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Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Flat 50% Long XIV Flat Flat

 

 

Tonight’s Research Points 

 

 The 1
st
 trading day of the month is often bullish, and that tendency has been 

stronger during uptrends when the market is not overbought. 

 POMO flows are currently strong, but will weaken substantially in the next 

couple of weeks. 

 

 

Short-term Outlook  

The Bottom Line  

Evidence is leaning bullish.  The market is short-term overbought as measured by the 

Differential Line, but that is set to change as early as Monday.  If the market struggles on 

Monday, I will likely look to take on a small amount of long exposure. 
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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

July  1 , 2013 Enf of month. SPX < 10ma & > 200ma. 1-5 day s Bullish 2.20%

June 28, 2013 7 0% Advancing Issues 3 Day s In Row 1-2 day s Bullish

Active - Long Term

June 28, 2013 7 0% Advancing Issues 3 Day s In Row 1-85 day s Bullish 10.60%

June 28, 2013 SPY  up 3 day s on lower volume 1-19 day s Bearish -4.00%

June 4, 2013 Hindenburg Omen cluster 1-50 day s 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

Dropped Tonight  

June 28, 2013 3 unfilled up gaps 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 

The market chopped around for much of the day on Friday.  But it was a late selloff with 

just minutes to go that left most of the indices negative.  SPX lost 0.4%, and the Russell 

2000 fell 0.25%, but the NASDAQ closed less than 0.1%.  Breadth was slightly negative 

as the NYSE Up Issues % was just under 50% and the Up Volume % was 41%. Total 

NYSE volume spiked – partially thanks to the Russell rebalance. 

 

Several studies related to turn of the month triggered in the Quantifinder.  Beginnings of 

new months often arrive with seasonal strength. This has especially been true 1) during 

long-term uptrends, and 2) when the market is not already short-term overbought. The 

study below was last seen in the 11/1/12 subscriber letter. It uses moving averages to take 

these concepts into account. All stats are updated. 
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Day 1 has obviously provided strong numbers, but even beyond that there appears to be 

some follow through over the next few days. Below is a profit curve for the 5-day 

holding period. 

 

 

 

There have been a couple of big drops fairly recently, but 8 of the last 10 instances have 

been higher, so this edge appears to be intact. 

 

I am sometimes asked about 4
th

 of July seasonality.  Overall I have found it to be 

unreliable, especially compared to most other holidays.  The study below shows results of 

buying the close on the last day of June and then holding until the close on the 1
st
 trading 

day after the 4
th

 of July. 
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It was good in the sixties, bad in the seventies, and complete sideways chop since then.  

So knowing this raises the question of whether our first study may not be so effective 

since it is the end of June, rather than any random month.  To measure this I examined all 

times SPX closed above the 200ma but below the 10ma on the last day of June. 
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As you can see, under these circumstances, July 4
th

 week has done similar to the end of 

month study shown earlier.  Below is a list of all the instances. 

 

 

 

No real red flags here for me.  With run-up over 3x the size of drawdown those stats are 

impressive as well. 
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On Friday the Fed released its POMO and AMBS schedules for July.  The bottom line is 

that liquidity flows are expected to again be an $85 billion inflow for July.  I’ve 

calculated the July QE Buying Power Index, which shows the expected ebbs and flows of 

the liquidity infusion.  . 

 

 

 

Numbers this upcoming week look strong, and the end of the month looks pretty good 

also.  But mid-month is scheduled to show some of the weakest readings of 2013, which 

could offer bears some opportunities. 

 

I have updated the AggregatorH chart below.   

  

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Tonight’s studies caused the green Aggregator Line to again remain above zero. Positive 

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

days. Meanwhile, the black Differential Line is still below 0.  The negative Differential 

Line reading means the SPX is overbought versus recent expectations.  So expectations 

are positive but the SPX is overbought. 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 remain flat at the close.   

 

Based on the current studies, expectations are slated to remain positive on Monday. Of 

course this could easily change if new bearish evidence emerges.  The Differential Pivot 

will be inverted at 1,613.58 on Monday.  This is about 0.5% above Friday’s close. An 

inverted pivot means that the Differential Line will cross zero if the SPX closes flat.  In 

other words, SPX will move from overbought to oversold versus expectations unless it 

closes up at least 0.5%. 

