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Market Overview 
 

 
 

  
Signals Overview 

Aggregator Aggressive VIX Conservative VIX NDX Trend Timer

Short 100% Long VXX 100% Long VXX Long

 

Tonight’s Research Points 

 When the SPY has closed positive but well off its high that has often been 

followed by upside over the next few days. 

 The VXO is now stretched to the point where the SPX will tend to struggle. 

 The very low volume on the move up today is also somewhat concerning, 

especially considering the markets current position. 

 

Short-term Outlook  

The Bottom Line 

The market is still marginally overbought and expectations are still for lower prices.  That 

could all change tomorrow but for the time being I’m still looking for a pullback. 

 



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

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

Study  Date Description T im e span Bias Avg Max Move

Active

August 18, 2011 VXO 15% below 10ma 1-3 day s Bearish -3.50%

August 18, 2011 SPX up on lowest volume in 10 day s 1-2 day s Bearish -1.80%

August 18, 2011 SPY  closes up but 1% below high. C<200 1-2 day s Bullish 2.40%

August 16, 2011 90% Up Vol on 3rd day  higher 1-7  day s Bullish

August 16, 2011 SPY  up 3. Vol down 3 day s. 1-3 day s Bearish

Active - Long Term

August 16, 2011 90% Up Vol on 3rd day  higher 1-14 day s Bullish

August 16, 2011 SPY  up 3. Vol down 3 day s. 1-20 day s Bearish

August 8, 2011 SPX Down 9 of 10 day s and > 7 .5% 1-20 day s Bullish 13.30%

July  22, 2011 Up Issue% > 7 5% 2 of 3. Close 10 high. 1-20 day s Bullish 5.50%

July  5, 2011 QE2 Over int term Bearish

March 22, 2011 3 Day s Up Issues % > 7 0% 8 months Bullish 19.00%

October 25, 2010 SPX Golden Cross int term Bullish

Dropped Tonight  

August 16, 2011 VXO drops 15%-20% 1-2 day s Bearish  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

The Evidence 

After gapping higher and making a strong push up in the morning the market reversed 

and traded lower in the afternoon.  It rebounded some near the end of the day and the 

indices finished mixed.  The SPX closed up 0.1%, the Nasdaq was down 0.5%, and the 

Russell 2000 lost 0.1%.  Breadth came in positive as both the NYSE Up Issues % and Up 

Volume % registered 59%.  Total NYSE volume came in at the lowest level so far this 

month. 

 

The fact that the SPY managed to close positively but so far off the highs of the day has 

typically been a good thing going forward.  Perhaps this is because having already probed 

higher levels there is little resistance until you get back up there.  In any case the study 

below was last seen in the 7/7/10 subscriber letter.  I have updated all the stats. 
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Based on the stats table this pattern appears to suggest a solid upside edge over the next 

couple of days.  Below I have produced an equity curve to see how the edge has played 

out over time. 

 

 

 

The edge seemed to take a break in the middle of the chart (which was between mid-2001 

and mid-2008) but it now appears to be back on track.  I find the recent action 

encouraging and have included this study on the Active List. 

 

But indications from today’s action weren’t all bullish.  One potential problem indicator 

for the bulls is the VXO.  It’s been dropping fast and closed the day 18.5% below its 

10ma.  Such rapid down moves often see a quick reversion, and that reversion to the 

upside in the VXO normally means a move down in the SPX.  The study below is from 

the 9/7/10 subscriber letter.  Stats are updated. 
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As you can see the odds seem to strongly favor the bear case over the next 1-5 days.  The 

downside edge seems to generally peak around day 3.  When I looked at this study in 

more detail tonight I found that prior to 2002 the edge was somewhat minimal.  Since 

then there has been a strong acceleration in downside consequences.  So below I re-ran 

the results to show only the period from 2002 – present. 

 

 

 

As you can see losers have swamped winners over the last 10 years, and they’ve also 

been stronger than the winners.  This skews risk/reward strongly in favor of the bears.  

The table below shows all 18 instances and assumes a 3-day exit strategy. 
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I see nothing here that would cause me concern about the validity of the downside edge.  

One last thing I decided to do was isolate moves where the downside VXO stretch 

finished between 15%-20% from the 10ma.  This eliminated any exceptionally strong 

stretches, of which there were only 4 during this time period.  The results of this test can 

be seen below. 
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So this last filter eliminated 4 winners, but it still didn’t raise any concerns about the 

current configuration.  I’ve decided to include this study on the Active List as well. 

 

Lastly, there was one Quantifinder study that suggested the very low volume on 

Wednesday could present a problem over the next few days.  The study below was last 

seen in the 2/2/10 subscriber letter.  I have also updated this one. 

 

 

 

Based on this it appears very-light volume up days will often reverse over the next few 

sessions.  The sample size is very large and the study does not take into account current 

market conditions.  Therefore, I decided to add a few simple filters that considered where 

the market was trading in relation to short and long-term moving averages.  The results of 

this new test are below. 
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It appears that under circumstances similar to present market conditions the downside 

edge is elevated beyond what we saw with just a low-volume up day.  The equity curve 

below assumes a 2-day holding period. 

