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June 3, 2016            Volume 9  Issue 106 

 
 
 
 
 
 
 
 
 

Market Overview 
 
 
 
 
 
 
 
 

     
  

Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing

Flat 50% Long XIV Short  
 

 

 

Tonight’s Research Points  

  

 

 Thursday’s moderately higher volume is not encouraging on a breakout day. 

 

 

 

 

Short-term Outlook  

The Bottom Line  

Like yesterday, evidence is slightly bullish but the market is a little overbought.  This leaves 

me short-term neutral. 
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Summary of Recent Active Studies (see Letters from listed dates for details)  

    
 

 

The Evidence 

Thursday saw a morning dip that was recovered and led to some afternoon gains.  The SPX 

rose 0.3%, the NASDAQ gained 0.4%, and the Russell 2000 rallied 0.7%.  Breadth was 

positive as the NYSE Up Issues % was 60% and the Up Volume % came in at 62%.  NYSE 

volume rose a small amount from Wednesday’s level. 

 

Thursday we saw SPX breakout to new highs.  One measurement that can provide clues 

when SPX breaks out to a new high after a basing period is volume.  I’ve discussed volume 

on breakouts a number of times in the past, including in the 8/22/14 letter.  For a breakout 

to have a good chance of success you generally want volume to come in either 1) lower 

than the day before, or 2) extremely high.  Moderate but increasing volume is the worst 

scenario.  And unfortunately that is what we are faced with.  To see why I say this, take a 

look at the 3 studies below.  The first one examines new breakouts that occur on declining 

volume. 

 

Study Date Description T im e span Bias

Avg 

Run-up

Avg 

DrawDn

Avg DrawDn 

- 1 Std Dev

Active - Short Term

June 2, 2016 Gap and reverse 2x 1-2 days Bearish

May  31, 2016 SPY  breakaway  gap 1-5 days Bullish 1.50% -1.00% -2.00%

Active - Long Term

May 31, 2016 NASDAQ Leading int term Bullish

May  24, 2016 Bounce from 20-low then inside day  dn. 1-10 days Bullish 5.00% -2.85% -6.75%

May 17 , 2016 20-low to 4-high 1-20 days Bullish 3.80% -2.10% -4.55%

April 26, 2016 Golden Cross int term Bullish

March 2, 2016 FTD & 20-day  high int term Bullish

February  18, 2016 Up Issue % > 7 0% 3x 1-85 days Bullish 10.70% -5.10% -12.10%

February  1 , 2016 2 90% up days in 1  week 1-9 months Bullish 23.10% -6.60% -15.10%

November 3, 2014 Quantitative Easing Ends int term Bearish

July  22, 2013 New High Divergence (Study  of Tops) int term Bearish
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Numbers here appear pretty solid, with add-on buying typically coming in during the next 

week.  Next let’s look at times where there was extremely strong volume (20-day high 

volume). 
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Numbers here are quite similar, with the first week getting solid follow-through buying 

once again.  But now let’s look at the current set-up: rising but moderate volume. 
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This does not appear to suggest any edge over the next 1-4 weeks.  It puts a little damper 

on the breakout enthusiasm. 

 

Also notable about the current market is that our 3/10 Offset Historical Volatility reading 

for SPX is below 0.25.  This essentially means that there has been a contraction in historical 

volatility in the last few days.  And when the contraction is as pronounced as we are now 

seeing, it has typically led to a volatility expansion in the next few days.  I sometimes refer 

to this as my “big move” indicator.  And while it does a good job of anticipating sharp 

moves, it does not predict the direction of the move.  For that we need to look at other 

evidence.  The bottom line with the 3/10 Offset HV right now is that it is suggesting a sharp 

move in the next few days. 

 

I have updated the AggregatorH chart below.   

 

 
 

With no new studies making the short-term active list tonight the green Aggregator Line 

held just barely above zero.  Positive readings mean net expectations from the Active List 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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are for upside over the next few days.  Meanwhile the black Differential Line held just a 

little below 0. The negative Differential Line reading means SPX is overbought versus 

recent expectations.  So expectations are positive but 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.  Therefore, the Aggregator signal stayed 

flat at the close.   

 

With the current list of active studies, expectations are poised to remain positive on Friday.  

This could easily change if new bearish evidence emerges. The Differential Pivot will be 

2098.34 on Friday.  That is 0.3% below Thursday’s close.  So for SPX to move from 

overbought to oversold versus expectations it will need to close down 0.3%. 

 

The new highs are leaving the market overbought.  And while evidence is moderately 

bullish the breakout itself is questionable.  Overall, reward/risk does not appear strong.  I 

will wait for a better setup before taking on new exposure. 

 

 

Intermediate-term Outlook (2 weeks – 2 months) – updated 5/31 – bullish 

 

 

Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

 

Open Catapult Triggers 

None . 

 

Broad Market Large Cap CBI – 0 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

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. 

 

None tonight. 

 

 

Current Open Trade Ideas 

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

XIV(1/2) 5/5/2016 $26.20 $32.82 25.27% Aggressive VIX

 
 

VIX futures contango remains strong (just over 15% between 1st and 2nd month).  That is 

helping our XIV position.  I will look to ride it a bit further. 
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