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Market Overview 
 
 
 
 
 
 
 
 

       
  

 

Signals Overview 

Aggregator Aggressive VIX

Flat 50% Long XIV  
 

 

 

Tonight’s Research Points  

  

• When the VIX has hit 100-day highs without the SPX making 100-day lows, that 

has often led to a market rally. 

• Unfilled gaps down from intermediate-term high will frequently be followed by 

more selling. 

• Tuesday’s action could have a substantial impact on the Fed Day edge for Wednesday. 

 
 

 

 

Short-term Outlook  

The Bottom Line  

The Aggregator remains neutral.  But I am looking to take advantage of a potential bullish 

edge if the market continues to sell off on Tuesday. 
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Summary of Recent Active Studies (see Letters from listed dates for details)  

    
 

 

The Evidence 

Monday saw relatively strong selling and a spike in implied volatility.  The SPX declined 

0.7%, the NASDAQ dropped 0.5%, and the Russell 2000 lost 0.6%.  Breadth was negative 

as the NYSE Up Issues % was 19% and the Up Volume % came in at 23%.  NYSE volume 

rose some from Friday’s level. 

 

We are continuing to see option traders get nervous while the broad market is hardly 

budging.  Monday was a large decline on a relative basis – primarily because the market 

has hardly declined at all so far this month.  But even with the SPX dropping 0.7% on the 

day, it still closed nearly 1% above its 10-day moving average.  Meanwhile, the VIX closed 

up 24.7% on the day and finished at the highest level since August.  To put this in 

perspective, VIX hit a 100-day high just 1-day after SPX hit a 100-day high.  That had 

never happened before.  So we are seeing some unique action.  Obviously, we cannot model 

something that has never been done before, but we can look to some less stringent studies 

that popped up today to see if they provide us any hints for the short-term.  I have chosen 

below some studies from the Quantifinder with the most compelling results. 

 

Simply seeing the VIX hit a 100-day high without the SPX making 100-day lows was 

enough to trigger the study below from the 8/11/17 letter.  The basic idea is that the VIX 

is suggesting relatively extreme fear in a market that is not making long-term lows.  Results 

are updated. 

 

Study  Date Description T im e span Bias

Avg 

Run-up

Avg 

DrawDn

Avg DrawDn 

- 1 Std Dev

Active - Short Term

January  29, 2018 Unfill gap dn from 20-high aft unfill up 1-3 day s Bearish

January  29, 2018 VIX 100-day  high. SPX > 100-day  low 1-5 day s Bullish

January  26, 2018 SPX 17  day s > 5ma & 50-day  high 1-12 day s Bullish 2.10% -1.15% -1.70%

Active - Long Term

January  29, 2018 VIX 100-day  high. SPX > 100-day  low 1-15 day s Bullish

January  16, 2018 NASDAQ Leading int term Bullish

January  11 , 2018 5 up 50 high. Down 1 . 1-10 day s Bullish

January  8, 2018 1st 4 day s of y ear close higher 1-250 day s Bullish 15.90% -5.70% -11.10%

January  8, 2018 SOMA reduction intensifies to $20billion/moint term Bearish

January  2, 2018 SPY  1st close < 10ma in 25+ day s 1-19 day s Bullish 4.10% -0.90% -2.15%

November 30, 2017 SPX 50-intraday  high. NDX big down 50 1-50 day s Bullish

November 29, 2017 SPX breaks 50-day  Upper Bollinger Band 1-50 day s Bullish 4.85% -4.10% -7.80%

April 26, 2016 Golden Cross int term Bullish

July  22, 2013 New High Divergence (Study  of Tops) int term Bearish
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The stats seem to suggest a bullish edge that persists for three weeks or more. Much of that 

edge is realized over the first 1-5 days. Below are curves showing a 5-day and 15-day 

holding strategies. 
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The curve is a little choppy, but that is not entirely unexpected in a study that is based on 

increased implied volatility.  The upside persistence of the line is impressive and it is 

continuing to hit new highs. This study seems to be worth taking into consideration.  

 

But not all the evidence was bullish tonight.  This next study considers SPY performance 

after posting an unfilled gap down from a high level immediately after an unfilled gap up. 

It was last shown in the 10/31/17 Subscriber Letter.  Below are updated results.   
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The numbers here appear to suggest a downside edge.  Let’s also take a look at a profit 

curve. 

 

 

 

While the curve is choppy, and the last few trades have not worked out, but it still appears 

to be downward sloping and worth some consideration. 

 

It is also notable that Wednesday is a Fed Day.  Fed Days have historically shown a bullish 

inclination.  One of the more compelling studies I featured in The Quantifiable Edges 

Guide to Fed Days examined Fed Day performance based on the quartile that the SPY 

closed in of the daily range on the day before the Fed Day.  The basic finding was that the 

worse the close, the better the Fed Day edge.  I last updated the studies by quartile in the 

12/12/17 letter.  Below are the 4 quartiles from highest to lowest in the daily range.  All 

are updated.   
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What was true 7 years ago when I first devised this study holds true today: the worse the 

close, the better the edge.  So traders will want to keep this in mind as we approach the 

close on Tuesday.  It should also be noted that the bullish inclinations of Fed Days have 

basically played out prior to the actual Fed announcement.  Additional volatility can be 

expected after the announcement, which introduces some more risk.   

 

I have updated the Aggregator chart below.   

 

http://quantifiableedges.com/how-the-quantifiable-edges-aggregator-uses-expectations-and-riskreward-analysis-to-establish-a-reliable-market-bias/
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With tonight’s mix of studies included, the green Aggregator line remained above zero.  

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

few days.  Meanwhile, the black Differential Line held 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.   

 

Based on the current list of active studies, expectations are slated to remain bullish on 

Tuesday.  Of course this could change if compelling new bearish evidence emerges.  The 

Differential Pivot will be 2834.63 on Tuesday.  That is 0.7% below Monday’s close.  So 

SPX would need to close down at least 0.7% in order to flip from overbought to oversold 

versus recent expectations on Tuesday.   

 

Monday’s selloff did not change much.  The market is still overbought and expectations 

remain positive.  But further selling could set us up for a Fed Day bounce.  In anticipation 

of that, I will look to take on some long exposure if we see a sizable selloff and poor close 

on Tuesday.  This would likely be a very short-term trade that I could look to exit as early 

as Wednesday prior to the 2pm Fed announcement.  Otherwise, I will re-evaluate tomorrow 

night. 
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Intermediate-term Outlook (2 weeks – 2 months) – updated 1/29– somewhat bullish 

The intermediate-term outlook was last updated in the 1/29/18 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 

UNP – 1/3 @ $133.60 (bought @ limit) 

 

Broad Market Large Cap CBI – 1(UNP) 

 

 

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 ½ index position if SPX closes <= 2834.63 and SPY closes in lower 50% 

of its intraday range.  This is based on the short-term outlook above.  I will be looking 

to exit all or at least part of this position prior to Wednesday’s Fed announcement.     

 

 

Current Open Trade Ideas 

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

UNP(1/3) 1/26/2018 $133.60 $136.05 1.83% Catapult

 
 

 

A complete list of Quantifiable Edges trade idea results since the inception of the letter in 

2008 can be found here. 
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