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Market Overview 
 

 
 

  
Signals Overview 

Aggregator Aggressive VIX Conservative VIX NDX Trend Timer

Short 75% Long VXX 100% Short SPY Flat

 

Tonight’s Research Points 

 Extremely low volume at intermediate-term highs suggests a short-term pullback. 

 The low volume on a day where SPX gains > 1% is also short-term bearish. 

 SPX and the Dow 30 have both moved from a 50-day low to a 50-day high within 

2 weeks.  Past occurrences have led to bullish returns over the short and 

intermediate-term. 

 The breakout to a new 50-day high was accompanied by 1) lower volume and 2) 

an unfilled gap up in the SPY.  Both are short-term positives. 

 The VXO is still extremely stretched, suggesting a quick pullback is likely. 

 

 

Short-term Outlook  

The Bottom Line 

Evidence has gone from all short-term bearish the last couple of days to now being 

mixed.  The breakout to new highs appears bullish.  Still, the market is overdone, volume 

is not confirming, and the VXO remains incredibly stretched.  I believe we are due for a 

quick (and perhaps sharp) drop in the next few days which may be followed by a further 

rally.  I am currently 50% short and will be looking to cover that position if the market 

does dive as anticipated in the next day or so. 
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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

October 17 , 2011 SPX 20 high / up 1% on 20-low volume 1-2 days Bearish

October 17 , 2011 VXO > 20% below 10ma 1-2 days Bearish

October 17 , 2011 50-day  high breakout. Unfilled gap lo vol1-5 days Bullish 1.70%

October 13, 2011 3 up days. No 50-day  low. < 200ma. 1-3 days Bearish -2.90%

October 12, 2011 5 higher highs no 20-day  high 1-4 days Bearish -2.25%

Active - Long Term

October 17 , 2011 50-day  low to 50-day  high in 10 days 1-20 days Bullish

October 11 , 2011 2nd 90% up vol in a week 1-14 days Bullish

October 7 , 2011 90% Up Volume on 3rd day  up. 1-14 days Bullish

September 12, 2011 Nasdaq leading SPX int term Bullish

March 22, 2011 3 Days Up Issues % > 7 0% 8 months Bullish 19.00%  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

 

The Evidence 

Another strong day of price action for the market.  The SPX gained 1.7%, the Nasdaq 

rallied 1.8% and the Russell 2000 rose 2.0%.  Breadth was also very strong as the NYSE 

Up Issues % came in at 83% and the Up Volume % was 88%.  On the other hand, total 

NYSE volume was extremely light, registering the lowest day in over a month. 

 

This market is getting really interesting, and there was quite a bit to look at this weekend.  

We are seeing extremely low volume, a historically sharp and persistent move lower in 

the VXO, and now a breakout to new intermediate-term highs.  As you’ll see that is a mix 

of good and bad. 

 

Let’s first consider the volume.  One aspect of Friday’s rally that was notable was that it 

occurred on the lightest volume in over a month.  In the 2/15/11 Subscriber Letter I 

showed that when the SPX has made 20-day highs while the NYSE Volume comes in at 

the lowest level in 20 days, that will often be followed by a market pullback.  I have 

updated that study tonight. 

 

 
 



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

The stats here are squarely bearish.  You may find the profit curve for the 2-day exit 

strategy below. 

 

 
 

The last few instances have seen the curve move higher, but then downslope still seems 

to be intact. 

 

This next study is from the 5/13/08 blog.  It also looks at 20-day volume lows.  This 

study looks at them in conjunction with 1% daily gains.  Results are updated. 

 

 
 

Here again we see an apparent short-term downside edge.  I also ran an equity curve on 

this one. 
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Like the 1
st
 test we see the last couple of instances have not complied but at this point 

there still appears to be a downside edge. 

 

 

One of the most remarkable things about this recent rally is that the market has moved 

from a 50-day closing low to a 50-day closing high in under 2 weeks.  This is a rare 

occurrence.  Below is a study that shows how the SPX has performed following other 

such instances. 
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There have only been 5 occurrences but the stats are overwhelmingly bullish over the 

next month.  The profit maxes out on day 16 in the table above.  To getting a better feel 

for the instances I have listed them all below along with their 16-day stats. 

 

 
 

Five instances is too small to draw any solid conclusions or generate estimates from. 

These stats are incredibly lopsided, though so it may be worth consideration.  The 

average run-up of the 5 instances is over 10x the size of the average drawdown. 
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This setup also triggered in the Dow on Friday.  And since there were only 5 SPX 

instances dating back to the 50s I decided to also run the study on the Dow.  In this case I 

was able to use data going back to 1919. 

