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Market Overview 
 

 

 
 

 
 

 
 

  
  

Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing

Short 100% Short SPY Short  
 

 

Tonight’s Research Points 



 Strong closes within the daily and 10-day range during a long-term downtrend 

have led to short-term bearish inclinations. 

 The QE Buying Power Swing System triggered short. 

 Turn of the month has been bearish over the years under similar circumstances. 

 The Follow Through Day (FTD) from earlier in the week suggests intermediate-

term strength. 

 The January Barometer shows that years with a poor January have been 

inconsistent the remainder of the year. 

 

 

 

Short-term Outlook  

The Bottom Line  

Evidence is pointing lower, and the market is now strongly overbought.  This suggests a 

short-term bearish edge.   
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Summary of Recent Active Studies (see Letters from listed dates for details) 

 
 

 

The Evidence 

The market boomed on Friday.  SPX rose 2.5%, the NASDAQ gained 2.4%, and the 

Russell 2000 rallied 3.2%. Breadth was extremely positive as the NYSE Up Issues % was 

89% and the Up Volume % came in at 93%.  Total NYSE volume came in higher than 

Thursday’s level 

 

There was a mix of evidence that emerged based on Friday’s action.  The gap up and strong 

close actually generated some bearish evidence, such as the study below, which was last 

shown in the 8/30/11 letter. 

 

 

 

The numbers over the first few days appear squarely bearish.  Below is a look at the 3-day 

profit curve. 

 

Study Date Description T im e span Bias

Avg 

Run-up

Avg 

DrawDn

Avg DrawDn 

- 1 Std Dev

Active - Short Term

February  1 , 2016 QE Buying Power Short Signal 1-6 days Bearish

January  29, 2016 NDX up 1%. SOX down. 1-6 days Bearish

Active - Long Term

February  1 , 2016 2 90% up days in 1  week 1-9 months Bullish 23.10% -6.60% -15.10%

February  1 , 2016 FTD on strong breadth and weak vol 1-10 days Bullish

January  19, 2016 NASDAQ 100-day  low. UpIss EMA<37 .5 1-19 days Bullish

November 2, 2015 Best 6 months Nov-Apr Bullish

November 3, 2014 Quantitative Easing Ends int term Bearish

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

Dropped Tonight  

January  26, 2016 Unfilled Gap Up. Unfilled Gap dn. <200 1-4 days Bearish
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Recent instances have not been quite as bearish.  This one appears a little borderline to me.   

 

Of course the close in the upper part of the 10-day range also triggered a short signal in the 

QE Buying Power System.  The performance table below shows updated hypothetical 

results 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.)  With no active Fed QE 

purchase plans currently the Buying Power Index has been locked at 0 since early 

November 2014. 
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Results here are strong.   

 

Below is a look at the profit curve, with a demarcation where QE3 ended and the 2014 - 

2016 trades began. 
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Not as steep as it was during bear market environments, but still nice results for the shorts.  

Below is the list of individual triggers. 

 

 

 

October was the first trade that went very strong against the short position.  The trades 

overall have done quite well.  I still believe the system signals deserve some consideration 

within the Active List.  This is especially true with the backing of the 1st study above that 

looked at the strong intraday and 10-day close.  Since the overbought in a 10-day range 

concept is similar with both, I have elected to simply use the QE Buying Power System for 

estimates. 
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There were a few studies that examined the 1st day of the trading month, which has often 

been a bullish day.  Two things this upcoming month has going against are 1) SPX is 

trading below its 200ma, and 2) SPX has closed up the last 2 days.  I combined both of the 

negative factors and ran a study to see how the 1st of the month has performed under similar 

circumstances.  Results are below. 

 

 

 

Not a whole lot of instances, but initial results are pretty negative.  I have not included this 

on the Active List, but it was a borderline decision, and next time I might. 

 

I have updated the AggregatorH chart below.   

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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With more bearish short-term evidence emerging the green Aggregator Line remained 

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 far below 

0.  The negative Differential Line reading means SPX is overbought versus recent 

expectations.  So expectations are negative and SPX is strongly overbought.  This is 

considered a bearish configuration. Bearish configurations are visible on the chart 

whenever both lines close below 0.  Therefore, the Aggregator signal stayed short at the 

close.   

