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Market Overview 
 

 
 

 
 

 
 

  
  

Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing

Long 100% Long XIV Long

 

 

 

Tonight’s Research Points 

 

 2 unfilled down gaps under similar circumstances has commonly been 

followed by a bounce over the next few days. 

 The strong move down through the 50ma is normally good for a 1-day 

bounce. 

 Extreme VIX action suggests short-term bounce. 

 Strong moves down on Fridays have led to reliable bounces overt h next 

several days. 

 A big down week in an uptrend has not often led to a long-term selloff. 

 

 

Short-term Outlook  

The Bottom Line  

Evidence appears strongly bullish for the next few days.  I’m looking to take on some 

long exposure to take advantage of a bounce. 
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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 - Short Term

January  27 , 2014 Strong drop through 50ma 1 day Bullish

January  27 , 2014 2 unfilled gaps dn > 200ma 1-6 day s Bullish

January  27 , 2014 Friday  down 1 .5x  20-day  ATR 1-6 day s Bullish

January  27 , 2014 VIX 35% over 10ma 1 day Bullish

January  14, 2014 1% drop bad breadth 1-9 day s Bullish 3.10%

Active - Long Term

January  27 , 2014 2 unfilled dn gaps & 5-low > 200 1-10 day s Bullish

December 23, 2014 QE Tapering int term Neutral

December 18, 2013 4 Hindenburg Triggers 1  - 35 day s Bearish -7.00%

December 2, 2013 Nasdaq leading SPX int term Bullish

October 21, 2013 7 0% Advancing Issues 3 Day s In Row 1-7 5 day s Bullish 10.60%

July  22, 2013 New High Divergence (Study  of Tops) int term Bearish

February  1 , 2012 Golden Cross int term Bullish

Dropped Tonight  

January  23, 2014 SPY  up 2day s but < 3 day s ago. 1-2 day s Bullish

January  21, 2014 MLK week bearish 1-4 day s Bearish -1.90%  
 

 

The Evidence 

The market had its worst day in a while on Friday, and the selling accelerated into the 

close.  The SPX finished down 2.1%, the Nasdaq lost 2.2% and the Russell 2000 declined 

2.4%.  Breadth was extremely weak as the NYSE Up Issues % was 15% and the Up 

Volume % was 8%. Total NYSE volume spiked to the highest level since December. 

 

There were several studies that triggered tonight.  I went through the Quantifinder and 

pulled out the most compelling.  The 1
st
 one below was last seen on 6/21/13.  It considers 

the fact that SPX crossed down through the 50ma on strong breadth and volume.  The 

50ma is a highly-watched line by market technicians, so a strong move through it is often 

notable.  What’s interesting is that the 1-day returns are contrarian.  Results are updated. 
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The 16 for 17 record is very impressive.  It seems the strong move through the highly 

watched line will often cause a short-term over-reaction on the part of traders.  Here is a 

look at the individual instances. 

 

 

 

No red flags here. 

 

Another notable aspect of the price action over the last 2 days is that both Thursday and 

Friday SPY posted unfilled gaps down – never reaching breakeven at any point during 
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the day.  This helped trigger the study below, which I last featured in the 10/1/13 letter.  

Results are updated. 

 

 
 

The numbers appear to suggest s strong tendency for a bounce in the next few days.  

Below is the profit curve assuming a 6-day holding period. 
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The steady upward slope acts as confirmation of the bullish edge.  Since the 10-day 

numbers were also I strong I ran a profit curve for that as well. 

 

 

 

This is also very strong, and it has compelled me to also include this study on the 

intermediate-term Active List. 

 

Another very compelling study that appeared in the Quantifinder examined large drops 

on Fridays.  Both the Crash of ’29 and the Crash of ’87 happened on Monday.  The Crash 

of ’87 is still remembered by many traders that are active today.  There was a strong 

selloff on Friday and then all hell broke loose on Monday.  But since then strong Friday 

selloffs have commonly been followed by bounces on Mondays.  Perhaps this is due to 

the fact that fear of a crash causes what might otherwise be an ordinary selloff to become 

exaggerated and overdone on Fridays.  Or perhaps it is just that people don’t want to hold 

over the weekend.  Whatever the reason, the tendency to bounce has been very strong.  