 

 
 

While not quite as pronounced as the SPX stats these certainly appear to be strongly 

bullish.  Below I have listed all the instances along with their 20-day returns. 
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There certainly seems to be an upside inclination that goes with this setup. 

 

The strong breadth we have seen over the last couple of weeks has caused the 10-day 

exponential moving average of the Up Issues % to rise to nearly 61.5%.  A move through 

61.5% after being below 40% within the last 2 weeks would trigger a Zweig Breadth 

Thrust.  This is a signal created by Martin Zweig.  Over the long haul it has been a rare 

but powerful signal.  It appeared near the close that the 61.5% threshold would be broken.  

It appears after the close that it just missed according to Tradestation’s data.  In any case, 

it could trigger on Monday even if it failed Friday.  And it came so close that I thought it 

would be worth taking a look at past signals.  I have listed all of the signals since 1970 

below. 
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Here again we see very strong moves higher over the next month with very limited 

downside. 

 

In addition to the sharp move from the low, and the possible Zweig Breadth signal, there 

were some other appealing aspects of the 50-day high breakout on Friday.  Before I get 

into them I should note that I consider it a breakout because it has been over 10 days 

since the SPX last made a 50-day high.  In the past I have found a basing period of at 

least this length to be reasonable and significant.  And while I discussed earlier that the 

extremely low volume was likely not a good thing, the fact that it was lower than 

yesterday when breaking out to a 50-day high has typically been bullish.  I last showed 

this in the 12/9/10 subscriber letter.  The studies below are all updated. 
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Here we see that there appears to be a strong upside inclination over the first week.  

Beyond that there isn’t much of an edge.   

 

To see how the 1-week edge has played out over time I have produced a profit curve 

below. 
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Profit curves don’t often get steadier and smoother than this one.  I also ran it using time 

instead of instances in the x-axis. 

 

 
 

This provides further illustration of the persistent upside edge. 
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For comparison, as I also did in that 12/9/10 letter, I ran the breakout stats when the 

breakout came on increased volume rather than lower volume.  Those are updated below. 

 

 
 

As you can see, higher volume breaks to new highs do not carry the same bullish 

implications.  These stats appear to be almost dead neutral. 

 

 

Another aspect of the breakout on Friday that would seem to favor the bulls over the 

short-term is that it came with an unfilled upside gap.  In the 4/27/11 subscriber letter I 

looked at the importance of an unfilled upside gap.  I have revisited that study below. 
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Results here are strong across the board.  Below is an equity curve using a 5-day holding 

period. 

 

 
 

The nice upslope on the equity curve confirms the bullish inclinations.   

 

Technicians will often use the term “breakaway gap”.  This suggests the gap occurs on 

the same day as a base breakout.  The idea is that the new high causes excitement and the 

gap leaves a good amount of people sidelined or stuck short.  When it doesn’t 

immediately fill, it leads these people to chase and helps to propel the market even 

higher. 

 

Now let’s look at instances where the 50-day high breakout was not accompanied by an 

unfilled gap.  Interestingly, the number of instances was nearly the same.  This study also 

appeared in the 4/27/11 Letter and is updated. 
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As you can see these moves to new highs that don’t start with an unfilled gap are much 

less reliable. 

 

So the strength of this rally has certainly been impressive and it appears to be suggesting 

the market is likely to move higher over the next week or longer.  But one indicator that 

has been a major concern over the last couple of days remains a major concern.  The 

VXO closed more than 20% below its 10ma for the 3
rd

 day in a row on Friday.  This is a 

fairly remarkable feat.  It was only ever accomplished one other time.  That was when it 

did it 6 days in a row in November and December of 1987.  I’ve looked at the stretched 

VXO a few different ways over the last couple of days.  I decided to run a simple equity 

curve to see if the edge seemed to be waning.  The curve below simply considers the 1-

day returns of SPX following any day when the VXO is stretched 20% below its 10ma. 
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Really what we are looking at here is one bad day (Friday) that seems to have put nothing 

more than a blip on this chart.  For those more accustomed to numbers – here they are. 

 

 

 
 

Everything here seems to strongly favor the bears.  And if you look out more than just 1 

day you’ll see the following stats. 
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As I mentioned there is quite a bit to consider.  The extremely low volume and VXO 

appear to suggest a 1-2 day pullback while the new breakout suggests a rise in prices over 

the next week or more. 

 

I have updated the AggregatorH chart below.  

