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Market Overview 
 

 
 

  
Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Long 100% Long XIV Flat Long

 

Tonight’s Research Points 

 When Turnaround Tuesday fails, it is often temporary. 

 Selloffs at month end typically get bought early in the new month. 

 Tuesday’s strong breadth was a good sign for the short-term. 

 Tuesday’s Golden Cross was a good sign for the long-term. 

 The low 3/10 Offset HV suggests a big move could be on tap. 

 

 

Short-term Outlook  

The Bottom Line 

Though mild, the pullback is now at a point where an upside edge seems apparent.  I am 

partially long and will consider adding to my position if the pullback deepens. 
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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

February  1 , 2012 Selloff at month end 1-5 days Bullish 2.35%

February  1 , 2012 SPX down. Up Issues % > 55%. 1-2 days Bullish

January  31, 2012 SPX 1st close < 10ma in under 25 days 1-4 days Bullish 1.80%

January  31, 2012 SPY  3-day  pullback. Today  is Monday . 1-4 days Bullish 2.30%

January  26, 2012 SPX 100-day  high on Fed Day 1-6 days Bullish 1.60%

Active - Long Term

January  31, 2012 SPX 1st close < 10ma in under 25 days 1-20 days Bullish 4.70%

January  17 , 2012 Nasdaq leading SPX int term Bullish

December 5, 2011 POMO activ ity  flat to negative int term Bearish

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

Dropped Tonight  

January  23, 2012 SPX up 1%-2% op-ex week 1-4 days Bearish  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

The Evidence 

A solid gap higher was quickly met with selling that turned indices negative.  After some 

back and forth the indices finished relatively unchanged.  The SPX closed down 0.05%, 

while the Nasdaq and the Russell 2000 both finished up less than 0.1%.  Breadth was 

modestly positive as the NYSE Up Issues % came in at 57.5% and the Up Volume % was 

50.3%.  Total NYSE volume rose to the highest level of 2012. 

 

Last night I showed a Turnaround Tuesday study that indicated when the market is down 

3 days in a row going into a Tuesday that it has a strong tendency to bounce.  Of course 

there have been instances over the years where it hasn’t.  When it doesn’t bounce on 

Tuesday what does that mean for Wednesday and beyond?  The test below is updated 

from the 4/13/11 Letter and it answers that question. 
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Results here have been very strong over a long period.  It seems the “Turnaround 

Tuesday Failure” is likely a temporary setback. 

 

Perhaps more significant than the day of the week is the fact that Wednesday is the 1
st
 

day of the month.  I have documented many times some strong tendencies for the market 

to perform well on the 1
st
 day of the month.  The study below looks at what has happened 

when the market was short-term oversold during a long-term uptrend at the turn of the 

month.  It was last seen in the 8/1/11 letter. 
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Results here appear strongly bullish for the early part of the upcoming month.  Below is 

an updated equity curve using a 5-day exit strategy. 

 

 

 

The August 2011 instance saw a sharp decline.  Traders may recall that this was the first 

time in history in which US debt was downgraded, and the market reacted with a mini-

crash.  At this point it looks like an anomaly rather than representative of typical 

behavior. 

 

In that 8/1/11 letter I also looked at 3 lower closes going in to the end of the month.  That 

study also triggered again and has been updated below. 
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Results here also remain strongly bullish despite the drubbing the market took the last 

time this triggered. 

 

This next study considers the solid Up Issues % despite the decline in the SPX.  I last 

showed it just 2 days ago in the 1/30/12 letter.  Below is an excerpt.  I have updated the 

tables and chart. 

 

One study identified by the Quantifinder suggests a bit of an upside edge.  It considered 

the strong breadth on a day the SPX declined…Results are updated. 
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The edge isn’t huge, but it does appear to be high-percentage. The equity curve below 

gives a better idea of how the edge has played out over time. 

