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Market Overview 
 
 
 

  
Tonight’s Research Points 

 VIX up SPX up again Thursday, but no strong edge in this case. 

 3/10 Offset HV is extremely low again, so the big move watch is back on. 

 The Aggregator System is flat. 

 The NDX Aggressive Trend Timer is flat. 

 

Short-term Outlook  

The Bottom Line 

Still no overwhelming directional edge.  I’m flat and awaiting the next suitable 

opportunity. 

 

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

October 28, 2010 Unfilled gap dn from 50-day  high 1-2 days Bearish

October 28, 2010 1st Day  Down After 5 up. Close > 200ma 1-9 days Bullish 2.10%

October 27 , 2010 SPX up. VIX up. Again. 1-3 days Bearish

Active - Long Term

October 25, 2010 SPX Golden Cross int term Bullish

October 20, 2010 20-high to 5 -low after persistent rise 1-12 days Bullish

October 18, 2010 SPX up. Issue% and Vol% very  low int term Bearish

September 21, 2010 50-high breakout on 90% Up Vol 1-25 days Bullish

September 20, 2010 Nas/SPX RS favors Nasdaq int term Bullish

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

Dropped Tonight  

October 26, 2010 Unfilled gap up with poor close. 1-3 days Bullish  
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 

Thursday was another mixed/nothing day for the market.  The SPX closed up 0.1% and 

the Nasdaq rose 0.2% but the Russell 2000 lost 0.5%.  Breadth was also mixed as the 

NYSE Up Issues % came in at 51% while the Up Volume % was 48%.  Total volume 

declined from Wednesday’s level. 

 

Sideways consolidations don’t often suggest substantial directional edges, and that is an 

issue we’re dealing with at the moment.  The studies that appeared in the Quantifinder 

today were all neutral.  There were two notable themes though that I’ll discuss briefly.  

The notables were that once again the VIX rose along with the SPX, and the 3/10 Offset 

HV is again very low.   

 

As I’ve discussed numerous times, a very low 3/10 Offset HV is often followed by a 

strong move.  We’ve seen several low readings in a row now without any of them 

resulting in an explosive move the next day.  I decided to run a test tonight to look at 

other times SPX’s 3/10 Offset HV closed below 0.3 for 4 days in a row.  I also filtered 

using the short and long-term trend.  Results are below. 

 

 

 

These results would seem to suggest an upside edge.  But I also looked deeper.  Below is 

a listing of all 20 instances going back to 1960. 

 

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
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What I find most notable are the dates of the occurrences.  As you can see most of the 

instances took place in the 60s and 70s.  Also, this is the 1
st
 instance in over 14 years.  

Personally, I’m not terribly comfortable using a study whose results are primarily 
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achieved during the 60s and 70s and with no instances since ’96.  Therefore I’m 

excluding it from the Active Studies list. 

 

I have looked at some other studies earlier this week that examined times the VIX and 

SPX both closed higher on the same day.  In looking at the current situation, this action 

does not appear to provide a substantial edge.  I showed several tests in some detail about 

a year ago in the 11/12/09 Subscriber Letter.  I shall review those results below (studies 

not updated).  In all cases I simply looked at midweek occurrences since they were 

unaffected by weekend VIX tendencies.  First, I’ll show VIX up & SPX up when the 

market is below the 200ma. 

 

 

 

This obviously seems to suggest a downside edge. 

 

Now let’s look at occurrences above the 200ma. 
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Here there doesn’t seem to be an obvious edge.  But I also broke it down by times the 

SPX was hitting a new 50-day high versus times it wasn’t.  First I’ll show times it was 

hitting a 50-day high. 

 

 

 

This does appear to suggest a downside edge.  Now times like now where the market is in 

an uptrend but is not hitting a new high. 

 

 

 

This is the kind of situation the market is currently dealing with.  So while this is all 

interesting to me, it isn’t terribly predictive today. 

 

 I have updated the AggregatorH chart below.  

  

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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The green Aggregator line tonight remains above zero.  The positive value indicates the 

net expectation from the Active Studies over the next few days is for a move up. 

Meanwhile the black Differential line remained just below 0. This means the SPX has 

outperformed expectations over the last few days.  So we have positive expectations but a 

market that is already overbought.  This is considered a neutral configuration.  This 

occurs whenever both lines are on opposite sides of 0.  Due to this the Aggregator System 

remained flat.  

 

The green Aggregator line is set up to remain positive tomorrow.  Of course that could 

change if bearish evidence emerges. Meanwhile, the Differential Pivot will be 1,185.11. 

Any close at or below this level would move the black Differential line back into positive 

territory.  This means the SPX will need to rise about 1.5 points to avoid becoming 

oversold versus expectations. 

 

The outlook remains neutral.  Once again I’ll be keeping alert for an ORB trading 

opportunity on Friday.  It is worth noting that even if the market does next to nothing 

again tomorrow, we will be seeing some seasonally positive studies appear soon.  Next 

week we will have both the beginning of the month and a Fed Day.  I’ll be discussing 

edges associated with these events in the next few days. 
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Intermediate-term Outlook (2 weeks – 2 months)– updated 10/25 – bullish 

Friday saw the SPX make a golden cross.  A golden cross occurs when the 50ma crosses 

over the 200ma.  Having the 50ma above the 200ma is commonly considered a bullish 

market condition – and generally it is.  Much had been written about golden crosses over 

the past few years.  Two blogs that have covered it nicely are MarketSci and 

Wooshedder’s blog.  Below are some links for anyone that would like to check out their 

research: 

 

http://marketsci.wordpress.com/2010/07/15/roundup-trading-the-golden-cross-2/ 

 

http://ibankcoin.com/woodshedderblog/2009/06/10/spx-golden-cross-coming-soon/ 

 

I don’t think the setup is worth spending an inordinate amount of time on – especially 

when so many others have done so as well.  I didn’t notice the trades listed anywhere else 

do I decided I would do that for anyone interested. 

 

http://marketsci.wordpress.com/2010/07/15/roundup-trading-the-golden-cross-2/
http://ibankcoin.com/woodshedderblog/2009/06/10/spx-golden-cross-coming-soon/
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A few things really stand out here.  First, the winning percentage is terrific with 22 

winners and only 4 losers.  Also with the winners substantially larger than the losers 

risk/reward is very good.  The profit factor on these trades is about 18.  Just as notable is 

the fact that the golden cross has done exceptionally well over the last 10 years while the 

market has struggled.  In fact there has not been a losing trade since 1990. 

 

In addition to the golden cross, the Nasdaq continues to lead, momentum continues to 

favor the bulls, and the move up has been persistent the last few weeks.  Until the market 

begins to falter and more bearish evidence emerges I’ll continue to give the uptrend the 

benefit of the doubt. 

 

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. 

 

None tonight.  This dull market won’t last forever.  No sense taking chances on marginal 

opportunities. 

 

Current Open Trade Ideas 

none 
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