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Market Overview 
 

 
 

 
 

 
 

  
  

Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing

Long 100% Long XIV Long

 

 

 

Tonight’s Research Points 

  

 When SPX closes down but breadth is strong, it has often led to gains over the 

next few days. 

 March Op-Ex week has historically been very strong, especially Mon-Thurs. 

 The QE Buying Power System is signaling a buy. 

 

 

Short-term Outlook  

The Bottom Line  

Evidence is continuing to build.  If the market can get over geopolitical worries there is a 

lot pointing to an upside bounce.  I am long and may get longer in the next few days. 
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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 - Short Term

March 17 , 2014 QE Buy ing Power Sy stem long 1-6 day s Bullish 1.20%

March 17 , 2014 SPX down. Up Issues % > 55%. 1-3 day s Bullish 1.10%

March 17 , 2014 March Op-Ex week seasonally  strong 1-4 day s Bullish 1.70%

March 14, 2014 SPY  close < 10ma for 1st time in 15 day s 1-3 day s Bullish

March 14, 2014 1% drop. Adv  2x Decliners 1-5 day s Bullish

March 14, 2014 5 lower lows. Big drop today . 1-2 day s Bullish

March 12, 2014 SPY  1st 5-low in > 10 day s 1-4 day s Bullish

Active - Long Term

March 14, 2014 QQQ 5 lower lows. Big drop today . 1-20 day s Bullish 11.90%

March 10, 2014 SPX 3-day  high while Russell down 3 1-10 day s Bullish 4.50%

December 23, 2013 QE Tapering int term Neutral

December 2, 2013 Nasdaq leading SPX int term Bullish

July  22, 2013 New High Divergence (Study  of Tops) int term Bearish

February  1 , 2012 Golden Cross int term Bullish

Dropped Tonight  

March 10, 2014 Gap up partial reversal 2 day s 1-5 day s Bullish 2.00%  
 

 

The Evidence 

The market seemed to be trading scared on Friday.  Investors were unwilling to commit 

ahead of the weekend with the vote in Crimea on the mind of many.  The unwillingness 

to commit was evident in volume numbers.  The worry was evident in looking at the 

VIX.  The VIX jumped nearly 10% and the front 2 months futures contracts for the VIX 

went into backwardation, which is a bad thing for XIV holders.  (More info in this subject 

is available in the presentations on the VIX-based Research & Systems Page).  Still, 

indices finished mixed.  The SPX fell 0.3% and the NASDAQ dropped 0.4%, but the 

Russell 2000 gained 0.4%.  Breadth was also mixed as the NYSE Up Issues % came in at 

57% and the Up Volume % was 46%. Total NYSE volume came in light. 

 

With small-caps doing well but large-caps struggling the Up Issues % was unusually 

strong for a day that the SPX declined.  The study below was last seen in the 1/6/14 

Letter.  It looks at days like Friday where SPX declined despite strong breadth.  Results 

are updated. 

 

 

http://quantifiableedges.com/vix-based-research-systems-page/
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The edge isn’t huge, but it does appear to be worth a closer look. The profit curve below 

gives a better idea of how it has played out over time. 

 

 

 

While the curve certainly appears choppy, it has persisted upwards.  I believe this study is 

worth taking into consideration and I’ve included it among the active studies. 

 

The low close on Friday also helped to trigger a long in the QE Buying Power System.  

This system looks to get long any time SPX closes in the bottom 20% if the 10-day range 

and the QE Buying Power Index is >= 3 (the index is can be found on the charts page and 

has been maxed out at 5 for a long time).  It shorts whenever the QE Buying Power Index 

<= 0 and SPX closes in the top 20% of the 10-day range.  Below are long-only results for 

the simplified version of the system that just looks to exit when the index closes back 

above the midpoint of its (then current) 10-day range.   
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Some very strong stats here.  This suggests a substantial upside edge in buying pullbacks 

when you have also had strong liquidity.  And here is a look at the profit curve. 

 

 

 

The curve is as impressive as the stats, and serves as confirmation of the upside edge.  

POMO flows were very low the 1
st
 week in March, so it is no great surprise that we have 

seen the market pull back some this past week.  But this past week’s liquidity flows were 
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relatively strong, so they should help to provide a layer of support for the market to rally 

off of in the coming days. 

 

There is also a seasonal influence that could have a bullish impact on the market this 

week.  Op-ex week in general is pretty bullish. March, April, October, and December it 

has been especially so. S&P 500 options began trading in mid-1983. The table below is 

one I showed in the 3/11/13 Subscriber Letter. It goes back to 1984 and shows op-ex 

week performance broken down by month. All statistics are updated. 

