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Market Overview 
 
 
 

  
Tonight’s Research Points 

 The rally is exhibiting several characteristics that suggest it will pull back short-

term. 

 Inside days under the 200ma have led to a negative risk/reward. 

 The Aggregator System flipped from long to short. 

 The NDX Aggressive Trend Timer remained flat. 

 

Short-term Outlook  

The Bottom Line 

The studies tonight are suggesting this bounce may have run its course for the time being.  

I am looking to exit the longs and start building a short position. 
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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 19, 2010 3 up SPX < 200ma. No 50-low. Wk vol 1-3 day s Bearish -2.70%

August 19, 2010 Inside day  < 200ma 1-3 day s Bearish -1.70%

August 18, 2010 Unfilled gap up 0.5-1% under 200ma 1-2 day s Bearish -1.60%

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 SPX 3 lower closes & decline slowing 1-5 day s Bullish 2.20%

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

August 16, 2010 SPY  Inside day  lr3 < 200ma no low vol 1-3 day s Bearish -2.30%  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active 

 

The Evidence 

After trading back and forth within Tuesday’s range, the market closed moderately higher 

on Wednesday.  The SPX gained 0.2% while the Nasdaq and Russell 2k gained 0.3%.  

Breadth was positive as the NYSE Up Issues % came in at 57% and the Up Volume % 

was 63%.  Total volume pulled back a bit from Tuesday’s levels. 

 

The Quantifinder was filled with bearish studies today.  Several of them carried common 

themes.  These included the fact that the SPX had now risen 3 days in a row under the 

200ma.  We also saw studies that revealed 3 up days is more bearish when 1) at least one 

of the last 2 days sees a decrease in volume and 2) the rise is not coming from an 

extremely low level (50-day low).  With all of these triggering I decided to combine some 

filters and see how the market performed over the next few days.  Results are below. 

 

http://quantifiableedges.blogspot.com/


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

 

 

This suggests a sizable and consistent downside edge over the next few days. 

 

Another aspect of today’s trading with bearish implications is that it was an inside day.  

Inside days have had a negative risk/reward when they occur under the 200ma.  The last 

time I demonstrated this was in the 1/23/09 Subscriber Letter.  I have updated that study 

below.  

 

 

 

These numbers continue to suggest a downside edge – primarily due to the negatively 

skewed win/loss ratio. 

 

There were also a few studies that appeared that showed a positive SPX and a positive 

VIX was potentially bearish.  I decided not to take these into account tonight.  The VIX 

closes 15 minutes later than the SPX.  At 4pm the VIX was down on the day.  Between 4 
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and 4:15 (VIX closing time) the market tanked and the VIX spiked.  So while the setup 

qualified for these studies, the action wasn’t in the spirit of the study. 

 

I have updated the AggregatorH chart below.  

  

 
 

Tonight’s bearish studies proved enough to flip the green Aggregator line negative. The 

negative value indicates the net expectation from the Active Studies over the next few 

days is for downside. The black Differential line also dropped below 0.  The 3 up days in 

a row has allowed the SPX to slightly outperform expectations over the last few days.  

We therefore have negative expectations and a market that is just barely overbought 

versus recent expectations.  Both lines below 0 is considered a bearish configuration, 

though the edge somewhat mild.  Due to this the Aggregator System flipped from long to 

short at the close.  I noted this was likely to occur on the systems page shortly before the 

bell.  Traders who are interested may check this page each day a few minutes before the 

bell.  Alternately, you could set up a Twitter account and follow me at http://twitter/qerob 

Each day after updating the systems page I try and tweet a link to it. 

  

Currently the green Aggregator line is again set up to remain negative tomorrow.  This 

could change if some bullish studies emerge.  Meanwhile the Differential pivot will be 

1,088.61 tomorrow.  This means the SPX would need to close at or below this level in 

order to turn the black Differential line positive.   

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
http://twitter/qerob
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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.) 

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. 

 

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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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.   

 

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. 
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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. 

 

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).   
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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. 

 

SPY short ¼ index position @ $109.79 limit ON CLOSE (assuming Aggregator Systems 

page suggests Aggregator will remain short).  I’ll start scaling in to an index position 

tomorrow should the SPY close higher. 

 

Current Open Trade Ideas 

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

IJR 8/9/2010 $57.50 $55.55 -3.39% System 90609

SPY(1/4) 8/11/2010 $109.30 $109.78 0.44% sold on close - email update

SPY(1/4) 8/12/2010 $107.65 $109.78 1.98% sell @ $109.78

 

With the short signal in the Aggregator I’ll look to exit the rest of the long SPY.  If it 

gaps down at the open I’ll give it a chance to fill.  Should it appear unlikely to fill then I 

may place a stop under the early morning low.  

 

Personally I tried to get a little short exposure at the close on Wednesday thanks to the 

Aggregator short signal.  I got a bit too cute with my entry near the close and didn’t get 

filled.  I chased it lower for a few minutes and then let it go as it dropped way down 

within 5 minutes after the bell.  I find few things more frustrating than poor execution. 
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