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Market Overview 
 

 
 

  
  

Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Flat 50% Long XIV Flat Long

 

 

Tonight’s Research Points 

 

 The bounce was strong enough over the last 2 days that much of the 

upside edge has been realized and the potential for further gains is 

reduced. 

 I examine Hindenburg Omens and POMO flows in the intermediate-term 

section. 

 

 

Short-term Outlook  

The Bottom Line  

The bounce has been good enough that is has brought the market back to a short-term 

neutral state.  It is unclear to me whether the market will continue higher or whether 

another leg down is about to ensue.  I’m getting fairly flat and waiting for the next 

favorable opportunity to put capital back to work. 

. 
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Summary of Recent Active Studies (see Letters from listed dates for details) 

Study  Date Description T im e span Bias Avg Max Move

Active

June 7 , 2013 20-low reversal > 200 1-6 day s Bullish 2.40%

June 6, 2013 20 low > 200 1-7  day s Bullish 2.35%

June 6, 2013 McOsc % Rank Sum < 5 last 4 day s 1-4 day s Bullish 2.30%

June 6, 2013 Unfill Gap Dn, Poor Close, Over 200 1-8 day s Bullish 2.90%

June 4, 2013 SPX dn 1 .5% then up w/ poor breadth 1-2 day s Bullish 1.90%

June 3, 2013 Big drop on Friday 1-6 day s Bullish 2.70%

Active - Long Term

June 4, 2013 Hindenburg Omen cluster 1-50 day s Bearish -8.60%

May  23, 2013 3-hi. 3-low. 3-low close. Close > 200. 1-15 day s Bullish 4.10%

May  9, 2013 Breadth Confirms Rally  (Study  of Tops) int term Bullish

May  6, 2013 Nasdaq leading SPX int term Bullish

April 29, 2013 Sell in May  unless Jan-April strong 1-6 months Bullish 6.80%

April 29, 2013 6 months higher in a row 1-10 months Bullish 14.30%

September 17 , 2012 QE3 int term Bullish

February  1 , 2012 Golden Cross int term Bullish

Dropped Tonight  

June 6, 2013 TICK Tom oscillator low extrem e 1-3 days Bullish  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

 

The Evidence 

Thursday’s bounce carried into Friday with some help from a bullish reaction to the 

employment report.  The SPX and the Nasdaq each rose 1.3%, and the Russell 2000 

rallied 0.8%.  Breadth was strongly positive as the NYSE Up Issues % was 69% and the 

Up Volume % was 74%. Total NYSE volume came in at the lightest level of the week. 

 

After being strongly oversold the market has bounced back quite nicely the last 1½  days.  

The effect has basically been to work off the oversold condition and leave several indices 

just a little above their 10-day moving averages.  In other words, it has been a quick trip 

from near-panic to fairly neutral.  Had the reversal not been so strong then the current 

upside potential would be a little better.  But since the move was so good (and I’m not 

complaining), it took out much of the upside edge.  I demonstrated this a little in the 

2/28/11 subscriber letter.   

 

There I looked at patterns similar to the current one where SPY made a 10-day intraday 

low yesterday and then posted an unfilled gap up today along with a close above the open 

(and above the 200ma).  I broke it down by instances that closed above the 10ma versus 

instances that closed below it.  I have updated those tables below. 
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So the current situation falls into the 2
nd

 category.  Wins & losses are basically breakeven 

but the losses were a bit bigger.  I don’t view this as a bearish edge, but I think it 

demonstrates my point fairly well.  Had we not bounced so much, we would have a better 

chance of seeing more follow-though.  As is, it appears some caution and some profit-

taking is warranted. 

 

I have updated the AggregatorH chart below.    

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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The studies still on the Active List have the green Aggregator Line well above 0.  

Positive readings mean net expectations from the Active List are for upside over the next 

few days. Meanwhile the strong rally on Friday caused the black Differential Line to drop 

down to barely below 0.  The negative Differential Line reading means the SPX is 

slightly overbought versus recent expectations.  So expectations are positive but the SPX 

is already overbought. This is considered a neutral configuration. Neutral configurations 

are visible on the chart whenever both lines close on opposite sides of 0.  This caused the 

Aggregator system to turn flat at the close.   

