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Market Overview 
 

 
 

  
Signals Overview 

Aggregator Aggressive VIX Conservative VIX NDX Trend Timer

Long 100% Long XIV 100% Long XIV Flat

 

Tonight’s Research Points 

 The strong volume on the big day of a 20-day low is short-term bullish. 

 Extremely strong breadth off a low like today is often followed by a brief 

pullback. 

 Unfilled gaps from a low are also subject to brief pullbacks. 

 

 

Short-term Outlook  

The Bottom Line 

The market bounce finally arrived.  I have taken part of my long position off the table.  I 

will look to take more off on Tuesday if the market continues to rise.  Unless the SPX 

sells off hard it should finish Tuesday short-term overbought. 
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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

November 29, 2011 2.5% rise from 20-low on 5-hi vol 1-5 day s Bullish 4.20%

November 29, 2011 99% Up Vol % Rank after 20-day  low 1 day Bearish

November 29, 2011 Aft 20low SPY  low > 1% abv  y est close. 1-2 day s Bearish

Active - Long Term

November 22, 2011 1.7 5 drops sandwich a lesser one 1-10 day s Bullish

November 22, 2011 SPX sell off hard, but VIX doesn't spike 1-10 day s Bearish

November 18, 2011 Triangle breakdown int term Bullish

October 30, 2011 SPX & bond y ields hit 50-day  highs 1-50 day s Bearish

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

Dropped Tonight  

Novem ber 28, 2011 RAMO up while m arket still down 1-2 days Bullish 3.20%

November 28, 2011 Monday  after Thanksgiv ing bearish 1  day Bearish

Novem ber 25, 2011 Oversold and accelerating south 1-2 days Bullish

November 25, 2011 SPX sell off hard, but VIX doesn't spike 1-2 day s Bearish

November 22, 2011 1.7 5 drops sandwich a lesser one 1-4 day s Bullish  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

The Evidence 

Monday was a huge up day from the start.  The SPX gained 2.9%, the Nasdaq rallied 

3.5%, and the Russell 2000 rose a whopping 4.8%.  Breadth was historically strong as the 

NYSE Up Issues % came in at 83% and the Up Volume % was 97.5%.  Total NYSE 

volume rose to the highest level of the last 5 days. 

 

I ran the Quantifinder several times this afternoon.  Each instance showed studies that 

pointed to the relatively low volume that was accompanying the move throughout much 

of the day.  But that changed in the last 15 minutes or so as volume increased 

substantially and the NYSE total volume jumped to the highest level since 11/18.  Studies 

from 1/22/09 were referenced in the intraday and final Quantifinders.  They looked at 

strong moves and broke them out by whether volume was at a 5-day high or not.  I’ve 

updated both of those studies below. 

 

This 1
st
 one shows results when volume does not come in at a 5-day high.  (As appeared 

was likely throughout most of the day.) 
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Returns here appear bearish over the next couple of weeks. 

 

But now let’s look and see how drastically the setup changed with the late surge in 

volume. 

 

 

 

Risk/reward favors the upside from day one, but the % profitable is a tossup the first 

couple of days.  Once you get out 4-5 days the continuation to the upside has been 

incredibly reliable.  And the upside strength is also quite impressive.  Below I have listed 

all 16 instances along with their 5-day results. 
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 Even the lone failure saw a huge run-up as pointed out above. 

 

The obvious caveat with this study is that while Monday was the highest volume of the 

past 5 days, all 4 days last week were during a holiday week.  Still, other than Friday’s ½ 

day, volume last week showed no drop from the week before. 

 

But while volume is providing strong bullish evidence, breadth and gap action are 

suggesting a pullback in the next couple of days.  The Up Volume % on Monday came 
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very close to the highest of all time.  It was only exceeded on 8/17/82 and 6/10/10 

according to my database.  I decided to look at other breadth surges immediately 

following 20-day lows.  Rather than using the raw Up Volume % I elected to the 1-yr. % 

Rank.  This adjusts for the changes in breadth (and increased extremes) over the years.  

