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Market Overview 
 

 
 

  
  

Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Long 100% Long XIV Flat Flat

 

 

Tonight’s Research Points 

  

 

 3-day pullbacks with a low 3/10 Offset HV suggest a bullish edge. 

 Declining volume on the pullback makes it more appealing for the bulls. 

 

 

 

Short-term Outlook  

The Bottom Line  

Evidence has swung bullish, but the market is only moderately oversold.  There appears 

to be an upside edge, and I think it is worth trying to take advantage of.  Pullbacks have 

generally been shallow and liquidity is very strong at the moment.  I am looking to start 

building a long position. 
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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 21, 2013 3-day  pullback. Low vol. Low 3/10 HV 1-3 days Bullish

November 15, 2013 Top 10% 10-day  range opex Thurs. 1-5 days Bearish -1.70%

Active - Long Term

November 21, 2013 3-day  pullback. Low 3/10 Offset HV 1-10 days Bullish

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 

The market sold off for the 3
rd

 day in a row on Wednesday, though the losses were again 

fairly mild.  The SPX lost 0.4%, the Nasdaq fell 0.3%, and the Russell 2000 dropped 

0.1%. Breadth was negative as the NYSE Up Issues % was 34% and the Up Volume % 

was 35%. Total NYSE volume also declined for the 3
rd

 day in a row. 

 

Pullbacks of 3 days will typically trigger some studies.  On its own, there is very little 

edge in buying 3-day pullbacks, but when these pullbacks have certain characteristics 

they often become compelling buys.  The current setup has some intriguing 

characteristics.   

 

For one, the pullback has occurred on consistently declining NYSE volume.  SPX has 

dropped 3 days in a row and every one of those days saw volume come in lower than the 

previous day.  The study below, from the 4/12/11 subscriber letter, examined this 

scenario going back to 1990.  All stats are updated. 

 

 
 

These stats appear to suggest a sizable upside edge.  Not only is the consistency strong, 

but the strength of the move is also impressive.  To see how the edge has played out over 

time I have included the equity curve below assuming a 2-day hold period. 
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The last 2 instances have not played out but the consistent upslope still appears to be in 

place.  This evidence appears to have merit. 

 

Another positive about the SPX pullback over the last 3 days is that the 3/10 Offset HV 

Indicator is extremely low.  As a brief review the 3/10 Offset HV compares the current 3-

day historical volatility to the historical volatility of the 10 days prior to these three.  

When very low readings occur that means there has been a sharp contraction in volatility.  

This often leads to a volatility expansion.  It isn’t often useful in determining direction.  It 

does suggest that a large move could occur, though.  The 0.25 level is one I tend to use.  

Historically it has reached 0.25 or lower about 9% of the time.  The 3 days following 

such low readings have seen the 3-day HV expand 5.5 times over the next 3 days.  A 

chart of the indicator can be found on the Quantifiable Edges charts page. 

 

So let’s take a look and see how the market has reacted following 3-day pullbacks with 

low readings vs. those without low readings.  I last did this in the 8/2/12 letter and have 

updated the studies below.  First I’ll show times when the 3/10 Offset HV is above 0.25. 
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As we knew from past studies there is a mild upside bias after a 3-day pullback.  It 

appears over the last 13 years that the edge has really only lasted 1-day.  Returns after the 

1
st
 day are fairly flat. 

 

Now let’s look at times like now where the 3/10 Offset HV is very low. 

 

 

 

These numbers appear to be quite a bit better.  Both immediately and after a couple of 

weeks.  The reliability of some kind of bounce improves nicely as well.  Below is a profit 

curve assuming a 3-day exit strategy. 
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The strong upslope appears to confirm the stats table.  The current pullback certainly 

contains some appealing characteristics 

 

I have updated the AggregatorH chart below.   

  

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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With the bullish studies tonight the green Aggregator Line popped up and moved 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 above 0.  The 

positive Differential Line reading means the SPX is oversold versus recent expectations.  

So expectations are positive and the SPX is short-term oversold. This is considered a 

bullish configuration. Bullish configurations are visible on the chart whenever both lines 

close above 0.  This caused the Aggregator signal to turn long.   

 

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

course this could change if new bearish evidence emerges.  The Differential Pivot will be 

1784.49 on Thursday.  That is 0.2% above Wednesday’s close.  So it would only take a 

moderately higher close in order to move the SPX from oversold to overbought versus 

expectations. 

 

The declining volume and the decreased volatility have the current pullback looking 

pretty good.  The Aggregator is suggesting an upside edge, and I think it is one worth 

playing.  The one part of the setup that I am not crazy about is that there is not a lot of 

room to the upside before SPX would again turn overbought.  So I will start scaling in, 

but I will do so slowly.  If the market continues to sell off over the next few days I will 

likely look to increase my position size.. 
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Intermediate-term Outlook (2 weeks – 2 months) – updated 11/18 – somewhat bullish 

The intermediate-term outlook was last updated in the 11/18 letter.  Link below: 

2013-11-18 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. 

 

SPY – buy ¼ index position at $178.47 LIMIT.  This is based on the short-term 

outlook above.  I will look to start scaling in at a price equal to (or less than) 

Wednesday’s close. 

 

 
 

Current Open Trade Ideas 

None. 
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