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Market Overview 
 
 

 

  
Tonight’s Research Points 

 Moves from a new high to a 10-day low in one day are often followed by further 

downside. 

 VIX spikes over 20% in one day often suggest exhaustion and lead to a quick 

bounce. 

 Fridays tend to have more severe overreactions and more reliable bounces than 

other days. 

 The Aggregator System is long. 

 The NDX Aggressive Trend Timer is flat. 

 

Short-term Outlook  

The Bottom Line 

Friday‟s big drop is extremely unusual coming from such a high level and inciting fear so 

rapidly.  Mixed studies and a now oversold market are triggering a long Aggregator 

signal.  With some extra risk in the market I‟m dipping my toe in the long end. 
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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

January  31, 2011 20% VIX spike 1  day Bullish

January  31, 2011 10-high to 10-low in 1  day 1-3 day s Bearish

January  31, 2011 Fri down 1 .5x  ATR 1 day Bullish

January  27 , 2011 100-day  high on a Fed Day 1-6 day s Bullish 1.70%

January  27 , 2011 Unfilled gap up & close > open Fed Day 1-5 day s Bearish -2.60%

January  21, 2011 1st close < 10ma in over 25 day s 1-11  day s Bullish 3.60%

January  21, 2011 SPY  gap down & partial revers fr 5-low 1-10 day s Bullish 3.20%

January  19, 2011 SPX 20-day  high. Vol 20-day  high. 1-9 day s Bullish 2.40%

Active - Long Term

January  21, 2011 SPY  1st close < 10ma in over 25 day s 1-20 day s Bullish

January  19, 2011 SPX 20-day  high. Vol 20-day  high. int term Bullish

December 30, 2010 SPX closes > 10ma every  day  of month 1 month Bullish

December 16, 2010 2 Hindenburg Signals 1-50 day s Bearish

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

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

October 25, 2010 SPX Golden Cross int term Bullish

Dropped Tonight  

January 28, 2011 SPY 50-high and vol lower 2 days 1-2 days Bearish -0.90%

January  24, 2011 Nas/Rus down 3. SPX 3-day  high. 1-5 day s Bullish  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

The Evidence 

Egyptian turmoil led to market turmoil as the major indices took their hardest hits in a 

long time. The selling started just before 10 AM and persisted throughout the rest of the 

day. When it was over the SPX had lost 1.8% while the NASDAQ and Russell 2000 were 

down 2.5%. Breadth was strongly negative as the NYSE Up Issues % came in at 16% and 

the Up Volume % was 12%. Total volume spiked as traders rushed for the exits. 

 

Friday's mood was panicky and extreme. It triggered the appearance of a large number of 

studies in the Quantifinder. These studies were quite mixed and Friday's action could be 

interpreted a number of ways depending on how you look at it. I'll go over some of the 

themes that appeared in the Quantifinder and discuss some new research as well. 

 

Days of extreme selling like we saw on Friday will often trigger a reflex bounce. I've 

shown before how this reflex often gets shortened and becomes less reliable when the 

strong selling immediately follows and intermediate-term high. The next couple of 

studies will demonstrate this. This first study is from the 11/13/09 Subscriber Letter. 

(Stats updated.) 

 

http://quantifiableedges.blogspot.com/
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As you can see there has been a strong possibility of a 1-day bounce. After that, returns 

don't suggest any edge. This next study, which has also been shown before, shows the 

same setup except that the SPX is NOT coming off a 20-day high. 

 

 

 

Here you see the upside edge has a tendency to persist over the next couple of weeks. 

 

Of course the selling Friday was much more extreme than the situation described above. 

One of the remarkable aspects of the action is the fact that it went from a high on 

Thursday down to a new 10-day low on Friday. In the 6/16/09 Subscriber Letter I showed 

past results following a 1-day move from a 10-day closing high to a 10-day closing low. I 

have updated those stats below 
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The first 3 days following such instances seem to suggest a solid downside edge. If you 

only focus on the average trade column then it would seem that edge expands 8-10 days 

out. I've also included the Max Losing Trade column in this table. As you can see, the 

later results were heavily affected by one huge loser. It was the Crash of „87 and it 

basically accounted for all of the losses when you look out 8-10 days. 

 

But Thursday wasn't just a 10-day high. It was a long-term high. I increased the 

requirement to 50 days and reran the study. 
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Instances are now a bit low to rely on, but the downside edge certainly seems to remain in 

place when the high is a long-term high. Below I have listed all instances with their 2-day 

exit results. 

 

 

 

The only other instances looking back to 1960 that came from 1-year highs like the 

present occurred in 1979 and 1980. I have noted them above. 

 

One possible positive is that prior to Friday's drop the market was locked in a persistent 

rally. I've shown a few different ways in recent months that persistent rallies are unlikely 

to end abruptly. Instead they will either continue higher after a brief pullback, or action 

will become choppy prior to a sizable move lower. This next study was recently seen in 

the 12/27/10 subscriber letter. 
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We see here a decent edge that becomes stronger and more consistent as you look out 

over the next several days. I decided tonight to also examine what happened when the 

rally generated a new high. 

