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Market Overview 
 

 
 

 
 

 
 

  
  

Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing

Long 100% Long XIV Flat

 

 

Tonight’s Research Points 

  

 The weaker the close on Tuesday, the more bullish the Fed Day setup for 

Wednesday. 

 The market has struggled to make gains as the Fed has tapered.  Further tapering 

this week could makes things even more difficult. 

 “Sell in May” kicks in on Thursday. 

 

 

Short-term Outlook  

The Bottom Line  

The studies are pointing higher.  The market is oversold versus recent expectations, but it 

is still in the upper half of its 2-week range.  I’m looking to start scaling in to a long 

position if I can get a favorable entry. 
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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

April 24, 2014 5 Days up then 1  down. < 50-high > 200 1-9 days Bullish

April 22, 2014 5 Days Higher < 50 but > 200 1-10 days Bullish

April 21 , 2014 VIX 10% below from 10% above 10ma 1-8 days Bullish 2.80%

Active - Long Term

April 22, 2014 5 Days Higher < 50 but > 200 1-15 days Bullish

April 17 , 2014 3 days up gain 2%. 3/10 Offset HV<0.25 1-19 days Bullish

April 7 , 2014 SPX new high while NDX huge drop 1-50 days Bullish

December 23, 2013 QE Tapering int term Neutral

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

February  1 , 2012 Golden Cross int term Bullish

Dropped Tonight  

April 17 , 2014 NDX up 1%. SOX down. 1-6 days Bearish -3.20%

April 17 , 2014 3 days up gain 2%. 3/10 Offset HV<0.25 1-6 days Bullish  
 

 

The Evidence 

The market put in a solid day of selling on Friday for the first time in a while. The SPX 

fell 0.8%%, the NASDAQ declined 1.8% and the Russell 2000 dropped 1.9%. Breadth 

was weak as the NYSE Up Issues % came in at 33% and the Up Volume % was 24%. 

Total NYSE volume came in at the highest level of the week. 

 

From a short-term trading perspective there is no new evidence worth discussion.  The 

market reversed course for the 3
rd

 day in a row.  And though it was the worst day of 

selling we’ve seen in a couple of weeks, it still left SPX above its 10ma.  I looked at other 

times the market was in a long-term uptrend and it closed above the 10ma, but at a 5-day 

low, and results were inconsistent.  So the chop the last few days has failed to generate 

any new, compelling short-term studies.  There were 2 studies that expired and fell off 

the Short-Term Active List.  One of these was the last short-term bearish study, so the 

short-term studies that remain are all bullish. 

  

I have updated the AggregatorH chart below.   

  

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Without any new studies emerging the green Aggregator Line again remained above 0. 

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

few days. Meanwhile the black Differential Line also held above 0.  The positive 

Differential Line reading means the SPX is oversold versus recent expectations.  So 

expectations are positive and the SPX is relatively oversold. This is considered a bullish 

configuration. Bullish configurations are visible on the chart whenever both lines close 

above 0.  Therefore the Aggregator signal stayed long at the close.   

 

Based on the current active studies, expectations are slated to remain positive on 

Monday. Of course this could change if strong bearish evidence emerges.  The 

Differential Pivot will be 1879.71 on Monday. That is 0.9% above Friday’s close.  So it 

will take a fairly strong move higher in order to see SPX move from oversold to 

overbought. 

 

So there appears to be a bit of an upside edge.  And Friday’s pullback made things a bit 

cheaper.  The SPX is still above its 10ma, so I’m not over-enthused about taking a 

position here.  But if I can get a favorable entry on Monday in the form of a large gap 

down or a lower close, then I may begin scaling into a long position.  And I could up my 

long exposure on Tuesday ahead of Wednesday’s Fed Day if the market sets up.  More 

on that thought can be found in the Fed Day study below. 
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Fed Day Considerations for Tues/Wed 

One thing traders may want to keep in mind on Tuesday is that Wednesday is a Fed Day.  

Fed Days have historically shown a bullish inclination.  One of the more compelling 

studies I featured in The Quantifiable Edges Guide to Fed Days examined Fed Day 

performance based on the quartile that the SPY closed in of the daily range.  The basic 

finding was that the worse the close, the better the Fed Day edge.  I last updated the 

studies by quartile in the 1/28/14 letter.  Below are the 4 quartiles from highest to lowest 

in the daily range. 
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What was true 4 years ago when I first devised this study holds true today: the worse the 

close, the better the edge.  It should also be noted that the bullish inclinations of Fed Days 

have basically played out prior to the actual Fed announcement.  Traders that may look to 

trade the Fed Day edge could consider taking an exit ahead of the Wednesday afternoon 

announcement. 

 

 

Intermediate-term Outlook (2 weeks – 2 months) – updated 4/28 – neutral 

Overall action this week was mixed.  Despite Friday’s selling the SPX managed to close 

positive on the week.  But the NASDAQ Composite and the Russell 2000 ended up with 

net declines for the week.  None of the moves were terribly large.  As far as new 

intermediate-term evidence, I have pasted below an excerpt from Tuesday night’s gold 

subscriber letter, which examined the strong run-up leading up to that point. 
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This next study utilizes a phenomenon that I have spoken of a number of times in the past. 

