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Market Overview 
 

 
 

 
 

 
 

 

  
  

Signals Overview 

Aggregator Aggressive VIX QE Buy Pwr Swing

Flat 50% Long XIV Flat

 

 

Tonight’s Research Points 

  

 Unfilled gaps up that fail to make a higher high will often pull back over the next 

few days. 

 The steep drop in VXO may have signaled trouble if the market was in a 

downtrend, but does not appear concerning during a long-term uptrend. 

 

 

 

Short-term Outlook  

The Bottom Line  

Friday’s rebound was strong and it put SPX back in an overbought condition.  Indications 

for the next few days again are mixed but leaning bullish.  Overbought with evidence 

leaning bullish leaves me neutral for the short-term. 
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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

July  21, 2014 Unfilled up gap inside day  > 200 1 day Bearish

July  18, 2014 7  high to 7 -low in 1  day 1-2 days Bearish

July  17 , 2014 NR7  after high vol WR7  down 1-5 days Bullish 2.20%

Active - Long Term

July  9, 2014 2 unfilled gaps dn > 200ma 1-10 days Bullish 2.50%

June 2, 2014 NASDAQ leading SPX int term Bullish

April 28, 2014 Sell in May  6 months Bearish

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  

July 18, 2014 VIX rises > 20% in 1 day 1 day Bullish

July 18, 2014 QE Buying Power Long 1-6 days Bullish  
 

 

The Evidence 

Thursday’s big down day was almost completely reversed by Friday’s rebound.  The SPX 

rose 1.0%, while the NASDAQ and the Russell 2000 each rallied 1.6%.  Breadth was 

strongly positive as the NYSE Up Issues % came in at 82% and the Up Volume % was 

also 82%. Total NYSE volume was higher on Friday’s rally than on Thursday’s drop. 

 

The study below was last seen in the 1/15/14 Letter.  It looks at days like Friday where 

the market gaps higher, never fills, and moves higher from open to close without making 

a higher high.  I’ve updated the results below. 

 

 

 

Implications here appear somewhat bearish, with most of the damage occurring on day 1.  

Below is a profit curve that shows how the downside edge has played out over time. 
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This is not an ideal profit curve but it still appears to suggest a downside edge.  I felt it 

was worth giving this study consideration once again. 

 

The rally was accompanied by a very large drop in the VIX (and VXO, which is the old 

calculation for the VIX).  Back in the 4/22/13 subscriber letter I noted that big drops in 

the VXO have had much different connotations depending on whether SPX is in a long-

term uptrend or downtrend (as defined by its proximity to the 200ma).  I decided to 

review those studies, which require a 15% 1-day VXO drop, in tonight’s letter.   

 

First let’s consider what has followed when the large VXO drop has occurred during a 

long-term downtrend. 

 



 

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

P
ag

e4
 

 
 

We see here some very bearish statistics over the 1-2 day period.  There is rarely upside 

follow-through when fear dissipates that quickly during a downtrend. 

 

But now let’s consider times like the present where SPX is in an uptrend. 

 

 

 

Here there is no hint of a short-term bearish inclination.  In fact the setup has shown 

slight gains for each of the time periods measured.  I don’t think the numbers are strong 

enough to consider this a bullish setup, but it certainly is not bearish. 

 

In addition to the bearish study being added tonight, we have two bullish studies expiring 

from the Active List.  The QE Buying Power System signal only lasted one day, so that 

study has been taken off quicker than usual. 

 

I have updated the AggregatorH chart below.   

 

http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Even with tonight’s bearish study and with a couple of bullish studies expiring, the green 

Aggregator Line remained strongly above 0. Positive readings mean net expectations 

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

Differential Line dropped sharply and closed just below 0.  The negative Differential 

Line reading means the SPX is now overbought versus recent expectations.  So 

expectations are positive but the SPX is slightly overbought.  This is considered a neutral 

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

on opposite sides of 0.  Therefore the Aggregator signal quickly turned from long back to 

flat at the close.   

