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Market Overview 
 

 
 

  
Tonight’s Research Points 

 Lower number of new highs on a strong up day is short-term bearish. 

 Volume matters on strong up days like today, though today’s volume implications 

weren’t clear. 

 The Aggregator System changed to flat. 

 The NDX Aggressive Trend Timer remained short. 

 

Short-term Outlook – updated 7/8 

The Bottom Line 

A strong bounce on Wednesday turned the SPX from oversold to overbought.  I’m 

neutral at this point and looking hard for further clues in the next few days. 

 

Summary of Recent Active Studies (seeHHhttp://QuantifiableEdges.blogspot.com HHHHH or 

Letters from listed dates for details) 
Study Date Description T im e span Bias Avg Max Move

Active

July  8, 2010 1.5% Higher high/less 52-week highs 1  day Bearish

July  7 , 2010 SPX strong Russ weak 1-3 days Bearish -3.50%

July  7 , 2010 Low HV, no SPX highs 1-8 days Bearish -3.30%

July  7 , 2010 McClellan Oscillator Bottom Divergence 1-4 days Bullish

July  6, 2010 inside day  nr3 under 200ma 1-3 days Bearish

Active - Long Term

July  5, 2010 5 down under 200 and 50 low 1-20 days Bullish

July  7 , 2010 McClellan Oscillator Bottom Divergence int term Bullish

Dropped Tonight  

July  2, 2010 2-day  RSI < 2 & 50 low 1-3 days Bullish 4.40%

June 30, 2010 1% Gap then down to 50-low close 1-5 days Bullish 4.70%

July 7, 2010 SPY up but 1% below high. C<200m a1-2 days Bullish 2.40%

July 6, 2010 5 down under 200 and 50 low 1-4 days Bullish 2.40%

If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active 

http://quantifiableedges.blogspot.com/
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The Evidence 

A small gap up turned into a strong trend day higher on Wednesday.  The major indices 

all opened near their lows and closed near their highs.  The SPX and Nasdaq both closed 

up 3.1% and the Russell 2000 rose 3.7%.  Breadth was very strong as the NYSE Up 

Issues % came in at 85% and the Up Volume % was 94%.  Oddly, though, there were 

less new 52-week highs than yesterday.  Volume rose from the day before but was still a 

little below average. 

 

Several studies showed up in the Quantifinder tonight and I’ll review the most relevant 

ones. 

 

The drop in 52-week highs is especially notable on a day where the market made a 

substantially higher high.  Below is a study from the 1/5/2009 Letter that looked at 

similar situations.  I have updated the stats. 

 

 

 

We see some hints of a downside edge here, though much of the edge only lasts a single 

day. 

 

Another theme among studies that appeared in tonight’s Quantifinder was that 

Wednesday’s big move up occurred on lower than average volume.  Below is a study 

from the 11/5/2008 Subscriber Letter that examines like scenarios. 
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So there are some fairly compelling numbers suggesting a downside edge.  But 

Wednesday’s volume did rise from Tuesday and we have seen in the past that a rise in 

volume on a strong up day can be a good sign.  So I decided to break down the above 

study by times it occurred on higher volume versus times it occurred on lower volume.  

First let’s look at times like now where the pattern occurred on a rise in volume. 

 

 

 

Instances are very low but the numbers here are generally bullish.  Certainly no 

indication of a downside edge.  So how about those times the pattern was accompanied 

by a decline in volume? 
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This is obviously where the edge lies.  So while today’s volume may have been a bit less 

than desirable, it doesn’t appear to be so bad as to suggest a downside edge. 

 

One bullish study that appeared looked at the sharp rise in the 2-day RSI over the last few 

days.  I examined this study in a bit more detail tonight and found that the implications 

have been more neutral than bullish in recent years.  Below is an example using a 4-day 

exit strategy?  Other periods I examined looked similar with much of the edge occurring 

in the 70’s and early 80’s. 
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Based on this deeper look I have decided to eliminate this study from the Quantifinder in 

the future. 

 

I have updated the AggregatorH chart below.   

  

 
 

 

The look of the Aggregator chart changed quite a bit today.  With several bullish studies 

either hitting their targets or expiring, we now see more bearish short-term evidence.  The 

sizable edge provided by the McClellan Divergence study (in the long-term section 

below) has kept the green Aggregator line barely above 0, though.  This illustrates higher 

net expectations from the Active Studies over the next few days.  Meanwhile the black 

Differential line shows the SPX has now outperformed expectations over the last few 

days.  So we have positive expectations but a market that is already overbought versus 

recent expectations.  This is considered a neutral setup.  Based on this the Aggregator 

System is turned flat at the close. 

