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Market Overview 
 

 
 

  
Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Short 100% Short SPY Flat Flat

 

Tonight’s Research Points 

 The stretched VIX could be suggesting a downside edge. 

 Gap-n-go action on a Fed Day has often been followed by pullbacks. 

 New 100-day highs on Fed Days have consistently been followed by more gains 

over the next couple of weeks. 

 Strong breadth with the market hitting a new intermediate-term high is a positive. 

 When SPX and TNX have both closed at new intermediate-term highs it has often 

been followed by a difficult intermediate-term environment.  

 

 

Short-term Outlook  

The Bottom Line 

I am again looking at what appears to be a mild downside edge with a tight time window 

in which to try and profit.  With a favorable intermediate-term outlook I will not try and 

get cute here, and will instead wait for the next solid opportunity before taking on new 

exposure. 
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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

March 14, 2012 50-day  high on strong breadth 1-5 day s Bullish

March 14, 2012 100-day  high on Fed Day 1-8 day s Bullish

March 14, 2012 SPY  Gap-n-Go on Fed Day 1-2 day s Bearish

March 14, 2012 VIX < Bollinger 2 day s 1-2 day s Bearish

March 13, 2012 VIX 10%high to 10% low in < week 1-8 day s Bullish 2.75%

March 13, 2012 SPX up. Up Issues% & Up Vol% < 45% 1-3 day s Bearish -1.80%

March 13, 2012 SPX up > 10ma > 200ma. Low vol 20. 1-3 day s Bearish -1.30%

March 12, 2012 3 unfilled up gaps 1-3 day s Bearish -1.40%

Active - Long Term

March 14, 2012 SPX & TNX hit 50-day  highs 1-50 day s Bearish

March 14, 2012 50-day  high on strong breadth 1-50 day s Bullish

March 5, 2012 Negative breadth divergences int term Bearish

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

February  29, 2012 Russell dn 3 day s. SPX 3-day  high. 1-10 day s 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

Dropped Tonight  

March 8, 2012 Unfilled gap from  10-low. Close < 10m a.1-4 days Bullish 1.80%

March 8, 2012 McClellan Osc % Rank 4-day sum  < 51-5 days Bullish 2.20%

March 12, 2012 March Op-Ex bullish 1-4 days Bullish 1.70%  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

The Evidence 

The market exploded upwards on Tuesday as the major indices all posted very strong 

gains.  The SPX rallied 1.8%, the Nasdaq rose 1.9% and the Russell 2000 tacked on 

2.1%.  Breadth was extremely positive as the NYSE Up Issues % came in at 76% and the 

Up Volume % was 91%.  Total NYSE volume spiked up above the levels we've been 

seeing over the last several days. 

 

Studies were mixed tonight, with the VIX action and gap patterns suggesting a short-term 

pullback is likely while breadth and trend suggest further gains. Let's first take a look at 

the bearish studies. 

 

This first study below was last seen in the 4/25/11 Subscriber Letter. It looked at 

instances where the VIX closed below its lower Bollinger band for multiple days. It also 

included a long-term trend filter. Results have all been updated. 
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The results spreadsheet appears to suggest a moderate downside edge, especially over the 

first 1-2 days. I took a look at a 2-day equity curve to confirm the possible downside 

edge. 

 

 

 

While choppy, the negative slope still appears to suggest bearish inclinations. 
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Action in SPY was notable because it gapped up to start the day and continued higher 

without ever filling that gap. When such action has occurred on a Fed Day in the past it 

has often been followed by a pullback. This is something I showed in the 11/3/11 

subscriber letter. The results table below is updated. 

 

 

 

Here too, there appears to be a moderate 1-2 day downside edge. Below is a profit curve 

that assumes a 2-day holding period. 
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This curve appears to confirm the possible downside edge. But there was also a positive 

Fed Day study. 

 

In “The Quantifiable Edges Guide to Fed Days” I discussed Fed Days that close at new 

highs.  The basic finding was that when the market closed at a short-term high on a Fed 

Day, then it was likely to pull back over the next few days.  But when it closed at a long-

term high, then the rally was likely to continue.  Below is a study from the guide that last 

appeared in the 1/26/12 Subscriber Letter. 

 

 

 

This suggests further upside is likely over the next 1-2 weeks.  Below I have listed all the 

instances assuming an 8-day exit strategy. 
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In addition to the strong consistency, risk/reward also clearly favors the bulls. 
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Another positive about the day’s move up to new highs was that it was accompanied by 

very strong breadth. The study below was last seen in the 10/19/11 subscriber letter. It 

considered what has transpired after other instances of the SPX making new 

intermediate-term highs on extremely strong breadth. Results are all up to date. 