The study below looks at strong drops on Fridays and was last discussed in the 6/3/13 

subscriber letter. 
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The numbers here are all very impressive and suggest a strong bullish bias.  I decided to 

look at the 1-day and 6-day returns in a little more detail.  First, below is the profit curve 

for a 1-day holding period. 
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The Monday inclination has been strong, and I see no red flags here.  For the 6-day I also 

produced a profit curve. 
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Here too the results remain impressive.  This certainly seems to be a study worth taking 

under consideration. 

 

The price drops were very large, but what also stuck out to me was the massive spike in 

the VIX.  It rose 31.7% on Friday.  This triggered a number of VIX-related studies in the 

Quantifinder.  The one below is the one that I found most compelling.  It was last seen in 

the 8/5/11 subscriber letter. 
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A close this far above the 10ma is rare.  It has frequently meant a market bounce the next 

day.  Follow through after the initial bounce has been unreliable, though.  Below is a 

profit curve.   
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The curve is fairly impressive also.  This study seems worth consideration. 

 

So there is quite a bit to add to the short-term Active List.  But it is all pointing up.  So 

the changes in the Aggregator chart should be no surprise. 

 

I have updated the AggregatorH chart below.   

  

 
 

Tonight’s bullish studies helped the green Aggregator Line move strongly above 0.  

Positive readings mean net expectations from the Active List are for upside over the next 

few days. Meanwhile the strong selloff caused the black Differential Line to take a big 

jump up.  The positive Differential Line reading means the SPX is oversold versus recent 

expectations.  So expectations are positive and the SPX is strongly oversold. This is 

considered a bullish configuration. Bullish configurations are visible on the chart 

whenever both lines close above 0.  This caused the Aggregator signal to remain long.   

 

With everything short-term pointing up, expectations are slated to remain positive on 

Monday.  This is unlikely to change without extremely compelling bearish evidence 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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emerging.  The Differential Pivot will be 1843.97 on Monday.  That is 3.0% above 

Friday’s close. The chances of that happening on Monday are extremely remote.  For the 

SPX to move from oversold it overbought it will likely take a multi-day rally or 

consolidation.      

 

While the Aggregator has been mildly positive the last couple of nights, I did not find the 

evidence compelling enough to take on any exposure.  The evidence certainly 

strengthened on Friday.  And the market is now oversold to the point that a bounce could 

be sizable.  If the market fails to bounce on Monday, I expect to see even more bullish 

evidence emerge based on both the 3-day pullback and the Turnaround Tuesday 

possibility.  So it is now time for me to start taking on some long exposure.  I will look to 

scale up to ½ full pretty quickly here with the evidence so favorable.  I won’t get 

completely full right away though.   

 

The one indicator that is glaringly bland is the CBI.  The big drop the past few days has 

failed to trigger any Catapults.  Continued strong selling will change that.  Over the years 

during times of extreme selling I have found the CBI to be one of my most reliable 

bounce indicators.  I’ll be keeping a close eye on it as usual. 

 

 

Intermediate-term Outlook (2 weeks – 2 months) – updated 1/27 – somewhat bullish 

The SPX lost 2.8% this week.  It was the worst week since June, and most of the damage 

was done on Friday.  The seasonal weakness we anticipated with Martin Luther King, Jr. 

week played out, but we are not yet seeing strong evidence that a major correction upon 

us.  (Though certainly there is that possibility.) 

 

Wondering whether such poor weeks will often signal the beginning of a deep decline I 

decided to look at other instances where SPX suffered its worst week in at least 20 

weeks, but still closed above its 40-week moving average. 
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The worst of the numbers here is 2 weeks out, and the best of them is 20-weeks out.  The 

shorter-time frame equity curves are all pretty choppy.  My short-term take-away is that 

these parameters are not necessarily predictive.  There is no need to over-react to 1 bad 

week.  We will need more evidence to form a strong opinion. 

