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Tonight’s Research Points 

 4+ day pullbacks that experience the worst day of the pullback are normally 

primed for a bounce. 

 Extremely high volume may further increase the bullish probabilities. 

 The Aggregator System is long. 

 The NDX Aggressive Trend Timer is long. 

 

Short-term Outlook  

The Bottom Line 

The market is now strongly oversold and expectations are positive.  Tonight’s studies 

show more promise than the last few nights, and there appears to be a substantial upside 

edge at the moment.  I’m now quite long, but won’t be adding more until next week. 

 

Summary of Recent Active Studies (see Letters from listed dates for details) 
Study  Date Description T im e span Bias Avg Max Move

Active

May  6, 2011 Down 4 day s. Today s is the worst. 1-5 day s Bullish 2.10%

May  5, 2011 SPY  1st 5-day  low in 10 day s 1-4 day s Bullish 1.60%

May  2, 2011 SPY  highest close of month on last day 1-5 day s Bullish 2.40%

May  2, 2011 SPX > Upper BB 4 day s 1-8 day s Bullish 1.90%

Active - Long Term

May  2, 2011 SPY  up 3 day s all lower volume 1-19 day s Bearish

April 25, 2011 Nas/SPX relative strength favors Nas int term Bullish

April 11 , 2011 QQQ 5 lower lows. Today  worst day . 1-20 day s Bullish 13.00%

March 22, 2011 3 Day s Up Issues % > 7 0% int term Bullish 19.00%

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

October 25, 2010 SPX Golden Cross int term Bullish

Dropped Tonight  

April 28, 2011 100-day  high on a Fed Day 1-6 day s Bullish 1.65%

May  3, 2011 Russell 2k drops much bigger 1-3 day s Bullish 1.70%  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 
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The Evidence 

The market sunk to new pullback lows today.  The sinking action earned Thursday the 

title of “Sinko de Mayo”.  The selloff has been led by the commodity markets with 

massive drops in silver, gold, oil, and more.  Equities have gone along for the ride, but 

not nearly to the same degree.  On Thursday the SPX sinkoed 0.9%, while the Nasdaq 

and Russell 2000 both sinkoed 0.5%.  Breadth was again weak with the NYSE Up Issues 

% coming in at 37% and the Up Volume % at 27%.  Total volume hit a 20-day high for 

the 2
nd

 day in a row. 

 

The 4-day pullback triggered a few similar studies in the Quantifinder.  The study below 

was last seen just a few weeks ago in the 4/13/11 Subscriber Letter.  It looks at 4+ day 

drops that suffer the worst decline of the drop on the entry day. 

 

 

 

These results appear extremely compelling. The consistency is very strong. Of course the 

market is always capable of doing things it hasn’t before. We’ve seen plenty evidence of 

that over the last 3+ years. So although this condition has led to a bounce in every 

instance evaluated over the test period, it’s no sure thing. In fact just before the period 

shown there were 2 trades that were losers. Still, the evidence appears strong enough to 

suggest a bullish inclination. This is further confirmed by the equity curve below. 
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The curve has flattened a bit lately, but I’m not too concerned at this point.  Looking at 

the last 2 instances (11/16/10 & 4/12/11) you will note that they both saw immediate 3-

day rallies before the SPX pulled back a bit for a couple of days and then started a new 

leg higher.  In other words, the 5-day holding period depicted here just hasn’t been ideal 

lately, but the setup has effectively called the bounces. 

 

I also decided to examine other times this setup occurred when volume was coming in at 

a 20-day high like it did on Thursday. 
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Strong numbers though instances are extremely low.  For those interested below is a list 

of all instances along with their 1-day returns. 

 

 

 

It appears the high volume on Thursday may be another plus.  Instances are low for 

formulating estimates, though.  I’m using the 1
st
 study without the volume filter to do 

that. 

 

I have updated the AggregatorH chart below.  

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Another bullish study tonight (and a compelling one at that) is keeping the green 

Aggregator line elevated well above 0. 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 is now registering the highest reading since the March 16
th

 bottom.  

Readings greater than 0 mean the SPX has underperformed expectations over the last few 

days.  So net expectations are for upside and the SPX is strongly oversold versus recent 

expectations.  Historically this configuration has provided a bullish edge.  It can be seen 

on the chart whenever both lines close above 0.  Due to this the Aggregator System 

remained long at the close.  

 

The green Aggregator line is again set to close above 0 on Friday.  This could change if 

strong bearish evidence emerges.  Meanwhile, the Differential Pivot will be 1,363.93. 

This is 2.2% above Thursday’s close.  So for the Differential Line to cross back below 0 

and signal the SPX is no longer oversold the SPX would need to put in a very strong day 

on Friday.  Really what this is all suggesting is that the Aggregator is looking for a multi-

day bounce from here. 