 

Expectations on Monday are primed to remain negative if nothing new emerges.  Of course 

this could change if strong new bullish evidence emerges.  The Differential Pivot will be 

inverted at 1862.87 on Monday.  That is a whopping 4.0% below Friday’s close.  So for 

SPX to move from overbought to oversold versus expectations it would need to close down 

4.0% on Monday.  That is a highly unlikely 1-day move.  A more likely scenario for 

working off the overbought condition would be a multi-day decline or consolidation. 

 

The short-term evidence is certainly suggesting a downside edge, and with the market 

strongly overbought, there is plenty of room to the downside to potentially profit.  My only 

hesitation with getting aggressively short here is the FTD study which you will see below 

in the intermediate-term section.  It exemplifies the powerful rallies that can occur when 

coming off long-term bottoms.  I believe the short-side edge is strong enough that it is 

worth trying to take advantage of, but I will likely keep my positon fairly light for at least 

the next couple of days. 
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Intermediate-term Outlook (2 weeks – 2 months) – updated 2/2 – neutral 

Combo #1 Combo #2 Combo #3

Flat Flat Flat  
 

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.)  There were no changes to the Market 

Timing Course indicators this week and all 3 combo systems remained flat. 

 

After chopping back and forth for most of the week, Friday’s big rally of 2.5% caused the 

SPX to finish squarely positive and up 1.7% for the week.  There is some new intermediate-

term evidence to consider as well. 

 

I neglected to mention on Tuesday night that the market actually posted a Follow Through 

Day (FTD) on Tuesday.  FTDs were popularized by William O’Neil of Investors Business 

Daily.  They look for a strong up-day on increasing volume after the market has made a 

potential intermediate-term bottom.  They are supposed to be a sign that a rally is likely to 

ensue.  I have studied them extensively over the years.  While they are not all they are 

cracked up to be.  They still can provide some useful information.  Two filters I have found 

to be useful when examining them are 1) breadth – specifically the 1-year % Rank of the 

NYSE Up Issues %, and 2) volume – whether it comes in above or below its 10-day moving 

average.  In general, FTDs have done better when they have been accompanied b strong 

breadth and/or strong volume.  But in the 10/22/14 letter I found that a combination of 

strong breadth and somewhat weak volume was actually very good.  I have updated that 

study below. 

 

http://quantifiableedges.com/module-1/intro/
http://quantifiableedges.com/module-4/combining-price-seasonality/
http://quantifiableedges.com/module-4/market-timing-course-downloads/
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There have only been 15 such instances. Over the first few days there does not appear to 

be a strong consensus. But the further out you look over the next two weeks, the better the 

numbers become. 10 days out 14 of 15 instances were trading higher and the average 

instance had gained 2.85%.  That is quite impressive. Below is a look at a 10-day profit 

curve. 
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The strong steady upslope appears to confirm the upside edge. I am viewing Tuesday's 

FTD as a positive for the intermediate term. 

 

Friday’s rally generated the 2nd 90% Up Volume day within 5 days.  In the past this has 

been a positive sign for the intermediate-term.  Below is an updated study from the 

11/26/12 Subscriber Letter. 

 

 

 

The next few days are a bit of a crapshoot, but sixteen days out we see 17 of 18 instances 

trading higher.  These are some very solid intermediate-term stats.  Below is a list of all 

qualifying instances. 
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This looks very solid.  And the run-up/drawdown stats are skewed heavily in favor of the 

bulls as well.  I also examined possible longer-term implications. 
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Over the next 1-9 months the stats are strongly in favor of the bulls.  Below is a look at the 

9-month (189 trading days) instances. 

 

 

 

The 2007 instance did not pan out, but every other instance was followed by a powerful 9-

month rally.  The “smallest” rally over the next 9 months was the 13.3% gain in ’84-’85.  

Those are some very strong moves.  I have added this study to the intermediate-term active 

list as well. 
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The January Barometer is a fairly famous study from the Stock Traders Almanac.  It says 

that “as goes January, so goes the year”.  In other words, a positive January will typically 

lead to a positive year, while a negative January can be a warning.  So, as I did in the 2/2/15 

letter, let’s look at how the SPX has done for the remaining 11 months of the year based 

on how January performed. 

