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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 

 The pre-Fed day selling suggests a substantial edge for Wednesday. 

 The rise in the SOX on a day when SPX does so poorly suggests both a short and 

intermediate-term upside edge. 

 4 lower lows and a 20-day low suggest a bounce is near. 

 

 

Short-term Outlook  

The Bottom Line 

Evidence is piling up for the bulls and the market is strongly oversold.  I’m long and 

possibly looking to get longer. 
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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

October 24, 2012 SPY  dn 1% pre-Fed 1 day Bullish

October 24, 2012 Unfilled gap & 3-low pre-Fed 1 day Bullish

October 24, 2012 SPY  dn 1% and SOX up 1-6 day s Bullish

October 24, 2012 4 lower lows. 20-day  low. 1-8 day s Bullish

October 22, 2012 QE Buy ing Power Swing long 1-7  day s Bullish 3.10%

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

Active - Long Term

October 24, 2012 SPY  dn 1% and SOX up 1-20 day s Bullish

October 19, 2012 SPY  key  reversal 1-12 day s 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 day s Bullish

February  1 , 2012 Golden Cross int term Bullish

Dropped Tonight  

October 23, 2012 SPX up < 0.2% after 2 down day s 1  day Bearish  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

The Evidence 

Tuesday saw the market gap down big and then things got worse.  That meant losses for 

the major indices.  The SPX lost 1.4%, the Nasdaq fell 0.9% while the Russell 2000 

declined 0.5%.  Breadth was strongly negative as the NYSE Up Issues % was 27% and 

the Up Volume % came in at 12%. Total NYSE volume rose from Monday’s level. 

 

All this action triggered a good number of studies in the Quantifinder.  I’ll discuss the 

ones I considered the most compelling below. 

As I have been talking about, Wednesday is a Fed Day.  I’ve discussed numerous times 

over the years that Fed Days tend to have a bullish tilt.  And that upside edge has been 

more powerful when there has been strong selling the day before. The last time I showed 

this study was in the 12/13/11 Subscriber Letter. I've updated the statistics below. 
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The stats here appear strongly bullish  With a profit factor over 8 and the average trade 

nearly as positive as the worst trade was negative, risk/reward appears to heavily favor 

the bulls.  Below is a profit curve. 

 

 
 

Despite the downtick on the last instance the upslope appears to be firmly intact. 

 

The study below is from the 3/15/11 Letter and it combines an unfilled gap down and 

short-term low during an uptrend with a looming Fed Day.  There have only been 11 

instances, and they are all listed below. 
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Instances are a bit low, but the stats are all very strong, so this one appears worthy of 

some consideration. 

 

Comparative price action between SPY and SOX (semiconductor index) also appears to 

be suggesting a strong upside advantage.  The SOX will often lead the market.  In the 

11/15/10 Letter I showed a study that indicated a positive close in the SOX on a day 

when the SPX drops more than 1% has often led to substantial gains over the next 1-4 

weeks.  I have updated that study below. 
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It’s interesting here that there seem to be not only short-term bullish implications, but 

intermediate-term ones as well.  I ran equity curves for the 6 and 20-day exits below.  

First let’s look at a 6-day exit. 
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Though there has been a little struggle recently the equity curve here doesn’t appear too 

bad.  Now let’s take a look at the 20-day exit. 
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This equity curve is very strong and steady and shows no sign of weakness lately.  I’d say 

this SOX/SPX study is well worth consideration for both the short and intermediate-term. 

 

This last study considers the continually lower lows we’ve been seeing.  It last appeared 

in the 5/17/12 subscriber letter.  I have updated all stats below. 

 

 

 

Results above suggest a solid bullish short-term edge.  To see how it has played out over 

the years I have included below an equity curve assuming an 8-day exit strategy. 
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The strong, steady rise helps to confirm the upside edge suggested by the stats table.   

 

I have updated the AggregatorH chart below.    

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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The bullish studies tonight popped the green Aggregator line further above 0.  Positive 

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

days. Meanwhile the black Differential Line continued higher and is now very strongly 

positive.  This means the SPX is oversold versus recent expectations.  So net expectations 

are bullish and the SPX is extremely 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 remain long the close.   

 

Based on the current studies, expectations are set to remain bullish on Wednesday.  Of 

course this could change should strong bearish evidence emerge.  The Differential Pivot 

will be 1,435.34 on Wednesday.  This is 1.6% above Tuesday's close.  That would be a 

pretty sizable rally. The more likely scenario would be either a multi-day bounce or 

consolidation. 

 

There is quite a bit pointing to a bounce right now.  The Fed Day, the strongly oversold 

condition during the long-term uptrend, Monday’s SOX action, and strong liquidity are 

all pointing higher.  My index position is 50% long at the moment.  With so much bullish 

evidence and the strong oversold condition, I’ll look to scale in to a 3
rd

 lot on Wednesday 

if the market continues to drop and provide an even more favorable entry.  The CBI is 

still neutral at “3”.  I don’t anticipate looking to take on a 4
th

 and final lot until the CBI 

nears 10.  Details are in the Trade Ideas section below. 
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Intermediate-term Outlook (2 weeks – 2 months)– updated 10/22– bullish 

The intermediate-term outlook was last updated in the 10/22 letter.  Link below: 

 2012-10-22 QE Subscriber Letter.pdf 

 

 

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 @ $141.00 LIMIT ON CLOSE.  Based on short-term 

outlook above, I will continue to scale in if the market closes down a bit more on 

Wednesday. 

 

Current Open Trade Ideas 

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

CVS(1/3) 10/15/2012 $47.06 $45.88 -2.51% Catapult

CVS(1/3) 10/16/2012 $47.07 $45.88 -2.53% Catapult

CVS(1/3) 10/17/2012 $46.90 $45.88 -2.17% Catapult

SPY(1/4) 10/22/2012 $143.15 $141.42 -1.21% Aggregator

SPY(1/4) 10/23/2012 $141.42 $141.42 0.00% bought on close
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