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Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Flat Flat Long Flat

 

 

Tonight’s Research Points 

 

 The weak bounce on Friday is indicative of the kind of action that has often been 

followed by a pullback over the next few days. 

 Short-term liquidity remains a positive. 

 Seasonality may be a weakness this upcoming week. 

 

 

Short-term Outlook  

The Bottom Line  

The studies are quite mixed, but the market remains extremely oversold.  I have a small 

long position that I intend to maintain.  I will see what studies emerge Monday and in the 

next few days before looking to exit or perhaps increase my position. 
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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

June 24, 2013 Weak bounce 1-3 days Bearish

June 21, 2013 System 110524 1-7  days Bullish

June 21, 2013 1% drop. Bad breadt. 1-5 days Bullish

Active - Long Term

June 4, 2013 Hindenburg Omen cluster 1-50 days Bearish -8.60%

May 9, 2013 Breadth Confirms Rally  (Study  of Tops) int term Bullish

May  6, 2013 Nasdaq leading SPX int term Bullish

April 29, 2013 Sell in May  unless Jan-April strong 1-6 months Bullish 6.80%

April 29, 2013 6 months higher in a row 1-10 months Bullish 14.30%

September 17 , 2012 QE3 int term 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. 

 

 

The Evidence 

After registering strong oversold indications on Thursday, we saw several studies 

Thursday night suggesting a bounce on Friday.  And that bounce came.  But it was not 

very impressive.  The SPX and Russell 2000 each gained 0.3%, but the Nasdaq finished 

down 0.2%.    Breadth was about breakeven as the NYSE Up Issues % was just under 

50% and the Up Volume % was 51%. Aided by options expiration, total NYSE came in 

at the highest level since September of 2011. 

 

The first day of a bounce from an oversold condition can often provide strong hints about 

how the next several days are likely to perform. Weak bounces like we saw on Friday 

tend to have a much lower success rate over the following days. This is something I 

discussed in some detail in the 4/27/13 subscriber letter. The studies shown there are 

relevant in this case, so I'm going to review them again along with updated stats.  

 

All of the studies looked at day-one bounces following a drop the previous day of at least 

1.75%. I found that the "sweet spot" for such a bounce is one that makes up between 25% 

and 75% of the previous day's losses. That's strong enough to get the market moving, but 

not so strong that it exhausts the upside edge. Here is an updated stats table that looks at 

instances of this. (Note that the other tables go back to 1988, but this one goes back to 

1961 because the edge has been so strong for so long with this one.) 
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As you can see, there is a near-perfect record of continued follow-through in the next 

week. 

 

This next table examines very strong bounces after big drops.  Results here have not 

changed so they are not updated. 

 

 

 

Instances are a bit low here but still show a decent upside inclination. 
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Of course as I noted above, Friday's bounce was weak. And it was so weak that it failed 

to make up 25% of Thursday's losses. So let's take a look and see how the market has 

fared following weak bounces. 

 

 

 

Numbers here show a sharp contrast to the stats shown after strong bounces. The 

downside edge primarily appears to play itself out over the first three days. Below I have 

produced an equity curve that assumes a 3-day holding period. 
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The equity curve shows that the downside edge has been prevalent for a long time, and in 

recent times it has been even stronger than usual. This study seems to be worth 

consideration and I have included it on the Short-Term Active List. 

 

From a bullish standpoint, there was one thing I neglected to discuss on Thursday night 

which I thought I would bring it little attention to. That is the fact that the QE Buying 

Power System triggered a long signal. The system looks to go long whenever SPX closes 

in the lower end of its 10-day range and the QE Buying Power Index is at three or above. 

Below is a simple table showing how the market has performed since 2008 when QE 

Buying Power System longs have triggered if they were taken and then held until SPX 

closed back above its 10ma. 

 

 

 

The numbers here are incredibly strong. They suggest that oversold conditions are 

unlikely to remain so when liquidity is very strong. Below is a profit curve showing how 

these gains would have been achieved. 
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That is about as good-looking a profit curve as you are ever going to see. I'll discuss 

liquidity a bit more in the intermediate-term section below. Much of what seemed to 

spark the selling this week was the fact that the Fed indicated time frames for possible 

tapering and then ending of its quantitative easing programs. While we anticipate the 

market will struggle as liquidity flows lessen, they are still strong and should serve to 

help the market, at least in the short-term. 

 

It was pointed out to me that the week after June options expiration has done especially 

poorly in recent years. The table below shows all such weeks dating back to 1999. 
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As you can see, it has been quite a streak of bearishness. Twelve out of fourteen years 

have closed down, including the last 10 in a row. So it would seem we may be entering a 

week seasonal period. 

 

Most seasonal tendencies I have found I have also been able to think of why they may 

exist. Optimism going into a holiday or long weekend, and mutual fund flows occurring 

near the turn of the month are two such examples. In some cases I can't explain the 

"why", but it doesn't really matter if the edge has persisted for a long period of time. In 

this case the edge hasn't existed for that long. In fact, if you look back further, you'll find 

periods where this week appeared to show a bullish tendency. Below is the same seasonal 

study run from 1979 - 1989. 
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So back then we had 11 years in a row of gains. For me, this somewhat diminishes the 

probability of a bearish seasonal edge actually existing. Not to say that it doesn't, but I'm 

not inclined to give it a whole lot of weight. In any case, I think it is most likely offset by 

the strong liquidity environment.  

