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Market Overview 
 

 
 

  
Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Long 100% Long XIV Long Flat

 

Tonight’s Research Points 

 Oversized drops on Fridays almost always lead to a short-term bounce. 

 The QE Buying Power Swing System triggered a long signal.  

 

 

Short-term Outlook  

The Bottom Line 

Friday’s drop moved the market into an oversold condition and also triggered some 

bullish evidence.  I’m looking to start scaling into a long position in anticipation of a 

bounce. 

 

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

Study Date Description T im e span Bias Avg Max Move

Active

October 22, 2012 QE Buying Power Swing long 1-7  days Bullish 3.10%

October 22, 2012 Oversized drop on Friday 1-6 days Bullish 2.75%

Active - Long Term

October 19, 2012 SPY  key  reversal 1-12 days Bullish

October 15, 2012 Breadth not diverging at top int term Bullish

September 17 , 2012 QE3 int term Bullish

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

February  1 , 2012 Golden Cross int term Bullish  
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 

Our bearish studies expired 1 day early as the market took a hard hit on Friday. The SPX 

lost 1.7%, the Nasdaq declined 2.2% and the Russell 2000 fell 1.9%.  Breadth was 

strongly negative as the NYSE Up Issues % was 22% and the Up Volume % came in at 

10%. Total NYSE volume spiked to the highest level in the last month. 

 

The most substantial study that appeared in the Quantifinder examined large drops on 

Fridays.  Both the Crash of ’29 and the Crash of ’87 happened on Monday.  The Crash of 

’87 is still remembered by many traders that are active today.  There was a strong selloff 

on Friday and then all hell broke loose on Monday.  But since then strong Friday selloffs 

have commonly been followed by bounces on Mondays.  Perhaps this is due to the fact 

that fear of a crash causes what might otherwise be an ordinary selloff to become 

exaggerated and overdone on Fridays.  Or perhaps it is just that people don’t want to hold 

over the weekend.  Whatever the reason, the tendency to bounce has been very strong.  

The study below looks at strong drops on Fridays and was last discussed in the 1/31/11 

subscriber letter. 

 

 

 

The numbers here are all very impressive and suggest a strong bullish bias.  I decided 

tonight to look at the 1-day and 6-day returns in a little more detail.  First, below is the 

profit curve for a 1-day holding period. 
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The Monday inclination has been strong, and I see no red flags here.  For the 6-day I also 

produced a profit curve. 
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Here too the results remain impressive.  This certainly seems to be a study worth taking 

under consideration. 

 

Another positive is that a QE Buying Power Swing System long signal triggered on 

Friday.  This little system looks to go long on pullbacks when short-term liquidity has 

been strong. It requires a reading of three or higher for the QE Buying Power Index and a 

close in the bottom 20% of the 10-day range. There have been many readings of 3 or 

higher over the last several months and all throughout the year, but they've generally 

come when they were "supposed" to come. In other words, when POMO flows were 

weak or negative. This has been pretty eye-opening since the required pullback is fairly 

mild and common. The results table below shows the performance of long entries using 

this simple system since 2008. 
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The numbers here are all very strongly in favor of a bounce. Below is an equity curve. 
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There have been a couple of recent losers, but the curve remains impressive nonetheless. 

I also looked at it simply with a time-based exit. Those stats are below. 

 

 

 

No matter how you slice it, there seems to be a decent upside edge. 

 

I have updated the AggregatorH chart below.    

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Tonight’s studies allowed the green Aggregator line to shoot up above 0.  Positive 

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

days. Meanwhile the black Differential Line also spiked higher and is now positive.  This 

means the SPX is oversold versus recent expectations.  So net expectations are bullish 

and the SPX is oversold. This is considered a bullish configuration. Bullish 

configurations are visible on the chart whenever both lines close above 0.  This caused 

the Aggregator system to turn long the close.   

 

We are still not looking at a lot of studies.  Inclinations would remain bullish if nothing 

else emerges on Monday, but new studies will have a strong influence on expectations 

over the next few days.  The Differential Pivot will be 1,453.23 on Monday.  This is 1.4% 

above Friday's close.  That would be a pretty sizable rally. The more likely scenario 

would be either a multi-day bounce or consolidation. 

 

The pullback is only 2 days old and could certainly worsen, but a bounce appears likely.  

I’ll start scaling in so that I may take advantage of the bounce.  And with a (bullish) Fed 

Day scheduled on Wednesday, I’ll likely scale in Aggressively on Tuesday if we continue 

to sell off. 
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Intermediate-term Outlook (2 weeks – 2 months)– updated 10/22– bullish 

A fairly volatile week saw the SPX test the upper and lower boundaries of its 1-month 

range.  It is now near its lower boundary.  On the studies front, 1 new study with possible 

intermediate-term implications emerged on Thursday night.  I have copied my comments 

from Thursday night’s letter below.   

 

In the 3/1/12 subscriber letter I examined the study below. 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. 

 

 

 

In looking at the equity curves, the consistent edges were the ones that look out a couple 

of weeks.  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. 

 

I always update the intermediate-term POMO/QE3 chart each week.  For those not 

familiar, below is a brief description. 

 

POMO stands for Permanent Open Market Operations and it is how the Fed has gone 

into the open market to buy securities over the last several years.  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 place. The chart below shows a couple of 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.  

Since the Sept 13, 2012 QE3 announcement the POMO numbers are also adjusted to 

reflected the Fed’s new approach of buying AMBS securities.  Therefore, prior to that 

date the indicators just look at POMO, since that date it is a combination of POMO and 

AMBS flows. 
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The POMO/AMBS volume indicator is nearing a level where it will likely settle in for a 

while now that QE3 is in gear.  This will be higher than Operation Twist, but below the 

levels of QE1 and QE2. Total liquidity flows this week resulted in a very strong $14.5 

billion estimated inflow.   

 

This upcoming week we expect to see net inflows every day except Tuesday.  This 

should result in a total net inflow of about $10 billion.   

 

Bulls have an existing uptrend and strong liquidity on their side.  Breadth is suggesting 

we should see higher highs ahead.  And the SPY reversal on Thursday also favors the 

bulls.  The bears seem to have much less pointing in their favor.  I continue to have more 

interest in long-side opportunities than in short-side opportunities. 
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Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

Open Catapult Triggers 

CVS – ($47.06 close) – bought 1/3 position  

CVS – ($47.07 close) – bought 1/3 position  

CVS – ($46.90 close) – bought 1/3 position 

 

Catapult for ETF’s Trades 

None 

 

Broad Market Large Cap CBI – 3(CVS-3) 

 

 

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 – buy ¼ index position @ $143.39 LIMIT.  Based on short-term outlook above, I 

am looking to begin scaling in to a long position. 

 

 

Current Open Trade Ideas 

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

CVS(1/3) 10/15/2012 $47.06 $46.20 -1.83% Catapult

VZ(1/3) 10/15/2012 $44.48 $46.02 3.46% sold on open

CVS(1/3) 10/16/2012 $47.07 $46.20 -1.85% Catapult

VZ(1/3) 10/16/2012 $44.50 $46.02 3.42% sold on open

CVS(1/3) 10/17/2012 $46.90 $46.20 -1.49% Catapult
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