 

Based on the current studies, expectations are slated to remain positive on Monday.  Of 

course this could change if solid bearish evidence emerges.  The Differential Pivot will 

be 1,620.13 on Monday.  This is 1.4% below Friday’s close.  So SPX would need to close 

down at least this much in order to move from overbought to oversold on Monday. 

 

I exited a good portion of my long positions near the close on Friday.  I will look to exit 

the rest of my index position on Monday.  This will just leave me with some Catapult 

System exposure.  I don’t see a good reason to press my luck here.  I would instead prefer 

to step aside.  The recent drop was fairly sharp.  I will now be on the lookout for clues to 

whether the short-term is likely to continue higher or whether another leg down will 
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emerge.  But we are now at a place where the edge is not completely clear, and so I’ll 

pocket some gains and get neutral until the next compelling edge emerges. 

 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 6/10 – somewhat bullish 

If someone told you Thursday at noon that the week was going to finish positive, you 

may have thought them nuts.  It sure didn’t feel positive at that point.  But it didn’t take 

long to change the look of the weekly chart.  And the SPX ended up in the green.  From 

an intermediate-term studies standpoint there was just one added to the Active List. 

 

It was a well-publicized intermediate-term signal that triggered a few times this week - 

the Hindenburg Omen.  The Hindenburg Omen was created by Jim Miekka in 1995.  It 

looks to identify times when there is a split market developing, which could signal 

trouble ahead.  Monday and Tuesday we saw Hindenburg Omen signals.  These marked 

the 3
rd

 and 4
th

 signals (under the less strict rules) that we have seen in the last 2 weeks. 

 

Below are the rules for a Hindenburg Omen signal. 

1. The daily number of NYSE new 52 week highs and the daily number of new 52 

week lows are both greater than or equal to 2.8 percent (typically, 84) of the sum 

of NYSE issues that advance or decline that day (typically, around 3000). The 

original version of the indicator used 2.2%.  When I originally researched the 

Hindenburg Omens a few years ago, 2.2% was the number I used, and it is the 

number I again use in the studies below.  (Two side notes: 1) If I use 2.8% rather 

than 2.2% there have only been 4 instances since 1980 where there has been a 

cluster of 3 or more triggers.  They all saw lower prices ahead, but this does not 

give us a sample size that is even remotely workable. 2) Over time I have also 

seen published different places levels of 2.4% and 2.5%, so there is often some 

confusion over this requirement.) 

2. The NYSE index is greater in value than it was 50 trading days ago. Originally, 

this was expressed as a rising 10 week moving average, but the new rule is more 

relevant to the daily data used to look at new highs and lows. 

3. The McClellan Oscillator is negative on the same day. 

4. New 52 week highs cannot be more than twice the new 52 week lows (though 

new 52 week lows may be more than double new highs). 

 

It is generally viewed that a single Hindenburg Omen signal is not a reliable indication of 

a market top, but that numerous signals provide a more reliable indication of danger.  

This is something I explored in the past and updated this week.  So let’s look at some 

numbers.  This first table shows results of entering the market when the 1
st
 signal 

triggers. 

http://en.wikipedia.org/wiki/NYSE
http://en.wikipedia.org/wiki/NYSE
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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, which is a common time-period that 

Hindenburg watchers look for.   
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Some of these numbers look a little worse, but you’d probably need to squint to notice.  I 

next 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 would also note that 6 of the 10 instances looking out 50-days saw 

drawdowns of at least 5%. 
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With the 4
th

 trigger occurring on Tuesday I decided to look at other times that we have 

had 4 signals occur.   

 

 

 

There are only 7 instances when looking out 35-75 days, but with all of them being down 

35 days later these results warrant closer investigation.  Below are the individual 

instances. 
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The numbers here are certainly impressive, with every instance being down 3%-plus 35 

days later.  And the avg drawdown is nearly 3x the avg run-up.   

 

In all, there just is not enough data for me to make a strong statement about the 

Hindenburg Omen.  But when there have been at least 4 signals in the past, market 

difficulty has commonly occurred.  My take is that the 4-cluster Hindenburg Omen we 

recently saw is a possible warning sign.  I think results are strong enough to give it some 

consideration and I have included it on the intermediate-term active list. 

 

This is the 1
st
 time we have seen a sizable cluster of Hindenburg triggers since 2007.  