 

 
 

With all of the above to consider the green Aggregator line rose some but still remained 

negative.  Readings below 0 mean net expectations from the Active List are for downside 

over the next few days.  Meanwhile, the black Differential Line is again well below 0.  A 

negative Differential reading means the SPX has outperformed expectations over the last 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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few days. So net expectations are negative and the SPX is strongly overbought versus 

recent expectations.  Historically this combination has provided a bearish edge. Bearish 

configurations are visible on the chart whenever both lines close below 0. Due to this the 

Aggregator System stayed short at the close. 

 

The green Aggregator line really could flip either way on Monday.  Additional bullish 

evidence or a rise in the VXO could cause it to turn positive. On the other hand, negative 

patterns, low volume, or a further drop in the VXO would likely cause the Aggregator to 

remain negative. Meanwhile, the Differential Pivot will be 1,189.14. This is about 2.9% 

below Friday’s close.  So it would take a huge drop of at least this much in order to flip 

the Differential line positive.  It would likely take a much smaller drop to flip the green 

Aggregator line.  So we could very well see the short signal persist if the SPX rises, the 

signal turn neutral on a drop in the SPX, or a long signal if the market completely falls 

apart and drops below the Differential Pivot. 

 

I have had a 50% short position for the last couple of days.  I am not going to do anything 

just yet, but will be ready to cover some or all on Monday and/or Tuesday should we get 

a pullback.  At this point it still appears to me that the most likely course would be a dip 

over the next day or so followed by a move higher near the end of the week.  If I was 

more confident in the dip then I would consider buying some VXX here.  But with the 

fresh breakout and the fact that the VIX futures have moved back to contango VXX 

becomes more dangerous.  It’s a little early to tell but my focus may soon switch from 

shorting rallies to buying pullbacks.  And if the contango strengthens then I may do a fair 

amount of the buying using XIV.  But now I’m getting ahead of myself… 

 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 10/17 – neutral  

This past week certainly changed things in a hurry.  As noted above we have moved from 

50-day lows to 50-day highs and also above the consolidation of the last 2 months. 

 

From an intermediate-term perspective, one of the more amazing things I’ve notice about 

this rally is that it has come without any 1% Follow Through Day (FTD) on rising 

volume.  Investors’ Business Daily first published and popularized the concept of the 

Follow Through Day (FTD).  Though they have changed the definition slightly over the 

years, I have found their original definition to be useful in several studies.  My tests go 

back to 1971, which was the inception of the Nasdaq, and also as far as some of my 

volume data goes.  Since that time there has never been a rally that has taken the SPX 

from a drawdown of at least 8% to a new 50-day high that was not inclusive of a FTD – 

until Friday. 
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This puts this rally in uncharted territory, which is always a little bit of an uncomfortable 

place for me.  A FTD could still occur, and just because we have had a strong 9-day rally 

does not mean a bull market has already been missed.  But a primary purpose of the FTD 

concept is to help in identifying market bottoms.  If we are already at a 50-day high, then 

I would say this is one case where the FTD concept has failed us. 

 

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.) 

 

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

 

 

http://www.quantifiableedges.com/members/pomo.php
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The market began its rally almost exactly when Operation Twist began.  This could be 

coincidental, and seems odd since the net amount of the buying has been reduced versus 

previous buying.  This is because we have seen increased buying on the long end largely 

offset by selling short-dated securities.  Perhaps the focus on purchasing longer-dated 

securities has somehow helped.  It is difficult to draw any solid conclusions yet.  At this 

point I can say we are seeing a new rally occur in conjunction with new Fed action.  I 

may not be smart enough to fully explain “why”, but I am smart enough to know I 

shouldn’t dismiss it, especially after observing the impact QE1 and QE2 had on the 

market. 

 

I’m somewhat neutral at this point.  I’ll trade in either direction with similar 

aggressiveness.  As we’ve seen the last couple of weeks, things can change quickly.  I 

suspect the quick move from a 50-day low to a 50-day high may turn out to be a bullish 

intermediate-term sign as it has in the past.  Still, I’d prefer to see some volume behind 

the move, and I want to see the VIX and VXO exhibit more normal behavior.  If some of 

these things can occur this upcoming week, then I may turn outright bullish.  
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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. 

. 

None tonight.  

 

 

Current Open Trade Ideas 

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

SPY(1/4)(s) 10/11/2011 $119.58 $122.57 -2.50% Aggregator

SPY(1/4)(s) 10/12/2011 $120.60 $122.57 -1.63% Aggregator

 

I will cover both lots if the SPX closes <= the Differential Pivot of 1,189.14. 
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