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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 |Avg MM + 1/2 Std Dev
Active

July 2, 2009 Weak breadth on up day 1-4 days Bearish

July 2, 2009 Weak bounce after 1.75% drop 1-3 days Bearish

July 6, 2009 SPY 1% gap. Open top/close bottom 12%  |1-3 days Bullish 5.30% 6.50%
July 6, 2009 SPX 1% drop. Advance twice decliners 1-9 days Bullish 2.80% 4.00%
July 2, 2009 Strong breadth weakest vol 10 1-3 days Bearish -3.10% -4.50%
July 2,2009 Low HV cluster - no 20 high 1-8 days Bearish -3.40% -4.60%
June 29, 2009 Low range and vol above 10ma 1-15 days Bearish -4.40% -6.90%
June 26, 2009 2 Days 7:3 up issues - no 10 high 1-8 days Bearish -4.30% -5.90%
Active - Long Term

June 26, 2009 VIX:VXV drops below 0.9 2-5months  |Bearish

June 22, 2009 VIX:VXV hits 100-day low 1-20 days Bearish -3.80% -5.50%
June 11, 2009 4-day tight range above 10ma 1-20 days Bullish 4.00% 4.80%
June 10, 2009 Nasdag/NYSE Volume High 1-20 days Bearish

June 1, 2009 Nasdaq Relative Strength Leading Bullish

Dropped Tonight

If the avg max move is achieved the study will appear in bold and brown. If the avg +
1/2 std deviation is achieved, it will appear in bold italic blue and no longer be active.

Short-term Outlook (1-5 days) — updated 7/7 — neutral to slightly bearish

After gapping down today the market staged a reversal. The major indices closed mixed.
The Nasdag was down and the S&P was up slightly. Breadth was solidly negative
despite the rise in the S&P. The NYSE Up Issues came in at just under 40% and the Up
Volume was also 40%. Total volume rose from pre-holiday levels but was still fairly
light.

The gap down and crap out study from last night indicated a strong upside edge. After a
weak open, that edge played out somewhat. The SPX did manage to close positive on the
day. The SPY, which was actually used for the study, did not. It lost $0.01. This is the
weakest 1-day move following these setups. This is concerning. For one it suggests the
market is not acting as it should according to last night’s strongly bullish study. It also
leads to a large number of studies that were based on the concept of “weak bounces”.

The June 23" trading session had several similar characteristics. Below I’ve cut an
excerpt from the June 24™ Subscriber Letter.
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The weakness of the rebound was quite troubling. 1’ve looked at this a number of
different ways over time. One example is the Weekly 3/9/09 #3&4 which was a price-
based study looking at times the bounce day couldn’t even gain back a ¥ of the damage
done the day before. Results of that study are below:

Study updated as of 7/6/09

SPX drops at least 1.75% yesterday. Today it closes higher but makes up less than
25% of yesterday's loss. Buy on close. Sell X days later. $100k/trade. 1988 - present.
_ AN Total AWRnng Al Losing | Al % | Sbavd Al svg Al All Al Ay
DBYS Al Bz P Trades Trades Trades | Profitakle Auii Loy 'I.-‘\ﬁn.ﬂ.pss ProftFactor|  Trade
Trade Trade Fatio
10 -55,503 38 46 16 a2 3333 2ORFE1 322172 a2 046 116028
9 -47E14E5 44 18 a1 3ETH 2TIORD | -3144 71 083 05| 97173
8| 25,207 03 53 21 a2 30E2| 3109502 -2 6504 111 073 47560
7| -3R032 A0 a5 22 33 4000 313747 3163 54 099 0FE| 55514
B| 27802 24 a5 22 33 4000 2E1309 -2 567 56 1011 067 -506.495
5| 2354808 a0 27 a2 4576 2AE202) -2SR011 084 07| 33914
4| 2257141 G 25 34 4237 214700 -2 24327 .98 070l 32T
3| 26,082 01 il 22 ] 3667 210905 190822 111 064 43488
2| ABETAAT £i2 29 33 4677 140584 -1 G20 54 &2 072 -2E4n02
1| 042553 £i2 27 a5 4385 TERIT | 116705 i1 E 051 32044

One study | decided to take a new look at tonight was the one that looked at the strength
of the rebound based on breadth. Originally published in the Blog 9/11/08 1 re-ran the
study. Description and results below.

Yesterday SPX drops at least 2% and the NYSE Up Volume %
is = 15%. Today it closes higher but the Up Vaolume % < 60%.
Buy on close. Sell X days later. $100k/trade. 2001-present

. _ § . ) . Al Ay Al Ay All: . .
Days All- et Profi "g%"r.aTdisal AII.T:;‘:ILnensmg A&rgzzzg F‘rﬂlft:gle Winning Losing Nnﬂ.pss F‘er?I-'".actDr '&T"éaﬁc\i\;g
Trade Trade Ratio
B 22211778 13 2 13 15353 §48245 -3015.:58 2.8 043 145079
o -25,805.04 17 4 13 2353| 3889655 -3442.40 1.16 036 -1694.41
4 1963500 17 4 13 2353 353491 259982 1.36 042 115633
3 1545500 17 4 13 X353 287280 -2072& 1.39 043 -809.12
2 1582556 19 7 12 3684 162085 -2264.25 arz 042 -5§32.892
1 -10,661 .70 19 7 12 3684 | 120075 1585895 0.76 044 -561 .14

All 19 instances posted a close below the trigger day's close at
some point in the next 3 days.

