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Market Overview 
 

 

 
 

 
 

 
 

  
  

Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing

Long 100% Long XIV Short

 

 

Tonight’s Research Points 

  

 The quick drop in the VXO over the last several days suggests either a short-term 

pullback or an intermediate-term continuation higher. 

 The SPY gap and partial reversal pattern over the last few days have almost 

always led to higher prices a week later. 

 5 days higher to a 50-day high rarely sees the move up end abruptly. 

 

 

 

 

Short-term Outlook  

The Bottom Line  

Similar to Tuesday night - the rally looks strong, seasonality remains strong, and SPX is 

no longer “overbought versus expectations”.  I believe there is a bit of an upside edge, 

and I will look to take advantage of it if Friday pulls back a little. 
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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 

Run-up

Avg 

DrawDn

Avg DrawDn 

- 1 Std Dev

Active - Short Term

December 26, 2014 VXO 15% under 10ma for 3 day s 1  day Bearish

December 26, 2014 SPY  gap up partial reversal 2 day s 1-5 day s Bullish

December 26, 2014 5 up to 50-high then down 1  day 1-4 day s Bullish

December 23, 2014 Twas 3 Nights Before Christmas 1-8 day s Bullish 2.70% -1.00% -2.00%

December 22, 2014 VIX 10% Above MA to 10% Below 1-8 day s Bullish 2.60% -1.00% -2.00%

Active - Long Term

December 26, 2014 5 up to 50-high then down 1  day 1-10 day s Bullish

December 19, 2014 Russell strong after Dec opex 1-10 day s Bullish

December 18, 2014 20-high volume on up day . Not opex 1-10 day s Bullish

December 18, 2014 20-low to 4-high 1-19 day s Bullish

December 17 , 2014 CBI >= 11 . 1-20 day s Bullish

December 15, 2014 End of Y r. Strength & January  Effect thru Jan 2 Bullish

December 9, 2014 Hindenburg Omens 1-35 day s Bearish

December 2, 2014 1st day  under 10ma in over 25 day s 1-20 day s Bullish 4.74% -0.35% -0.65%

November 3, 2014 Best 6 Months 6 months Bullish

November 3, 2014 Quantitative Easing Ends int term Bearish

October 27 , 2014 NASDAQ leading SPX int term Bullish

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

February  1 , 2012 Golden Cross int term Bullish  
 

 

The Evidence 

Wednesday saw quiet trading and an early close for the market.  The SPX declined less 

than 0.5 points, the NASDAQ rose 0.2%, and the Russell 2000 gained 0.5%.  Breadth 

was slightly negative as the NYSE Up Issues % came in just under 50% and the Up 

Volume % was 44%. Total NYSE volume was very light, as you would expect on a 

shortened Christmas Eve session. 

 

It is also notable that Wednesday we again saw the VIX and VXO (the old calculation for 

the VIX) close well below their recent mean.  Such stretches suggest a collapse in fear 

among investors.  The study below was last seen in the 10/28/14 subscriber letter. It looks 

for stretches of 15% or more below the 10ma that have persisted for three days.  
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Based on the stats table there appears to be a downside inclination. I find the note at the 

bottom of the study to be especially interesting. Most cases have experienced an almost 

immediate pullback, but those that didn't went without pulling back for a long time. 

Below is a profit curve assuming a 1-day exit strategy. 

 

 

 

Certainly choppy, but the overall downward direction has persisted fairly well.  The last 

few instances rose.  They also turned into the sort that saw additional intermediate-term 

gains.  For now I will still consider this a setup with a short-term bearish inclination.  But 

if that inclination does not play out in the next day or two, this study will flip to the 

Intermediate-Term Active List as a bullish study.  

 

There were several studies that emerged which considered the weak close.  One looks at 

the fact that a 20-day high was also made. Another looked at the fact that SPY still closed 

positive on the day. But there was another that I found even more compelling. It looked at 

the gap and partial reverse SPY pattern of the last 2 days. Both days had a gap higher, a 
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move up above the previous day’s high, and then a reversal that led the SPY to close 

below its open but still in positive territory.  I looked at this 2-day setup in the 11/4/14 

subscriber letter using a long-term trend filter.  I have updated that study below. 

 

 

 

The results have been overwhelmingly positive.  Below are all 17 instances listed using a 

5-day exit strategy. 
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The only failure to close higher was the March 2014 instance.  Other than that, every 

instance was followed a run-up of at least 0.9%, and every instance closed up by at least 

0.5% 5 days later.  And the consistency of the gains can be seen further by examining the 

profit curve below. 
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Until that March instance the curve looked almost like a straight shot.  This adds 

confidence in the edge despite the somewhat low number of instances. 

 

Another study that triggered tonight suggested the recent persistent upmove is unlikely to 

abruptly end.  (This is a theme we have seen many times over the years.)  It considers 

what happens after the market moves up at least 5 days in a row to a 50-day high, and 

then pulls back.  It was last seen in the 11/13/13 Letter.  I have updated the stats in the 

table below. 
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We see here a decent edge that becomes stronger and more consistent as you look out 

over the next several days.  The 9-10 day time frame shows exceptional stats.  The 4-day 

timeframe suggests a quick little boost is also likely.  Let’s take a look below at both the 

10-day and 4-day exit profit curves.  First, the 10 day.  
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The strong upslope appears to confirm the bullish edge.  Next let’s look at the 4-day 

curve. 

 

 

 

Results are choppier here but the curves look somewhat similar.  And even with more 

whipsaws this one appears worthy of consideration.  I have included this study on both 

the short-term and intermediate-term active lists. 

 

I have updated the AggregatorH chart below.   

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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With the new studies tonight the Aggregator Line again held above 0. Positive readings 

mean net expectations from the Active List are for upside over the next few days. 

Meanwhile, the black Differential Line stayed just barely above 0.  The positive 

Differential Line reading means the SPX is considered slightly oversold versus recent 

expectations.  So expectations are positive and the SPX is 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 bullish on Friday.  Of 

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

be 2094.52 on Friday. That is 0.6% above Wednesday’s close.  So for SPX to move from 

"oversold versus expectations" back to overbought it is going to need to close up at least 

0.6% on Friday. 

 

Most of what emerged based on Wednesday’s action suggested a bullish edge over the 

next few days.  And when price action and momentum studies give bullish indications, 

then also having bullish seasonality in force can provide even greater confidence.  So I 

like the current setup to try a long trade.  But I would like it a bit more if SPX, QQQ or 

IWM were to pull back some.  SPX closed down on Wednesday.  So another down close 

on Friday would make it 2 in a row.  If Friday results in a decent-sized selloff then I will 

look to take on some long exposure near the close.  Details are in the Trade Ideas section 

down below. 
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Intermediate-term Outlook (2 weeks – 2 months) – updated 12/22 – bullish 

The intermediate-term outlook was last updated in the 12/22 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 

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 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 @ $207.25 LIMIT ON CLOSE.  Based on the short-term 

outlook above, I will look to start scaling in to SPY if it closes down a decent amount on 

Friday. 

 
 

 

 

 

 

Current Open Trade Ideas 

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

XIV(1/2) 12/10/2014 $37.21 $35.11 -5.64% Aggressive VIX

XIV(1/2) 12/11/2014 $34.03 $35.11 3.17% Aggressive VIX
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