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Market Overview 
 
 
 

  
Tonight’s Research Points 

 The very mild bounce in the SPX today is a bit disheartening. 

 5 consecutive gap down opens in SPY suggests a possible multi-day bounce. 

 The 3/10 Offset HV Indicator is warning of a sharp move in the next few days. 

 The Aggregator System remained long. 

 The NDX Aggressive Trend Timer turned short. 

 

Short-term Outlook  

The Bottom Line 

Probabilities are still suggesting a bounce.  I’m holding firm on my longs at this point, 

but not getting too Aggressive with my index position.  If we don’t bounce here the 

market could move sharply lower. 
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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

August 17 , 2010 SPX up slightly  after 2 or more down 1-4 day s Bearish -1.90%

August 17 , 2010 SPY  5th lower gap down 1-5 day s Bullish 4.70%

August 16, 2010 3 Down into op-ex week 1-3 day s Bullish 1.80%

August 16, 2010 SPY  Inside day  lr3 < 200ma no low vol 1-3 day s Bearish -2.30%

August 16, 2010 SPX 3 lower closes & decline slowing 1-5 day s Bullish 2.20%

August 12, 2010 2 Unfilled Down Gaps 1-5 day s Bullish 2.46%

Active - Long Term

August 16, 2010 1 (borderline) Hindenburg Omen Day int term Bearish

August 3, 2010 50 high 90% volume 1-25 day s Bullish

July  20, 2010 Down 1  week after FTD int term Bearish

July  14, 2010 7 5% Up Issue twice in 3 day s 1-20 day s Bullish

July  13, 2010 5 higher close from a 50-day  low int term Bullish

July  7 , 2010 McClellan Oscillator Bottom Divergence int term Bullish

Dropped Tonight  

August 13, 2010 1% Gap down, 10-low, partial fill 1-2 day s Bullish 3.50%

August 12, 2010 1% gap. Open top 12% Close bottom 12% 1-3 day s Bullish 4.70%  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active 

 

The Evidence 

Some green today on the screen for the 1
st
 time in a while.  The SPX barely turned 

positive (though the SPY failed).  At the close the SPX was up 0.01%, the Nasdaq gained 

0.4% and the Russell 2000 rose 0.9%.  Breadth was slightly positive as the NYSE Up 

Issues % came in at 61% and the Up Volume % was 50.4%.  NYSE volume was the 

lowest in a while, but Nasdaq volume rose slightly. 

 

The analyst in me hates these kind of days.  I would much rather run statistics on well-

defined moves than on days that barely budge.  And with the SPX closing up and the 

SPY closing down, well that kind of conflict makes evaluation especially tricky 

sometimes.  Can you remember the last time we saw a scenario like this?  If you said 2 

weeks ago, you’d be right.  So let’s take a look at my comments from the 8/2/10 

Subscriber Letter below: 

 

While the SPX closed up, the SPY closed down creating a bit of an oddball situation.  

Prior to about a year and a half ago this wasn’t that unusual because the SPY closing 

price was determined at 4:15 in accordance with the futures close.  But now the SPY and 

the SPX close at the same time, so to have them close in opposite directions is a rarity.  

Several of the studies we utilize will consider the market’s closing direction, so while the 

difference may seem insignificant, it isn’t.  It matters – and not just when considering 

which studies are likely to trigger.  It also matters when considering how the market is 

http://quantifiableedges.blogspot.com/
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likely to behave over the next several days.  I examined this concept a bit in the June 18, 

2009 Subscriber Letter.  There is a link below if you’d like to read it. 

 

2009-06-18 QE Subscriber Letter.pdf 

 

There’s some debate when something like this happens as to what measure is more 

“valid” – the SPX or the SPY.  The SPX is the index and the SPY is a derivative 

instrument based on that index so many people would consider the SPX movement more 

valid.  On the other hand, the SPY is an actual security with real buyers and sellers.  

What’s more real and valid than price movement in that?  Personally I’m undecided on 

the matter, but figured I’d throw it out there for readers to consider. 

 

Further down in that August 2
nd

, 2010 letter I showed a study that triggered again today.  

I’ve updated it below: 

 

This next series of studies has its roots in the 6/18/2009 Letter that I reference above.  

Those people that clicked the link will recognize the setup, which calls for a slight up day 

after at least 2 down days.  In the 3/29/10 Subscriber Letter I found that the bearish 

implications of the setup were thanks to those times the SPX was trading under its 

200ma.  So I have included that filter when updating the tests below.  This first one looks 

back to 1988. 

 

 

 

Implications here appear mildly bearish over the next few days.  Similar to the study from 

last June I also wanted to see how this had been holding up more recently. 

 

http://www.quantifiableedges.com/linklokipn.php?llauth=MjAwOS0wNi0xOCBRRSBTdWJzY3JpYmVyIExldHRlci5wZGYsMCwxMjgwNjcyMTQ4LDAuMC4wLjAsMCxkYjZjNTMzODMzMjRkM2M1YTJjNmZjNjRmMzgwNmYzNg%3D%3D/2009-06-18%20QE%20Subscriber%20Letter.pdf
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Results here confirm the longer-term test. 

