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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 

 A 1% reversal for the 3
rd

 day in a row is setting up for an up day tomorrow. 

 Today’s gap lower and strong close at new highs sets up a very bearish short-term 

pattern. 

 A new 50-day high on strong breadth appears bullish both short and long-term. 

 The FTD showed some positive characteristics and suggests a short and 

intermediate-term upside edge. 

 

 

Short-term Outlook  

The Bottom Line 

A strong reversal hurt my shorts.  Wednesday is neutral but beyond that there appears we 

should see a better exit point for the short than the current market position.  The 

downside edge suggested by the Aggregator has me holding on for now. 
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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 19, 2011 Gap dn then 50-day  high 1-3 day s Bearish

October 19, 2011 50-day  high on 90% up vol 1-2 day s Bullish

October 19, 2011 FTD on strong breadth/20day  high 1-3 day s Bullish

October 19, 2011 1% up 1% down 1% up 1 day Bullish

October 18, 2011 SPY  Unfilled Gap Down from 50 high 1-2 day s Bearish -1.10%

October 18, 2011 Unfilled gap dn after unfilled gap up 1-4 day s Bearish -4.20%

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

Active - Long Term

October 19, 2011 50-day  high on 90% up vol 1-50 day s Bullish

October 19, 2011 FTD on strong breadth/20day  high int term Bullish

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

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

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

September 12, 2011 Nasdaq leading SPX int term Bullish

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

Dropped Tonight  

October 17 , 2011 VXO > 20% below 10ma 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 selling off in the morning the market mounted a huge turnaround and rallied 

strongly throughout the afternoon on reports out of Europe related to debt relief.  The 

rally was strong enough to completely wipe away Monday’s losses and put the market 

back at new 50-day highs.  The SPX finished the day up over 2%, the Nasdaq gained 

1.6%, and the Russell 2000 rose 3.0%.  Breadth was extremely strong as well with the 

NYSE Up Issues % coming in at 84% and the Up Volume % at 93%.  Total NYSE 

volume spiked on the rise. 

 

There is quite a bit to consider tonight in terms of studies.  Therefore, I will be keeping 

my comments brief and showing a lot of results.  This 1
st
 study is from the 8/29/11 letter.  

It looked at the up and down (and up) price action in SPY over the last few days.  Results 

are updated. 
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Results here appear to be extremely compelling.  I only show day 1 because that is where 

the upside edge maxed out.  For those who want more detail, below is a list of all the 

instances. 
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Recent instances haven’t been quite as strong, but the edge still appears to be solidly 

bullish. 

 

Another pattern-based study gave much different results, though.  The study below is 

from the 1/6/11 letter.  It looks at gaps lower and reversals to new highs.  Results are 

updated. 
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While more instances would be nice, the 10-0 record and powerful returns strongly 

suggest an upside edge.  Below I have listed all instances along with their 1-day holding 

period stats. 

 

 

 
 

Note that 6 of the instances saw no run-up at all the next day.  This suggests an unfilled 

gap down occurred.  Also note that none of the other 4 instances even saw run-ups as 

high as 0.3%.  Meanwhile, every drawdown was above 0.4%. 

 

Now let’s look in more detail at the 4-day stats. 
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Still here 5 out of 10 instances saw no run-up at all from the entry price.  The largest run-

up was less than 1%, and the average drawdown shown at the bottom was about 3x the 

largest run-up and 14x the average run-up.  These are very lopsided and compelling 

statistics. 

 

Exceptionally strong breadth as we saw today is quite rare when the market is hitting new 

intermediate-term highs.  The study below is from the 11/5/10 subscriber letter.  That day 

the study just missed triggering.  Therefore the stats remain the same and there was no 

need to update them. 
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As with most of my studies, instances decline because I don’t allow for overlap.  As I 

look further out the possibility for overlap increases and the number of tracked instances 

decreases.  I find it interesting that this setup has shown strong results both short and 

long-term.  For those that would like to review examples, below is the list of instances 

using the 50-day exit criteria. 
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The results are outstanding across the board.  This study will be included on the 

intermediate-term Active List as well. 