That is that when the market begins to get overbought it will often suggest a pullback is 

likely, but when overbought gets powered through then odds will sometimes shift from a 

pullback to a continuation of that move. This study demonstrates the continuation 

concept.  It was last seen in the 9/10/13 subscriber letter. 

 

 

 

These results appear to suggest a pretty consistent upside edge over the next 1-3 weeks.  

Below is an equity curve using the highlighted 10-day hold that shows how this edge has 

played out over time. 
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This appears to be quite a consistent curve and makes the study even more compelling.  I 

also ran the 15-day profit curve. 
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Much like the 10-day curve, the 15-day shows impressive upslope. In addition to the 

short-term Active List, have also added this study to the intermediate-term list since the 

bullish impact appears to persist for up to 3 weeks. 

 

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

AMBS flows. 

 
 

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

and 2014 so far. The volume indicator is continuing to drift lower, and this upcoming 

week we will see if it might decline even further. We estimate net inflows this past week 

to have been about $14.5 billion, which is actually the largest we have seen since the end 

of March.  This could provide a bit of a boost for the bulls this upcoming week. 

 

Flows for the upcoming week and beyond are not yet clear.  The Fed will be having a 

meeting on Tuesday & Wednesday where they will decide whether to hold purchases 

steady at the current rate or to taper further.  As you can see in the chart above, the 

sideways market movement over the last month and a half has coincided with a decline in 

the net inflows.  I have maintained that the lessened stimulus will negatively impact the 

bull market progress at some point.  The past few times the stimulus was stopped it led to 

strong declines / bear markets.  But tapering is a bit harder to gage than simply turning 

off the spout.  Still, the lack of recent progress suggests that further tapering could make 

for a more dangerous market environment.   

 

 



 

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

P
ag

e1
0

 

 

“Sell in May and go away” is a concept I looked at last year in the 4/29/13 Letter.  It is 

based on the idea that the period of May – October has not done very well over time.  

Most of the market’s gains over the years have come during the November – April 

period. 

 

So in the 4/29/13 letter I decided to look at this time period and filter it by whether the 

market has suffered a pullback at any point leading up to the end of April.  To define 

“pullback” I started with a clean slate every year on January 1.  The high of Jan 1 was the 

high for the year as of that date.  Each time a new high was made I would measure 

pullback from the highest high to-date.  I broke “Sell in May” down by years the SPX 

had a 5% pullback before May versus years it did not.  Three-quarters of the time we 

have seen a 5% pullback.  Let’s first look at times where there had been a pullback at 

some point before May. 

 

 
 

Of the 39 years where this was the case, 15 of them saw the market drop more than 10% 

from its April closing price during the next 6 months.  And 7 of them were more than 

10% lower at the close of October.  There were slightly more winning years than losing 

ones, but the losers were quite a bit bigger and the market has suffered substantial net 

losses during the May – October period for these 39 years.  This year SPX will be faced 

with this scenario entering May. 

 

Now let’s look at times where the market has been strong through April and it has not 

experienced a 5% pullback at any point.   
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These stats look a LOT different.  Twelve of fourteen years the market closed higher.  

And the profit factor was nearly 7.5!  Let’s take a closer look at the instances to learn a 

little more. 
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We see here that 1 of the 2 losses was only a decline of 0.1%.  In other words, 1971 was 

the only bad year of the bunch.  And even 1971 closed with a loss of less than 10%.  In 

fact its max drawdown was almost exactly 10%, and NO other year saw a 10% 

drawdown.  When May has come without a 5% pullback appears like 2013 that has been 

a good thing.  Lastly, I also updated the table below from last year. 
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The 1
st
 3-4 months (20-80 days) you seen pretty breakeven numbers, but once you get out 

further than that, gains have been strong and consistent, with 1971 being the lone fly in 

the ointment.  Unfortunately, 2014 is a year that we have seen a 5%+ pullback.  So it falls 

into the category where the market is more susceptible to a summer swoon.  More about 

long-term seasonality (and price action) will be sent to Gold and Silver subscribers in the 

next day or so when the 1
st
 Bronze-level Quarterly Market Timing Update is published. 

   

I am still fairly neutral about the intermediate-term.  We have some bullish price action 

studies in play, and the long-term trend still appears up.  The tapering has not yet had a 

negative impact but the market has certainly struggled to make headway over the last few 

months while it has been adjusting to lower levels of Fed stimulus.  This week’s Fed 

decision will be interesting, and could open up the door for the bears in the weak 

upcoming seasonal period.  And of course the New High Divergence from the Study of 

Tops remains active and a bearish concern.  So I am still willing to trade both sides of the 

market, but will continue doing so with a bit more caution than if I had strong bullish or 

bearish intermediate-term inclinations. 
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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 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 @ $185.75 LIMIT ON OPEN.  If not filled on open, 

cancel order and look to buy @ $186.20 LIMIT ON CLOSE.  Based on the short-term 

outlook above.  I will look to buy a sizable gap-down open – in this case I put the level 

below Friday’s 10ma.  If not filled I will buy slightly lower close on Monday – which 

would put the closing price below Monday’s 10ma. 

 

 
 

 

 

 

 

 

Current Open Trade Ideas 

None 
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