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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 

 Thursday's breakout occurred in a way that often suggests further upside. 

Positives included 1) an unfilled upside gap, 2) extremely strong breadth, and 3) 

extremely strong volume. 

 The low VIX:VXV ratio suggests increased risk when at a 50-day high. 

 

 

Short-term Outlook  

The Bottom Line 

The breakout looks good, but it left the market strongly overbought. Liquidity will begin 

contracting over the next few weeks. It seems like a good time to take profits. I'm flat. 
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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

September 7 , 2012 SPX 50-high. VIX:VXV < 0.85 1-4 day s Bearish

September 7 , 2012 50-high break strong breadth & vol 1-5 day s Bullish

September 7 , 2012 Breakout with unfilled gap up 1-5 day s Bullish

September 6, 2012 20-day  HV 20-day  lows. No20-hi SPX 1-5 day s Bearish -2.60%

September 4, 2012 Post Labor-Day  negative seasonality 1-4 day s Bearish -1.30%

September 4, 2012 Early -month oversold in uptrend 1-5 day s Bullish 2.20%

Active - Long Term

September 5, 2012 Russell up 1%. SPX down 1-10 day s Bearish

August 22, 2012 Key  Dowside Reversal from High 1-12 day s Bullish

August 10, 2012 SPX & TNX 50-day  highs. 1-20 day s Bearish

July  30, 2012 SPX 50-day  high on 90% up vol 1-50 day s Bullish

July  16, 2012 POMO modestly  bullish int term Bullish

February  1 , 2012 Golden Cross int term Bullish

Dropped Tonight  

Septem ber 5, 2012 SPX down. NYSE Up Issues % > 55%1-2 days Bullish  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

The Evidence 

New out of Europe provided the spark and flush liquidity provided the fuel.  The result 

was a strong burst higher on Thursday. MThe SPX and Russell 2000 each rallied 2.0%, 

while the NASDAQ rose 2.2%. Breadth was extremely positive as the NYSE Up Issues 

% was 78% and Up Volume % came in at 93%. Total NYSE volume hit its highest level 

in over a month. 

 

All this triggered a large number of studies in the Quantifinder, most of which were 

bullish. Before getting to the bullish ones, I thought I would show the lone bearish study. 

 

It was last seen in the 8/20/12 letter and considers what happens when the SPX is hitting 

a new 50 day high while the VIX:VXV ratio is very low.  For those that are unfamiliar, 

VIX is a measure of expected 1-month volatility and VXV is a measure of expected 3-

month volatility.  A very low VIX:VXV ratio suggests that option traders expect to see a 

rise in volatility in the coming months.  Said another way, short-term event risk is 

perceived as very low right now in comparison to longer-term systematic risk.  When the 

ratio gets especially low it suggests there is a decent chance that short-term risk is being 

underestimated.  The study below considers the impact of a low ratio at a new market 

high. 
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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. 

 

 

 

The equity curve has certainly been choppy but it has managed to maintain a downward 

trajectory throughout.   
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But the strong move up led to a new 50-day high and a breakout of the recent range. 

There were several positives associated with this breakout. 

 

 

In the 1/11/12 subscriber letter I looked at the importance of an unfilled upside gap.  I 

have revisited that study below. 

 

 
 

Results here are strong across the board.  Below is an equity curve using a 5-day holding 

period. 
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The nice upslope on the equity curve confirms the bullish inclinations.   

 

Technicians will often use the term “breakaway gap”.  This suggests the gap occurs on 

the same day as a base breakout.  The idea is that the new high causes excitement and the 

gap leaves a good amount of people sidelined or stuck short.  When it doesn’t 

immediately fill, it leads these people to chase and helps to propel the market even 

higher. 

 

Now let’s look at instances where the 50-day high breakout was not accompanied by an 

unfilled gap.  Interestingly, the number of instances was nearly the same.  This study also 

appeared in the 1/11/12 Letter and is updated. 
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As you can see these moves to new highs that don’t start with an unfilled gap are much 

less reliable. 

 

The unfilled gap wasn’t the only positive associated with Thursday's breakout. The strong 

breadth was also a plus. In the 9/21/10 subscriber letter I looked at other breakouts that 

came on strong breadth. I have updated that study below. 

 

 

 

While such breakout action has been unusual, both short and long-term performance has 

been impressive. But even if we ignore the fresh breakouts, and simply look at instances 

of SPX hitting a 50-day high on 90% up volume, the stats are still quite impressive.  The 
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study below was last seen just a month ago in the 8/6/12 subscriber letter. Stats are 

updated. 

 

 

 

No matter how you look at it, the extremely strong breadth in conjunction with the 50-

day high appears to suggest a sizable upside edge. 

 

There were some studies that suggested lower volume is typically preferable to rising 

volume on these breakouts. I looked at increasing volume days like today a little more 

closely. I decided to break it out to see occurrences like Thursday's, where volume was 

extremely strong and reached a 20-day high. I then looked at a more moderate rise in 

volume. This first study shows times like now where the breakout occurred on extreme 

volume (and the volume was not attributable to it being op-ex Friday). 
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Instances are a bit low, and returns aren’t quite as impressive as the extreme breadth 

study above, but 11 for 11 nine days out helps provide confidence that the big volume 

spike is not a problem. The next study shows what happens if volume rose but was more 

moderate. 

 

 

 

The news here would not have been good. Moderate volume rises on these breakouts 

don't appear to provide a substantial edge for either longs or shorts. 

 

Bottom line is that the breakout today was impressive, and it occurred in such a manner 

that suggests both short and long-term follow through is likely. 
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I have updated the AggregatorH chart below.    

