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Market Overview 
 

 
 

  
Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Flat 50% Long XIV Flat Flat

 

Tonight’s Research Points 

 Double unfilled gaps and a 50-day high suggest more upside. 

 The intraday high, unfilled gap, and weak close imply short-term strength. 

 A rising VIX at a 50-day SPX high suggests a pullback. 

 Low SPY volume at a SPY price high has often been followed by weakness. 

 

 

Short-term Outlook  

The Bottom Line 

Overbought during an uptrend and signals are mixed.  This is not the stuff of strong 

directional edges.  I’m flat and intend to stay that way on Tuesday.   
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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

August 7 , 2012 VIX up. SPX 50-high on Monday . 1-2 day s Bearish -0.90%

August 7 , 2012 SPY  double unfilled gap up. 50-high. 1-3 day s Bullish 1.00%

August 7 , 2012 SPY  unfilled gap up. 20-hi. Close<open. 1-3 day s Bullish 1.10%

August 7 , 2012 SPY  20-low vol 50-high price 1-2 day s Bearish -1.10%

August 6, 2012 SPX 50-day  high on 90% up vol 1-5 day s Bullish

August 6, 2012 1% unfilled up gap. Close up > 200. 50hi 1-3 day s Bearish

August 2, 2012 Down 2+ on a Fed Day 1-6 day s Bullish 2.10%

August 1 , 2012 Downlast 2 of up month 1-5 day s Bullish 2.00%

Active - Long Term

July  30, 2012 SPX 50-day  high on 90% up vol 1-50 day s Bullish

July  16, 2012 POMO modestly  bullish int term Bullish

June 13, 2012 FTD with modest breadth & vol int term Bearish

February  1 , 2012 Golden Cross int term Bullish

Dropped Tonight  

August 6, 2012 VIX:VXV < 0.85. SPX 50-high. 1  day Bearish

August 2, 2012 Down 3rd day . 3/10 Offset HV very  low 1-3 day s Bullish 2.00%  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

 

The Evidence 

The market looked strong for most of the day, but a late fade left gains more moderate.  

The SPX closed up 0.2% while the Nasdaq and the Russell 2000 each rose 0.7%. Breadth 

was positive as the NYSE Up Issues % came in at 62% and the Up Volume % was 67%.  

Total NYSE declined for the 3
rd

 day in a row. 

 

Studies were truly mixed when looking at the Quantifinder tonight.  I’ll show both sides.  

Let’s start with the bull case. 

 

One positive Monday was that SPY posted its 2
nd

 unfilled up gap in a row while making 

a 50-day high. In the 10/25/11 subscriber letter I looked at other instances that fit this 

description. I have updated that study below. 
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Results here appear extremely consistent and suggest an upside edge. In looking at the 

profit curves, the 3-day stood out to me, and I have posted it below. 

 

 

 

The strong, steady upslope serves as confirmation of the bullish tendency. 
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But while an unfilled up gap may be a sign of strength, some traders may have been 

disappointed that the SPY finished in the lower part of its daily range. Historically, 

unfilled gaps and 20-day intraday highs as was put in on Monday have been followed by 

much more positive action when the rally closed meekly. Monday's action actually 

appears bullish. This is something I examined just last in the 1/11/12 Subscriber Letter. I 

re-examined it tonight and updated all the stats tables. 

 

I ran a test of performance following unfilled upside gaps that make a 20-day high.  

Below I’ve broken out the results by times the SPY closed above the open versus times 

where it closed below the open. 

 

First let’s look at those times where the finish was relatively strong: 

 

 

 
 

 

There doesn’t appear to be any edge in either direction here.  Now let’s examine times 

like the present where SPY closed below the open.   
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These results are substantially better than earlier where the finish was above the open.  

Rather than worrying about the weak finish bulls should be excited by it.  Below is an 

equity curve that shows how the edge has played out over time. 

 

 

 

The line is a little choppy but impressive none the less. 
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On the bearish side, the rising VIX warned of short-term trouble.  There were several 

VIX-related studies that triggered.  The one below was from the 3/20/12 letter.  It was the 

most compelling and best represented the current situation. 

 

 

 

Results here appear squarely bearish.  Below is a profit curve that assumes a 2-day exit 

strategy. 

 

 

 

The strong steady downslope serves as confirmation of the bearish edge. 
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As I noted earlier, volume was quite low on Monday.  But it wasn’t just overall NYSE 

volume that was low.  SPY volume was low as well.  I have found SPY volume to be a 

very useful indicator over the years.  The study below looks at 20-day volume lows at 50-

day price highs for SPY.  It was last seen in the 2/27/12 letter.  All stats are updated. 

 

 

 

The numbers here suggest a solid downside edge over the next few days.  A good part of 

the edge plays out in the 1
st
 2 days.  So below is a curve for a 2-day holding period. 
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The consistently downsloping curve is as impressive as the numbers. 

 

So it is a true mixed bag tonight.  Gap action, and the weak SPY close are suggesting 

further upside, but the VIX and volume predict lower prices.  Obviously the edge is not 

clear at the moment.  When studies are mixed I tend to let the Aggregator sort it out. 

 

I have updated the AggregatorH chart below.    

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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With tonight’s studies factored in the green Aggregator Line edged a little further above 

0. Positive readings mean net expectations from the Active List are for upside over the 

next few days. Meanwhile the black Differential Line moved further below 0.  This 

means the SPX is overbought versus recent expectations.  So net expectations are bullish 

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.  This was indicated on the 

Systems page shortly before the bell.   

 

Based on the current studies, expectations are slated to remain bullish on Tuesday.  Of 

course that could change if more bearish evidence emerges.  The Differential Pivot will 

be 1,373.13 on Tuesday.  This is 1.5% below Monday’s close. That would be a sizable 

and unlikely 1-day drop.  More likely is that the SPX will need a multi-day consolidation 

or pullback to work off the overbought condition. 

 

I should note that the 1-day expectations are actually negative.  This is why the 1-day risk 

reward reading at the top of the letter is negative rather than neutral.  Very agile traders 

might look for a quick short opportunity on Tuesday.  I’d rather keep out until a clearer, 

more favorable setup emerges. 
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Intermediate-term Outlook (2 weeks – 2 months)– updated 8/6– bullish 

The intermediate-term outlook was last updated in the 8/6 letter.  A link is below: 

2012-08-06 QE Subscriber Letter.pdf 

 

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.   

 

Current Open Trade Ideas 

None. 
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