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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 first trading day of the month is typically bullish. This edge has been more 

prominent above the 200ma, but less prominent in March. 

 Wednesday's outside reversal day is not a pattern that typically marks an 

intermediate-term top. 

 With the new POMO schedule out I provide projected values for the QE Buying 

Power Index for March. 

 

Short-term Outlook  

The Bottom Line 

The current market setup is not one that I find compelling. Therefore, I am sidelined and 

awaiting a more favorable entry opportunity. 

 

Summary of Recent Active Studies (see Letters from listed dates for details) 

Study Date Description T im e span Bias Avg Max Move

Active

March 1 , 2012 1st Day  of Month 1 day Bullish

February  29, 2012 Russell down 3 days. SPX 3-day  high. 1-6 days Bullish 3.95%

February  28, 2012 SPX & VIX up 2 in a row 1-3 days Bearish -1.35%

Active - Long Term

March 1 , 2012 10-high then outside day  down > 200 1-12 days Bullish 2.70%

February  29, 2012 Russell dn 3 days. SPX 3-day  high. 1-10 days Bullish 5.10%

February  1 , 2012 Golden Cross int term Bullish

January  17 , 2012 Nasdaq leading SPX int term Bullish

December 5, 2011 POMO activ ity  flat to negative int term Bearish  
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 3/10 Offset HV last night suggested an increase in volatility was likely and we got it 

on Wednesday, with the major indices all closing down.  The SPX lost 0.5%, the Nasdaq 

fell 0.7%, and the Russell 2000 dropped 1.6%.  Breadth was solidly negative as the 

NYSE Up Issues % came in at 35% and the Up Volume % was 29%.  Total NYSE 

volume spiked to the highest level so far in 2012.  I looked at the big volume with the 

SPX coming off a long-term high and it did not seem to provide a directional clue. 

 

There are a few new bits of evidence to consider tonight.  The first, and perhaps most 

obvious potential edge to explore is the bullish seasonality that often occurs on the first 

day of a new month. In the 10/3/11 subscriber letter I showed that this bullish tendency 

primarily occurred during uptrends. I have updated the statistics for uptrends below. 

 

 

 

As you can see, the raw numbers appear quite encouraging. Below is a profit curve that 

shows how the edge has played out over time. 
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The strong steady upslope acts as confirmation of the upside edge. I've also shown in the 

past that the edge appears to be more prominent in some calendar months versus others. 

March historically has not shown a consistent upside edge. This can be seen in the study 

below. 

 

 

 

So, first of the month is generally a good thing, and it has been even better when the SPX 

is in an uptrend, but those tendencies have generally not worked out as well in March. 
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Personally, I believe seasonality is helping to provide an upside edge tomorrow, but that 

edge is reduced versus other, more consistent months. 

 

In the 5/3/11 subscriber letter I examined this next study. It considered results following 

instances where SPY posted an outside day with a down close immediately following a 

short-term closing high during an uptrend. Results were interesting in that the outside day 

often lead to a small amount of additional selling over the next few days, but rarely did 

this “reversal signal” ever actually mark an intermediate-term high. I have updated the 

results table below. 

 

 

 

The strongest edges here appear to be the bullish ones that look out a couple of weeks.  I 

also tried some different parameters here (using a 50-day closing high for instance).  

Below is an equity curve assuming a 12-day exit strategy.   
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The curve here is very appealing.  I am not going to include this study on the short-term 

active list, but I have placed it on the intermediate-term list. 

 

The Fed did a few things today.  For one, they may have helped trigger some of the 

selling by quashing hopes of QE3 occurring anytime soon.  QE periods have led to strong 

upmoves, so from strictly a trader’s standpoint, that’s too bad.  But Operation Twist 

continues and the short-term flows associated with that may continue to aide us in timing 

some entries and exits.  And Wednesday afternoon the Fed released its operations 

schedule for March.  I used that schedule to produce projected values for the QE Buying 

Power Index over the course of the month.  This can be seen in the graphic below. 
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This chart can be found on the QE Buying Power Index information page through the end 

of March. (http://www.quantifiableedges.com/members/qebuyingpower.php) As a quick 

refresher, the QE Buying Power Index is a simple measure of the number of buying days 

minus selling days the Fed has embarked on over the last 5 days.  Values of 3 or higher 

have led to a substantial upside edge over the next few days.  Values of 0 or lower have 

led to a downside edge.  The chart here suggests that a continued pullback over the next 

couple of days could present a favorable buying opportunity. After Friday there are only 

two other days between now and March 20
th

 where POMO flows might provide a buying 

edge. Liquidity near the end of the month is much stronger and pullbacks between the 

20
th

 and 28
th

 would also likely provide favorable entries. Interesting about March is that 

the QE Buying Power Index never drops to zero or below. This suggests shorting may be 

tricky. 

 

I have updated the AggregatorH chart below.    

 

http://www.quantifiableedges.com/members/qebuyingpower.php
http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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The green Aggregator line is now very positive. Readings above 0 mean net expectations 

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

Differential Line remains 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 evidence, expectations are scheduled to remain positive on 

Thursday.  Of course this could change if bearish evidence emerges.  Meanwhile, the 

Differential Pivot will be 1,361.72 on Thursday.  This is 0.3% below Wednesday’s close.  

So SPX would need to close down at least this much in order for a long signal to be 

possible.   

 

The Aggregator is neutral and so am I. The SPX is still too overbought for me to consider 

getting long. That could change as early as Thursday's close. With evidence somewhat 

sparse after Thursday, I'll see what emerges before considering taking on new positions 

as early as Friday morning. 
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Intermediate-term Outlook (2 weeks – 2 months)– updated 2/27 – bullish 

The intermediate-term outlook was last updated in the 2/27/12 Letter.  You may use the 

link below to access it. 

 

 2012-02-27 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

GILD(1/3) 2/21/2012 $46.50 $45.89 -1.31% sold on open

SPY(1/4)(s) 2/24/2012 $136.93 $137.75 -0.60% covered @ limit
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