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Market Overview 
 

 
 

  
Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Flat 50% Long XIV Short Flat

 

Tonight’s Research Points 

 Strong breadth and volume at a new high are nice, but not terribly compelling 

when not emerging from a basing pattern. 

 100-day highs on Fed Days have often led to follow-on buying. 

 QE3 is here and the rules are going to change some… 

 

Short-term Outlook  

The Bottom Line 

The market looks strong but is strongly overbought.  I’m waiting the next compelling 

opportunity. 
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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

September 14, 2012 20-high on 20-high vol 1-3 day s Bullish

September 14, 2012 100 day  high on Fed Day 1-8 day s Bullish 1.90%

September 10, 2012 %b > 115 2 day s 1-5 day s Bullish 1.80%

September 10, 2012 200-high on 1st Friday 1-6 day s Bearish

Active - Long Term

September 11 , 2012 Key  Reversal from high 1-12 day s Bullish

September 10, 2012 POMO liquidity  temporarily  contracting int term Bearish

September 5, 2012 Russell up 1%. SPX down 1-10 day s Bearish

August 20, 2012 Nasdaq leading SPX int term Bullish

July  30, 2012 SPX 50-day  high on 90% up vol 1-50 day s Bullish

February  1 , 2012 Golden Cross int term Bullish

Dropped Tonight  

September 12, 2012 Inside day  with unfilled gap up 1-2 day s Bearish

Septem ber 7, 2012 50-high break strong breadth & vol1-5 days Bullish

Septem ber 7, 2012 Breakout with unfilled gap up 1-5 days Bullish

Septem ber 11, 2012 20-high poor close 1-8 days Bullish 2.00%  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 

active. 

 

The Evidence 

Boom.  The Fed announced QE3 and the market loved it. The SPX rose 1.6%, and the 

NASDAQ and the Russell 2000 each rallied 1.3%.  Breadth was extremely positive as the 

NYSE Up Issues % was 77% and Up Volume % came in at 91%. Total NYSE volume 

came in at the highest level since early August. 

 

Lots to cover.  Let’s first start with the price/breadth/volume stuff and then I’ll discuss 

the Fed. 

 

The study below is from just a week ago in the 9/7/12 letter.  It examined breakouts to 

new highs on the highest volume in a month.  Op-ex Fridays were excluded because they 

typically have very high volume.  Results are updated. (But note that Thursday did not 

quite qualify.) 

 



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

 
 

Results are very strong.  But while most filters are met, Thursday was not preceded with 

a 10-day basing period.  So tonight I looked at instances like Thursday that were not fresh 

breakouts.  Those results are below. 

 



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

 

 

The edge does not appear as pronounced here but there still appears to be an upside 

tendency – for both the short and intermediate-term. 

 

The breadth was also remarkable, and another study from the 9/7/12 letter examined 50-

day highs on 90% up volume.  It is also updated below. 
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While returns are very strong, this study does not have a basing period requirement.  I 

added a filter similar to the last study to see how the short-term has played out if it was 

not a fresh breakout. 

 

 

 

In this case there no longer appears to be a substantial short-term upside edge. 
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The move higher has a better chance to continue thanks to the strong volume and the 

strong breadth, but the upside edge is greatly reduced (and nearly eliminated) being that 

the market was already extended. 

 

In “The Quantifiable Edges Guide to Fed Days” I discussed Fed Days that close at new 

highs.  The basic finding was that when the market closed at a short-term high on a Fed 

Day, then it was likely to pull back over the next few days.  But when it closed at a long-

term high, then the rally was likely to continue.  Below is a study from the guide that last 

appeared in the 3/14/12 Subscriber Letter. 

 

 

 

This suggests further upside is likely over the next 1-2 weeks.  Below I have listed all the 

instances assuming an 8-day exit strategy. 
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In addition to the strong consistency, risk/reward also clearly favors the bulls.  So the 

strong reaction on the news out of the Fed appears to be a good thing when the market is 

already locked in an uptrend. 

 

But the Fed threw a little wrench in my works today.  As I have been mentioning, POMO 

flows are currently in a short-term contraction.  In fact, the QE Buying Power Swing 

System triggered short today as the QE Buying Power Index closed at 0.  Below is a 

study based on similar parameters to the system. 

 

 

 

But now we have QE3.  And what was looking like a temporary liquidity squeeze no 

longer appears so.  Unfortunately (for our own tracking), the Fed is not using POMO to 

implement QE3.  Instead of treasuries they are going to be buying agency mortgage 

backed securities.  And it does not appear a schedule will be immediately ready, but it 

may be released in the near future.  From the Fed’s website: 

 

How much will the Desk purchase each month in agency MBS associated with the 

reinvestment program and how will this be communicated? 

On or around the eighth business day of each month, the Desk will publish a tentative 

amount of reinvestment-related purchases expected to take place between the middle of 

the current month and the middle of the following month. This amount will be 

approximately equal to the amount of principal payments from agency debt and agency 

MBS expected to be received over that period, adjusted for any variations from prior 

periods. Adjustments for any deviation between anticipated and actual agency MBS 

purchases over a given monthly period will be made by modifying the following month's 

agency MBS purchases. For example, if actual agency MBS purchases were $1 billion 

http://www.newyorkfed.org/markets/ambs/ambs_faq.html
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smaller (larger) than previously announced, the Desk would increase (decrease) the 

following month's anticipated agency MBS purchases by $1 billion. 

 

I’ll need to see what the schedule looks like when it is released (if it isn’t already).  My 

initial thought is simply to combine the two schedules to measure total flows.  If anyone 

sees additional information on this please let me know.  I will not be including the 

POMO study above on the Active list, since it may already be stale (or will likely be in a 

few days). 

 

I have updated the AggregatorH chart below.    

 

 
 

The green Aggregator Line is again above zero. Positive readings mean net expectations 

from the Active List are for upside over the next few days. Meanwhile the black 

Differential Line dove sharply zero.  This means the SPX is "overbought" versus recent 

expectations.  So net expectations are bullish but the SPX is overbought. This is 

considered a neutral configuration. Neutral configurations are visible on the chart 

whenever both lines close on opposite sides of 0.  This led the Aggregator to change from 

long to flat at the close, as was indicated as likely on the systems page before the bell.  

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Based on the current open studies, expectations are scheduled to remain positive on 

Friday. Of course this could change if more bearish evidence emerges. The Differential 

Pivot will be 1,435.30 on Friday.  So it would take a close at or below this level in order 

to turn the SPX back to oversold. 

 

Unfortunately I was too conservative with my entries on this Aggregator signal and I 

failed to take advantage of it.  At this point I feel price is too extended to make new buys.  

I’ll sit and wait for the next strong edge to avail itself. 

 

Intermediate-term Outlook (2 weeks – 2 months)– updated 9/10– slightly bullish 

The intermediate-term outlook was last updated in the 9/10 Subscriber Letter. A link may 

be found below. 

2012-09-10 QE Subscriber Letter.pdf 

 

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 

None 
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