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Market Overview 
 

 
 

  
Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Flat 50% Long XIV Flat Flat

 

Tonight’s Research Points 

 The extremely low range suggests bearish implications. 

 Low volume on a down day after a 50-day high is often followed by more selling. 

 An unfilled gap up and 20-day high followed by an unfilled gap down appears 

short-term bearish. 

 A down day that keeps the RSI(2) > 90 is rare and has been followed by upside in 

the past. 

 

Short-term Outlook  

The Bottom Line 

Expectations have been dampened and are on the verge of turning negative.  I’m not 

ready to try a counter-trend short-trade just yet, but it could happen in the next few days. 
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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  7 , 2012 60-day  low SPY  range > 200ma 1-6 days Bearish

February  7 , 2012 Low vol drop from 50-high 1-6 days Bearish

February  7 , 2012 Unfill Gap Up 20-high then unfill gap dn 1-6 days Bearish

February  7 , 2012 RSI(2) > 90 on down day  > 200ma. 1-2 days Bullish

February  6, 2012 Up Issues % > 7 5% 2 of 3. 10 high. 1-6 days Bullish 2.60%

Active - Long Term

February  6, 2012 Up Issues % > 7 5% 2 of 3. 10 high. 1-16 days Bullish 4.70%

February  2, 2012 50-high then 5-day  consolidation 1-10 days Bullish 2.30%

February  1 , 2012 Golden Cross int term Bullish

January  31, 2012 SPY  1st close < 10ma in over 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  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

The Evidence 

A slight dip on Monday drew very little action.  It started with a moderate sized gap 

down, and while the market nearly fought its way back to breakeven by the bell it didn’t 

quite make it.  The SPX finished down 0.04%, the Nasdaq lost 0.1% and the Russell 2000 

dropped 0.3%.  Breadth was slightly negative as the NYSE Up Issues % came in at 42% 

and the Up Volume % was 47%.  Total NYSE volume dipped to the lowest level of 2012. 

 

The market was down a little and no one seemed to care.  Volume was extremely light, 

and the range was the lowest in months.  This kind of indifference can sometimes mean 

that bulls are done (temporarily).  They pushed prices higher leading up to today and now 

there is a buying strike.  Often this kind of action will be followed by sellers entering the 

market to fill the vacuum that is being created with the buyers leaving.  A number of 

studies triggered tonight that exemplify this concept.  Again, it can be seen either by lack 

of volume or by lack of range.  And Monday we had both. 

 

This first study examined instances of extremely low range and a down close during a 

long-term uptrend.  It was last seen in the 4/1/11 subscriber letter and has been updated 

below. 
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Such extremely low range on a day the SPY dips a little has commonly been followed by 

a further drop.  Below is the profit curve which shows how this edge has played out over 

time using a 6-day exit strategy. 

 

 

 

Despite the last 2 trades the downslope has been pretty steady.  I’ll keep an eye to see if 

the curve changes but at this point it still appears to suggest a downside edge. 
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Light volume pullbacks are often regarded as bullish by many analysts.  Yet in my 

research I have found that when a pullback begins on very light volume the pullback has 

a good chance of deepening.  Monday’s action triggered the study below which was last 

seen in the 2/3/11 subscriber letter.  I have updated the results. 

 

 

 

These results suggest a mild bearish edge over the 1
st
 6-7 days.  The edge is not the most 

reliable as the “% Profitable” is close to a coin toss.  The edge lies in the fact that 

downside risk has strongly outsized reward.  Since it doesn’t appear to be terribly 

reliable, I also ran a chart using a 6-day exit to see how the edge has played out over 

time. 
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Even without the real high percentage, the edge has been nicely consistent over the last 

40 years.  It certainly seems worthy of inclusion among the active studies. 

 

Another study that triggered was from the 7/11/11 letter.  It examined times SPY posted 

an unfilled gap down immediately after an unfilled gap up and a 20-day high.  Results are 

updated. 
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Instances are a bit low, but the consistency is very strong.  Below I have listed all 

instances with a 6-day holding period. 

 

 

 

Risk/reward certainly seems to favor the bears. 

 

But there was one study that triggered tonight that suggested bullish implications.  The 

SPX had move up strongly over the last few days and was strongly overbought short-

term.  With such a small decline on Monday the SPX is still strongly overbought as 

measured by the 2-day RSI.  The 2-day RSI is a very sensitive indicator so it would take 

a very small decline from a very overbought position in order for it to remain above 90 

on a down day.  This is what happened on Monday.  It therefore triggered the below 

study from the 3/19/10 letter, which I have updated. 
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The stats here are all appealing over the 1-2 day period.  Winning %, win/loss ratio, and 

profit factor all strongly favor the bulls.  Below I have listed all instances assuming a 2-

day holding period. 
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Results here are impressive. 

 

So while the majority of the studies tonight are suggesting a pullback, there is some 

conflict to keep things interesting. 

 

I have updated the AggregatorH chart below.    

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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With tonight’s studies factored in the green Aggregator line closed just barely above 0 – 

and at an indistinguishable 0.003 level on the chart. Readings above 0 mean net 

expectations from the Active List are for upside over the next few days.  Meanwhile, the 

black Differential Line is still 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.   

 

Based on the current active studies, expectations are scheduled to turn negative on 

Tuesday.  This could certainly change if bullish evidence emerges.  Meanwhile, the 

Differential Pivot will be 1,334.17 on Tuesday.  This means the SPX will need to drop 

about 0.8% in order to turn the Differential Line positive.   

 

Shortly before the close it appeared the Aggregator would trigger a short signal.  The late 

rally moved the SPX very close to breakeven and ended up triggering the RSI(2) > 90 

study, which kept expectations barely positive.  Of course a short signal is looking more 

and more likely.  Not only are expectations slated to turn negative tomorrow, but the QE 

Buying Power Index is going to turn negative on Wednesday and Thursday.  If the 

market manages to hold up another day or 2 here we may get a relatively strong short 
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signal.  So I am not going to rush into a counter-trend short position just yet.  But I do 

anticipate doing so in the next few days if the market does not sell off right away. 

 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 2/6 – bullish 

 

The intermediate-term outlook was last updated in the 2/6 letter.  Use the link below to 

access it: 

 

 2012-02-06 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 

None 
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