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Market Overview 
 

 
 

  
Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Short 100% Short SPY Flat Long

 

Tonight’s Research Points 

 A close in the top 10% of the 10-day range right before op=ex has often been 

followed by market weakness. 

 The Friday before President’s Friday has been weak over the last 20 years. 

 The low VIX:VXV ratio at a 50-day SPX high is suggests downside risk outsizes 

upside reward for the following day. 

 

 

Short-term Outlook  

The Bottom Line 

We are back to solidly overbought and bearish evidence is again mounting.  I’m looking 

to take another stab at the short side. 
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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  17 , 2012 SPX 50 high. VIX:VXV < 0.85 1 day Bearish

February  17 , 2012 Top 10% of 10-day  range before opex 1-4 days Bearish

February  17 , 2012 Friday  before President's Day 1 day Bearish

February  15, 2012 Unfill gap up. 20-high. Unfill gap dn. 1-6 days Bearish -1.40%

February  14, 2012 20-high. Gap down. Gap up. 1-6 days Bearish -1.90%

February  13, 2012 60-day  low SPY  range. Close > 200ma 1-6 days Bearish -2.15%

Active - Long Term

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

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 

The market put in a strong rally day on Thursday with the major indices all moving 

higher.  The SPX gained 1.1%, the Nasdaq rose 1.5% and the Russell 2000 rallied 2.0%.  

Breadth was strongly positive as the NYSE Up Issues % came in at 73% and the Up 

Volume % was 85%.  Total NYSE volume came in at the highest level in over a week for 

the 2
nd

 day in a row. 

 

It is a little unusual to see the market close so strongly just ahead of options expiration.  

And when it has happened it has typically led to selling over the next few days.  The 

study below shows this.  It was last seen in the 2/18/11 subscriber letter.  All stats have 

been updated. 
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Numbers here are moderately compelling.  To confirm the downside edge, I also ran an 

equity curve.  This curve is based on a 4-day exit strategy. 

 

 

 

This curve would seem to confirm the downside edge suggested by the stats table. 

 

Friday is also the last day before the President’s Day holiday.  Over the last 19 years the 

Friday before President’s Day has been a poor performer.  I showed this last year in the 

2/18/11 Subscriber Letter.  I have updated the results in the table below. 
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Inclinations appear squarely bearish.  For those who want more detail I have listed all the 

instances below. 
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Among the 4 up years, only one of them has posted an intraday gain of over 0.5%.  And 

with drawdown/runup ratio coming in at 5:1, risk/reward strongly favors the bears. 
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Another study identified by the Quantifinder examined instances of the SPX closing at a 

50-day high while the VIX:VXV ratio was below 0.85.  It showed a moderate 1-day 

downside edge.  It was last seen in the 1/24/11 letter.  I have updated the results again 

below.   

 

 

 

The odds are 50/50 but the losers have been more than twice the size of the winners.  

This suggests the complacency we are seeing at these high levels is more likely to lead to 

a big down day than be followed by a big up day.  To see how the edge has played out 

over time I have posted the profit curve below. 
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The equity curve seems to have flattened out a bit lately.  I noted last time that I was 

going to keep an eye on this one, and I will continue to do so.  For now I find it 

compelling enough to keep under consideration.   

 

I have updated the AggregatorH chart below.    

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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With tonight’s bearish studies factored in the green Aggregator line is again squarely 

negative. Readings below 0 mean net expectations from the Active List are for downside 

over the next few days.  Meanwhile, the black Differential Line is also below 0.  A 

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

few days. So net expectations are bearish and the SPX is overbought versus recent 

expectations.  This is considered a bearish configuration.  Bearish configurations are 

visible on the chart whenever both lines close below 0.  This caused the Aggregator 

System to remain short at the close.  This was indicated on the Systems page before the 

bell. 

 

Still without any short-term bullish evidence, expectations are scheduled to remain 

negative on Friday.  This could change if very strong bullish evidence emerges.  

Meanwhile, the Differential Pivot will be 1,342.50 on Friday.  This is 1.1% below 

Thursday’s close.  So SPX would need to close down at least this much in order for the 

Differential Line to turn positive.   

 

 

So the market is back to overbought and there are a good number of things suggesting a 

dip is highly probable.  Active bearish studies are based on price action, VIX readings, 

and seasonality.  And Friday is the last day in a while that the QE Buying Power Index is 

going to close at 3.  It is projected to sit at 1 all next week.  That is still positive, but not 
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so much that it is likely to act as a strong short-term upward market driver.  I find the 

current batch of evidence to be convincing enough to take another little stab at the short 

side.  Again, this is counter-trend and it is counter to my intermediate-term outlook.  

Therefore I will not be looking to build a large position and I will be quick to take profits 

if they materialize. 

 

 

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

The intermediate-term outlook was last updated in the 2/13/12 letter.  Below is a link to 

that letter. 

 

2012-02-13 QE Subscriber Letter.pdf 

 

 

Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

Open Catapult Triggers 

FCX – 1/3 position @ $42.40 limit ($42.17 fill) 

 

Catapult for ETF’s Trades 

None 

 

Broad Market Large Cap CBI – 1(FCX) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.quantifiableedges.com/linklokipn.php?llauth=MjAxMi0wMi0xMyBRRSBTdWJzY3JpYmVyIExldHRlci5wZGYsMCwxMzI5MTEyMTgyLDAuMC4wLjAsMCwzNjQ4OGU2NWUzYzhlNjJlMzdiNzZjODM0YTNlMDM3ZQ%3D%3D/2012-02-13%20QE%20Subscriber%20Letter.pdf
https://my.dimdim.com/view/all/quantifiableedges/default/9d0021f0-1eae-451c-8ba3-6b2f23ec2df3
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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 – short ¼ index position at $136.05 limit.. Based on the short-term outlook above.  I 

will look to gain some short exposure using Thursday’s close as my limit price. 

 

Current Open Trade Ideas 

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

FCX(1/3) 2/16/2012 $42.17 $43.87 4.03% $42.25 Catapult

 

FCX got off to a strong start today.  To reach its exit trigger on Friday it will need to 

either close >= $44.38 or trade intraday >= $44.80.  The typical exit if it does hit its 

trigger would be to sell at the next day’s open.  Since we are looking at a US-only 3-day 

weekend there is a bit extra risk in doing that.  While the levels above are just estimates, I 

will use those as exit trigger levels for Friday’s close unless I send out an intraday 

update. 

 

Additionally with regards to FCX I have put in a stop at $42.25 – which is essentially 

breakeven.  I don’t often do this but when you get a 4% rally on day 1, then I prefer to 

come out ahead.  In testing I have found that over the long haul trailing stops has been 

slightly detrimental to returns.  So if you can withstand a move back down into negative 

territory and still hold for the bounce to sell into, then good for you.  That is the correct 

play.  It would frustrate many traders though and cause some unnecessary anxiety.  So I 

am placing a loose stop just above entry to try and prevent this from turning into a loss.  

 

Lastly, I will note that one “alternate exit” I tested and showed in the Catapult Exit 

Designer was a close above the 5ma.  FCX did manage that today, and using it as a 

reason to sell (or take partial profits) is justifiable for those that would prefer to. 
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