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Market Overview 
 

 
 

  
  

Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Short 100% Short SPY Flat Flat

 

 

Tonight’s Research Points 

  

 Wednesday’s gap lower and strong close at new highs sets up a bearish short-term 

pattern. 

 The breakout was not confirmed by either an unfilled gap higher or by volume.  

Without this confirmation, there is no substantial edge. 

 

 

 

Short-term Outlook  

The Bottom Line  

Evidence is now pointing down and the SPX is overbought.  This suggests a bearish 

edge.  But I have not been inclined to fight liquidity and momentum all year, and that has 

not changed at this point.  So I will not be looking to take on any short 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 - Short Term

November 14, 2013 Gap dn reverse to 50-day  high 1-2 days Bearish -1.60%

November 8, 2013 Outside reversal high to low 1-5 days Bullish 2.10%

Active - Long Term

October 25, 2013 SPX > 50,2 Bollinger Band 1-50 days Bullish

October 21, 2013 7 0% Advancing Issues 3 Days In Row 1-7 5 days Bullish 10.60%

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

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  
 

 

The Evidence 

Wednesday started with a big gap lower, but the selling lasted about 10 seconds.  The 

market fought its way back, and then accelerated further into the close, making new highs 

in the process.  The SPX gained 0.8%, the Nasdaq rallied 1.2%, and the Russell 2000 

rose 1.0%. Breadth was strongly positive as the NYSE Up Issues % was 65% and the Up 

Volume % was 81%. Total NYSE volume rose from Tuesday’s level, but was not at an 

extreme. 

 

A number of studies triggered related to the big gap down and then the strong reversal to 

a new high.  None of them were encouraging.  The one below was the most compelling 

of the bunch.  Subscribers may recognize it from the Sunday letter.  Results are updated. 

 

 

 

While more instances would be nice, the strongly negative record and powerful downside 

returns certainly suggest a bearish edge.  Below I have listed all instances along with their 

1-day holding period stats. 
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The last 2 instances saw a very mild close higher.  Note that 6 of the 13 instances saw no 

run-up at all the next day.  This means an unfilled gap down occurred.  Also note that the 

largest run-up of the remaining instances was just $416.67 (0.4%).  Every instance except 

the last 2 saw a larger drawdown than this. Risk/reward has therefore been heavily 

skewed to the downside. 

 

Now let’s look in more detail at the 2-day holding period. 
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The last few instances haven’t made much downside progress.  Even so, the stats are 

strongly in favor of the bears.  The average drawdown is 8 times the size of the average 

run-up and over twice the size of the max run-up.  I’ve again included this study on the 

Active List. 

 

From the standpoint of suggesting an edge, the action on the breakout Wednesday was 

unremarkable.  SPX did put in a 2-week base before breaking out today, but the breakout 

had no style.  One thing we like to see with a fresh breakout is an unfilled gap up.  Times 

where that occurs have shown a strong propensity to follow through over the next few 

days.  The gap down Wednesday morning eliminated that possibility.  And SPY 

breakouts without a gap up have shown no short-term edge over the years.   

 

Volume is also a factor to consider.  In general, we prefer volume to be either 1) low, or 

2) extremely high.  A rise in volume that does not reach an extreme level generally shows 

no compelling edge.  In the 9/7/12 letter I showed the difference between just a rise in 

volume versus a very strong rise in volume.  I’ll review that below.  This first study 
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shows times where the breakout occurred on extreme volume (and the volume was not 

attributable to it being op-ex Friday). 

 

 

 

Instances are a bit low, but 12 for 12 nine days out helps provide confidence that a big 

volume spike would be a plus.  Here is a look at the 1-day results.  
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These seem to confirm the 1-day upside edge.  Below is a profit curve for the 9-day 

holding period. 
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That is a very straight curve, and servers as further confirmation that the setup lends to 

bullish tendencies. 

 

But the next study shows what happens if volume rises more modestly. 
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This is the situation that the market is currently in.  And it does not appear to provide a 

substantial edge for either longs or shorts. 

 

I have updated the AggregatorH chart below.   

  

 
 

With tonight’s bearish study factored in the green Aggregator Line dropped below 0. 

Negative readings mean net expectations from the Active List are for downside over the 

next few days. Meanwhile the black Differential Line remained below 0.  The negative 

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

expectations are negative and the SPX is short-term overbought. This is considered a 

bearish configuration. Bearish configurations are visible on the chart whenever both lines 

close below 0.  This caused the Aggregator signal to change to short.   

 

With the current active studies, expectations are slated to remain bearish on Thursday.  

Of course this could change if additional bullish evidence emerges.  The Differential 

Pivot will be 1777.89 on Thursday.  That is 0.2% below Wednesday’s close.  So it would 

only take a close lower of this amount in order to move the SPX from overbought to 

oversold versus expectations. 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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There now appears to be a mild downside edge.  Moderate evidence is saying a pullback 

is likely.  And with the market extended this could be a favorable entry point.  But I am 

still seeing the same issues that have kept me from taking these short setups all year.  And 

that is 1) the bullish intermediate-term outlook and 2) the strong QE Buying Power 

Index.  Shorts have had a very difficult time in this liquidity-driven rally.  And with the 

pump still going at $85 billion per month, those hard times seem likely to continue.  

Another issue that works against risk/reward here is that it will only take a mild pullback 

to flip the Differential Line.  So if I short, and I am right tomorrow, I will be taking 

profits tight away.  But if I am wrong, losses could easily continue to run.  Therefore, 

despite the apparent downside edge, I plan to remain sidelined on Thursday.  No new 

trade ideas tonight. 

 

Intermediate-term Outlook (2 weeks – 2 months) – updated 11/11 – somewhat bullish 

The intermediate-term outlook was last updated in the 11/11/13 letter. Link below: 

2013-11-11 QE Subscriber Letter.pdf 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.quantifiableedges.com/linklokipn.php?llauth=MjAxMy0xMS0xMSBRRSBTdWJzY3JpYmVyIExldHRlci5wZGYsMCwxMzg0MjM2ODExLDAuMC4wLjAsMCwsMGI5MGVlYWMwYzcxOWY1N2E5ZTg3YjI1OGEzMzQ3MzY%3D/2013-11-11%20QE%20Subscriber%20Letter.pdf
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Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

Open Catapult Triggers 

AMZN -1/3 @ $343.56 (buy 1/3 @ limit) – not filled – cancel order for now 

 

Catapult for ETF’s Trades 

None 

 

Broad Market Large Cap CBI – 1(AMZN) 

 

 

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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