 

 

 

While December has been more reliable, total gains have been very similar to October, 

April, and March op-ex. As I did in that 3/11/13 Subscriber Letter, I also broke down 

March performance in more detail below.  
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The upside edge seems to pretty much play out by Thursday. Below is a visual 

representation of the Monday-Thursday returns. 

 

 

 

The curve is impressive.  Bottom line here is that seasonality this week could provide a 

bit of a wind at the markets’ back. 

 

I have updated the AggregatorH chart below.   

  

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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With tonight's bullish studies factored in the green Aggregator Line remained solidly 

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 still extended quite far 

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

expectations.  So 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.  Therefore the Aggregator signal remained long at the 

close.   

 

Based on the current active studies, expectations are slated to remain bullish on Monday. 

New and compelling bearish evidence would need to emerge in order to change this.  The 

Differential Pivot will be 1879.13 on Monday. That is nearly 2.1% above Friday's close -  

an amount that is unlikely to get achieved in just one day. A more likely scenario to work 

off the oversold condition would be a multi-day bounce or consolidation.  

 

The market is oversold.  We have some solid price and breadth evidence suggesting it 

should bounce, we are going into a seasonally strong period, and there is strong liquidity 

support.  All this has me leaning bullish and I have scaled into some long index exposure 

over the last 2 days to try and take advantage of the anticipated bounce.  Curiously, the 

Quantifiable Edges Capitulative Breadth Indicator (CBI) is still at zero.  I’d prefer it was 

on the rise before I get too heavily long, so I will wait a little longer before legging into 
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my next lot of SPY.  But I am amenable to taking new trades in individual stocks with 

favorable setups on Monday. 

 

 

Intermediate-term Outlook (2 weeks – 2 months) – updated 3/17 – slightly bullish 

The market struggled this past week as SPX fell close to 2%.  A negative news flow 

along with weak liquidity flows the week before created an opportunity for the bears.  

But I don’t expect it to immediately turn into a route.  Liquidity flows increased during 

the week and bullish evidence emerged.  Most of it was short-term but there was one 

study with potential intermediate-term implications.  It was shown in Thursday night’s 

letter. 

 

The study looked at short-term moves that are already a bit extended that then see a quick 

acceleration. Both SPY and QQQ triggered the study.  SPY’s numbers were bullish short-

term, but not nearly as impressive as QQQ for the intermediate-term.  Here are the QQQ 

numbers from Thursday night. 

 

 

 

Four weeks out the average trade has produced a gain in the QQQ of over 8%.  Often the 

outsized gains were partially due to the volatile environment that was present when the 
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study triggered.  Many of these occurred during the wild 2000 – 2002 bear market in the 

Nasdaq.  Below is the list of instances assuming a 20-day holding period. 

 

 

 

The last few instances have not exhibited the kind of strength shown in the past, but there 

still appears to be a substantial upside edge. 
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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. 

 
 

The POMO/AMBS days indicator is still riding along at 20, where it spent most of 2013. 

The volume indicator is now bumping along at its lowered, tapered level. We estimate net 

inflows this past week to have been about $16.6 billion.  This would be low for 2013, but 

it is as high as we are going to see for a week in March, or perhaps any time in the near 

future.   
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This week we expect to see inflows of about $14.4 billion.  The relatively mild flows 

over the next couple of weeks could allow the bears a chance to increase their selling as 

we approach the end of the month.  (Though I think we will first see a bounce.). 

 

On the whole, the outlook remains a bit muddled and little changed from last week.  We 

have added a couple of price-action based studies in the last couple of weeks that suggest 

an intermediate-term upside edge.  The leading Nasdaq remains a positive, as does the 

Golden Cross formation.  Liquidity appears bullish, but not at the level we saw in 2013.  

On the bearish side the NYSE New High % reading from the Study of Tops has been 

negatively diverging for some time.  I remain willing to trade both sides of the market, 

but I am favoring longs over shorts for the time being.  

 

 

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://quantifiableedges.com/subscribers/video/p/id/18
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Additional New Trade Ideas 

A full listing of system triggers can be found at the numbered systems 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. 

 

GILD – buy @ $75.05 LIMIT.  GILD triggered several of the numbered systems, 

including 81119, 80502, and 110524.  Historically it has performed well with all of them.  

It has pulled back sharply over the last few days in is near the top of an area of technical 

support between 69-75 where it consolidated during December and January.  For those 

traders inclined to use a stop, down around $69.00 would make some sense.  At this point 

I do not intend to use one.  My exit trigger will be a close over the 10-day moving 

average. 

 

 
 

 

 

 

Current Open Trade Ideas 

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

SPY(1/4) 3/13/2014 $185.18 $184.66 -0.28% Aggregator

SPY(1/4) 3/14/2014 $184.66 $184.66 0.00% bought on close
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