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Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing

Flat 50% Long XIV Short

 

 

Tonight’s Research Points 

  

 The QE Buying Power Swing System is now short for the 2
nd

 time since QE 

ended. 

 When the VIX moves from 10% above the 10ma to 10% below the 10ma in less 

than a week it has been typically been followed by gains. 

 Breadth, volume, price action, Fed liquidity, and seasonality all provided bullish 

intermediate-term indications this past week 

 

 

 

Short-term Outlook  

The Bottom Line  

The strong bounce has caused most bullish short-term studies to reach their targets.  But a 

new study emerged Friday suggesting further rallying is likely.  At the same time, the 

market is more overbought than it has been in a long time.  So I am not keen on taking on 

new positions until it pulls back a little. 
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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 

Run-up

Avg 

DrawDn

Avg DrawDn 

- 1 Std Dev

Active - Short Term

December 22, 2014 VIX 10% Above MA to 10% Below 1-8 day s Bullish 2.60% -1.00% -2.00%

Active - Long Term

December 19, 2014 Russell strong after Dec opex 1-10 day s Bullish

December 18, 2014 20-high volume on up day . Not opex 1-10 day s Bullish

December 18, 2014 20-low to 4-high 1-19 day s Bullish

December 17 , 2014 CBI >= 11 . 1-20 day s Bullish

December 15, 2014 End of Y r. Strength & January  Effect thru Jan 2 Bullish

December 9, 2014 Hindenburg Omens 1-35 day s Bearish

December 2, 2014 1st day  under 10ma in over 25 day s 1-20 day s Bullish 4.74% -0.35% -0.65%

November 3, 2014 Best 6 Months 6 months Bullish

November 3, 2014 Quantitative Easing Ends int term Bearish

October 27 , 2014 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  

Decem ber 18, 2014 20-low to 4-high 1-8 days Bullish 2.30% -1.50% -3.20%

Decem ber 16, 2014 SPY close bottom  25% 4 days in row1-5 days Bullish 3.40% -1.60% -3.10%

Decem ber 15, 2014 Dn 1.5% 2x in 5 days 1-7 days Bullish 3.50% -1.90% -4.40%  
 

 

The Evidence 

The bounce continued on Friday and SPX actually came close to new highs.  Final 

numbers saw the SPX gain 0.5%, the NASDAQ rise 0.4%, and the Russell 2000 rally 

0.3%.  Breadth was positive as the NYSE Up Issues % came in at 64% and the Up 

Volume % was 67%. Total NYSE volume spiked way up as it typically does on Opex 

Friday. 

 

After reaching a high over 25 on Tuesday the VIX closed Friday at 16.49.  The 

Quantifinder study below considered the sharp drop in the VIX over the last few days 

after a sharp rise the previous few. It was last seen in the 4/21/14 subscriber letter.  The 

results are updated. 
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The market condition that would typically accompany such VIX movement is one where 

you see a strong rebound from a sharp decline during a long-term uptrend, which is what 

we are currently looking at.  Results over the first 2-3 days are not terribly consistent, but 

once you get out beyond that the bounce becomes more reliable and more powerful. 

Below I have provided the profit curve assuming an 8 day holding period. 
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This curve appears very strong and steady, and seems to support the idea of an upside 

edge.  I have included this study on the Active List tonight. 

 

I should also note that the QE Buying Power System triggered a short signal after 

Thursday’s close near the upper part of the recent range.  This is the 3
rd

 short signal since 

the Fed ended the most recent QE program at the end of October.  I did a detailed write-

up of my thoughts in the 11/10/14 letter.  My opinion since then has not changed any.  So 

I copied below my notes from that letter. 

 

Perhaps the most interesting chart on the charts page right now is the one that shows the 

QE Short-Term Buying Power Index. This chart essentially tracks recent Fed activity. 

