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Market Overview 
 
 
 
 
 
 
 
 

       
  

 

Signals Overview 

Aggregator CBI Reading

Flat 0

 

 

 

 

Tonight’s Research Points  

  

• SPY’s unfilled up-gap and new 50-day high suggest a bullish edge. 

• The very strong volume that accompanied the SPX breakout is a positive. 

• Quantitative Tightening (QT) was light this past week, but I am expecting some 

large QT flows the next two weeks. 

 

 

   

Short-term Outlook  

The Bottom Line  

The breakout look good for the short-term, but it also leaves the market overbought.  I am 

neutral and awaiting the next compelling setup.  
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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

September 21, 2018 High Volume SPX Breakout 1-2 day s Bullish

September 21, 2018 Breakaway  Gap Breakout 1-5 day s Bullish 1.45% -0.90% -1.90%

September 18, 2018 5 Up closes < 50 Then down. 1-5 day s Bullish 1.70% -1.10% -2.10%

September 17 , 2018 5 Up closes. Close < 50 high but > 200ma1-7  day s Bullish 1.85% -1.20% -2.30%

Active - Long Term

September 20, 2018 RUT  btm 25% 20-day  rng SPX top 25% 1-40 day s Bullish 5.60% -2.70% -5.30%

September 17 , 2018 5 Up closes. Close < 50 high but > 200ma1-15 day s Bullish 3.10% -1.75% -3.30%

September 14, 2018 8 day s of split New Highs and Lows 1-25 day s Bearish

September 10, 2018 4+ Hindenburg Omen signals 1-35 day s Bearish -6.50% 2.50% 4.50%

September 5, 2018 1st low in 2 weeks. C > 10ma. 1-10 day s Bullish

August 30, 2018 SPX crosses over 50-day  Bollinger Band 1-50 day s Bullish 4.90% -4.10% -7.80%

July  1 , 2018 SOMA reduction intensifies to $40billion/moint term Bearish

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

April 26, 2016 Golden Cross int term Bullish

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

The Evidence 

Thursday was a day of strong gains for the market.  The SPX rose 0.8%, the NASDAQ 

climbed 1.0%, and the Russell 2000 also added on 1.0%.  Breadth was positive as the 

NYSE Up Issues % was 67% and the Up Volume % came in at 79%.  NYSE volume 

spiked up to the highest level in a while. 

 

The S&P 500 broke out to new all-time highs on Thursday.  And the breakout was 

accompanied by some bullish clues suggesting we could see some follow-through in the 

coming days.   One indication for SPY is whether it posts an unfilled gap or not on the 

day of the breakout.  And Thursday did come with an unfilled gap up.  I last showed the 

importance of an unfilled gap in the 7/13/18 subscriber letter.  I have updated those 

studies below. 
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Results here are strong across the board.  Below is an equity curve using a 5-day holding 

period. 

 

 
 

The strong move from lower left to upper right is impressive. 

 

Technicians will often use the term “breakaway gap”.  This suggests the gap occurs on 

the same day as a base breakout.  The idea is that the new high causes excitement and the 

gap leaves a good amount of people sidelined or stuck short.  When it doesn’t 

immediately fill, it leads these people to chase and helps to propel the market even 

higher. 

 

Now let’s look at instances where the 50-day high breakout was not accompanied by an 

unfilled gap.  Interestingly, the number of instances was very close.  This study also 

appeared in the 7/13/18 letter. 
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Moves to new highs that don’t start with an unfilled gap are much less reliable.   

 

Another 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 6/3/16 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 (like we saw on Thursday).  Moderate but increasing volume is the worst scenario.  

To see why I say this, take a look at the 3 studies below.  The first one examines new 

breakouts that occur on rising volume that is not the highest of the last 20 days.  It would 

be the worst-case scenario. 
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As you can see, returns are basically neutral over the next 4 weeks following this setup.  

Next, let’s look at times the market broke out on decreasing volume. 

 

 

 

This is substantially better, especially over the 1st week following the initial breakout.  

Lastly, let’s look at times like Thursday when the market rose on the highest volume of 

the last 20 trading days. 
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Numbers here are the strongest.  Much of the strength is actually seen in the first couple 

of days.  I have added this study to the Active List tonight. 

 

I will also quickly note that the Fed released the SOMA changes update on Thursday 

after the bell.  It came in as expected, with just a small amount of QT ($1.8 billion).  This 

can be seen below. 
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The light amount of Quantitative Tightening this past week sets up the next two weeks 

for some sizable SOMA reductions.  That could provide a liquidity headwind for the 

bulls to contend with.  And it is coming as we head into the traditional “weakest week” of 

the year next week.  This could potentially challenge the bulls and their perfect breakout 

scenario.  But I am getting slightly ahead of myself.  I will be updating all of that 

information in this weekend’s letter. 

 

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 new breakout-related studies to consider, the green Aggregator Line 

remained above zero.  Positive readings mean net expectations from the Active List for 

upside over the next few days.  Meanwhile the black Differential Line dove down 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 side of 0.  Therefore, the Aggregator signal turned flat at the close.   

 

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

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

Differential Pivot will be 2921.27 on Friday.  That is 0.3% below Thursday’s close.  So 

SPX will only need to close down 0.3% on Friday to flip back to “oversold” in relation to 

recent expectations. 

 

Short-term evidence is bullish.  But the market is overbought, short-term bearish 

seasonality is on the way, the intermediate-term remains mixed, and I don’t see a 

compelling reason to jump into new positions with so many crosswinds.  Until a more 

favorable edge emerges, I will remain patient but alert. 
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Intermediate-term Outlook (2 weeks – 2 months) – updated 9/17– neutral 

The intermediate-term outlook was last updated in the 9/17/18 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 

 

OpenCatapult Triggers 

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. 

 

None tonight. 

 

 

Current Open Trade Ideas 

None. 

 

 

 

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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