 

Looking ahead the green Aggregator line is set up to remain positive tomorrow.  Of 

course strong bearish evidence could change that outlook. Meanwhile the Differential 

pivot will be 1,036.72 tomorrow.  This means it would take an SPX close at or below this 

level in order for the black Differential line to turn positive. 

 

As a side note, it can often be very tempting to aggressively short situations like the 

present.  The market has clearly been in a downtrend and it is now strongly overbought 

short-term.  Often this can be a nice combination for a short trade.  The problem is when 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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the market is first coming off a potential intermediate-term bottom it is more inclined to 

get overbought and stay that way for a while.  If it is a short covering rally then a 

pullback should soon arrive.  If it is a new upleg then it just may run for a while.  It’s 

often difficult to tell the difference when the market is first bouncing.  I’ll do my best to 

look for clues.  I will also likely take a conservative approach to initiating shorts over the 

next few days.   

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 7/5 - neutral 

One indicator that is showing an intermediate-term bottom may be nearby is the 

McClellan Oscillator.  The chart below shows the S&P 500 in the top panel, the 

McClellan Oscillator in the 2
nd

 panel, and the Ratio Adjusted McClellan Oscillator in the 

3
rd

 panel.  The ratio adjusted version is normally better for long-term historical 

comparisons so I will use that when appropriate. 

 

 

Notice on the chart that while the SPX is making new lows, the McClellan Oscillator is 

well above its lows.   You can also see the divergence is quite large – even when using 

the Ratio Adjusted McClellan Oscillator.   

 

 
 

You’ll often hear technical traders suggest that breadth or momentum divergences can 

help to signal important turning points.  The McClellan Oscillator is really both, since it 

measures the momentum of breadth.  I ran some studies this weekend to see how helpful 

a McClellan Oscillator divergence might be and whether large divergences provide a 

further edge.   

 

I set the study up as follows: 

 



Hanna Capital Management, LLC                16 Hillcrest Rd., Medfield, Massachusetts   02052                            781-956-6952 

1) I required the market be in an established downtrend by virtue of the fact that it is 

closing at least at a 100-day low. 

2) I viewed any close up from a 100-day low as a potential bottom. 

3) I defined a “successful” intermediate-term bottom as a move that went from that 

100-day low all the way to eventually close at a 100-day high.  If it made a new 

100-day low before making a 100-day high then the intermediate-term rally 

attempt was a failure.  The next up close would mark the beginning of the next 

attempt. 

4) I didn’t require the McClellan Oscillator reading on the exact day to mark the 

lowest reading of the last 100 days.  Instead I compared the 10-day McClellan 

Oscillator low to the 100-day McClellan Oscillator low.  If they were equal that 

that suggested recent readings were not forming an intermediate-term divergence.  

If the 10-day low was higher than the 100-day low then a divergence existed. 

5) I then examined all rally attempts (up closes from a 100-day low) and separated 

them by those that occurred with a McClellan Oscillator divergence and those that 

didn’t.  I wanted to see if there was a substantial difference in returns based on the 

divergence status of the McClellan Oscillator. 

 

Since 1950 there have been 41 “successful” rally attempts.  Thirty of those 41 (73%) 

occurred when there was a divergence in place.  Below are the stats associated with all 

rally attempts with divergences in place.   

 

 

 
 

A terrible system to actually trade, but is does appear to suggest that there is an upside 

edge when the market is coming off a low and a divergence is in place.  Now let’s look at 

times it wasn’t. 
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Stats here are quite a bit weaker.  The bottom line is you’d rather have a divergence in 

place when trying to catch a bottom.  But now let’s consider whether the size of the 

divergence might matter.  To fairly compare divergence sizes over long periods of time, I 

need to use the Ratios Adjusted McClellan Oscillator.  The current difference between 

Friday’s reading and the low reading a few weeks ago is a whopping 82 points.  I looked 

at all divergences of 65 points or greater. 

 

 
 

Stats here substantially more impressive than the others we’ve seen.  Below I have listed 

all instances. 
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The last instance posted a large loss.  Prior to that results were overwhelmingly positive.  

