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Market Overview 
 
 
 

  
Tonight’s Research Points 

 2 50-day highs for SPY on lower volume has been followed by weakness in the 

past. 

 When the SPX and VIX both close up on a Friday it is often followed by a 

pullback over the next 1-2 days. 

 December op-ex week has been the best week of the year for the SPX. 

 The Russell 2000 has had a strong tendency to outperform the SPX from Dec. 15
th

 

through the 1
st
 trading day in January.   

 The Russell’s strength begins as the SPX’s is starting to end around Thursday of 

op-ex week. 

 The 3/10 Offset HV indicator is again very low and expecting a big move.  

 4 very low 3/10 Offset HV readings in an uptrend has been followed by further 

upside, but there has only been 1 other instance in recent years. 

 The SPX is stretched strongly above its 10ma.  This used to lead to further gains, 

but the edge turned flat in the mid-80s. 

 The Aggregator System is flat. 

 The NDX Aggressive Trend Timer is flat. 

 

Short-term Outlook  

The Bottom Line 

The market is overbought.  That may not matter and the net expectations are still calling 

for a move higher, but it certainly makes for a dangerous entry point.  I’m inclined to 

wait for a pullback before taking on new exposure. 
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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 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 NY SE Up Issues % < 40. SPX up & > 200 1-3 day s Bearish -1.80%

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  

Novem ber 15, 2010 QQQQ 5 lower lows and large drop 1-20 days Bullish

Novem ber 15, 2010 SPX down 1% SOX Up 1-20 days Bullish

Decem ber 7, 2010 SPY3 up H,L,C then down C but up H,L1-4 days Bullish 1.60%

Decem ber 6, 2010 VIX 10% up to 10% dn in 1 week 1-5 days Bullish 1.60%

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

active. 

 

 

The Evidence 

The grind higher continued on Friday.  After gapping up to start the day the SPY pulled 

back to fill the morning gap.  Once that was done it spent the rest of the day stair-

stepping higher and finished near its highs.  In the end the SPX had gained 0.6%, the 

Nasdaq was up 0.8% and the Russell 2000 tacked on 1.2%.  Breadth was solidly positive 

as the NYSE Up Issues % came in at 63% and the Up volume % was 75%.  Total volume 

declined for the 3
rd

 day in a row. 

 

The declining volume as we are hitting new highs here continues to be a bit of a concern.  

I discussed this in the Thursday night Letter.  Below is a study from that letter that 

utilized SPY action and volume which triggered Friday for the 2
nd

 day in a row. 

 

http://quantifiableedges.blogspot.com/
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It’s not a huge bearish edge but a tendency worth considering. 

 

Even more concerning from Friday’s action is the fact that the SPX and the VIX both 

closed higher.  Most often the SPX and the VIX trade counter to each other.  This is 

because traders are more likely to value protection in a declining market than a rising 

one.  A quirk of the VIX is that thanks to the weekend it has a natural tendency to fall on 

Friday afternoons and then rise on Monday mornings.  So while it is unusual to see both 

the SPX and VIX rise on the same day, it is especially unusual to see it happen on a 

Friday.  I last looked at this in detail in the 9/20/10 Subscriber Letter.  I also found in that 

Letter that there was a substantial difference in the magnitude of the edge based on 

whether it occurred above or below the 200ma.  Below I have updated the results for 

times like now when the market is in an uptrend. 
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As you can see the implications appear to be quite bearish over the next 1-2 days.  Using 

a 2-day exit strategy I also ran an equity curve. 

 

 

 

The downside edge was ignored on the last instance but over time you can see there has 

been some considerable consistency.  This study certainly seems to be worth inclusion 

among the active studies. 

 

But all the news isn’t bad.  For one, we are now entering a very strong seasonal period.  

We actually have numerous seasonal studies set to kick in this week. 

 

Over several time horizons op-ex week in December has been the most bullish week of 

the year for the SPX.  The positive seasonality actually has persisted for up to 3 weeks.  I 

demonstrated this most recently in the 12/14/09 blog.  I’ve update that study below to 

include last year’s stats. 
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2009 saw the market move higher on Monday and then pull back the rest of the week 

before moving higher into year-end. 