For the last 22 months the QE Buying Power Index was locked at either four or five. This 

meant the QE Short Term Buying Power Swing System was only looking to buy 

pullbacks. But with the Fed’s QE program now ended, the QE Buying Power Index will 

now be locked at zero for the foreseeable future. This can be seen in the chart below. So 

the system is no longer going to be looking to buy pullbacks. Rather, it will be looking to 

short overbought readings. 
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With the index now at zero, instead of five, the system is no longer going to be looking to 

buy pullbacks. Rather, it will be looking to short overbought readings.  And on Friday, 

with SPX at a high, and the Buying Power Index hitting zero, the first short signal in a 

long time triggered. 

 

The performance table below shows the hypothetical result of having taken all short 

signals since 2008, and then exiting upon a reversion to the lower half of the recent 

range.  (A short signal simply requires the QE Buying Power Index <= 0 and the SPX 

closes in the top 20% of its 10-day range.) 
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Results here are strong.  With short systems there is an adjustment I sometimes make to 

protect against getting run over by a strong and persistent rally. I do this because the 

market tends to stay overbought for extended periods more often than it tends to stay 

oversold for extended periods.  For instance, earlier I discussed that since 1997, this is 

now the 6
th

 time that the market has gone 16 days without closing below its 5ma.  Over 

that same time period it has managed to go 16 days without a close above the 5ma only 1 

time.  Additionally, lengthy oversold stretches tend to reverse sharply, often helped by 

short covering, which launches the market quickly higher.  (Think about the Quantifiable 

Edges Catapult System trades for instance.)  Overbought reversals are not typically as 

sharp and violent.  So the reversal may not make you back your unrealized losses as 

easily.   

 

So adjustments that can be employed for short trades would be to either 1) demand less 

of a pullback to trigger an exit, or 2) give it a few days to revert, and then quickly tighten 

the exit criteria if it continues to run against you.  I prefer #2, since that give you an 

opportunity for a more sizable win if you time the entry right.  The table below shows 

results based on giving the reversion X days to work 

 

 

 

Using the time exit adjustment the stats improve nicely between days 4-8.  Five days 

shows the optimal stats here, and a week is typically about right with what I have seen in 

the past.  I often give short systems about 5-6 days to reach their targets before 

tightening in this manner, so I’ll use 5 days here.  Below is a look at profit curve 

assuming the tightening begins on day five. 
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The strong steady upslope serves as a nice confirmation. 

 

Of course the QE Buying Power Index Swing System does not consider seasonality or 

long-term trend.  As exhibited by the QE Market Timing Indicators as shown in the 

intermediate-term section below, both seasonality and trend are strong right now.  So I 

wondered how a short selling approach similar to the QE Buying Power Swing System 

would have worked if we ignored the Buying Power Index and substituted fully bullish 

seasonality and price action indicators from the QE Market Timing Course. Since 2008 

there have only been seven instances. So I ran the test back to 2003. Those results are 

below. 
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As you can see, trying to short an overbought market with seasonality and trend strongly 

against you would have been a losing approach over the last 11 years.  Let's take a look 

at the profit curve to see how it has played out. 
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This seems to confirm the difficulty in trying to short strongly trending markets during 

strongly bullish seasonal periods. 

 

This leaves us with a bit of a conundrum. Will the weak liquidity win out, or will trend 

and seasonality prevail? If liquidity does begin to exert its influence here, then it will 

probably not take long for one, or both, of the price action indicators to come out of their 

bullish posture. 

 

I intend to watch this closely. For the time being, I am not including the QE Buying 

Power short signals in the Aggregator calculation. That will quickly change if it appears 

to be fruitful in this environment. 

 

Since I wrote this the 2 QE Buying Power short signals that triggered resulted in 1 loser 

and 1 winner (with the loser being slightly larger).  I am still inclined to keep a close eye, 

but not yet include it in the Aggregator. 

 

So tonight we have the one VIX-based study making it onto the Short-Term Active List.  

It is also worth noting that this study is now alone on the short-term list.  All the other 

studies that were active met their targets over the last 2 days and have been removed.  

This sometimes happens when bounces are especially strong – and this one was. 