 

 

 

It isn’t the smoothest equity curve I’ve ever produced but it still seems worthy of 

inclusion on the Active List.  So the Aggregator will be considering 2 new bearish studies 

(based on sentiment and volume) and one new bullish study (based on price action). 
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I have updated the AggregatorH chart below.  

 

 
 

 

With tonight’s mix of studies factored in the green Aggregator line remained moderately 

negative tonight.  Levels below 0 mean net expectations from the Active List are for 

downside over the next few days.  Meanwhile, the Differential Line also stayed a little 

below 0.  A negative Differential reading means the SPX has outperformed expectations 

over the last few days. So net expectations are negative and the SPX is modestly 

overbought versus recent expectations.  Historically this combination has suggested a 

downside edge. Bearish configurations can be seen on the Aggregator chart whenever 

both lines are below 0.  Due to this the Aggregator System remained short at the close.  

 

 

Based on the current studies the green Aggregator line is set up to finish slightly negative 

again on Thursday.  Of course this could change if new bullish evidence emerges.  

Meanwhile, the Differential Pivot is will be 1,197.59.  This is about 0.3% above 

Wednesday’s close.  In other words, if the SPX trades flat tomorrow the Differential Line 

will rise from negative to positive.  It will take a move higher of at least 0.3% to prevent 

this from happening. 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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When a flat close will flip the Differential Line I sometimes refer to that as an “inverted 

pivot”.  It requires some extra consideration when you are in a trade.  I failed to get any 

exposure on this particular short signal, but if I had some I would be looking to take 

profits tomorrow.  Knowing that the market would need to rise 0.3% in order to keep my 

Aggregator short trigger active I would consider trailing a stop lower on my short 

position if the market sold off intraday.  This would allow me to lock in profits in case 

the market reverses.  And if it reverses so much that it closes above the Differential Pivot 

then I would have the option of re-entering at a better price near the close.  Of course 

since the subscriber letter doesn’t hold a short position currently that is moot except for 

those of you who took a more aggressive approach and may have entered short ahead of 

me. 

 

The systems triggered spreadsheet has been a barren wasteland the past 2-3 days.  It 

appears most stocks are taking some time to set up in regular patterns again after the 

massive selloff over the past few weeks.  With nothing looking very appealing to me at 

the moment I am not looking to put additional capital to work. 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 8/15 – neutral 

The trend is obviously down at this point.  Some readings were reached this past week 

that were so extreme that they suggested a long-term bottom could be in place.  Still, the 

market has yet to provide any confirmation of that beyond a few up days.  To me it 

appears dangerous to bet big on either side at the moment. 

 

 

I’ve been updating the POMO chart most weekends in the letter.  For those who may not 

recall below is a brief refresher on POMO.  Beneath that I have updated our POMO 

indicator chart. 

 

POMO stands for Permanent Open Market Operations and it is how the Fed goes into 

the open market to buy securities.  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 POMO indicators).  The top pane is the S&P 

500.  The middle pane is the rolling number of days in the last 20 that have been POMO 

days.  The bottom pane is the total amount of money infused into the system over the 

previous 20 days.  Information on acquiring the data and constructing the chart can be 

found in the January 3
rd

 POMO presentation linked below.  (Not available for trial 

users.) 
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http://www.quantifiableedges.com/members/pomo.php 

 

 
 

POMO indicators dipped a little more this past week.  In the past when POMO stimulus 

ended – it ended.  This time the end of QE2 marked a period of substantially less 

stimulus, rather than none.  This made it tricky in determining whether the end of QE2 

would completely pull the rug out from under the market.  At this point it appears it has.  

The new operations schedule was released by the Fed on Wednesday and it is calling for 

about the same level of stimulus as we saw this past month.  While there IS still liquidity 

pumping going on, it appears the reduced level is akin to providing a heroin addict a 

couple of aspirin to try and get high.  The link below shows the new schedule.   

 

http://www.newyorkfed.org/markets/tot_operation_schedule.html 

 

If you click it you will notice there is a tab on the page where you can see “All 

Schedules” rather than just the “Current Schedule”.  Clicking that tab you will see that 

the monthly estimate of POMO activity for last month and this month is about $14 

billion.  During QE2 the level was normally around $100 billion/month.  So is the market 

capable of mounting a serious new bull move with the modest amount of stimulus 

currently being provided?  So far I have seen no evidence of that. 

 

 

 

http://www.quantifiableedges.com/members/pomo.php
http://www.newyorkfed.org/markets/tot_operation_schedule.html
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Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

Open Catapult Triggers 

ALL – 1/3 @ $24.57 

 

Catapult for ETF’s Trades 

None. 

 

Broad Market Large Cap CBI – 1 (ALL) 

 

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. 
 

Current Open Trade Ideas 

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

ALL(1/3) 8/9/2011 $24.57 $25.48 3.70% Catapult

 

Should ALL come close to an exit trigger tomorrow I will send out an intraday email. 
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