 

 
 

 

With tonight's studies factored in the green Aggregator Line shot back above 0. Positive 

readings mean net expectations from the Active List are for upside over the next few 

days. Meanwhile the black Differential Line took a dive below zero.  This means the SPX 

is overbought versus recent expectations.  So net expectations are bullish but the SPX is 

already overbought. This is considered a neutral configuration. Neutral configurations are 

visible on the chart whenever both lines close on opposite sides of 0.  This lead the 

Aggregator to remain flat at the close. This was indicated as likely on the systems page 

shortly before the bell.  

 

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

Friday. Of course this could change if more bearish evidence emerges. The Differential 

Pivot will be 1,411.30 on Friday.  This is 1.5% below Thursday's close. So it would take 

a close lower of at least this much in order to push the SPX into oversold territory. That's 

a tall order for a one day drop. A more likely scenario would be a multi-day pullback or 

consolidation to move SPX out of overbought territory. 

 

The Aggregator and the QE Buying Power Swing System both changed to flat today. I 

also got flat at the close. Unfortunately, by exiting the SPY position on the open, I did 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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miss out on a good portion of Thursday's rally. Fortunately, I decided last night not to 

rush out of the XIV position, but rather only sell at the close if the market put in a good 

rally on Thursday. That rally arrived in a big way and it really jacked up the price of XIV, 

making for a very substantial short-term gain on that one. While evidence is pointing 

higher at the moment, the market is now quite overbought. I'd prefer to wait for a 

pullback or at least a tight consolidation before taking another shot at the long side. 

 

One additional note on the QE Buying Power Index. I believe the market being flush with 

liquidity really helped aid the pop higher Thursday. Friday is a POMO selling day and it 

begins a 2+ week liquidity contraction. I've been pointing to this part of the month as one 

that seems most likely to suffer correction.  While tonight's evidence was strong, and we 

may get more evidence suggesting continued upside, this will soon become a liquidity 

environment that I will view with great caution. 

 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 9/4– bullish 

For the 2
nd

 week in a row the SPX underwent a mild pullback.  Action for most of the 

week was very mild and it failed to generate any studies of intermediate-term 

significance.  But the September POMO schedule was announced and that made for some 

interesting liquidity flow data. 

 

Based on the POMO schedule I have generated the QE Buying Power Index chart for 

September.  It can be found on the QE Buying Power Index page at any time.  I’ve also 

copied the chart below. 
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There appear to be 3 distinct periods to keep an eye on in September.  The early part of 

the month is showing strongly positive flows. We could see the market rally during this 

time. During the middle of the month POMO flows will be negative. If we are going to 

see a selloff during September, this would seem to be the most opportune time for the 

bears to push the market lower. Once the last week of the month arrives flows will turn 

positive once again and act as a wind to the market’s back.   

 

On a net basis September is expected to see $45 billion in buying and $38 billion in 

selling.  The $7 billion difference would mean the largest monthly liquidity infusion since 

Operation Twist began last October, topping the $6 billion of July and August.  As I 

mentioned above it is front and back loaded though.  The first 3 days of September are 

scheduled for $13 billion in buying.  Then from the 7
th

 – 20
th

 there will be net selling of 

over $13 billion.  Finally, between the 21
st
 – 30

th
 we’ll see $7 billion in buying.   

 

I’ve updated the intermediate-term POMO chart each weekend in the letter.  For those 

who may not recall below is a brief refresher on it.  Beneath that is the chart. 

 

POMO stands for Permanent Open Market Operations and it is how the Fed goes into 

the open market to buy securities.  The net effect of this buying is an influx of cash into 

the system.  It appears a portion of that cash makes its way to the stock market and works 

as a bullish influence.  A “POMO Day” is simply a day where these operations take 
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place… The chart below (shows a couple of POMO indicators).  The top pane is the S&P 

500.  The middle (purple) pane is the net rolling number of days in the last 20 that have 

been POMO days.  In other words, a day the Fed buys on the market will add +1 while a 

day of selling will count as -1.  The bottom pane is the total amount of money infused into 

(or taken out of) the system over the previous 20 days.  Information on acquiring the data 

and constructing the chart can be found in the January 3
rd

 POMO presentation linked 

below.  (Not available for trial users.) 

 

http://www.quantifiableedges.com/members/pomo.php 

 

 
 

This past week saw 4 days of POMO buying and 0 days of selling. The net result was a 

$13.1 billion liquidity infusion.  The intermediate-term indicators are both now near their 

highs for the last few months. 

 

This upcoming week is scheduled to see strong buying Tuesday-Thursday. Friday will 

mark the beginning of the mid-month selling period.  The net for this week is expected to 

be about a $5.6 billion inflow, which could help the market into the following week.  For 

anyone that would like to review the current schedule, below is a link to the fed’s 

website. 

 

http://www.newyorkfed.org/markets/tot_operation_schedule.html 

 

http://www.quantifiableedges.com/members/pomo.php
http://www.newyorkfed.org/markets/tot_operation_schedule.html
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We had 2 intermediate-term studies expire this week, leaving the bond-rate study as the 

only bearish one on the board.  The bulls can look to a few positives.  The uptrend is 

firmly intact.  Momentum is positive, the Nasdaq is in a leading position, and we have 

existing breadth and price-related studies pointing higher.  Lastly, POMO flows are 

positive and will continue to be so for the next few days. I remain bullish for the next few 

days, but will likely move toward neutral next week as POMO flows turn south. 

 

 

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

XIV(1/2) 8/28/2012 $13.88 $15.90 14.55% $13.88 sold on close

SPY(1/4) 8/31/2012 $140.49 $141.76 0.90% sold on open
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