 

I’ve noted a few times lately that the rally was without an IBD Follow Through Day 

(FTD).  That changed on Tuesday since the move up was also accompanied by an 

increase in volume.  In the 8/24/11 letter I noted that when very strong breadth 

accompanied a FTD it increased the chances of success – both short and intermediate-

term.  Below I have updated that study.   

 



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

 
 

Subscribers may notice that there are a few more instances than reported in the last run of 

this study.  That is because I changed the FTD criteria just slightly.  I changed the 

definition of “failure” from a close below the intraday selloff low to just an intraday 

move below the intraday selloff low.  This didn’t have much of an impact on the FTD 

results.  It did allow for a few more instances.  It also is a more accurate representation of 

what most traders would consider a “new rally attempt”.  Anyway, results here still 

appear strong.  Below is the 3-day profit curve. 
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Not the smoothest curve, and there were a couple of recent instances that turned lower, 

but the overall slope remains up and it appears to suggest a long-side edge. 

 

I discussed the other day that there has never been a FTD that occurred AFTER a new 

50-day high.  There has also never been a FTD that occurred in conjunction with a new 

50-day high.  But there have been some FTDs that occurred in conjunction with 20-day 

highs.  Below is a new study that shows how they fared. 
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Results here are impressive over both the short and intermediate-term.  To get a better 

feel for the short-term returns I have listed the instances below. 
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The run-up to drawdown ratio here is quite impressive.  I’ll also note that 7 of the 10 

instances went on to have “successful” rallies.  (“Success” means it either hit a new 200-

day high or at least rose 2x as much as it had already risen off the bottom.)  The 3 

instances whose rallies did not succeed (circled in red) all saw run-ups of at least 2% 

before they eventually rolled over and made new lows. 

 

So the Aggregator now has 2 new pattern studies, a breadth/breakout study, and a 

combination of FTD studies included. 

 

I have updated the AggregatorH chart below.  

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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With most of today’s evidence appearing bullish the green Aggregator line rose quite a 

bit, but just failed to make it out of negative territory.  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 strongly below 0.  A negative Differential reading 

means the SPX has outperformed expectations over the last few days. So net expectations 

are slightly 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. 

 

With the current studies on the board the green Aggregator Line is scheduled to close 

moderately negative again on Wednesday.  Of course new bullish evidence that emerges 

on could cause the Aggregator reading to flip positive. Meanwhile, the Differential Pivot 

will be 1,212.96. This is about 1% below Tuesday’s close. So it would take a close lower 

of at least this much to flip the Differential Line positive.  With the extreme up and down 

movement over the last few days the Differential Pivot will be bouncing around for the 

next few days, and it will drop quite a bit on Wednesday from today’s level. 

 

It was a very frustrating day, and I was a bit agitated for not taking some of my position 

off when I had a profit.  With the bullish studies we are seeing my intermediate-term 

outlook is turning bullish.  So I will be taking a more aggressive approach with longs 
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than shorts.  I should also note that raw expectations for Wednesday are actually positive.  

This is why the 1-day risk/reward at the top of the letter is “0”.  But even if the SPX does 

move up again tomorrow it appears there should be a better exit point for my short over 

the next few days.  And if the anticipated pullback can drop far enough, I will be looking 

to get long and hopefully ride some bigger gains up. 

 

 

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. 

 

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

 

 
 

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.  

 

 

 

http://www.quantifiableedges.com/members/pomo.php
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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 $122.58 -2.51% Aggregator

SPY(1/4)(s) 10/12/2011 $120.60 $122.58 -1.64% Aggregator

 

I will cover both lots if the SPX closes <= the Differential Pivot of 1,212.96. 
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