 

The Aggregator is not factoring in the results from the QE Buying Power Index studies 

shown above since the trigger and exit are so similar to the other bullish studies on the 

board. So I elected to ignore this possible seasonal influence as well. Subscribers are 

welcome (and generally encouraged) to take issue with my interpretations of the data. 

And you could certainly make a case that the numbers should be skewed more in either 

direction. I do my best to present the evidence, and provide my own interpretation. But 

my interpretation is not always the "right" one. 

 

I have updated the AggregatorH chart below.   

  

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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The “Weak Bounce” study caused the green Aggregator Line to dip down just slightly 

below zero. Negative readings mean net expectations from the Active List are for 

downside over the next few days. Meanwhile the black Differential Line is now very high 

above 0.  The positive Differential Line reading means the SPX is strongly oversold 

versus recent expectations.  So expectations are negative but the SPX is very oversold. 

This is considered a neutral configuration. Neutral configurations are visible on the chart 

whenever both lines close on opposite sides of 0.  This caused the Aggregator system to 

turn flat at the close.   

 

Based on the current studies expectations are expected to turn back positive on Monday. 

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

will be 1,630.51 on Monday.  This is a whopping 2.4% above Friday's close. In other 

words, it will likely take a multi-day bounce or consolidation to work off the oversold 

condition. 

 

The market certainly seems to be in a bit of a tricky place. The aggregator is just barely 

negative, but only expected to stay there for a day. Meanwhile SPX is more oversold than 

has been in a very long time. I currently have a small long index position. Most of the 

time when the aggregator system turns neutral, I'll simply exit my position. In this case, 

I'm not inclined to do that. We still have a number of studies suggesting an upside 

reversion, and with the positive liquidity environment the chances of that reversion 
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increase substantially. Additionally, if I were to exit my current long position, I would 

probably be looking to get right back in at the close on Monday. So I will ride this out a 

little bit. If the oversold condition starts getting worked off, I won't miss out on gains. If 

the “weak bounce” study holds true and we get a further pullback in the next day or two, 

then that may offer me an opportunity to increase my (currently small) position size. 

 

 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 6/24 – somewhat bullish 

SPX suffered another difficult week this past week. It is now trading below its 10-week 

moving average for the first time in 2013.  I reduced my bullish stance a few weeks ago, 

and it looks like I should've reduced it more than I did. But from a studies standpoint I am 

not seeing a whole lot of evidence suggesting a major top. No new compelling 

intermediate-term studies emerged this past week. But the Fed is providing some nice 

food for thought. 

 

I update the intermediate-term POMO/QE 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 remains in its 2013 range.  The days indicator is 

still maxed out at 20, which was a rarity during past QE implementations, but has been 

the norm so far this year.  We estimate net inflows this past week to have been about 

$21.6 billion, which should help the market some this upcoming week. 

 

This week is expected to see the strongest Fed buying of June.  Inflows between POMO 

and AMBS are expected to reach over $25 billion. This should allow June to finish 

somewhat strong and give early July a possible boost. 

 

The July POMO and AMBS purchase schedules are set to be released on Friday 

afternoon. At this point we do not expect to see any tapering for several months. I 

anticipate liquidity flows in July will be similar to what we have seen the past few 

months. 

 

Market action this past week raises the question of how much do you want to try and 

anticipate liquidity flows when determining whether they will provide a positive or 

negative backdrop for the environment. My long-held belief is that when the current 

round of quantitative easing ends the market will likely struggle. The primary reason for 

this belief is that during all periods since 2005 where there has not been quantitative 

easing, the market has struggled. Of course, this isn't the secret it once was. But I'm not 

sure how much of a secret it was during QE1 or QE2.  In those cases the market did not 
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begin to suffer until the liquidity flows ended, or were greatly reduced.  So I am not 

inclined to believe that REAL struggles will occur prior to the Fed “easing off the gas 

pedal”, to steal a phrase from Bernanke.  Of course every time there is news with regards 

to tapering or ending the current Fed program, the market gets spooked.  And that seems 

like what is happening right.  The market got spooked thinking about the end.  But I 

believe it should continue to reap the benefits of positive liquidity flows until such time 

that they are not as powerful.  

 

My outlook is largely unchanged from last week.  We still have a fair amount of bullish 

studies active, with the Hindenburg Omen being the only bearish one at this point.  

Momentum, breadth, and liquidity all favor the upside.  The trend is not as clear as it was 

a few weeks ago, and the market has been chopping around quite a bit.  At this point I am 

leaving the outlook at “somewhat bullish” – the same as last week.  From a trading 

standpoint that means I will be favoring longs and being extra selective about any shorts. 

 

 

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. 

 

 

 

 

 

 

 

 

http://www.quantifiableedges.com/videos/QE20100621.html
http://www.quantifiableedges.com/members/systems.php
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Current Open Trade Ideas 

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

SPY(1/4) 6/20/2013 $158.56 $159.07 0.32% Aggregator

 
 

SPY entry price is dividend-adjusted. 
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