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 Market Overview 

Summary of Recent Active Studies (see http://QuantifiableEdges.blogspot.com or 
Letters from listed dates for details) 
Study Date Description Time span Bias Avg Max Move
Active
July 28, 2009 3/10 HV low.  RSI(3)>70. 1-3 days
July 28, 2009 1 day down from RSI(2)>98 1-2 days
July 27, 2009 2 Days Up In Chop 1-4 days
July 24, 2009 SPX much stronger than $$ 1-4 days
Active - Long Term
July 17, 2009 Appel Daily Breadth 1-20 days Bullish 5.80%
July 14, 2009

Bearish
Bearish
Bearish
Bearish -1.60%

VIX:VXV hits 100-day low 1-20 days
July 13, 2009 Nasdaq/NYSE Volume High 1-20 days
July 14, 2009

Bearish -3.80%
Bearish

VIX:VXV drops below 0.9 2-5 months
June 1, 2009 Nasdaq Relative Strength Leading Bullish
Dropped Tonight  
July 27, 2009 Gap Down and Reverse to New High 1-2 days

Bearish

Bearish  
   
If the avg max move is achieved the study will appear in bold italic blue and no longer be 
active.  With the reduced market volatility I am no longer requiring a move of Avg max + 
½ Std Dev. To reach the target. 
 
Short-term Outlook (1-5 days) – updated 7/29 –bearish 
While it traded lower for much of the day the market still has not managed to put in a 
decent down day.  The major indices finished mixed.  Breadth was mildly negative as the 
NYSE Up Issues % came in at 47% and the Up Volume % at 49%.  Total volume came 
in higher than yesterday and above average. 
 
After the strong move up last Thursday we’ve now had 3 days in a row where the SPX 
has closed very close to breakeven.  This has greatly reduced the short-term historical 
volatility.  In the July 13th Subscriber Letter I discussed a study that compared the 3-day 
historical volatility with the 10-day historical volatility (with a 3-day offset).  An excerpt 
is below: 
 
I also did a study looking at other situations where historical volatility has contracted 
rapidly like it has in the last 3 days.  To do this I looked at the 3-day historical volatility 
and compared it to the 10-day historical volatility 3 days ago.  In other words I divided 
Friday’s 3-day historical volatility by Tuesday’s 10-day historical volatility.  A result 
below 1 would indicate the last 3 days have been less volatile than the previous 10.  A 
number above 1 would indicate a recent uptick in volatility.  Friday’s 3-day over 
Tuesday’s 10-day came in at a very low 0.23. 



 
I then look to see what the 3-day historical volatility has typically been 3 days later.  
What does a sharp contraction over the last 3 days indicate you might expect over the 
next 3 days?  What I found is that when the 3-day over the offset 10-day dropped to 0.25 
or lower the next 3 days were 5.5 times as volatile as the recent 3 days.  This is based on 
1,111 trading days since 1960 – or about 9% of all trading days.  Going back to just 
1999 gave similar results, as the 3-day historical volatility increased by 5.4 times. 
 
The 3/10 offset HV came in at 0.24 today – qualifying for the above study.  (I am a 
couple weeks behind in getting the Qauntfinder updated, but it should have this one 
included shortly.)  Tonight I looked at situations where the 3/10 offset HV was contracted 
and the market was short-term overbought.  To define overbought I used a 3-period 
RSI… 
 

 
 
Over the last 10+ years a consolidation while the market is short-term overbought has 
suggested a downside bias – especially over the first 2-3 days. 
 
In an intraday update today I looked at how the market has performed following the 1st 
down day after a run-up.  Below is a copy of those studies for anyone who didn’t get a 
chance to read the intraday update: 
 
I first looked at all down days: 
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As everyone likely suspected there is an upside bias following down days. 
 
What if the market was extended upwards before the down day? 
 

 
 
Now we see a bit of a downside bias.  After rallying up the first day down may just be the 
beginning of the pullback.  What if the market is VERY overbought as it is now? 
 

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



 
 
Here we see the risk reward shifts even greater to the downside.  (Wins & losses are 
about the same though.) 
 
Lastly, what if the drop is a substantial one?...  There were only two instances of big 
declines from an RSI of 98, so I went back to 90 as the parameter: 
 

 
 
Here there again seems to be a decent downside bias. 
 
The last table here isn’t applicable since the SPX rallied near the end of the day and only 
closed down slightly. 
 
The Aggregator chart is updated below.. 
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The green Aggregator line remains below 0, illustrating a net negative expectation from 
the studies over the next few days.  The black differential line is now approaching 0 from 
below.  This shows the market has slightly outperformed expectations over the last few 
days.  It is still in a bearish configuration, though not as pronounced. 
 
I’m not looking to add anything tomorrow.  Traders should keep in mind the 3/10 offset 
HV study from above.  It suggests there could be a sharp move over the next few days.  
Should the market go my way I may look to trail a stop down.  I’d prefer to protect 
myself to avoid have the sharp move go against me. 
 
Intermediate-term Outlook (2 weeks – 2 months)– updated 7/27 – neutral 
Almost nothing has changed from an intermediate-term standpoint from last week.  
Therefore I will not spend too much time discussing it.  From a bullish perspective the 
Nasdaq/S&P Relative strength indicator has been bullish and generally right for several 
weeks now.  The breadth thrusts we saw off the failed head & shoulders pattern have also 
proven correct.  I noted in the last couple of days that we are already close to the average 
maximum gains that are generated by the two breadth thrust studies listed in the 
intermediate-term section above.  (See last week’s intermediate-term section for details 
on these.)  This doesn’t mean that just because the average max move has been achieved 
the market will roll over.  But from my perspective it means that further gains are likely 
due to influences other than the breadth thrust patterns.  This is why I look to remove 
studies from the active list after they achieve their targets. 
Bearish and so far wrong have been sentiment indicators such as the VIX:VXV ratio and 
the Nasdaq/NYSE Volume ratio.  Neither of these has budged at all and it seems while 
their timing was off, at some point their bearish influence may take hold. 
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As I’ve demonstrated with some short-term trades lately this is a tough market to fight.  
While bearish indications remain, a neutral to slightly bullish intermediate-term outlook 
seems appropriate.  
 
Catapult and Capitulative Breadth Statistics 
(Catapult Presentation Part 1)  (Catapult Presentation Part 2) 
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. 
 
Active Trades Table 
Symbol Entry Date Entry PriceCurrent Pr% Gain/LoStop Notes
SPY(s)(1/4) 7/16/2009 $93.15 $97.89 -5.09%
SPY(s)(1/4) 7/17/2009 $94.25 $97.89 -3.86%
SPY(s)(1/4) 7/27/2009 $98.30 $97.89 0.42%

 
 
 
 
 
 
 
 
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 Cap 
ital 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 © 2009 Hanna Capital Management, LLC. 

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

http://quantifiableedges.googlepages.com/CatapultandCBI.ppt-voice2.ppt
http://www.quantifiableedges.com/members/systems.php

