to those times where the SPX did NOT close at a 

20-day high just before a Fed Day. 

 

 

 

Here the results strongly suggest an upside edge. 

 

So will the Fed see the current market as one it needs to save?  Does it at least need to 

instill greater confidence?  The fact that the market is already at a 20-day high suggests 

perhaps not… 

 

This next study looks at Fed Day performance based on where SPY closed within its 

daily range.  It found that those days where the close was poor the market tended to due 

especially well on the Fed Day.  Perhaps it was due to the fact that the market sold off 

late in the day thanks to anxiety about the upcoming Fed announcement.  The news often 

isn’t as dire as feared and the reaction on the Fed Day was a sharp rebound.  I showed 

this in the 1/27/10 blog and again in The Quantifiable Edges Guide to Fed Days book.  

I’ve updated it again tonight. 
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Very good numbers.  And for those who are curious, here’s the equity curve. 

 

 

 

The amplitude of the edge has varied some over time but the upside consistency and low 

drawdown is impressive. 

 

So one Fed study is suggesting the market is at an intermediate-term high and the chance 

of a boost from the Fed is less than 50/50.  The other study says that Monday’s late-day 

anxiety is likely overdone and we should see a bounce.  In case you’re wondering there 

has never been an instance before now that SPY closed in the bottom 25% of its range 
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and at a 20-day high the day before a Fed Day.  So we are in a bit of uncharted territory.  

My inclination is to assume a bullish Fed Day edge, but it is likely reduced due to the fact 

that we are at a new high. 

 

I have updated the AggregatorH chart below. 

   

 
 

 

The Aggregator configuration is unchanged tonight.  The green Aggregator line remains 

above 0.  The positive value indicates the net expectation from the Active Studies over 

the next few days is for a move higher.  The black Differential line remains negative.  

The negative value means the SPX has outperformed expectations over the last few days.  

So we have positive expectations but an overbought market.  This is considered a neutral 

configuration.  A neutral configuration occurs whenever the Aggregator and Differential 

lines are on opposite sides of 0.  Due to this the Aggregator System remained flat at the 

close.  

 

 

 

 

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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The green Aggregator line is set up to remain positive again tomorrow.  This could 

change should additional bearish evidence emerge.  Meanwhile the Differential Pivot will 

be 1,234.87.  Any SPX close at or below this number would flip the Differential line into 

positive territory.  This would require almost a 0.5% decline.  Without such a decline the 

Aggregator System will not trigger a long signal. 

 

I’m continuing to look for a long entry but am not chasing here.  Details in the trade idea 

section below. 

 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 12/13 – bullish 

Please refer to the 12/13 Subscriber Letter for the detailed intermediate-term outlook.  

Link below. 

 

2010-12-13 QE Subscriber Letter.pdf 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.quantifiableedges.com/linklokipn.php?llauth=MjAxMC0xMi0xMyBRRSBTdWJzY3JpYmVyIExldHRlci5wZGYsMCwxMjkyMTk4ODA0LDAuMC4wLjAsMCxlODgxZDI2MWVkY2ZlODQzNGIzZWM4NDRjOGQ5MmM4Nw%3D%3D/2010-12-13%20QE%20Subscriber%20Letter.pdf
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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. 

 

 

SPY – buy ¼ index position on SPX close of 1,234.87 or lower.  This is based on the 

short-term outlook above. 

 

One additional thought here for more aggressive traders.  On the systems triggers page 

tonight there was 1 long signal (SMH) and 1 short signal (FAN) among the ETFs.  When 

the Aggregator is neutral I will sometimes consider taking both sides of this.  The tricky 

part is not the entry, though.  It is the exit.  Traders could treat it as a straight spread trade 

and exit both positions when the 1
st
 one triggers an exit (or wait until the 2

nd
 one triggers 

an exit).  You could also hold both until they individually reach their exit triggers in the 

hopes of making money on both sides.  I generally prefer to play them as a spread and 

exit both if I have a profit when the 1
st
 one triggers – unless the 2

nd
 one is triggering again 

and the Aggregator is also in agreement with that position.  I won’t do it in the letter here 

but thought I’d throw it out there for people to ponder. 

 

 

Current Open Trade Ideas 

None. 
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