 

The 20-week results do suggest that when a really bad week occurs during an uptrend it 

rarely leads to a long-term decline.  I have shown the equity curve below.  The big 

glaring exception was 1987.  
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Bottom line with this study is that short-term the bad week does not seem to mean much, 

and long-term the trend has most often re-asserted itself. 

 

I update the intermediate-term POMO/QE chart each week.  For those not familiar, below 

is a brief description. 

 

POMO stands for Permanent Open Market Operations and it is how the Fed has gone 

into the open market to buy securities over the last several years.  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 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.  

Since the Sept 13, 2012 QE3 announcement the POMO numbers are also adjusted to 

reflected the Fed’s new approach of buying AMBS securities.  Therefore, prior to that 

date the indicators just look at POMO, since that date it is a combination of POMO and 

AMBS flows. 
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The POMO/AMBS days indicator is still riding along at 20, where it spent most of 2013. 

The volume indicator is starting to flatten out at its new, reduced level. We estimate net 

inflows this past week to have been about $15.5 billion, which is a decent amount for a 4-

day week. 

 

This upcoming week there is about $17.7 billion of inflows expected.  This is about 

average for the current pace of $75 billion/month.  But this is going to be a big news 

week with regards to the Fed. 

 

First, we have a Fed meeting that will wrap up on Wednesday.  We will find out then 

whether there will be further tapering or whether they will hold the inflows steady at $75 

billion for a while longer. 

 

The 2
nd

 bit of news will come out Friday when the AMBS and POMO schedules for 

February will be released.  This will allow me to create the QE Buying Power Index 

projections for Feb.  I’m sure the Fed will provide us plenty to consider next weekend. 

 

Despite the big drop this week, my intermediate-term bias is still somewhat bullish.  As 

we saw in the study above, over-reacting to a bad week in an uptrend is often a mistake.  

The breadth thrust from October, the leading Nasdaq, and the continued uptrend all favor 

the bulls.  But the bears can point to the narrowing of new highs – both with the QE 
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Study of Tops New High % indicator, and the Hindenburg Omen signals from December, 

as potential warning signs.  Liquidity is likely still somewhat positive, but less so than 

before.  Overall, I continue to lean bullish, but not strongly so.  I will still favor longs 

over shorts.  I will need very compelling evidence to consider a short position, and I will 

be a bit more discerning with long entries than if I was outright bullish. 

 

 

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 numbered systems 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. 

 

SPY – buy ¼ index position @ $178.89 LIMIT.  Based on the short-term outlook 

above, I will take on my first piece if I can get in at a level equal to (or below) Friday’s 

close. 

 

SPY – buy ¼ index position @ $178.88 LIMIT ON CLOSE.  A close down of any 

amount will lead me to take on a 2
nd

 lot as well. 

 
 

 

 

 

Current Open Trade Ideas 

None. 

 
 
This report has been prepared by Hanna Capital Management, LLC and is provided for information purposes only.  Under no 

circumstances is it to be used or considered as an offer to sell, or a solicitation of any offer to buy securities.  While information 
contained herein is believed to be accurate at the time of publication, we make no representation as to the accuracy or completeness of 

any data, studies, or opinions expressed and it should not be relied upon as such.  Robert Hanna, Hanna Capital Management, LLC or 

clients of Hanna Capital Management, LLC may have positions or other interests in securities (including derivatives) directly or 
indirectly which are the subject of this report.  This report is provided solely for the information of Hanna Capital Management, LLC 

clients and prospects who are expected to make their own investment decisions without reliance upon this report.  Neither Hanna 

Capital Management, LLC nor any officer or employee of Hanna Capital Management, LLC accepts any liability whatsoever for any 
direct or consequential loss arising from any use of this report or its contents.  This report may not be reproduced, distributed or 

published by any recipient for any purpose without the prior express consent of Hanna Capital Management, LLC. 
 
 

Copyright © 2014 Hanna Capital Management, LLC. 

http://quantifiableedges.com/subscribers/video/p/id/18
http://quantifiableedges.com/numbered-systems-page/