The calculation for the Breadth % Rank is part of the QE Indicators & Functions package 

and is available at no charge for all gold subscribers on the website. 

 

 

 

There appears to be a downside edge, but it exhausts itself after just one day.  I found it 

quite interesting that the 2 instances that failed to pull back over the next few days were 

both followed by large rallies.  Something to keep in mind over the next few days.  

Below I have listed all instances along with their 1-day results. 



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

 

 

With instances just a little low here I also decided to lower the % Rank requirement to 

98%.  While doing so I made sure the price move was fairly strong and required a 1% up 

day.  Those results are below. 

 

 



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

 

 

Results here are much the same.  There doesn’t appear to be much lost by broadening the 

sample. 

 

Unfilled gaps up in downtrends will often act as a magnet for prices to pull back towards.  

The study below looks at other times there was a large unfilled gap immediately 

following a 20-day low. 

 

 

 

Instances here are fairly low, but the early indication is a 2-3 day downside edge.  Below 

I have listed all instances along with their 3-day results. 
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Recognize the two dates that are trading higher 3 days later?  They are the same ones 

from the previous study that led to strong rallies over the intermediate-term.  Breadth and 

gap action are suggesting a quick pullback.  But if it doesn’t come in the next few days 

that could be a very good sign for the bulls. 

 

The next couple of days really aren’t very clear.  It appears a consolidation or partial 

retracement of Monday’s gains may occur.  But if the volume study proves out we could 

get some nice follow through within a week.  Patient traders with an optimistic view may 

be better off sitting through a day or two of weakness to assure themselves they will not 

miss out on the bigger move up.  More agile traders may prefer to step aside and look for 

a lower entry. 

 

I have updated the AggregatorH chart below.    

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html


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

 
 

 

Based on tonight’s studies the green Aggregator Line is now just barely in positive 

territory.    Readings above 0 mean net expectations from the Active List are for upside 

over the next few days.  Meanwhile, the black Differential Line is also just above 0. A 

positive Differential reading means the SPX has underperformed expectations over the 

last few days. So net expectations are modestly bullish and the SPX is slightly oversold 

versus recent expectations.  While the edge is now reduced, historically this configuration 

has been followed by upside in the following days.  The bullish configuration can be seen 

on the chart whenever both lines close above 0.  Tonight’s movement caused the 

Aggregator System to remain long at the close.  It did not appear that this was likely near 

the close.  When I realized the volume study was going to change things I did send out a 

tweet a little before 5pm.   

 

The short-term active studies are currently set up to remain net positive on Tuesday.  Of 

course this could change if bearish evidence emerges.  With the low number of studies 

currently active, expectations will be largely dependent on action over the next few days. 

The Differential Pivot will be inverted at 1,168.76 on Tuesday.  This is 2.0% below 

Monday’s close.  This means that unless the SPX closes down at least 2% tomorrow the 

Differential Line will drop below 0.  This would also mean the end of the long 

Aggregator System signal. 
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So with the Differential Pivot inverted that would typically be a time when I would look 

to take some of my position off the table.  In fact, before volume came in today I sent out 

the intraday update and notified gold subscribers that I would exit 2 of the 3 SPY lots at 

the close on Monday.  I considered tonight whether I might look to buy them back in the 

morning if there were a gap down or an early pullback.  Ultimately, I decided not to.  

Instead I will only re-enter if the SPX closes below the Differential Pivot tomorrow. 

 

With the upside potential over the next few days I also considered holding a part of the 

position.  Instead of holding my SPY I will likely hold on to at least ½ of the XIV 

position.  I feel with the current futures term structure and the seasonal decline in 

volatility XIV has some strong potential over the next several weeks.  A market rally 

should provide a real boost to the position, but even if the SPX chops around sideways I 

believe XIV could appreciate.  I have not put in a sell point in the trade ideas section but I 

will likely exit ½ if we get some more upside in the next day or so, and then trail a stop 

on the 2
nd

 half.  