 

In 2008 I discussed the January Effect, which is a tendency that I believe was first 

published in the Stock Traders Almanac.  It suggests that from mid-December through 

January smallcap stocks tend to outperform largecaps.  My research in 2008 looked back 

to 1988 and used the Russell 2000 versus the SPX.  I found that the bulk of this tendency 

was realized in the end of December and the 1
st
 day of January.  I measured from the 15

th
 

of December (or the 1
st
 trading day afterwards if the 15

th
 was a weekend) through the 1

st
 

trading day in January.  In 2008 and 2009 this edge played out quite strongly with the 

Russell outperforming by 4.4% and 3.3%.  So the edge certainly has not waned in recent 

years.  Since 1988 we have now seen the Russell outperform 17 of 22 years, or 77% of 

the time.  But not only have there been substantially more winning years, but the average 

win has doubled the average loss.  The average winning year saw the Russell outperform 

by 2.07% while the average losing year saw the SPX outperform by 1.03%.  There have 

been gross gains of 35.25% in the 17 winning years and gross losses of 5.15% in the 5 

losing years.  So gains have outsized losses by nearly 7 to 1.  And the only losing year to 

post a loss of greater than 1% was 1991 when the SPX outperformed the Russell by 

2.82%.  In all the Russell has outperformed the SPX over the last 22 years by an average 

of 1.4% during this 2+ week period. 
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I also found last year that unlike the SPX, the Russell has not had stellar performance 

during December op-ex.  It seems the SPX tends to outperform during op-ex week right 

up until op-ex Friday when the Russell takes over.  So I also ran a study that looked at 

buying the Russell on op-ex Thursday and holding for up to 2 weeks.  This was shown in 

the 12/14/09 Letter and I have updated it below. 

 

 

 

Stats are very very strong.  I included some additional columns on the right showing max 

loss, max intraday drawdown, and max gain.  These show that while the stats have been 

overwhelmingly bullish, the trade has not been without risk.  Below is an equity curve 

using the 10-day exit strategy. 
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2005, 2006, and 2007 the Russell saw declines occur over this period before getting back 

on track the last 2 years. 

 

Bottom line from a seasonality standpoint is that there should be some strong winds at the 

markets’ back through the end of the year.  Once we get past Thursday I will consider 

using IWM (the Russell 2000 etf) instead of SPY for my long index trades to take 

advantage of the probable Russell outperformance. 

 

The 3/10 Offset HV indicator has continued to show extremely low readings.  

Historically a very low reading has commonly been followed by an expansion in 

volatility.  Over the last 4 days though HV has remained very low.  I’ve discussed this 

indicator and this tendency in the Subscriber Letter the last few days.  Rather than repeat 

the whole discussion again here I placed a link to Thursday’s QE Subscriber Letter 

below. 

 

 2010-12-10 QE Subscriber Letter.pdf 

 

It’s very rare to see low 3/10 Offset HV readings occur for 4 days in a row.  I did study 

similar conditions in the 10/29/10 Subscriber Letter.  I have updated that study below. 

 

 

 

With the market trading above both its 10ma and 200ma such consistently low 3/10 

Offset HV readings have been followed by an upside expansion very consistently.  Below 

is the list of all 21 instances using a 4-day exit strategy. 

http://www.quantifiableedges.com/linklokipn.php?llauth=MjAxMC0xMi0xMCBRRSBTdWJzY3JpYmVyIExldHRlci5wZGYsMCwxMjkyMTcwODI1LDAuMC4wLjAsMCxiN2E3OWUwMWVhNDhmNjY3MDRjZDQ5ZGQxOGYxMWMyNg%3D%3D/2010-12-10%20QE%20Subscriber%20Letter.pdf
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My primary concern with this study back in October was the fact that while it was 

bullish, it hadn’t triggered for 14 years.  Now after going 14 years without triggering 

we’re seeing the same setup occur for the 2
nd

 time in a month and a half.  I’m still wary 

of putting too much faith into this study since most of the instances took place so long 
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ago.  That said with results this strong and the October instance holding to previous form, 

I decided to include it among the active studies. 

 

I have updated the AggregatorH chart below. 

   

 
 

 

Not much change to the Aggregator chart 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 increasingly 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.  

 

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 1,230.87.  Any SPX close at or below this number would flip the Differential line into 

positive territory.  This would require almost a 0.8% decline.  Without such a decline the 

Aggregator System will not trigger a long signal. 

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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I’ve been trying to get long the last couple of days but the market has not managed to pull 

back and fill the trade ideas in the letter.  I’ll try once again Monday should the 

opportunity present itself. 