 

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 study the Aggregator Line again held 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 farther below 0 than it has been in a long 

time.  The negative Differential Line reading means the SPX is extremely overbought 

versus recent expectations.  So expectations are positive but the SPX is very overbought.  

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

whenever both lines close on opposite sides of 0.  Therefore the Aggregator signal stayed 

flat at the close.   

 

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

But with only 1 study currently on the Short-Term Active List, new bearish evidence 

could sway expectations negative.  The Differential Pivot will be 2028.64 on Monday. 

That is 2.0% below Friday’s close.  It’s pretty unlikely that we would see a one-day 

selloff that strong during what will likely be slow Christmas-week action.  So it will 

probably take a multi-day pullback or consolidation to work off the overbought 

condition. 

 

The market is too overbought for me to consider putting on new short-term positions 

here.  We may get a pullback, but with seasonal strength and current momentum, we may 

not.  If we do get a multi-day pullback here in the next few days, I will almost certainly 

become a buyer.  But until that time, evidence appears too strong to short against, and the 

market is too overbought to buy into.  I’ll wait for that to change before adding new 

exposure. 
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Intermediate-term Outlook (2 weeks – 2 months) – updated 12/22 – bullish 

Combo #1 Combo #2 Combo #3

Long Long Long  
 

Above is the status of the different Combination Signals from the Quantifiable Edges 

Market Timing Course.  Signals are long-term in nature.  All 3 can be either flat or long.  

None of them look to short.  More information on these signals can be found in the 

Quantifiable Edges Market Timing Course, which is included with all annual 

subscriptions.  Detailed descriptions of these combination approaches can be found in 

Lesson 8.  Subscribers may also download detailed hypothetical historical performance 

reports covering 12/31/71 – 3/7/14 in Lesson 11, Course Downloads.  (You must go 

through the course first in order to access the Downloads.) 

 

After declining 3.5% during the 2
nd

 week in December, the SPX rebounded this week and 

posted a 3.4% gain, which very nearly brought it to new highs.  Despite selling off 

Monday and Tuesday, “The Most Wonderful Week of the Year” did not disappoint.  The 

Wednesday to Friday rally was very strong and indications so far suggest a continuation 

is likely.  And it wasn’t just short-term evidence that emerged.  We saw a number of 

intermediate-term studies suggesting further upside as well. 

 

On Tuesday the Quantifiable Edges Capitulative Breadth Indicator (CBI) hit 12.  That 

triggered the study below, which I have copied from Tuesday night’s letter.   

 

Tuesday was just the 23
rd

 time the CBI reached as high as 11.  Looking out 20 days later, 

every other instance has been trading higher.  Below is the full listing of triggers and the 

20-day results. 

 

http://quantifiableedges.com/module-1/intro/
http://quantifiableedges.com/module-4/combining-price-seasonality/
http://quantifiableedges.com/module-4/combining-price-seasonality/
http://quantifiableedges.com/module-4/market-timing-course-downloads/
http://quantifiableedges.com/the-most-wonderful-weeeeek-of-the-yeeeaaaarrrr/
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Wednesday’s rebound also generated some studies with intermediate-term implications.  

The first one looked at sharp moves off an intermediate-term low.  I have copied it below. 
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Wednesday was a strong enough move that we saw SPX go from closing at a 20-day low 

on Tuesday to closing at a 4-day high on Wednesday.  In the 10/9/14 letter I looked at 

other times in which the market put in a strong thrust off a 20-day low.  There I required 

a close of at least a 4-day high.  I have updated the results below. 

 

 

 

Day 1 is a bit iffy, but after that there appears to be a strong and consistent edge over the 

next 4 weeks.  This suggests a good chance that Wednesday’s rally was the beginning of 

a continued move higher…  Now the 19-day curve. 
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This one is a little choppier, but it sure has been strong lately, with 9 of the last 10 

instances all closing higher.   

 

Wednesday’s volume also gave a bullish hint.  This can be seen in the next study. 