 

One interesting observation that was pointed out to me was that Monday was the 5
th

 day 

in a row that the market gapped down to start the day.  Pre-market trading is dominated 

by the pros.  Retail traders typically don’t trade until the official open at 9:30am EST.  

I’ve heard in the past that big institutions that want to buy will sometimes try and push 

futures lower in the morning when there isn’t as much liquidity.  They do this with the 

intention of buying at the open (at cheaper prices) when liquidity comes into the market.   

Of course news and trading of foreign markets overnight will also have much to do with 

the open.  In any event, 5 gaps down in a row is fairly rare.  It raises the question, “Does 

a consistently cheap open provide an edge going forward?”  Let’s take a look: 

 

 

 

Instances are a little low but they sure offer some compelling evidence for the bull case. 
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I have updated the AggregatorH chart below.  

  

 
 

 

Not much change to the green Aggregator line tonight as it is still comfortably above 

zero. The strongly positive value indicates the net expectation from the Active Studies 

over the next few days is for upside. The black Differential line also remains high as the 

SPX has underperformed expectations over the last few days.  So we have strongly 

positive expectations and a market that is very oversold versus recent expectations.  This 

is considered a bullish configuration and is shown when both lines are above 0.  Due to 

this the Aggregator System remained long at the close. 

  

Currently the green Aggregator line is set up to remain positive tomorrow.  It would take 

some very bearish studies to change this.  Meanwhile the Differential pivot will be 

1,095.99 tomorrow.  This means it would take a close at or above this level in order to 

turn the black Differential line negative.  That’s over a 1.5% gain from Friday’s close. 

 

While they haven’t played out the last couple of days, probabilities are still favoring a 

bounce here.  But the inability to abide by historical norms and to bounce in a meaningful 

way suggests an extra layer of risk.   

 

Also adding risk is the fact that the 3/10 Offset HV indicator closed below 0.25 today.  

This means historical volatility has seen a rapid contraction in the last few days and a 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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volatility expansion in the next few days is likely.  For more on this topic see the July 13, 

2009 blog post. 

 

Also notable about the low 3/10 Offset HV reading is that it improves the odds for 

daytraders to take advantage of an Opening Range Breakout trade.  In a case like this 

where the Aggregator is strongly positive and the market is deeply oversold I’d likely 

only be inclined to take a long breakout.  For those interested or who want a refresher on 

this concept you can check out the ORBs study from about a year ago.  I’ve provided a 

link below. 

 

 ORBs Study.pdf 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 8/16 – bullish 

There has been an awful lot written about the Hindenburg Omen this past week.  For 

those unaware, the Hindenburg Omen is a technical setup that suggests the market could 

be in for a decline if it is in an uptrend and the market has become “split”.  A split market 

is suggested when there is both a high number of new highs and new lows.  The 

definition varies somewhat depending on where you read about it.  The link I provided 

above was to a Wikipedia page.  A couple of days ago Tom McClellan wrote an 

interesting piece on the history of the indicator.  He also discussed the fact that the signal 

which was reported to occur on Thursday by a number of publications was based on the 

looser Wikipedia definition, and not one of the stricter definitions found elsewhere.  

Additionally, he enlightened me on some stock market history and noted that prior to 

1979 new high/low data was calculated differently. Therefore testing back before 1979 

creates problems.  Anyway, I’d encourage you to read his thoughts here: 

 

http://www.mcoscillator.com/learning_center/kb/special_market_reports/hindenburg_om

en_signaled_but_also_not/ 

 

I’ve seen a number of discrepancies over the last few days with regards to the exact 

criteria used for the Hindenburg Omen.  Below are 3 worth mentioning. 

 

1) 50-day vs. 10-week moving average.  This one shouldn’t matter much.  They are 

both looking at the same time frame.  The idea is that average should be moving 

higher and that will occur if the market is higher than it was 10 weeks (or 50 

days) ago.  For my testing I used 50-days.  I’ve had some funky issues in the past 

with Tradestation when I’ve tried mixing daily and weekly bars.  I decided to 

keep it simple and just use the 50-day instead of the 10-week.  (One “problem” 

with doing this is that Thursday’s signal occurred above the 10-week but below 

the 50-day moving average.  So my test would not have triggered an entry.) 

http://quantifiableedges.blogspot.com/2009/07/what-happens-after-sharp-contraction-in.html
http://quantifiableedges.blogspot.com/2009/07/what-happens-after-sharp-contraction-in.html
http://www.quantifiableedges.com/linklokipn.php?llauth=T1JCcyBTdHVkeS5wZGYsMCwxMjgxOTM0NTk5LDAuMC4wLjAsMCw5NWRiNWNiYjNiNWY1MjBmZWI4NGM1NGMwOTIzMDk0Yw%3D%3D/ORBs%20Study.pdf
http://en.wikipedia.org/wiki/Hindenburg_Omen
http://www.mcoscillator.com/learning_center/kb/special_market_reports/hindenburg_omen_signaled_but_also_not/
http://www.mcoscillator.com/learning_center/kb/special_market_reports/hindenburg_omen_signaled_but_also_not/
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2) NH’s and NL’s must be greater than (2.2% or 2.4% or 2.8%) of new issues.  I saw 

all 3 listed.  Tom addressed this issue in his article.  I used 2.2% in my testing 

since as Tom pointed out, the 2.8% didn’t trigger. 