 

 

 

These results don't appear quite as strong as the previous test but they are still pretty 

solid. 

 

And while the above results are strong enough to include in the Aggregator, I feel what 

truly characterized Friday's drop was not the five days leading up to it but the extreme 

movement and extreme fear that was evident. The fear can be seen by noting the fierce 

spike in the VIX, which rose over 24% on Friday. Below is a study that looks at all other 

instances of VIX spikes of 20% or more. 
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There is a lot of green in the results table above, but the edge is primarily exhausted on 

day one. I also noted that fear is unlikely to spike so rapidly when the SPX is coming off 

an intermediate-term high. The only other instance was 11/27/09. The market fared well 

after that instance. Below is the equity curve using a one-day exit strategy. 
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It isn't the straightest curve I've ever shown, but it has consistently moved up and it has 

done well lately. 

 

Fridays are renowned for overreactions. Part of this may be due to the fact that both the 

1929 in 1987 market crashes occurred on a Monday and perhaps knowing this makes 

traders a bit antsy when things are going poorly on a Friday. Part of it could also be that 

the long wait between Friday's close and Monday's open leaves plenty of opportunity for 

bad news to come out. Traders want to bail before it does. Below are a couple of tests that 

examine extreme behavior that occurs on Fridays. 

 

This first study just takes the 20% VIX spike from the previous test and examines those 

times it occurred on a Friday. 

 

 

 

Results here appear to both be more consistent and to follow through with a bit longer 

than just one day. 

 

This next study used Average True Range (ATR) to define a “large” move. If the size of 

the drop was larger than 1.5 times the 20-day ATR then that was considered “large”. 

Drops of this magnitude on a Friday have almost always led to a bounce. 
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These results show an ample sample size and a very high propensity to bounce on 

Monday. While not trade worthy, I did find it interesting that the instances that fail to 

bounce immediately were not able to quickly bounce and catch up in the next few days. 

 

So bottom line is we find the market in a very unusual situation. Moves from a long-term 

high are rarely as sharp as we just saw. The few times it has occurred it has typically lead 

to more price weakness. But there is quite a bit of evidence supporting the bull case as 

well. For one, the move prior was a persistent move up. Also, fear spiked to a level that it 

rarely does without the market experiencing a quick rebound. Fridays are notorious for 

overreactions and there are a number of indications suggesting that is what we just saw. 

 

I have updated the Aggregator H chart below. 

   

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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The green Aggregator line remains above 0 and didn‟t move much as tonight‟s studies 

balanced each other a bit. The positive value means the net expectation from the Active 

Studies List is for upside over the next few days. Meanwhile the black Differential line 

rocketed well above 0. The positive value means the SPX has strongly underperformed 

expectations over the last few days.  So net expectations are for upside and the SPX has 

underperformed recent expectations. Historically this configuration has provided a bullish 

edge.  It is evident on the chart whenever both lines are above zero. Due to this the 

Aggregator System switched to long at the close.  

 

The green Aggregator line is tentatively set up to remain above 0 on Monday. Of course 

this could change if strong bearish evidence emerges.  Meanwhile the Differential Pivot 

will be 1301.37.  This is almost 2% above Friday‟s close.  This makes it highly unlikely 

the Differential line will drop back below 0 on Monday.  The most likely scenario barring 

a big rally or strongly bearish evidence is that the long Aggregator signal will remain in 

place on Monday.  

 

As I mentioned earlier, the market is in an extreme and unusual situation. So a quick 

bounce appears to be the likeliest outcome, indications are mixed. Risk is certainly 

elevated and we are trading under unusual circumstances. Due to this I will take it a bit 

slower than usual. I will also carefully monitor action over the next couple of days. I 

think we're likely to see a bounce, and I also believe that bounce may tell us a lot about 

the short-term direction of the market. 
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Intermediate-term Outlook (2 weeks – 2 months)– updated 1/31 - mildly bullish 

The intermediate-term oulook is basically unchanged from last week.  No new studies 

with long-term implications appeared and with the short-term outlook quite lengthy 

tonight, I decided not to make a big fuss of the intermediate-term. 

 

Bulls still have POMO, trend, and momentum on their side, while the bears hopes 

continue to hinge on breadth and perhaps bond action.  At this point the selloff is just one 

day.  It was strong and violent though, and the action this upcoming week could provide 

some strong hints. 

 

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 @ $127.72 limit.  Based on short-term market outlook above. 

 

IFN – buy @ $29.00 limit.  If not filled by end of day, buy @ $29.39 limit on close.  IFN 

triggered 81119 after triggering 80402 the day before.  I‟d normally just look for a limit 

price of Friday‟s close ($29.40 in this case).  Since risk is elevated I decided to demand a 

better entry price.  The $29 limit is just above Friday‟s low.  The $29.39 limit on close is 

just below Friday‟s close. 

 

Current Open Trade Ideas 

None 
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