 

 
 

The numbers show that in years that January has done well, the rest of the year has typically 

fared well also.  Below is a profit curve. 
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That is a nicely steady upslope. Now let’s look at how Feb-Dec has done after a down 

January. 

 

 
 

Not as many instances, but there does not appear to be the same kind of bullish tendency 

here.  More of a crapshoot.  Below is a curve. 
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Certainly not a chart to trade off of.  So it would have been nice if January finished positive.  

But it is not a sign of impending doom.  Just that we don’t have the kind of momentum that 

would be preferable. 

 

As I do each week, I have updated our Fed SOMA charts below.  Below is a description 

for those who are new to these charts or who may want a refresher. 

 

SOMA stands for System Open Market Account.  It is the account at the Fed that contains 

all of its bond purchase holdings.  We have tracked Fed purchases for several years, and 

as is evident in the charts below, the stock market has consistently reacted positively when 

the Fed has been buying securities in the open market and increasing the size of its account.  

When the account has declined, the market has struggled.  The obvious takeaway has been 

“don’t fight the Fed”.  As far as intermediate-term indicators go, this has been as good as 

anything in recent years. 

 

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 
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not begun to dive like the old Quantifiable Edges POMO indicators did.  Below are long 

and short-term views of SOMA and SPX.   First, the long-term view (back to 2003). 

 

 

 
 

And now the zoomed-in view (2012 – present). 
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SOMA this past week (Wednesday to Wednesday) saw a drop of 0.14%.  It is unusual to 

see declines of this size two weeks in a row.  But last May when the Wednesday fell on the 

20th and 27th, just like this reporting period, there were two weeks in a row of similar 

declines.  So it is not unprecedented, and it does not mean the Fed has changed its approach 

in any way.  We are now headed into the 1st week of the new month.  Normally this 1st 

Wednesday has been followed by a near-breakeven week.  Overall, near-breakeven weeks 

have not fared very well.  Since the beginning of 2015 the SPX has lost a sum total of 

8.71% during these weeks.  And it appears we will likely see 2 breakeven weeks in a row 

ending the next 2 Wednesdays.  So if the market rally is going to continue, it is going to 

have to do so without liquidity support from the Fed over the next week and a half. 

 

As I often discuss, flat or declining SOMA readings have typically led to market struggles.  

But a rising SOMA has consistently led to gains.  It will be important to monitor SOMA 

activity, including the monthly reinvestment schedule, during 2016 so that we may quickly 

identify any change in policy and take steps to adjust our strategies.  I expect liquidity 

analysis to remain an important tool for us in 2016 and beyond.   
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Intermediate-term evidence remains mixed.  Bulls can point to long-term seasonal forces, 

the NASDAQ extreme breadth and low study from a couple of weeks ago, and this week’s 

FTD study and “Double 90% Days” study.  But trend, leadership, and Fed liquidity are still 

pointing towards a long-term downtrend.  With this mix I am still neutral.  This means I 

am open to trading in either direction if compelling enough short-term evidence suggests 

an edge. 

 

 

 

Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

Open Catapult Triggers 

AXP - 1/3 @ $55.06 (buy @ limit) (filled) 

AXP - 1/3 @ $55.02 (buy @ limit) (filled) 

AXP - 1/3 @ $52.88 (buy @ limit) (not filled – cancel for now) 

 

 

Broad Market Large Cap CBI – 3(AXP-3) 

 

 

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. 

 

 

Though they have done well over time, Catapults tend to be quite volatile and are 

traded without initial stops.  Those new to Catapults should examine the information 

on the Catapult System page. 

 

 

 

 

 

 

 

http://quantifiableedges.com/subscribers/video/p/id/18
http://quantifiableedges.com/numbered-systems-page/
http://quantifiableedges.com/catapult-system/
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Current Open Trade Ideas 

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

AXP(1/3) 1/25/2016 $54.46 $53.50 -1.76% Catapult

AXP(1/3) 1/26/2016 $55.02 $53.50 -2.76% Catapult

C(1/3) 1/26/2016 $39.55 $40.80 3.16% sold on open

SPY(1/4)(s) 1/26/2016 $193.72 $193.72 0.00% shorted on close

 
 

 

 

Note: A full history of closed out trade ideas published in the Subscriber Letter since 

inception in 2008 can be found on the QE Trade Ideas Results Sheet. It can be downloaded 

from the website at any time. 
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