 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 11/28 – moderately bullish 

Selling intensified this past week despite the bullish seasonality.  The triangle breakdown 

from about a week and a half ago shows no sign of being a “false” breakdown (as 70% of 

them are) and instead is very close to the 1,150 projection target already.  The move up, 

which was so strong in October, will soon be in jeopardy of failing unless the market can 

get its act together soon.   

 

A couple of studies with intermediate-term consequences triggered this past week.  Both 

appeared in the 11/22 letter and I have copied both of their results tables below.  The 1
st
 

one was bullish.  It looked at instances where drops of 1.75% or more surrounded a 

smaller SPX decline.   
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The short-term is not playing out well for this study but it still could provide an 

intermediate-term influence. 

 

The 2
nd

 study considered the lackadaisical VIX that accompanied the strong selling.  In 

contrast to the 1
st
 study this one suggested bearish implications. 

 

 
 

This one played out short-term, and it could continue to exert some influence. 

 

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. 
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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 (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.  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 

 

 
 

This week the Fed withdrew a net $9.6 billion from the system with sales swamping 

purchases.  As you can see the net volume over the last 20 days is now just $1.9 billion 

injected, and earlier this week that number actually dipped into negative territory for the 

2
nd

 time in recent weeks. 

 

The next operations schedule is set to be released on Wednesday the 30
th

, so we will see 

then how December shapes up for liquidity support (or resistance) from the Fed.  

Currently there is buying scheduled for Monday and Tuesday, and then selling on 

http://www.quantifiableedges.com/members/pomo.php
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Wednesday.  The schedule suggests Wednesday’s selling will likely exceed the buying 

total of Monday and Tuesday.  

 

There was a strong thrust in the market that began at basically the same time as Operation 

Twist.  Perhaps that was initial excitement over the Fed’s new plan.  As it became clear 

that Operation Twist would not provide the kind of liquidity support that QE1 and QE2 

did the market seems to have floundered.  

 

The intermediate-term is somewhat mixed.  I’m still optimistic that the strong breadth 

and price thrusts that accompanied the rally in October were not false signals.  It is 

unusual to see such early strength quickly dissipate and lead to another leg down for the 

market.  Although seasonalities have not played out well recently, December is typically 

a strong month for the market.  I’m inclined to maintain a bullish posture at this point, 

though I have reduced the strength of my outlook some.   

 

Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

Open Catapult Triggers 

AVP – buy 1/3 @ $16.09 limit (not filled) 

 

 

Catapult for ETF’s Trades 

None. 

 

Broad Market Large Cap CBI – 1(AVP) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

https://my.dimdim.com/view/all/quantifiableedges/default/9d0021f0-1eae-451c-8ba3-6b2f23ec2df3
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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. 

 

 

AVP – buy 1/3 @ $16.09 (still open from last night)  This is a catapult trigger as listed 

above.  Traders unfamiliar with the Catapults are encouraged to view the Catapult & CBI 

presentation on the videos page.  Exit signals are posted in the subscriber letter (and 

sometimes via intraday update).  Traders that would like to backtest their own exit 

criteria may use the Catapult Exit Designer package, which can be found on the 

“Downloads” page. 

.   
SPY – buy ¼ index position on SPX close <= 1,168.76.  A close below the Differential 

Pivot would likely keep the long signal in place.  I will look to re-enter part of my 

position if this should happen. 

 

 

Current Open Trade Ideas 

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

SPY(1/4) 11/17/2011 $123.85 $119.71 -3.34% sold on close

XIV(1/2) 11/17/2011 $5.21 $5.13 -1.54% VIX-based ETF systems

SPY(1/4) 11/18/2011 $122.11 $119.71 -1.97% sold on close

XIV(1/2) 11/21/2011 $4.91 $5.13 4.48% VIX-based ETF systems

SPY(1/4) 11/21/2011 $119.66 $119.71 0.04% sell @ $119.71 limit on close

The 2 SPY lots were sold on the close as per the intraday update. 
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