 

We have positive expectations, strong turn of the month seasonality, and liquidity as 

good as it is going to be all month.  With the Differential Pivot inverted, we’ll also have 

an oversold market if SPX closes flat or lower.  With all this in mind, I’ll look to take on 

some long exposure if SPX closes much lower on Monday. 
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Intermediate-term Outlook (2 weeks – 2 months)– updated 7/1 – somewhat bullish 

Despite closing down on Friday, the market bounced back bit this past week.  And we 

had a few interesting studies trigger with intermediate-term implications.  This first one 

below I copied from Thursday night’s subscriber letter. 

 

There was one study that appeared with possible intermediate-term bearish inclinations.  

That study looked at the rise in SPY on declining volume each of the last 3 days.  It was 

last seen in the 5/2/11 Subscriber Letter.  I have updated the results table below. 

 

 

 

There doesn’t appear to be an overwhelming edge based on the data but it does hint at 

poor risk/reward for the intermediate-term.  Below is an equity curve using a 18-day 

holding period. 
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Though choppy, this would seem to support the idea that the market  could suffer some 

losses.  I believe it’s worth including this study on the Intermediate-term Active List. 

 

There was also another study on Thursday that looked at 3 consecutive days where NYSE 

advancers outnumbered decliners by at least 7:3.  Short-term implications were bullish.  

But I neglected to properly examine the intermediate-term implications for this one until 

Friday when a subscriber prompted me to.  Interestingly, the intermediate-term 

implications were very compelling.  I have re-run the study below, but this time with an 

eye towards the intermediate-term results. 
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The results table suggests a strong consistent edge has followed this setup.  Below is a 

performance graph to see how it has played out over time. 
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The curve appears to serve as further confirmation of the upside edge.  The strong, steady 

upslope is very impressive.  So I have now added this study to the intermediate-term 

active list as well. 

 

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 

$24.8 billion, which should help the market this upcoming week. 

 

This week is expected to see POMO and AMBS inflows of about $16.9 billion. That is 

low compared to last week but not bad for a holiday week. 

 

I have not shown the SOMA chart in a while, so here it is: 

 

 
 

SOMA is the System Open Market Account of the Fed.  It is essentially the Fed’s balance 

sheet of holdings.  A quick look at the chart shows how the stock market (SPX is the 

green line) has done particularly well when the balance sheet has been rapidly expanding.  

But SPX has struggled during periods of SOMA decline or sideways chop.  Recent 

growth in the SOMA has been very strong, and it has gone from $2.7 trillion to $3.2 

trillion since the beginning of 2013.   

 

That growth has occurred at a fairly steady rate of about $85 billion/month.  But since the 

size of the account is now so much bigger, $85 billion now is about 20% less impactful 

on account holdings than it was just 6 months ago.  In fact, to have the same impact 
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today, the Fed would need to up their purchases to about $102 billion in July instead of 

the $85 billion it currently has planned.  The market has shown some worry lately of 

upcoming plans for the Fed to taper its pace.  But when examined this way, that tapering 

has effectively already begun. And with the low levels of buying expected in the middle 

of July (as discussed in the Short-Term outlook above), we could get a preview of what 

real tapering may feel like. 

 

 

Overall, I am still leaning bullish.  There seems to be more evidence pointing in that 

direction.  In addition to the growing SOMA and positive liquidity environment, we had 

the breadth thrust this week.  And other bullish price and breadth studies remain in place 

as well. The bears can point to the Hindenburg Omen and the SPY rise on declining 

volume as hints to more downside.  I am leaving the outlook at “somewhat bullish” again 

this 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 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.quantifiableedges.com/videos/QE20100621.html
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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 @ $160.25 LIMIT ON CLOSE.  Based on the short-term outlook above, I’ll 

begin scaling into a long position. 

 

Current Open Trade Ideas 

None currently open.  The last SPY lot was sold on Thursday’s open for $161.10. 
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