 

 

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

The market has certainly had a nice run lately and it is overbought by a number of 

measures.  This weekend I got a note from one subscriber who pointed out the SPX had 

moved 2 standard deviations above its 50ma for the 1
st
 time in more than a year.  I’ve 

seen comments from a few people about the stretched SPX.  Some say this shows the 

SPX is extremely overbought and due for a pullback.  Others say this kind of strength has 

more often led to additional gains rather than a pullback.  I should note that from a raw % 

standpoint the market is less overbought than it was about a month ago.  The SPX is now 

a little over 4% above its 50ma.  In early November it was nearly 7% above the 50ma.  

So not all measures are show the extreme overbought condition suggested by the 50-

period Bollinger Bands.  Still I decided to dig a little deeper into the Bollinger Band 

stretch to see which side was right – those suggesting a pullback or those suggesting a 

continuation higher. 

 

I looked at things a few different ways to do this.  First I looked at what happened when 

the SPX crossed above its upper Bollinger Band using a 50-day setting rather than the 

standard 20-day.  I used 2 standard deviations in the Bollinger Band calculation.  I used 

%b to measure where we fell.  For those unaware %b simply measures the distance 

between the 2 bands.  So a reading of 0 means price is right at the lower band.  A reading 

of 100 is right at the upper band.  A reading of 50 would be right at the moving average 

being used – in this case the 50ma.  So a move 2 standard deviations above the 50ma 

would be a %b reading of 100.  Results are below. 
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Results here from 5 to 50 days out all appear to be fairly bullish.  This would seem to 

support the “overbought and likely to continue higher” theory.  I also decided to test the 

2
nd

 half of the note I received, which said this is the highest reading in over a year.  I used 

250 days to estimate a 1-year period, although 252 trading days is actually the average I 

believe.  250 was close enough and a nice round number. 

 

 
 

These results are even stronger and again seem to support the continuation theory.  But 

they don’t show how the edge has played out over time.  To show that I have produced an 

equity curve below.  I used 40-days since those seem to be the strongest results. 
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What’s evident here is that during the 60s, 70s and early 80s the market tended to follow 

through on these very strong readings.  Since then there has been neither a bullish nor 

bearish inclination.  I actually looked at many different equity curves and they all looked 

similar to this.  At one time such strong readings DID suggest an edge.  It doesn’t appear 

they do any longer. 

 

I’ve been discussing POMO activity the last several weeks as a possible intermediate-

term bullish influence.  On Friday the Fed released their tentative operations schedule for 

the next month.  Buying activity and purchase levels are scheduled to remain high and 

may continue to provide positive market stimulus.  Below is a link to the schedule on the 

Fed’s website. 

 

http://www.newyorkfed.org/markets/tot_operation_schedule.html 

 

And for those who may not recall below is a brief refresher from last week on POMO.  

Beneath that I have updated our POMO indicator chart. 

 

POMO stands for Permanent Open Market Operations and it is how the Fed goes into 

the open market to buy securities.  The net effect of this buying is an influx of cash into 

the system.  It appears a portion of that cash makes its way to the stock market and works 

as a bullish influence.  A “POMO Day” is simply a day where these operations take 

place… The chart below (shows a couple of POMO indicators).  The top pane is the S&P 

500.  The middle pane is the rolling number of days in the last 20 that have been POMO 

days.  The bottom pane is the total amount of money infused into the system over the 

previous 20 days. 

 

 

 

http://www.newyorkfed.org/markets/tot_operation_schedule.html
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As you can see both indicators are now hitting all-time highs.  POMO stimulus is now 

stronger than ever.  I suspect this will continue to act as a bullish influence on the stock 

market in the weeks to come. 

 

We have seen some intermediate-term studies with bearish inclinations over the past 

week and a half.  10-year bond rates are again hitting new 50-day highs along with the 

SPX.  I showed last week that this is often bearish for the market.  The number of new 

highs also remains a concern.  Breadth is starting to wane as this rally continues.  We’re 

also seeing a few intermediate-term bullish studies from a month ago now expire.  Still, 

with momentum, POMO stimulus, strong seasonality at least until the New Year, and 

Nasdaq relative strength all making the bull case I’m inclined to side with the trend. 
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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 1,230.87 or lower.  This is based on the 

short-term outlook above. 

 

 

Current Open Trade Ideas 

None. 
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