Another helpful way to examine the data is to show how the setup looked “X Days Later” 

as I often do. 
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These are some extremely positive results – especially over the 1
st
 week.  So I may have 

beaten this one to death a little bit, but the McClellan Oscillator is very worth watching at 

this point.  If the market can turn higher and create a sizable divergence as appears likely, 

then that would be a very positive sign for both the short and intermediate-term. 

 

Of course at the moment the market couldn’t be acting more poorly.  I’ve moved my 

outlook back to neutral and will wait for some upside confirmation before getting too 

excited about long-side intermediate-term prospects. 
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Catapult and Capitulative Breadth Statistics 
HCatapult & CBI Presentation Link 

 

Open Catapult Triggers 

LOW – 1/3 position @ $21.76 

MON – 1/3 position @ $48.27 limit 

MON – 1/3 position @ $47.80 limit 

MON – 1/3 position @ $47.34 limit (all in) 

LOW – 1/3 position @ $20.27 limit 

CVS - 1/3 position @ $28.55 limit 

HD- 1/3 position @ $27.34 limit   

LOW- 1/3 position @ $19.96 limit 

 

Catapult for ETF’s Trades 

none 

 

Broad Market Large Cap CBI – 8 (LOW-3, MON-3, CVS, HD)  As discussed in the 

intraday updates, all other Catapults hit their exit triggers on  Wednesday. 

 

Additional New Trade Ideas 

A full listing of system triggers can be found at the system triggers 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. 

 

I will look to exit 1 more SPY lot on Thursday at a $106.11 limit.  With some 

intermediate-term evidence suggesting a bounce I will look to hold the last lot a bit 

longer. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

https://my.dimdim.com/view/all/quantifiableedges/default/9d0021f0-1eae-451c-8ba3-6b2f23ec2df3
http://www.quantifiableedges.com/members/systems.php
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Current Open Trade Ideas 

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

SPY 6/23/2010 $109.57 $106.11 -3.16% Sold on close

LOW 6/23/2010 $21.71 $20.39 -6.08% Catapult

SPY 6/24/2010 $108.69 $106.11 -2.37% Sold on close

SPY 6/25/2010 $107.42 $106.11 -1.22% Aggregator

AMZN 6/25/2010 $118.14 $113.43 -3.99% Sell on open

RTN 6/28/2010 $50.38 $48.81 -3.12% Sell on open

MSFT 6/28/2010 $24.51 $23.82 -2.82% Sold on open

MON 6/28/2010 $48.27 $47.32 -1.97% Catapult

MSFT 6/29/2010 $24.13 $23.82 -1.28% Sold on open

MON 6/29/2010 $46.84 $47.32 1.02% Catapult

MSFT 6/30/2010 $23.30 $23.82 2.23% Sold on open

MON 6/30/2010 $46.68 $47.32 1.37% Catapult

WAG 6/30/2010 $26.47 $26.69 0.83% Sold on open

MDT 6/30/2010 $36.16 $37.05 2.46% Sell on open

GD 6/30/2010 $58.92 $60.22 2.21% Sell on open

QQQQ 6/30/2010 $43.23 $43.96 1.69% Sell on open

SPY 6/30/2010 $103.92 $106.11 2.11% Aggregator

GD 7/1/2010 $58.56 $60.22 2.83% Sell on open

GD 7/2/2010 $58.50 $60.22 2.94% Sell on open

WY 7/2/2010 $35.14 $35.41 0.77% Sell on open

WFC 7/2/2010 $25.18 $26.66 5.88% Sell on open

RTN 7/2/2010 $47.73 $48.81 2.26% Sell on open

LOW 7/6/2010 $20.27 $20.39 0.59% Catapult

GE 7/6/2010 $13.88 $14.62 5.33% Sell on open

WY 7/6/2010 $34.49 $35.41 2.67% Sell on open

WFC 7/6/2010 $24.88 $26.66 7.15% Sell on open

RTN 7/6/2010 $47.58 $48.81 2.59% Sell on open

GOOG 7/6/2010 $436.55 $450.20 3.13% Sell on open

CVS 7/7/2010 $28.55 $29.13 2.03% Catapult

HD 7/7/2010 $27.34 $28.01 2.45% Catapult

WY 7/7/2010 $34.31 $35.41 3.21% Catapult

LOW 7/7/2010 $19.96 $20.39 2.15% Catapult

GOOG 7/7/2010 $436.07 $450.20 3.24% Catapult

 

Quite a difference a couple of days make as the trades are now squarely positive. 
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