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Market Overview 
 

 
 

  
Signals Overview 

Aggregator Aggressive VIX Conservative VIX NDX Trend Timer

Flat 50% Long XIV Flat Flat

 

Tonight’s Research Points 

 Strong days that leave unfilled gaps up but close poorly will often see more 

buying over the short-term. 

 Strong breadth for the 2
nd

 day in 3 and a new 10-day high suggests short-term 

bullish implications. 

 

Short-term Outlook  

The Bottom Line 

Expectations are mildly positive and the market is overbought.  I’m neutral and playing 

the waiting game. 
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Summary of Recent Active Studies (see Letters from listed dates for details) 

Study  Date Description T im e span Bias Avg Max Move

Active

January  4, 2012 SPY  strong day  but weak finish 1-3 day s Bullish

January  4, 2012 2 of 3 day s Up Issue %>7 5. 10-high. 1-6 day s Bullish 2.50%

January  3, 2012 Overbought w/out POMO suppport 1-5 day s Bearish -2.70%

December 28, 2011 5 Day s Up > 200 no 50-high 1-10 day s Bullish 2.00%

Active - Long Term

December 28, 2011 5 Day s Up > 200 no 50-high 1-15 day s Bullish

December 5, 2011 POMO scheduled to turn negative int term Bearish

October 30, 2011 SPX & bond y ields hit 50-day  highs 1-50 day s Bearish

October 19, 2011 FTD on strong breadth/20day  high int term Bullish

Dropped Tonight  

Novem ber 18, 2011 Triangle breakdown int term Bullish

December 30, 2011 Unfilled gap up inside day . C>200&Opn 1-2 day s Bearish

Decem ber 29, 2011 1% drop after Christm as 1-3 days Bullish 2.00%

Decem ber 12, 2011 Seasonal strength into year end thru 1/3 Bullish  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

The Evidence 

What a start to 2012!  The market opened very strong, and despite a late selloff, held on 

for sizable gains.  The SPX, Nasdaq, and Russell 2000 all rose between 1.55% and 1.7%.  

Breadth was strongly positive as the NYSE Up Issues % came in at 77% and the Up 

Volume % was 80%.  Total NYSE volume spiked above recent levels. 

 

The late selloff and weak close may have been disappointing to some, but if you’re long 

the market then it shouldn’t bother you.  I’ve shown a number of times that weak closes 

on strong days are often followed by further rallying over the short-term.  I’ll 

demonstrate this a few different ways tonight. 

 

The excerpt below is from the 4/4/11 subscriber letter.  I have updated all stats except the 

1
st
 table. 

 

I ran a test of performance following unfilled upside gaps that make a 20-day high.  

Below I’ve broken out the results by times the SPY closed above the open versus times 

where it closed below the open. 

 

First let’s look at those times where the finish was relatively strong: 
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(Table not updated) 

 
 

 

There doesn’t appear to be any edge in either direction here.  Now let’s examine times 

like the present where SPY closed below the open.   

 

 

 
 

These results are substantially better than earlier where the finish was good.  Rather than 

worrying about the weak finish bulls should be excited by it. 

 

 

I also added another filter to see what a rise in SPY volume might mean. 
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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 3-day exit below. 

 

 
 

 

Equity curves don’t often get much straighter than this.   
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The next study with the “weak close” theme that I will review was last seen in the 

10/26/10 letter.  It doesn’t require a 20-day high but it does require a very weak close – in 

the bottom 10% of the daily range.  Results are updated. 

 

 

 

Results here appear strong and pretty closely in line with the previous study.  I generated 

a 3-day profit curve below. 

 

 

 

This curve is almost as straight as the arrow, and acts as confirmation of the bullish edge. 
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Another study that appeared in the Quantifinder examined the strong breadth we have 

now seen in 2 of the last 3 days, and the fact that the market closed at a 10-day high.  It 

was last seen in the 7/22/11 subscriber letter and has been updated below. 

 

 

 

The consistency suggesting at least some short-term follow through is extremely strong.  

While the edge appears to persist for up to a few weeks, a large portion of that edge has 

played out over the 1
st
 6 days.  Below is a profit curve that assumes a 6-day exit. 
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This profit curve was extremely straight for a long period of time, but the last 2 instances 

have both seem declines over the 6-day period.  This isn’t enough to concern me deeply 

yet, but it will be important to monitor this study to see whether it may be losing 

effectiveness. 

 

All in all the market provided us with some pretty solid short-term bullish evidence to 

start the year.  Of course it is bucking up against the short-term overbought condition and 

negative short-term POMO flows that I discussed in detail yesterday.  So let’s see how it 

plays out in the Aggregator. 

 

I have updated the AggregatorH chart below.    

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Tonight’s bullish evidence caused the green Aggregator line flip back positive after just 

one day in negative territory.  Readings above 0 mean net expectations from the Active 

List are for upside over the next few days.  Meanwhile, the black Differential Line dipped 

quite a bit with the strong move up in the SPX, and finished well below 0. A negative 

Differential reading means the SPX has outperformed expectations over the last few 

days. So net expectations are bullish but the SPX is overbought versus recent 

expectations.  This is considered a neutral configuration. Neutral configurations are 

visible on the chart whenever both lines close on opposite sides of 0.  This caused the 

Aggregator System to remain flat at the close.  This was indicated on the systems page 

before the bell. 

 

Based on the current active studies, expectations are scheduled to remain positive on 

Wednesday.  Of course this could change if strong bearish evidence emerges.  The 

Differential Pivot will be 1,266.68 on Wednesday.  This is 0.8% below Tuesday’s close.  

So the SPX will need close down at least this much for the Differential line to rise back 

into positive territory. 

 

The Aggregator is still neutral and I am not inclined to start taking on new exposure until 

I see a more substantial edge.  So I’ll wait another day and see what the market delivers. 
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Intermediate-term Outlook (2 weeks – 2 months)– updated 1/3 – neutral 

The intermediate-term outlook was lat updated in the 1/3/12 letter.  I may be accessed 

using the link below: 

 

2012-01-03 QE Subscriber Letter.pdf 

 

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 

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

XIV(1/2) 11/21/2011 $4.91 $6.86 39.71% $6.25 may exit if Agg "short"

SPY(1/4) 11/30/2012 $125.50 $127.76 1.80% sold on open

SPY was sold at the open as per last night’s letter.  A little luck to start the year might be 

a nice omen. 

 

Tonight’s bullish evidence has me hanging on to XIV a little longer.  I did decide to raise 

the stop substantially from $5.29 up to $6.25 tonight.  That should help to lock in a 

decent amount of profits and still gives it a little space below the swing low a couple of 

days ago. 
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