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Market Overview 
 
 
 

  
Tonight’s Research Points 

 Weak volume just after Labor Day has been rare but bearish. 

 Very low SPY volume while trading > 10ma suggests a downside edge. 

 Unfilled gap up followed by unfilled gap down in SPY < 200ma has had bearish 

implications in the past. 

 The 1%+ selloff on weak breadth has been a good predictor of upside over the last 

several years. 

 The Aggregator System remained short. 

 The NDX Aggressive Trend Timer remained long. 

 

Short-term Outlook  

The Bottom Line 

Despite the selloff Tuesday more short-term bearish evidence appeared.  It looks like this 

selloff may have a little further to go. 
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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

September 8, 2010 SPX dn 1%. Decliners double advancers 1-9 day s Bullish 3.65%

September 8, 2010 SPY  vol 20-day  low while close > 10ma 1-5 day s Bearish -2.10%

September 8, 2010 Unfilled gap up + unfilled gap dn<200 1-4 day s Bearish -3.60%

September 7 , 2010 3 Unfilled Up Gaps in SPY 1-3 day s Bearish -1.40%

September 7 , 2010 VXO < 15% below 10ma 1-5 day s Bearish -3.80%

September 7 , 2010 SPX up 3 day s, NY SE Up Vol % > 90% 1-7  day s Bullish 2.90%

September 3, 2010 Up 0.7 5% on lower vol 2 day s < 200ma 1-5 day s Bearish -3.90%

September 2, 2010 1st day  of month up 2.5% 1-6 day s Bearish -3.35%

September 2, 2010 10-high, strong breadth, low vol, <200 1-7  day s Bearish -2.40%

September 2, 2010 SPY  gap up, trend up, < 200 1-5 day s Bearish -4.00%

Active - Long Term

September 1 , 2010 Tues after Labor Day  lowest volume 5 1  month Bearish

September 2, 2010 2 90% Up Vol day s in 1  week 1-20 day s Bullish

September 1 , 2010 August down > 4% 1 month Bearish

August 30, 2010 AAII Survery  very  bearish 1-30 day s Bullish

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  7 , 2010 McClellan Oscillator Bottom Divergence int term Bullish

Dropped Tonight  

September 3, 2010 Up 3, low range, no 50-low, < 200ma 1-2 day s Bearish -1.80%  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active 

 

 

The Evidence 

The market got off to a bad start on Tuesday and never recovered.  It finished near its 

lows for the day.  Damage for the SPX was 1.2% while the Nasdaq lost 1.1% and the 

Russell 2000 dropped 2.2%.  Breadth was weak as the NYSE Up Issues % came in at 

26% and the Up Volume % was 15%.  Total NYSE volume was the lowest of the last 5 

days. 

 

In a post last year I discussed how low volume on the Tuesday after Labor Day was often 

a bad sign.  I looked at what happened when 1) volume came in lower than the Friday 

before Labor Day, and 2) when volume failed to hit the highest level in at least 5 days.  

Tuesday not only did volume fail to hit the highest level in 5 days, it actually came in at 

the lowest level of the last 5 days.  Since 1970 this has only happened 7 other times.  As 

you’ll see below, it hasn’t been a good sign going forward. 

http://quantifiableedges.blogspot.com/
http://quantifiableedges.blogspot.com/2008/09/what-if-volume-doesnt-return.html
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Instances are low, and the 1
st
 week has been a bit of a tossup.  But when traders fail to 

show interest after many summer vacations traditionally end, then a move down has 

always followed.   

 

Below are more details on the 7 instances using a 20-day exit: 
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I don’t feel with the low number of instances and the slow 1
st
 week this is worth adding 

to the Aggregator.  I do feel in conjunction with the “August down greater than 4%” 

study from last week it is worth considering.  We could be getting some warning signs of 

a September swoon.  I have added it to the long-term active list. 

 

Another volume-related study with bearish implications was last updated in the 2/23/10 

Subscriber Letter.  This one looked at SPY volume and I have updated it below. 
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I also looked at more recent performance of this study tonight.  Even focusing on just the 

period from the March 2009 bottom though the present this one has managed to suggest a 

downside edge over the 1-5 day period. 