 

Based on the current active studies, expectations are set to remain positive on Monday. 

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

will be inverted at 1984.07 on Monday. That is 0.3% above Friday’s close.  An inverted 

pivot means that the Differential Line will cross through 0 if SPX closes flat.  In this case 

SPX is going to need to close up at least 0.3% in order to remain overbought.  Otherwise 

it will be considered oversold versus expectations. 

 

Thursday’s studies played out perfectly and the result was a strong rebound Friday.  

Unfortunately, my trade idea from Thursday night’s letter was not able to benefit because 

the market gapped higher and never filled the opening gap.  You’ll note that the 1-day 

risk/reward at the top of the letter is leaning bearish.  That simply looks at expectations 
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for Monday.  But looking out over the next 3 days, gains are expected.  This leaves the 

Aggregator neutral even while Monday suggests a downside edge.  I generally don’t trade 

off the 1-day edge for the purpose of tracking trade ideas here in the letter.  It is more for 

daytraders or those who are quite agile with their accounts.  But it is still worth noting.  

And if it plays out with some downside on Monday, there is seems to be a pretty good 

chance that the Aggregator could turn bullish at that point.  So I am neutral but ready to 

pounce if opportunity avails itself. 

 

 

Intermediate-term Outlook (2 weeks – 2 months) – updated 7/21 – slightly bullish 

 

Quantifiable Edges Market Timing Course Combo Signals Overview 

Combo #1 Combo #2 Combo #3

Flat Long Long

 

Above is the status of the different Combination Signals from the Quantifiable Edges 

Market Timing Course.  Signals are long-term in nature.  All 3 can be either flat or long.  

None of them look to short.  More information on these signals can be found in the 

Quantifiable Edges Market Timing Course, which is included with all annual 

subscriptions.  Detailed descriptions of these combination approaches can be found in 

Lesson 8.  Subscribers may also download detailed hypothetical historical performance 

reports covering 1/1/71 – 3/7/14 in Lesson 11, Course Downloads.  (You must go through 

the course first in order to access the Downloads.) 

 

SPX posted an inside week but finished about ½% above last week’s close.  It is very 

close to new all-time highs once again.  The uptrend appears to be intact.  There were no 

studies of intermediate-term consequence that emerged this past week. 

 

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 

http://quantifiableedges.com/module-1/intro/
http://quantifiableedges.com/module-4/combining-price-seasonality/
http://quantifiableedges.com/module-4/combining-price-seasonality/
http://quantifiableedges.com/module-4/market-timing-course-downloads/
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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. 

 
 

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 head lower since purchase 

amounts were again tapered starting July 1.  We estimate net inflows this past week to 

have been about $6.7 billion.  That is quite low compared to the last year and a half.  It is 

also a little low for July. It could serve to dampen further rallying in the next few days.  

 

This upcoming week is expected to see substantially larger inflows.  We should see Fed 

buying of nearly $9.7 billion.  This could provide a wind at the market’s back towards the 

end of the week and into the following week. 

 

While the reduced flows have not had a negative impact up to this point, I am still of the 

opinion that the market is likely to struggle sometime between here and when they hit 0, 

or at the very least, shortly after they hit 0.  This has effectively been the case at least 

back until 2003 when the Fed began publishing its POMO flows.  The next Fed meeting 

is set to conclude on July 30
th

.  It is at that time where will find out if August and 

September will see an even further reduction in stimulus levels. 
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The leading NASDAQ is still providing a plus, and the uptrend appears intact.  The study 

from the 7/9 letter is also bullish.  So the bulls have some things in their favor.  The bears 

are still banking on the shrinking New High % divergence and the weak seasonality (and 

at some point in the next few months the lack of Fed stimulus.)  I am keeping my outlook 

at slightly bullish again this week.  I will use some caution on both sides of the market, 

but will continue to favor longs over shorts. 

 

 

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. 

 

None tonight. 

 

 
 

 

 

Current Open Trade Ideas 

None 
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