Subscribers that wish to study Hindenburgs more on their own may download the 

Tradestation strategy code from the member downloads page.  

 

http://www.quantifiableedges.com/members/memdownloads.php 

 

I would also note that Tom McClellan wrote an interesting piece on the history of the 

indicator a while back.  You may find a link to that write-up below. 

 

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

en_signaled_but_also_not/ 

 

 

http://www.quantifiableedges.com/members/memdownloads.php
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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I update the intermediate-term POMO/QE chart each week.  For those not familiar, below 

is a brief description. 

 

POMO stands for Permanent Open Market Operations and it is how the Fed has gone 

into the open market to buy securities over the last several years.  The net effect of this 

buying is an influx of cash into the system.  It appears a portion of that cash makes its 

way to the stock market and works as a bullish influence.  A “POMO Day” is simply a 

day where these operations take place. The chart below shows a couple of indicators.  

The top pane is the S&P 500.  The middle (purple) pane is the net rolling number of days 

in the last 20 that have been POMO days.  In other words, a day the Fed buys on the 

market will add +1 while a day of selling will count as -1.  The bottom pane is the total 

amount of money infused into (or taken out of) the system over the previous 20 days.  

Since the Sept 13, 2012 QE3 announcement the POMO numbers are also adjusted to 

reflected the Fed’s new approach of buying AMBS securities.  Therefore, prior to that 

date the indicators just look at POMO, since that date it is a combination of POMO and 

AMBS flows. 

 

 
 

The POMO/AMBS volume indicator remains in its 2013 range.  The days indicator is 

still maxed out at 20, which was a rarity during past QE implementations, but has been 

the norm so far this year.  We estimate net inflows this past week to have been about $20  
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billion, which is pretty good sized week.  In the past, inflows of this magnitude have 

typically been bullish looking out over the next several days. 

 

This upcoming week is expected to be the smallest of June, with scheduled flows of 

about $18billion.  Though lower than other weeks this month, that is still an amount that 

has typically kept the liquidity environment positive in the past.    

 

Many more bullish studies are active than bearish, but we got our first bearish warning 

sign in the form of the cluster of Hindenburg Omen signals.  Meanwhile momentum, 

breadth, and liquidity all favor the upside.  I scaled back my outlook just slightly, going 

from “Bullish” to “Somewhat Bullish” this week.  From a trading standpoint that still 

means I will be favoring longs and being extra selective about any shorts. 

 

 

Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

Open Catapult Triggers 

EXC – buy 1/3 @ $31.65 LIMIT(bought @ $31.65) 

EXC – buy 1/3 @ $31.50 LIMIT (bought @ $31.50) 

EXC – buy 1/3 @ $31.34 LIMIT (bought @ $31.34) 

 

Catapult for ETF’s Trades 

None 

 

Broad Market Large Cap CBI – 3(EXC-3) 

 

 

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. 

 

 

 

 

 

 

 

 

http://www.quantifiableedges.com/videos/QE20100621.html
http://www.quantifiableedges.com/members/systems.php
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Current Open Trade Ideas 

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

SPY(1/4) 5/23/2013 $165.45 $164.80 -0.39% sell @ $164.50 limit

SO (1/3) 5/29/2013 $44.67 $44.56 -0.25% sold on open

SO (1/3) 5/30/2013 $44.26 $44.56 0.68% sold on open

EXC(1/3) 5/30/2013 $31.65 $31.35 -0.95% sell on close>= $31.65

EXC(1/3) 5/31/2013 $31.50 $31.35 -0.48% sell on close>= $31.65

EXC(1/3) 6/3/2013 $31.34 $31.35 0.03% sell on close>= $31.65

SPY(1/4) 6/3/2013 $163.65 $164.80 0.70% sold on close

AVP(1/3) 6/6/2013 $22.61 $23.69 4.78% sold on close

LMT(1/3) 6/6/2013 $103.59 $107.36 3.64% sold on close

SPY(1/4) 6/6/2013 $161.20 $164.80 2.23% sold on close

 
 

I put a limit of $164.50 on the last SPY lot in case of a gap down.  If it gaps below there I 

will give it a little time to bounce up.  If it does not trigger an exit in the first 30 minutes 

or so I will likely send out an intraday email placing a stop below the low of the day. 
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