 

The high volume provided an interesting bit of evidence.  When the market has risen on 

extremely high volume on a day other than op-ex Friday, that has typically been a good 

sign.  Below is a study last shown in the 4/29/14 subscriber letter that demonstrates this. 
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The statistics appear to suggest a solid bullish edge over the next couple of weeks.  Below 

is an equity curve using a 10-day exit strategy that shows how the edge has played out 

over time. 
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Recent instances have struggled a little but overall the upside edge still appears to be 

intact.  I found the study compelling enough to include it on the intermediate-term Active 

List. 

 

In the December 19
th

 letter I showed a seasonality study with bullish implications. 

 

Below is a study I last showed in the 12/20/13 subscriber letter that looks at buying opex 

Thursday in December and holding for up to 2 weeks. 

 

 

 

Results here are outstanding.  But a look at the max loss column shows you that it has not 

been without risk.  Below is an equity curve that assumes a 10-day exit strategy. 
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In 2005, 2006, and 2007 the Russell saw declines, but the last 6 years have all been 

higher, keeping the curve right on track. 

 

 

As I have now begun to do, I have updated our Fed SOMA charts below.  While the Fed 

is not making new QE purchases any longer, it is continuing to reinvest maturities.  

Therefore, the total assets in their System Open Market Account (SOMA) has not begun 

to dive like the POMO indicators did.  Below are long and short-term views of SOMA 

and SPX.   First, the long-term view (back to 2003). 
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And now the zoomed-in view (2011 – present). 
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It is tough to distinguish, but SOMA totals reached a new high this past week.  The rise is 

not nearly as pronounced as it was earlier this year, but SOMA continues to inch up.  And 

so far it seems that has provided enough support to allow the rally to continue.  The 

market has continually struggled over the years whenever the SOMA has not been 

increasing.  So I will continue to watch the Total Assets line closely to see whether it 

begins to roll over and head south, or whether reinvestments can keep it afloat a while 

longer. 

 

I have upped my outlook from “somewhat bullish” to “bullish” and will probably keep it 

there through the New Year.  Just this past week we saw bullish intermediate-term 

indications based one 1) breadth (the CBI), 2) price action (thrust off the lows), 3) 

volume, and 4) seasonality.  New highs in the SOMA are also somewhat encouraging.  

And we can add all this new evidence to things like the Market Timing Course long-term 

indicators, which are all currently bullish.  Bears are banking on the new high divergence 

we are seeing as outlined in the Study of Tops, as well as the reduced Fed support.  With 

all the bulls now have in their favor, I doubt the bears will be able to make a strong play 

before the end of the year.  I will continue to focus my short-term trading on the long side 

for the time being. 
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Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

Open Catapult Triggers 

FDX @ $167.78 (buy 1/3 @ limit) - Not filled. Cancel order for time being 

 

 

Catapult for ETF’s Trades 

None 

 

 

Broad Market Large Cap CBI – 1(FDX) 

 

 

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. 

 

None tonight 

 
 

 

 

 

 

Current Open Trade Ideas 

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

XIV(1/2) 12/10/2014 $37.21 $33.22 -10.72% Aggressive VIX

XIV(1/2) 12/11/2014 $34.03 $33.22 -2.38% Aggressive VIX

F(1/3) 12/11/2014 $15.16 $14.79 -2.44% sold on open

PFE(1/) 12/15/2014 $30.95 $31.91 3.10% sold on open

ABBV(1/3) 12/15/2014 $65.27 $67.69 3.71% sold on open

SPY(1/4) 12/16/2014 $198.58 $207.56 4.52% sold on open*

SPY(1/4) 12/16/2014 $197.91 $207.56 4.88% sold on open*

PFE(1/3) 12/16/2014 $30.83 $31.91 3.50% sold on open

PFE(1/3) 12/17/2014 $30.67 $31.91 4.04% sold on open

NKE(1/3) 12/17/2014 $93.21 $95.50 2.46% sold on open

MDLZ(1/3) 12/17/2014 $36.02 $37.30 3.55% sell on open

*SPY prices include $1.13492 dividend payable to holders
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