 

With the long entries from Thursday I have now got a sizable long position.  Tonight’s 

studies are the first really compelling bits of evidence in the last few days and the SPX is 

now very strongly oversold, so I am comfortable with the large position.  I won’t be 

looking to add more on Friday, but I am not far from putting on the last part of the SPY 

trade.  Another security I’m considering closely is XIV.  The VIX has risen somewhat 
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sharply over the last few days.  It is now stretched over 10% above its 10ma.  Should it 

spike further I would look to take advantage of a reversal buy going long XIV.  (Note: I 

was hoping to have a 2
nd

 webinar on XIV this week, but that likely will happen next week 

instead.) 

 

A Note About Commodity ETFs 

SLV (silver) fell 12% today and is now down over 30% from its peak just 5 days ago. 

USO (oil) fell nearly 10% intraday.  LD(lead) dropped over 8% today and is down 20% 

in the last month.  SGG(sugar) and BAL(cotton) are both more than 30% below their 

2011 peaks. Yet with all this action none of these has appeared on the system triggers 

spreadsheet. There is a good reason for that. Commodity ETFs are not included on ETF 

list that I track. Moves like the ones mentioned above are the reason why. 

 

I've done a substantial amount of systems research over the years. Many of the numbered 

systems that are tracked on the triggers spreadsheet utilize the concept of mean reversion 

in one form or another. My research has led me to believe that certain indices and 

security types are more prone to mean reversion than others.  

 

As a general rule of thumb I prefer broader indices to more narrow ones. When you are 

dealing with a broad index there is often a fair amount of push and pull going on among 

the underlying assets within the index. For instance, the S&P 500, which is broadly 

based, will often see different groups rising or falling at the same time. Tech might have a 

good day while energy suffers losses. In the end this push and pull helps to promote mean 

reversion. Mean reversion is often strong among country ETFs, capitalization-based 

ETFs and even to a lesser degree major sector ETFs. But when the field gets too narrow 

momentum can easily override mean reversion. 

 

Of course an ETF based on one commodity can’t get any narrower.  Bond ETF’s and 

currency ETFs are much the same.  When I trade these groups I tend to utilize breakout / 

trend following strategies rather than mean reversion strategies.  Hence the reason they 

are not included on the ETF list for the numbered systems. 

 

All that said, some of the selloffs have become so extreme that I think ETFs like SLV 

likely will bounce soon.  It’s just harder to anticipate the level where it’s likely to occur 

than in a broad equity index. 
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Intermediate-term Outlook (2 weeks – 2 months)– updated 5/2 – bullish 

The market pushed to new multi-year highs this week for the 1
st
 time since February.  

And though most indications remain bullish, there was one study that appeared on Friday 

with possible intermediate-term bearish inclinations.  That study looked at the rise in SPY 

on declining volume each of the last 3 days.  It was last seen in the 12/6/10 Subscriber 

Letter.  I have updated the results table below. 

 

 

 

There doesn’t appear to be an overwhelming edge based on the data but it does hint at 

poor risk/reward for the intermediate-term.  Below is an equity curve using a 19-day 

holding period. 
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Though choppy, this would seem to support the bearish case.  I believe it’s worth listing 

and monitoring this study on the Intermediate-term Active List. 

 

I’ve been updating the POMO chart most weekends in the letter.  For those who may not 

recall below is a brief refresher 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.  Information on acquiring the data and constructing the chart can be 

found in the January 3
rd

 POMO presentation linked below.  (Not available for trial 

users.) 

 

http://www.quantifiableedges.com/members/pomo.php 

 

 

http://www.quantifiableedges.com/members/pomo.php
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The POMO indicators pulled back a little more this past week.  The days indicator is at 

15 and the POMO Volume indicator is down near the low end of its recent range.  The 

schedule calls for POMO buying for the next 8 trading days, and then a new schedule to 

be released on the 8
th

 day.  I therefore expect we will see the POMO Days and POMO 

Volume indicators will get a boost over the next week and a half (and likely longer).  I 

expect POMO to continue to act as a wind at the markets back.  The new schedule to be 

released in a week and a half should be interesting.  It will take us through the first 1/3 of 

June.  June is when the QE2 POMO buying is scheduled to end, so we will see if there 

are any indications of that in the next schedule release. 

 

For those that would like to view the upcoming schedule I have provided a link below.   

 

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

 

Bullish studies continue to dominate and the market is now making new highs.  This is 

not a situation in which I would become an aggressive short seller.  Instead I will look for 

long opportunities that I can play aggressively, and nibble on the short-side should short-

term evidence switch to favor the bears. 

 

 

 

 

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

 

 

No new trade ideas tonight.  Those looking to take on some more exposure can check out 

the triggers page.  There are quite a few stocks and ETFs set up again tonight.  

 

 

Current Open Trade Ideas 

Symbol Entry Date Entry Price Current Price % Gain/Loss Stop Notes

EPP 4/19/2011 $48.85 $48.04 -1.66% System 90609

SPY 5/4/2011 $135.67 $133.61 -1.52% Aggregator

SPY 5/5/2011 $134.08 $133.61 -0.35% bought on open

SPY 5/5/2011 $133.61 $133.61 0.00% bought on close
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