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Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing

Long 100% Long XIV Long

 

 

Tonight’s Research Points 

  

 Very strong selling that put the SPX at a 20-day low while > 200ma suggests an 

upside edge. 

 A CBI reading of 7 has been a good indication that a bounce is near when SPX is 

in an uptrend. 

 The 1
st
 trading day of the month is often bullish, and that tendency has been very 

strong when there has been a late-month selloff during a long-term uptrend. 

 The QE Buying Power System is signaling a buy. 

 The stretched VIX is suggesting a bounce over the next 1-4 days. 

 

 

 

 

Short-term Outlook  

The Bottom Line  

Evidence continues to build and the market is now extremely oversold.  I am long and 

looking to get longer. 
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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

August 1 , 2014 VIX 25% above 10ma 1-4 day s Bullish

August 1 , 2014 Strong sellof on last day  of month 1 day Bullish

August 1 , 2014 QE Buy ing Power Sy stem long signal 1-6 day s Bullish

August 1 , 2014 CBI >= 7 . SPX > 200ma. 1-5 day s Bullish

August 1 , 2014 Sy stem 110524 for SPY 1-7  day s Bullish

July  31, 2014 SPX double reverse. Close > 200 < 10ma1-5 day s Bullish

July  28, 2014 Unfilled gap dn from 50-high. Vol high. 1-5 day s Bullish

Active - Long Term

June 2, 2014 NASDAQ leading SPX int term Bullish

April 28, 2014 Sell in May  6 months Bearish

December 23, 2013 QE Tapering int term Neutral

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

February  1 , 2012 Golden Cross int term Bullish

Dropped Tonight  

July  30, 2014 100-day  low TICK. 5-day  low SPX 1 day Bullish

July  30, 2014 Poor close before a Fed Day 1 day Bullish  
 

 

The Evidence 

The market got slammed on Thursday.  The SPX fell 2.0%, the NASDAQ dropped 2.1% 

and the Russell 2000 declined 2.3%.  Breadth was strongly negative as the NYSE Up 

Issues % came in at 10% and the Up Volume % was 16%. Total NYSE volume spiked to 

the highest level since June. 

 

There were a huge number of studies that triggered in the Quantifinder on Thursday.  I 

chose some of the most compelling evidence to discuss tonight. 

 

In the 4/11/14 letter I showed a study that examined large losses that closed at 

intermediate-term lows.  I have updated that study below. 
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Results here are quite bullish.  Some subscribers may recognize the setup as system 

110524.  Results below are also updated and they utilize the system exit strategy rather 

than a simple day count. 

 

 

 

As you can see, waiting for a reversion to exit has often been a good way to go.  You’ll 

note the largest losing trade is a big one.  It triggered shortly before the US debt 

downgrade in 2011.  Below is a profit curve where it can be seen. 
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The big drop was made up for fairly quickly and the upward slope appears to be back in 

place. 

 

The low close on Thursday also helped to trigger a long in the QE Buying Power System.  

This system looks to get long any time SPX closes in the bottom 20% if the 10-day range 

and the QE Buying Power Index is >= 3 (the index is can be found on the charts page and 

has been maxed out at 5 for a long time).  It shorts whenever the QE Buying Power Index 

<= 0 and SPX closes in the top 20% of the 10-day range.  Below are long-only results for 

the simplified version of the system that just looks to exit when the index closes back 

above the midpoint of its (then current) 10-day range.   
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Some very strong stats here.  This suggests a substantial upside edge in buying pullbacks 

when you have also had strong liquidity.  And here is a look at the profit curve. 
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The curve is as impressive as the stats, and serves as confirmation of the upside edge.  Of 

course, as I have discussed many times in recent weeks and months, POMO flows are 

getting lighter. So this setup will have to be watched closely to make sure it is 

maintaining its effectiveness. So far, it is showing no sign of weakening. The last 10 

trades, and 17 of the last 18, have finished with positive results. This is the 7th signal that 

has triggered since the beginning of 2014 when the Fed began tapering.  At this point I 

feel I should give this setup the benefit of the doubt until signs of weakening do appear. 

 

One tool I have found to be especially helpful over the years is the Quantifiable Edges 

Capitulative Breadth Indicator (CBI).  I have published a good number of studies about it 

on the blog over the years.  CBI readings of 10 or higher have been strong indications 

that a bottom is likely to occur within a matter of days.  But most CBI readings of 10 or 

higher have occurred when SPX is in a long-term downtrend.  When SPX is above its 

200ma, lower readings will often be enough to signal a nearby bounce.  In the study 

below I examined times SPX was above the 200ma and the CBI reached 7 or higher as it 

did on Thursday. 

 

 

 

The numbers here appear strongly bullish.  I also ran a profit curve. 

 

http://quantifiableedges.com/category/cbi/
http://quantifiableedges.com/category/cbi/
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The strong, steady upslope serves as confirmation of the upside edge.  Lastly, I also 

looked at the reaction over the next several days after this setup has occurred.   

 

 

 

No matter how I slice it, the CBI of 7 appears to be a substantial positive.  Incidentally, 

there have only been 10 times when the CBI has reached 10 while SPX was above the 

200ma.  All 10 of them would have turned a profit if the position was held until the CBI 

fell to 3 or lower.  I’ll examine that a bit closer if it manages to occur in the next few 

days. 
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While the SPX declined sharply, the VIX index rose sharply.  In fact it closed 31% above 

its 10-day moving average.  In the 8/1/11 letter 3 years ago I examined stretches of 25% 

or more.  I have updated that study below. 

 

 

 

Very impressive consistency.  Sizable bounces seem to have been the norm under these 

circumstances.  Below is a profit curve that assumes a 4-day exit strategy. 
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Impressive steadiness.  I have included this study to the Active List as well. 