 

 

 

While the curve certainly appears choppy, the edge has been quite strong lately.  The 3-5 day 

charts don’t see quite as pronounced of a dip in the middle, which also alleviates some 

concern. I believe this study is worth taking into consideration and I’ve included it among the 

active studies. 

 

Also notable about current conditions is that the 3/10 Offset Historical Volatility 

Indicator came in at an extremely low 0.16 on Monday.  I first introduced this indicator in 

July of 2009.  It essentially takes a short 3-day measure of Historical Volatility and 

compares that to the 10-day measure of 3-days ago.  Low readings indicate there has been 

a contraction in volatility.  High numbers indicate there has been an expansion.  Anything 

at or below 0.25 is regarded as extremely low.  Often after sharp contractions like this we 

see a volatility expansion take place.  These big moves may happen in either direction but 

more often occur in the direction of the Aggregator. 

 

http://quantifiableedges.blogspot.com/2009/07/what-happens-after-sharp-contraction-in.html
http://quantifiableedges.blogspot.com/2009/07/what-happens-after-sharp-contraction-in.html
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It is also worth pointing out that the SPX did complete its Golden Cross as I mentioned 

was likely in Sunday night’s letter.  This suggests an intermediate-term bullish 

environment.  More research on the Golden Cross may be found in the 1/30/12 

intermediate-term section. 

 

I have updated the AggregatorH chart below.    

 

 
 

 

Additional bullish evidence kept the green Aggregator line strongly positive.  Readings 

above 0 mean net expectations from the Active List are for upside over the next few days.  

Meanwhile, the black Differential Line also held firm. A positive Differential reading 

means the SPX has underperformed expectations over the last few days. So net 

expectations are bullish and the SPX is oversold versus recent expectations.  This is 

considered a bullish configuration.  Bullish configurations are visible on the chart 

whenever both lines close above 0.  This caused the Aggregator System to remain long at 

the close.  This was indicated as likely on the systems page shortly before the bell.  

 

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

Wednesday.  This could change if strong bearish evidence emerges.  Meanwhile, the 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Differential Pivot will be 1,320.47 on Wednesday.  This means the SPX will need to rise 

about 0.6% in order to turn the Differential Line negative.   

 

So I have a similar conundrum to the one I had last night.  The bullish evidence is all very 

compelling, but the market sits in the same place.  Despite closing lower 4 days in a row 

the SPX actually sits slightly above the midpoint of its 10-day range.  Mid-range is not 

my favorite place to initiate entries, because from that point risk/reward are often roughly 

equal.  The studies suggest good odds for a move up, so I still believe there is an upside 

edge.  But risk is higher than I prefer.  And adding to that risk is the very low 3/10 Offset 

HV.  Low readings suggest a big move may be coming, and if it is down we have no 

strong technical support nearby.  So with good odds but higher than normal risks I will 

remain cautiously bullish.  If the market does decide to crater in the next day and it is 

accompanied by a spike in the VIX, then I may look to take advantage of opportunities in 

both SPY and XIV.  Of course this assumes that expectations from the studies remain 

bullish. 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 1/30 – bullish 

The intermediate-term outlook was last updated in the 1/30/12 letter.  A link is below: 

 2012-01-30 QE Subscriber Letter.pdf 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.quantifiableedges.com/linklokipn.php?llauth=MjAxMi0wMS0zMCBRRSBTdWJzY3JpYmVyIExldHRlci5wZGYsMCwxMzI3OTkzNTYyLDAuMC4wLjAsMCwzNWQ3MTBiYmVlMzU2YjZlODdkM2QxMDhkN2EwZGJlMA%3D%3D/2012-01-30%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 @ $130.25 LIMIT ON CLOSE.  I am keeping last night’s 

order active.  Based on the short-term outlook above I will look to add another lot to my 

position if it closes down near the lower end of Monday’s range. 

 

 

Current Open Trade Ideas 

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

SPY(1/4) 1/30/2012 $131.37 $131.37 0.00% Aggregator

 

I will sell ½ of my SPY position on an SPX close >= 1,320.47. 
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