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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
August 24, 2009 Strong breadth & vol breakout 1-5 days Bullish 1.50%
August 24, 2009 Nasdaq 3:2 breadth for 3 days 1-4 days
August 24, 2009 Op-ex week positive return 1-5 days
August 21, 2009 Nasdaq 3:2 breadth for 3 days 1-2 days
August 20, 2009 2 Days Up In Chop 1-4 days
Active - Long Term
August 4, 2009 75% Up Issues 2 of 3 Days 1-20 days Bullish 4.80%
July 14, 2009

Bearish -2.00%
Bearish -0.90%
Bearish -1.70%
Bearish

VIX:VXV drops below 0.9 2-5 months
Dropped Tonight  

Bearish

August 12, 2009 1% Drop & Advances/Decline > 2 1-9 days Bullish 2.40%
August 21, 2009 SPX up 3.  Vol increases last 2. 1-5 days Bullish 1.50%
August 20, 2009 Gap < yest low and close > yest high 1-2 days
August 21, 2009 CBOE Equity Put/Call low 1 day

Bearish -1.60%
Bearish  

If the avg max move is achieved the study will appear in bold italic blue and no longer be 
active.   
 
Short-term Outlook – updated 8/24  
The Bottom Line 
The market posted a breakout accompanied by strong breadth and volume on Friday.  
Such strong breakouts have a tendency to follow through over the short-term.  On the 
negative side there were extremely low put/call ratios and we’ve seen strong op-ex 
week’s tend to be followed by market weakness.  In other words, the studies are mixed.  
Monday’s aggregate outlook is slightly negative but the next three days as a whole is 
neutral.  Meanwhile the market is more short-term overbought versus expectations than it 
has been in a month.  The overbought nature of the market is skewing risk/reward to the 
negative side, but I’m not comfortable taking on an aggressive short position without 
confirmation from the studies. 



The Proof 
In Thursday night’s Letter I wrote the following: 
 
“The ratio of the 3 day to the offset 10-day historical volatility has dropped rapidly to 
0.16 according to my data.  According to a study I posted to the blog last month a 
contraction this sharp often leads to a rapid expansion where the next three days are 
projected to average close to 5 times the volatility of the last 3 days.  The S&P is getting 
close to the top of its recent range.  This would suggest we are either in for a breakout or 
a quick trip down to the lower end of the range (or both).” 
 
The active studies suggested that a move down was more likely, but the volatility 
explosion came in the form of an upside breakout on Friday.  All of the major indices 
posted substantial gains on strong breadth and volume.  The NYSE Up Issues % came in 
at 81% while the up Volume % was an extremely high 93%.  Total volume rose strongly 
on the breakout. 
 
Several studies were removed from the active studies list.  Two bearish studies ran out of 
time while two bullish studies reached their profit targets and were removed.  Once a 
study reaches its target it is removed from the active list.  This is because any further 
move in the stated direction is likely not attributable to the study, but rather due to other 
forces. 
 
Friday’s action gave some mixed signals as far as short-term implications.  On the bullish 
side, when a breakout is accompanied by strong breadth and volume as it was on Friday, 
that is generally a short-term positive.  Below is a study examines such breakouts 
 

 
 
Results here are fairly bullish over the next week as you tended to get some follow-
through.  Of course for much of this time period the market had more of a tendency to 
follow through on a day to day basis and not chop around.  This changed around the turn 
of the century.  Therefore, I also decided to look at returns from 2000 – present. 
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While instances are a bit low – partially thanks to the fact that the S&P has spent a 
substantial amount of time below the 200ma this decade, results appear even more 
bullish.  This was a bit of a surprise, but it certainly suggests we could see last week’s 
momentum continue for a few more days. 
 
There are certainly some short-term red flags as well.  The week after expiration week 
has a bit of a tendency to be bearish.  Below is an excerpt from the 4/20/09 Letter (stats 
not updated). 
 
Below is a study that shows how the market has performed following a positive 5 days 
leading up to options expiration: 
 
Today is option-expiration Friday.  SPX closes higher than 5 days ago.
Buy S&P 500 on close.  Sell X Days later.  $100k/trade.  1987-present.
X Days Net Profit Trades Wins Losses % Wins Avg Win Avg Loss W/L Ratio Profit Fact Avg Trade
5 156 69 87 44.23 $1,306.43 0.82 0.65
4 156 67 89 42.95 $1,347.37 1.05 0.79
3 156 70 86 44.87 $1,163.03 0.98 0.80
2 156 74 82 47.44 $826.20 0.82 0.74
1 156 60 96 38.46 $905.38 1.34 0.84

($48,202.02) ($1,590.18) ($308.99)
($23,943.43) ($1,283.34) ($153.48)
($20,820.79) ($1,188.76) ($133.47)
($21,247.56) ($1,004.71) ($136.20)
($10,434.86) ($674.56) ($66.89)  

 
The returns over the next week are consistently negative.  Looking at the 5-day returns I 
also broke it down by the size of the options-week gains: 
 
Today is option-expiration Friday.  SPX closes X% higher than 5 days ago.
Buy S&P 500 on close.  Sell 5 days later.  $100k/trade.  1987-present.
X% Net Profit Trades Wins Losses % Wins Avg Win Avg Loss W/L Ratio Profit Factor Avg Trade
3 23 10 13 43.48 $1,249.42 0.60 0.46
2.5 37 16 21 43.24 $1,027.96 0.58 0.44
2 48 23 25 47.92 $945.94 0.53 0.49
1.5 74 32 42 43.24 $1,211.70 0.70 0.54
1 107 48 59 44.86 $1,186.58 0.73 0.59
0.5 134 59 75 44.03 $1,290.06 0.80 0.63
0 156 69 87 44.23 $1,306.43 0.82 0.65

($14,506.69) ($2,076.99) ($630.73)
($20,533.49) ($1,760.99) ($554.96)
($22,601.15) ($1,774.31) ($470.86)
($33,546.15) ($1,721.92) ($453.33)
($39,543.46) ($1,635.58) ($369.57)
($45,408.99) ($1,620.30) ($338.87)
($48,202.02) ($1,590.18) ($308.99)  
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While the % winners remains fairly steady around 44%, you can see that risk/reward 
shifts more favorably towards the bearish side the higher the returns during op-ex week.   
 