3) Clusters vs. single occurrences – Some people suggested a single Hindenburg 

Omen trigger is not enough.  That it is more reliable with multiple signals.  This I 

examine a bit below. 

 

So let’s look at some numbers.  This first table results of entering the market when the 1
st
 

signal triggers. 

 

 
 

 

The numbers here certainly aren’t encouraging for the bull case, but they don’t appear to 

be terribly dire either. 

 

Let’s now look at results if instead of entering after the 1
st
 trigger, you purchase only if 

the trigger is at least the 2
nd

 one in a 30-day period.  (I read statements suggesting 30 days 

and others suggesting 36 days.  I chose to test 30.) 
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Some of these numbers look a little worse, but you’d probably need to squint to notice.  

So lastly I checked instances that triggered a 3
rd

 signal in a 30-day period. 

 

 
 

Between 35 and 55 days out there appears to be some pretty poor returns on a very small 

sample size.   
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I looked at the 50-day holding period a bit closer.  A few write-ups I read noted that a 

decline of at least 5% should be expected.  Below are all 10 instances and their 50-day 

holding period stats.  The column to the far right shows runup & drawdown. 

 

 
 

Six of the ten instances listed had a drawdown of over 5% within 50 days of the entry 

point.  I found this to be a bit disappointing. 

 

So here’s my overall impression of the Hindenburg Omen signal. 

 

1) Great name – much more marketable than names like “Aggregator” or “Rob”. 

2) Lots & lots of hype. 

3) Lots of rules – and lots of confusion about those rules. 

4) Not a lot of big selloffs following these signals – but certainly some. 

 

The rule confusion suggests to me that over time there have been people who likely have 

“improved” the system by adding rules to filter out bad signals.  Normally a dangerous 

endeavor. 

 

It appears the original intent of the system was to identify when a rally was narrowing 

and susceptible to a tumble.  This is a concept I can buy into. 
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Are we really at that point now?  Perhaps.  Or perhaps the new lows is higher thanks to 

inverse ETFs and bond funds (if that matters).   

 

The term “rally” is certainly questionable.  While the 10-week ma was rising on 

Thursday, the 50-day ma was not.  And in fact the 50ma had only spent 8 days moving up 

before starting to turn down on Thursday.   

 

If I view Thursday’s signal as “valid”, then I would say that the Hindenburg Omen could 

be a potential warning sign that traders could keep in mind.  In my eyes it’s nothing dire 

and nothing more than a small piece of the puzzle.  I’ll note it on the Active Studies List 

and will monitor any further signals.  I’m not panicked, though. 

 

In fact, I’m still leaning to the bullish side. 

 

Note: With all the differing rules and opinions I realize some subscribers may want to 

research it further themselves.  I’ll place a link in the subscriber download section in the 

next day or so with Tradestation code and a workspace set up for subscribers.  Then you 

can more easily explore the Hindenburg Omen and determine for yourself which rules 

you want to adhere to - if any. 

 

Catapult and Capitulative Breadth Statistics 
HCatapult & CBI Presentation Link 

Open Catapult Triggers 

None 

 

Catapult for ETF’s Trades 

None 

 

Broad Market Large Cap CBI – 0 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

https://my.dimdim.com/view/all/quantifiableedges/default/9d0021f0-1eae-451c-8ba3-6b2f23ec2df3
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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. 

 

CMCSA – buy on CLOSE between $17.39 and $17.75.  CMCSA is triggering system 

80402, which has been solid over the last few years – especially when the Aggregator is 

favorable.  The standard entry is at a $17.75 limit price.  I’m playing it a little chicken 

thanks to the market’s inability to bounce and the low 3/10 Offset HV I mentioned above.  

So if the market heads lower I don’t want to buy early in the day and have a sizable move 

against me.  Instead I’ll wait until the end of the day.  ONE EXCEPTION…if CMCSA 

gaps down and opens at $17.49 or lower I will buy at the open.  Basically looking for a 

bargain price on another gap down. 

 

 

Current Open Trade Ideas 

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

IJR 8/9/2010 $57.50 $54.37 -5.44% System 90609

SPY(1/4) 8/11/2010 $109.30 $108.26 -0.95% Aggregator

SPY(1/4) 8/12/2010 $107.65 $108.26 0.57% Aggregator

KO 8/13/2010 $55.64 $55.88 0.43% system 11111
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