 

The Quantifinder today also showed a study that suggested when the SPY is below the 

200ma and it experiences a strong “gap up & go” day followed by a “gap down & crap” 

day, that there is typically more short-term selling.  Below I have copied that results table 

from the 5/5/10 Subscriber Letter.  (Results are the same since it didn’t trigger then and 

this is the first instance since.) 

 

 

 

Results here are strongly negative over the next 1-4 days.  I also decided tonight to show 

the 14 instances and the stats associated with a 4-day holding period. 
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The last time this pattern resulted in a 4-day gain was 2002. 

 

Another Quantifinder study, but with bullish implications, appeared tonight as well.  This 

one was last updated in the 5/19/10 Subscriber Letter.  I have updated it again tonight. 
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This study is fairly common but it has worked well in both up a down markets and the 

effectiveness has not waned. 

 

I have updated the AggregatorH chart below.  

  

 
 

 

Despite the selloff Tuesday more bearish evidence emerged and the green Aggregator 

line remains strongly below zero. The negative value indicates the net expectation from 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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the Active Studies over the next few days is for downside. Meanwhile the black 

Differential line is still well below 0.  This means the SPX has outperformed expectations 

over the last few days.  So we have negative expectations and a market that is overbought 

versus recent expectations.  Historically, this has provided a downside edge.  The 

condition is represented by both lines closing below 0.  Due to this the Aggregator 

System remained short.  

 

Currently the green Aggregator line is set up to remain negative tomorrow.  It would be 

difficult for enough bullish studies to appear tomorrow to change this.  Meanwhile the 

Differential pivot will be 1,086.27 tomorrow.  It would take an SPX close at or below this 

level to flip the black Differential line positive.  That’s about a 0.5% drop from 

Tuesday’s close. 

 

I’m holding on to my shorts but not looking to add at this point.  I may start scaling out 

tomorrow if the market continues to head south. 

 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 9/7 – slightly bullish 

There’s quite a bit active right now on the intermediate-term active studies list.  There is 

pull from both sides and I’m not seeing overwhelming evidence in either direction.   

 

The most compelling studies for the bears are the Hindenburg Omen from the August 

16
th
 letter and the September seasonality study.  There is also the study that noted the 

weak performance after the Follow Through Day in July.  That is still on the board 

because by the study’s definition the FTD has neither succeeded nor failed at this point.  

Still, I’m not sure the trading action from that week is having a great influence on current 

action so I’m discounting that one heavily at this point. 

 

The bulls have see some studies (including the 1
st
 one tonight) that have suggested strong 

A/D Breadth and/or A/D Volume Breadth are paving the way for further upside.  

Additionally, the AAII Investor Sentiment Survey study is also suggesting an 

intermediate-term upside edge. 

 

So we have a bit of push and pull going on here.  Overall I’m leaning towards the bullish 

side.  I think we’ve seen enough evidence of buying interest that the April highs are more 

likely to be broken over the next few months than the July lows are.  I’m inclined to play 

the long side slightly more aggressive than the short side at this point. 

 

 

 

 

http://quantifiableedges.blogspot.com/2010/09/how-september-has-performed-after.html
http://quantifiableedges.blogspot.com/2010/08/aaii-investors-survey-reaching-extreme.html
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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 

 

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. 

 

 

No new trade entry ideas tonight. 

 

 

Current Open Trade Ideas 

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

SPY(1/4)(s) 9/2/2010 $109.47 $109.64 -0.16% Aggregator

SPY(1/4)(s) 9/3/2010 $110.54 $109.64 0.81% Aggregator

SPY(1/4)(s) 9/3/2010 $110.54 $109.64 0.81% Aggregator

 

Since most gaps have a tendency to fill and we haven’t seen one do so in 4 days, if the 

market gaps down below the Differential pivot I will cover 1 SPY lot on the open.  If not 

filled on the open I will cancel the order. 

 

Should the SPX close at or below the Differential pivot of 1,086.27 I will exit all but 1 lot 

at the close. 

 

Should I determine market action warrants adjustments to these exit criteria tomorrow I 

will send out an intraday email. 
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