 

Friday there is also the extra advantage of it being the 1
st
 trading day of the month.  Since 

the late eighties the 1
st
 trading day of the month has had a strong propensity to rise, 

(though the edge has really only been strong during bull markets).  It is something I have 

shown a number of different ways over the years.  But it is not a well-kept secret.  Many 

traders and investors are aware of it.  And because of this it is unusual to see such a 

strong selloff to close out the month.  But when months have ended poorly, that has made 

the Day 1 upside edge even stronger.  Below I will show this a couple of ways. 

 

This 1
st
 study is was from the 6/3/13 letter.  It examines instances where SPX closes at a 

10-day low, but above the 200ma on the last day of the month. 
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The numbers here are all very strong.  It’s interesting that over the last 26 years there 

have only been 23 prior instances, which speaks again to the fact that months rarely end 

so poorly.  Not only did 87% of the instances close up the next day, but the winning days 

were more than twice the size of the losing days.  Below is a profit curve showing how it 

has played out over time. 
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The nice, steady rise is impressive, and the curve continues to hit new highs.  This study 

seems well worth consideration. 

 

This next study was also seen in the 6/3/13 letter.  It looked at times the SPX dropped at 

least 1% on the last day of the month and closed above its 200ma.   

 

 

 

Though the number of instances is low the results again appear bullish.  Below is the full 

list of instances. 
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Seeing that the last 10 instances have all resulted in gains the next day makes the study 

look even stronger than the initial numbers suggested. 

 

So we are seeing compelling evidence tonight based on seasonality, VIX action, price 

action, the QE Buying Power Index, and the CBI.  That is a large amount of evidence – 

all pointing up. 

 

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 stayed well above 0. 

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

few days. Meanwhile the black Differential Line spiked to the highest level since early 

April.  The positive Differential Line reading means the SPX is very oversold versus 

recent expectations.  So expectations are positive and the SPX is strongly oversold.  This 

is considered a bullish configuration. Bullish configurations are visible on the chart 

whenever both lines close above 0.  Therefore the Aggregator signal remained long at the 

close.   

 

Based on the current active studies, expectations are set to remain positive on Friday. 

This is highly unlikely to change.  The Differential Pivot will be 1981.31 on Friday. That 

is a whopping 2.6% above Thursday’s close.  That is very unlikely to happen in one day.  

A more likely scenario for working off the oversold condition would be a multi-day rally 

or consolidation. 

 

Evidence continues to build.  I think a bounce is quite close by at this point.  I am 

currently partially long and looking to take advantage of this bounce.  If the market does 

not bounce on Friday then there is a strong chance that the CBI will hit 10 or higher.  In 

anticipation of this I will look to add more index exposure if SPY closes substantially 

lower.  I will also be looking to add exposure via more Catapult triggers.  Details are in 

the Trade Ideas section near the bottom of the letter. 
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Intermediate-term Outlook (2 weeks – 2 months) – updated 7/28 – slightly bullish 

The intermediate-term outlook was last updated in the 7/28/14 Letter.  It can be found in 

the most recent weekly letter on the website. 

http://quantifiableedges.com/current-weekly-letter/ 

 

 

Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

Open Catapult Triggers 

NOV – 1/3 @ $81.73 (bought @ $81.30) 

MDLZ – 1/3 @ $36.97 (bought @ $36.62) 

UTX – 1/3 @ $106.38 (bought @ $105.79) 

New 

NOV – 1/3 @ $81.04 (buy @ limit) 

MDLZ – 1/3 @ $36.02 (buy @ limit) 

UTX – 1/3 @ $105.15 (buy @ limit) 

F – 1/3 @ $17.02 (buy @ limit) 

 

Catapult for ETF’s Trades 

None 

 

Broad Market Large Cap CBI – 7/4(NOV-2,MDLZ-2,UTX-2,F) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://quantifiableedges.com/current-weekly-letter/
http://quantifiableedges.com/subscribers/video/p/id/18
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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. 

 

SPY – buy ¼ index position @ $192.00 LIMIT ON CLOSE.  Based on the short-term 

outlook above, I will look to add more exposure if the market closes down this much on 

Friday, which would very likely mean a CBI reading of at least 10. 

 

NOV – Buy 1/3 Catapult position @ $81.04 LIMIT.  From the Catapult section above.  

This is the 2
nd

 of a possible 3 lots. 

 

MDLZ – Buy 1/3 Catapult position @ $36.02 LIMIT.  From the Catapult section 

above.  This is the 2
nd

 of a possible 3 lots. 

 

UTX – Buy 1/3 Catapult position @ $105.15 LIMIT.  From the Catapult section 

above.  This is the 2
nd

 of a possible 3 lots. 

 

F – Buy 1/3 Catapult position @ $17.02 LIMIT.  From the Catapult section above.  

This is the first of a possible 3 lots. 

 

 

Subscribers that are new to Catapults or would like to learn more about this strategy 

should check out the Catapult System page on the website.  There is a link to a detailed 

video about the system there near the top of the page, as well as other resources. 

 
 

 

 

Current Open Trade Ideas 

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

SPY(1/4) 7/29/2014 $196.95 $193.09 -1.96% Aggregator

SPY(1/4) 7/31/2014 $193.09 $193.09 0.00% Bought @ close

NOV(1/3) 7/31/2014 $81.30 $81.04 -0.32% Bought on open

MDLZ(1/3) 7/31/2014 $36.62 $36.02 -1.64% Bought on open

UTX(1/3) 7/31/2014 $105.79 $105.15 -0.60% Bought on open  
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