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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 first drop below the 10ma in quite a while will often be followed by another 

leg up. 

 SPY’s big outside day reversal pattern suggests a short-term upside edge. 

 Back to back outside days in SPY have almost always been followed by short-

term gains. 

 The tight consolidation near a 50-day high suggests an upside edge.  

 

 

Short-term Outlook  

The Bottom Line  

Evidence is bullish and the market is no longer overbought.  This suggests an upside edge.  

I am somewhat bullish and will look to take on new long exposure if I can get a favorable 

fill. 
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Summary of Recent Active Studies (see Letters from listed dates for details)   

 
 

The Evidence 

Wednesday saw mixed results. The SPX lost 0.1%, the NASDAQ rose 0.6% and the 

Russell 2000 rallied 0.2%.  Breadth was negative as the NYSE Up Issues % was 46% and 

the Up Volume % came in at 38%.  NYSE volume rose for the 2nd day in a row. 

 

There were a good number of compelling studies that appeared in the Quantifinder.  The 

study below was last shown in the 4/11/14 subscriber letter. It looks for a reversal day to 

engulf both of the last two days, close at a three-day low, and still be above the 200ma. All 

results are updated. 

 

 

 

Study  Date Description T im e span Bias

Avg 

Run-up

Avg 

DrawDn

Avg DrawDn 

- 1 Std Dev

Active - Short Term

July  27 , 2016 Fed Day 1 day Bullish

July  22, 2016 Big drop from 50-high 1-4 day s Bullish

July  18, 2016 5 up to 50-high then 1  down day 1-10 day s Bullish 2.00% -1.10% -2.20%

Active - Long Term

July  18, 2016 5 up to 50-high then 1  down day 1-10 day s Bullish 2.00% -1.10% -2.20%

July  11 , 2016 NASDAQ leading int term Bullish

July  11 , 2016 SPX 50-low to 50-high in 2 weeks 1-17  day s Bullish

July  11 , 2016 SPX 50-high breakout 90% up volume 1-35 day s Bullish

July  1 , 2016 Up Issue % > 7 0% 3x 1-85 day s Bullish 10.70% -4.90% -11.70%

April 26, 2016 Golden Cross int term Bullish

February  1 , 2016 2 90% up day s 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

Dropped Tonight  

July  26, 2016 Unfilled gap down from 50-day  high 1 day Bearish
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After the first three days or so, there appears to be a strong and consistent upside edge. 

Below is a profit curve that assumes a 5-day holding period. 

 

 

 

Equity curves don't get much straighter than this. It appears to be a nice confirmation of 

the bullish suggestion by the stats table. 

 

Also notable about Friday’s action is that it marked the 2nd day in a row that SPY posted 

an outside day. (An outside day is a day where the security or index makes a higher high 

and a lower low than the day before.) I last discussed back-to-back outside days in the 

2/23/15 letter. I have updated those results below. 
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The numbers look very impressive. Most of the upside edge has been realized in the 1st 3 days.  

Below is a profit curve using a 3-day holding period. 

 

 
 

The move up is impressive and encouraging for the bullish case. 

 

The persistent uptrend of late has kept SPX above its short-term moving averages for an 

extended period.   Tuesday, after 19 consecutive closes above the 10ma, SPX dipped down 
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and closed below it. In the 4/6/16 letter I looked at performance following other instances 

where SPX closed below its 10ma for the first time over 15 days. Results are updated 

below. 

 

 

The numbers here all look solidly bullish over the next week. I highlighted the 3-day 

holding period because it had a more appealing equity curve than the four or five-day.  You 

can see its profit curve below. 
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The strong upslope serves as some confirmation of the bullish edge.   

 

The range over the last week has been extremely tight. Every SPY close in the 5 days since 

7/20 has been within the daily range of that 7/20/16 bar. It is said that consolidations are 

often resolved in the direction of the trend. This guideline suggests that we’re more likely 

to see another leg up from here than a breakdown. The study below tests this concept. It 

was last seen in the 8/15/12 letter and has been updated. 
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It certainly appears to confirm the old technical adage. Results favor the long side over the 

immediate 3-day period and they are even more impressive when looking out 8 to 10 days. 

Below are some equity curves to see how the edge has played out over time.  First, the 10-

day. 

 

 
 

The persistent move from lower left to upper right serves as some confirmation of the 

upside edge.  Next is the 3-day curve. 
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While mostly up the curve is a bit choppy. Of the 5 losses, two of them were fairly large. 

This suggests perhaps a little more risk in this setup than in some others we examine. Over 

the 3-day period the average run-up was 1.2% and the average drawdown was 0.7%. That 

is a comparatively large drawdown. It isn’t very surprising though. Risks tend to be higher 

when you are trading near the upper end of a range. And a tight consolidation near a 50-

day high seems to qualify. All considered, I still find this study appealing and believe it is 

worth considering over both very short and intermediate-term timeframes. 

 

I have updated the Aggregator H chart below.   

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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With tonight’s studies included the green Aggregator Line held above zero.  Positive 

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

Meanwhile the black Differential Line moved back above 0. The positive Differential Line 

reading means SPX is oversold versus recent expectations.  So expectations are positive 

and 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 

turned long at the close.   

 

Based on the current active list, expectations are poised remain positive on Thursday.  This 

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

2173.64 on Thursday.  That is 0.3% above Wednesday’s close.  So if SPX closes up 0.3% 

or more then it will turn from oversold to overbought versus recent expectations. 

 

I like the case for a little rally here.  There appears to be ample evidence suggesting it is 

likely.  Still, I would prefer to have a bit more of a pullback to buy into.  So on Thursday I 

will look to start scaling into a long position, but only if I can get a favorable entry either 

in the form of a gap down open, or a close lower.  Additionally, there was a Catapult setup 

that triggered on Wednesday, and I will look to take advantage of that. 
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Intermediate-term Outlook (2 weeks – 2 months) – updated 7/25 – bullish 

The intermediate-term outlook was last updated in the 7/25 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 

New 

MO @ $66.76 (buy 1/3 at limit) 

 

Broad Market Large Cap CBI – 1(MO) 

 

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 @ $216.00 LIMIT ON OPEN.  IF NOT FILLED, 

CANCEL ORDER AND LOOK TO BUY @ $216.50 LIMIT ON CLOSE.  I don’t 

want any part of an intraday selloff, but I will start scaling long if I can get a favorable 

entry at the open or the close. 

 

MO – buy 1/3 Catapult position @ $66.75 LIMIT.  This is from the Catapult section 

above. It is the 1st of 3 possible lots for MO. 

 

 

Current Open Trade Ideas 

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

XIV(1/2) 6/14/2016 $24.70 $31.90 29.15% Aggressive VIX

 
The expectations are bullish and contango is strong.  Those things continue to favor XIV. 
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