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Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Long 100% Long XIV Flat Flat

 

 

Tonight’s Research Points 

 

 3 consecutive down closes under similar circumstances has suggested a moderate 

upside edge over the next few days. 

 When the VIX has hit 100-day highs without the SPX making 100-day lows, that 

has often led to a market rally. 

 

 

 

Short-term Outlook  

The Bottom Line 

Evidence continues to build suggesting the market is likely to bounce. But fiscal cliff 

negotiations are keeping things interesting. I am partially long and looking to take 

advantage of the bounce. 
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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

December 27 , 2012 VIX 100 high. SPX > 100 low. 1-7  days Bullish 2.90%

December 27 , 2012 SPX down 3 above 200 1-3 days Bullish 1.30%

December 26, 2012 2 Unfilled Gaps Dn & 5-day  low 1-5 days Bullish 1.80%

December 24, 2012 Opex Week Up 1%-2% 1-5 days Bearish

December 21, 2012 Twas 3 Nights Before Christmas 1-8 days Bullish

Active - Long Term

December 24, 2012 Nasdaq Leading SPX int term Bullish

December 12, 2012 5 days up > 200ma & < 50-high 1-15 days Bullish 2.80%

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

September 17 , 2012 QE3 int term Bullish

February  1 , 2012 Golden Cross int term Bullish

Dropped Tonight  

December 12, 2012 5 days up > 200ma & < 50-high 1-10 days Bullish 2.00%  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

 

The Evidence 

The market started off strong as it gapped higher to start the day. Selling quickly took 

hold and lasted for much of the morning. An attempt at an afternoon rally failed in the 

last hour and the market finished not far above morning lows. The SPX lost 0.5% while 

the NASDAQ and the Russell 2000 declined 0.7%.  Breadth was negative as the NYSE 

Up Issues % was 34% and the Up Volume % came in at 42%. Volume was light with 

many traders still on vacation.  

 

Today was the third day in a row that SPX closed lower. A good number of studies 

appeared in the Quantifinder tonight related to the 3-day pullbacks. I've looked at these 

many times and can say with confidence that all 3-day pullbacks are NOT created equal. 

Some characteristics that would make a 3-day pullback appealing include an extremely 

low 3/10 Offset HV, and whether the pullback originated from an intermediate-term high. 

This pullback failed on both counts. The 3/10 Offset HV was fairly low, just not extreme 

enough to qualify as beneficial. So I decided to simply ignore it. Therefore I took a look 

at 3-day pullbacks that did not immediately follow a 20-day high, and closed above the 

200ma.  This is a study I last showed in the 5/18/11 Subscriber Letter. I have updated it 

below. 
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As you can see, there appears to be a bit of an upside edge. The edge  seems to exist both 

for an initial thrust and potentially also out as far as a couple of weeks. I chose the 3-day 

and the 9-day time frames to show profit curves. First let's look at the 3-day time frame. 

 

 

 

A bit choppy, but the overall slope appears to remain positive throughout. The last few 

trades had some difficulty, but the dip in the profit curve at this point does not appear to 
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be so unusual that it should be concerning. Now here is the profit curve for the 9-day 

holding period. 

 

 

 

This curve looks a little more impressive, although the last few trades have seen the same 

struggle. Again, I'm not overly concerned about the last few trades. Between the stats 

table and the profit curves this study appears to provide enough evidence to suggest an 

upside edge. 

 

The VIX also provided some notable action today. The VIX is often referred to as the 

fear index.  When VIX levels are relatively high, that often suggests fear and uncertainty 

among market participants.  Relative highs can be measured a number of ways.  Often I 

will show VIX levels compared to short-term moving averages.  But an interesting study 

tonight looked at 100-day VIX highs that occurred when the SPX was not making 100-

day lows.  In other words, relatively extreme fear in a market that is not making long-

term lows.  The study was last seen in the 3/16/11 Subscriber Letter. I have updated it 

below. 
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The stats seem to suggest a bullish edge that persists for at least three weeks. Much of 

that edge is realized over the first 1-7 days. Below is a profit curve showing a 7-day 

holding strategy. 
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The curve is a little choppy, but the upside persistence here is impressive and it is once 

again hitting new highs. This study also seems to be worth taking into consideration. 

Much of the fear seems to be centered around Fiscal Cliff negotiations. News there could 

have a significant impact on VIX (and stock market) levels. 

 

One other bullish piece of evidence comes from the QE Buying Power Index, which 

reached a bullish "3" this afternoon. This can be seen on the chart below, which was 

copied from the subscriber charts page. 

 

http://www.quantifiableedges.com/members/charts.php
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Over the last five years, readings of three or higher have suggested bullish inclinations 

over the next few days, especially when the market is oversold. The QE Buying Power 

Index is expected to remain >= 3 through the end of the year. More information on this 

indicator can be found on the QE Buying Power Index subscriber information page. 

 

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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Tonight’s studies helped keep the green Aggregator line well above 0. Positive readings 

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

Meanwhile the black Differential Line is now as high as it has been in over a month. The 

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

expectations are positive and the SPX is strongly 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 at the close.   

 

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

course this could change if strong bearish evidence emerges.  The Differential Pivot will 

be 1,434.85 on Thursday.  This is 1.1% above Wednesday's close.  So it would take a 

close higher of at least this much in order to move the differential line back below zero, 

signaling an SPX move from oversold to overbought.  

 

The market is strongly oversold, seasonality is bullish, and liquidity as measured by the 

QE Buying Power Index is also now bullish. All this suggests a good chance of a bounce. 

And with the VIX now spiking, that could provide a relief rally quite a bit more ammo. 

So I am comfortable with some long exposure here, and I have some from Monday. We 

are not much below my entry levels at this point. With Fiscal Cliff negotiations providing 

an extra layer of risk I'm not inclined to get overly aggressive just yet. I would also note 

that the Quantifiable Edges CBI remains at zero. So even though the VIX may be 

spiking, price action among S&P 100 stocks is not hinting at capitulation. With all this in 

mind, I will remain pat on Thursday, partially long and still expecting a bounce. 
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Intermediate-term Outlook (2 weeks – 2 months)– updated 12/24– bullish 

The intermediate-term outlook was last updated in the 12/24 letter. Link below: 

2012-12-24 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

SPY(1/4) 12/24/2012 $142.48 $141.75 -0.51% sell on SPX close > 1,434.85

SPY(1/4) 12/24/2012 $142.35 $141.75 -0.42% Aggregator

 

I will look to exit at least 1 lot of SPY at the close if SPX finishes above the Differential 

Pivot.  I will likely make a decision on the 2
nd

 lot tomorrow night rather than taking a 

quick exit. 
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