This weekend I also looked at strong moves on option expiration Friday when the SPX 
was trading above it 200ma.  I found surprisingly little.  Since 1987 there have only been 
2 other times that there’s been a rise of 1.5% or more under such circumstances.  
Lowering the % return required increased the number of instances substantially but didn’t 
reveal a sizable edge. 
 
Another potentially bearish short-term indication came from the CBOE Put/Call Ratios.  
Both the total put/call and the equity put/call ratios came in extremely low on Friday.  
The total put/call ratio was 0.59, which was over 33% below its 200-day moving average.  
In the past total put/call ratios this low have often led to short-term pullbacks: 
 

  
 
This is pretty close to a mirror image of the 1st study above related to breakouts with 
strong breadth and volume.  When you see fairly strong odds in both directions from 
different indicators it can often lead to choppy trading over the next few days. 
 
The equity put/call ratio was even more extreme.  It came in nearly 45% below its 200-
day moving average.  Equity put/call ratios have only been published since 10/2003, but 
this is the lowest the 1-day to 200-day ratio has ever come in. Readings of 25% below 
normal have often preceded next-day pullbacks.  You may find a recent discussion of this 
in the August 14th blog and more details in the June 12th blog. 
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The Aggregator chart is updated below. 
 

 
 
Despite having two bullish studies hit their target and fall of the active list, and despite 
the addition of two bearish studies, the green Aggregator line moved up in neutral 
territory tonight.  The 1st study that looked at breakouts on strong breadth and volume had 
results strong enough that they overpowered tonight’s bearish studies.  Generally I 
consider readings between 0 – 0.04 to be neutral as they are positive but less than or 
equal to the long term drift of the market.  The black Differential line dropped even 
further with Friday’s rally.  As measured versus expectations the S&P is now more 
overbought than at any time in over a month.  Neutral expectations and a strongly 
overbought market suggest risk/reward slightly favors the downside over the next few 
days.   
 
 
Intermediate-term Outlook (2 weeks – 2 months)– updated 8/24 – very slightly bullish 
Whether this rally can continue or whether it flounders may depend greatly on the 
breadth of the rally.  Breadth is giving somewhat mixed signals lately.  One oddity that 
traders may notice from the charts page is that while the market is now trading at new 
highs there has been a noticeable dropoff in the number of individual issues hitting new 
highs.  Below is the chart from the website to demonstrate. 
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The blue line at the bottom is the net % of stocks hitting new 52-week highs.  On August 
1st this number was about 12%.  Friday it was only 3% - a 9% dropoff.  It’s fairly rare to 
see a dropoff this large, but when I tested it I found that it wasn’t necessarily bearish.  For 
purposes of testing I lowered the dropoff required to 5% in order to get enough instances.  
Regardless of the cutoff I used I found the results to be inconsistent and neither bullish 
nor bearish.  Below is one example of a test I ran.   
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Is it BETTER to have the number of new highs expanding?  Yes.  Below I show a similar 
test where net new highs are also hitting a new high: 
 

 
 
So if we see this number expand then that would help the rally’s chances to continue.  On 
the positive side the advance/decline line is hitting new highs.  We also had a 90% day on 
Friday.  As we saw in July, if we get a couple of 90% up days within close proximity 
then that can often be a decent intermediate-term buy signal.  Therefore I’ll be very 
interested to see if we get some additional days of extremely strong breadth this week. 
 
Many of the negatives that had been present are still present, such as the low VIX:VXV 
ratio, the excessive Nasdaq vs. NYSE volume and the generally downsloping  total 
volume over the last few months.  Still, the negative effects of these influences has been 
slow to kick in. 
 
Right now the market is still in rally mode, and betting against it for any extended period 
of time has not worked.  Short trades need to be small and profits taken when available.  I 
expect we’re going to see a substantial selloff begin at some point in the next several 
months.  I don’t see evidence of it happening just yet. 
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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 – I’ll stick with my small short index position for now.  Individual triggers 
from the triggers page are scarce tonight.  Nothing on the short side and only a few 
stragglers suggesting long-side edges.  I’ll give it a day and see what else emerges. 
 
Active Trades Table 
Symbol Entry Date Entry PriceCurrent Pri% Gain/Lo Stop Notes
SLE(1/3) 8/14/2009 $9.45 $9.65 2.12%
SLE(1/3) 8/15/2009 $9.35 $9.65 3.21%
SPY(1/4)(s) 8/20/2009 $100.75 $102.97 -2.20%

sold on close
sold on close

 
SLE was sold on the close.  It was unfortunate that the 3rd entry missed getting filled by 
$0.01 at $9.20, but it still turned out to be a decent trade nonetheless.  This one did 
require a bit of patience, though. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
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