 

 

 

Implications appeared to be strongly positive both short and long-term. For those that 

would like to review examples, below is a list of instances assuming a 50-day exit 

criteria. 
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The results are outstanding across the board. This study is included on both the short and 

intermediate-term active lists. 

 

Even without being at a 50 day high, implications of such strong breadth nearing a short-

term high in an uptrend appear quite positive. The study below was last seen in the 

10/7/11 subscriber letter. It too has been updated. 
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Like the previous test, results here all point north. Below I have listed all the instances 

assuming a 14-day holding period. 
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Despite a couple of recent instances faltering, the upside edge still appears to be intact. 

 

In addition to all these new studies triggering, several of the short-term bullish studies 

that were active reached their targets and have been removed from the Short-term Active 

List. 
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I have updated the AggregatorH chart below.    

 

 
 

When I looked at the impact of the new studies this afternoon it appeared the green 

aggregator line was likely to rise above zero. What I neglected to account for was the fact 

that there were several short-term bullish studies that had hit their targets and were being 

removed from the active list. This had a substantial impact on the green Aggregator line 

which remains slightly negative. Readings below 0 mean net expectations from the 

Active List are for downside over the next few days.  Meanwhile, the black Differential 

Line held firm 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.   

 

Based on the current studies, expectations are scheduled to flip back to positive on 

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

Differential Pivot will be 1,377.97 on Wednesday.  This is 1.2% below Tuesday's close.  

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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So it would take a drop of at least this much on Wednesday to move the SPX into 

oversold territory and generate a positive Differential Line reading. 

 

I didn't love the short signal last night, which turned out to be a good thing. The edge 

wasn't terribly compelling and it appeared likely to expire after just one day. Tonight we 

are in a similar situation. Expectations are set to turn positive tomorrow unless more 

bearish studies emerge. So we have what appears to be a very short time window and a 

very mild downside edge. The only way I would consider playing a short trade tomorrow 

would be if the market were two gap up substantially in the morning I might look to get 

short near the open for a daytrade. As far as swing trades go, I intend to sit tight for at 

least another day until a more favorable opportunity emerges. 

 

One other study that triggered and is worth mentioning only had intermediate-term 

implications. It noted the fact that 10-year bond rates hit new highs on Tuesday along 

with the SPX. It was last seen in the 10/31/11 subscriber letter and has been updated 

below. 

 

 

 

Generally it seems that higher interest rates have often made bonds an attractive 

investment. This may have lead people to forsake stocks in favor of lower risk returns 

with improved yield. Implications of this study appear to be longer-term in nature.  To 

help visualize how this edge has played out over time I have pasted below equity curve 

using a 20-day exit strategy.  
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The most recent instance saw the curve hit new lows and kept the downslope squarely 

intact. I've included this study on the intermediate-term active list and will incorporate it 

into my next intermediate-term outlook update this weekend. 

 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 3/12 – moderately bullish 

The intermediate-term outlook was last updated in the 3/12 letter.  Use the link below if 

you wish to review it. 

 

2012-03-12 QE Subscriber Letter.pdf 

  

 

 

 

 

 

 

 

 

 

 

http://www.quantifiableedges.com/linklokipn.php?llauth=MjAxMi0wMy0xMiBRRSBTdWJzY3JpYmVyIExldHRlci5wZGYsMCwxMzMxNDc4MDc2LDAuMC4wLjAsMCw1ODkxNDliOWYwY2I3NjdkZjJiODEzYTliMmI4ODlkYg%3D%3D/2012-03-12%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. 

 

No new trade ideas tonight. 

 

 

Current Open Trade Ideas 

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

CAT(1/3) 3/5/2012 $111.55 $111.56 0.01% Catapult

CAT(1/3) 3/6/2012 $106.57 $111.56 4.68% Catapult

XIV(1/2) 3/6/2012 $8.48 $10.15 19.69% Aggressive VIX

 

CAT –I set my stop just a few cents to tight on Tuesday and was stopped out just before 

the rally continued and CAT went on to finish strong. Hopefully some of you didn't make 

your stops quite as tight and were able to benefit from the late afternoon rally. In either 

case CAT turned out to be another winning Catapult trade and another winning Catapult 

cluster. 
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