The fact that there was a pullback within three days every time is a fairly compelling stat.
There have been 2 upmoves occur in the 6-day holding period since | published the first
set of results last September. They both had pullbacks first though, allowing either
opportunity for profit or at least a chance to move your stop to breakeven. Below I’ve
listed all the trades along with their 6-day exit:
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Date/Time

03/13/01
03/21/01
01/30/02
0z2/07/02
06/04/02
05/12/02
07/03/02
o7/12/02
09/13/02
09/23/02
11/02/07
11/12/07
1z/12/07
1z/20/07
01/07/08
01/15/08
03/03/08
03/11/08
0&6/09/08
06/17/08
07/25/08
08/04/08
09/10/08
09/18/08
10/23/08
10/31/08
01/13/09
01/22/09
03/05/09
03/15/09

Signal

Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
By
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell

Price

£1,197.68
$£1,122.08
£1,113.57
t£1,080,17
£1,040,69
£1,020.26
£953,99
£921.39
889,81
£833.70
£1,509.66
t1,439,18
1,486,560
t£1,460,12
t1,416.18
t£1,380.95
£1,331.34
1,320,565
£1,361.77
$£1,350.,93
£1,257.77
£1,249.02
£1,232.04
£1,206,51
£908.11
£958.75
£871.79
£827.50
£683.38
£7E3.89

oo Profit

(6.31%)
(3.00%)
(1.96%)
(3.42%)
(6.31%)
(4.67%)
(1,789%)
(2,49%)
(0.80%)
(0.80%)
(0,70%)
(2.07%)

6.68%
(5.089%)

10.32%

Yesterday SPX drops at least 2% and the NYSE Up Volume %
Is = 15%. Today it closes higher but the Up Volume % < 60%.
Buy on close. Sell 6 days later. $100k/rade. 2001-present

Run-up
DrawDown
£0.00
(f6,552.02)
£1,480.96
(F3,185.31)
£904,.32
(§3,658.56)
£4,115.28
(5, 517.20)
£1,435.84
CE7,168.00)
£733.26
(f4,694,58)
£187.60
(f3,413.65)
£087.00
(f2,623.60)
£963.75
CE4 401,007
£370.11
(f2,225.04)
£2,145.64
(f1,847.81)
£1,867.05
(E7,981.74)

HE-3E9-20
$6,912,40)

sl

($7,603.86)

£13,307.90
£1,533.00

Note even the 2 most recent losers saw some sizable pullbacks. The 3/6/09 which came
very close to the bottom was the worst of the bunch from a short perspective but still

moved south by over 1.5% before launching higher.

The above was taken from the June 24™ Letter. Following the June 23 setup date the

market broke its streak of “19 lower closes within 3 days”.

Monday’s breadth wasn’t just mildly weak though. | was very weak. The weak breadth
included issues and volume across the NYSE and Nasdag. Below are some additional

studies that capture a little of the importance of this weak breadth.

The 6" study in the 9/29/08 Weekly Letter looked at up days with both weak issues and

weak volume. Below I have updated that study.
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SPX rises while NYSE Up Issue % < 45% and Up Volume % < 45%.
Buy on close. Sell X days later. $100kirade. 2000-present.

X . . Al A Al A Al Al bz Al bz
Days |atemom | 4 s Mok Ao | e | Loy | ks [ | RS iy | Losi
Trade Trade Reatio Trade Trade

10 -43 26363 21 5 13 3310 201703 -4,56960 0.44 027 2068041 324660 -2577342

3 gl 8 13 38.10| 254140 -4284.07 ] 037 168389 491260 -24 59602

8 -26,593.36 23 10 13 4345 2335.20| 354195 0.1 047 115623 | 10,740.40 | -15,74433

7 -2RT2432 24 12 12 5000 215053| -4377.55 048 049 -111351| 640080 -17 31860

6 -19926.45 24 9 15 3750 26E3408| -290588 09 054 53027 | BEFO40 ) -12534 48

5 2083352 24 7 17 2917 235712| 220196 1.07 044 &7223| 505780 -9372ED

4 28EFTTT 24 7 17 29417 150471 232416 085 027 -120741| 3E96.70 -513550

3 -34.341 60 25 6 19 2400 138953| 224625 0E2 020 -137366| 356400 -635444

2 -33E4IE3 25 9 16 36.00 95376 | -2/639.22 036 020 -134575| 240030 1237488

1) 21107 61 32.00 53372 | 166220 1154 025  -54430| 242760 875302

22 of 25 (88%) closed lower than the trigger
day close at some point in the next week.

Note the average trades are skewed a bit by the huge max losing trades shown in the last
column. Even without that the edge over the 1% 3 days s quite substantial.

Bu Monday didn’t just see breadth numbers below 45% - they were both below 40%. 1
narrowed the focus to look at hose results as well:

SPX rises while Ip Issue % < 40% and Up Volume % < 40%.
Buy on close. Sell X days later. $100k/trade. 2000-prasent.

. . Al Ao Al Ao Al Al haex Al haex
Days Artemem e A A e W | Lo veness L AR ey | Losng
Trace Trace Featio Trace Trace

10 -35,021.55 -] 1 4 1667 158185 -732063 0zz2 004 -583683 158185 2577342
9| -3518375 -] 1 E 1667 95005 | -7 23276 014 003 -5863.96 950.05 | -24 896.02
G| -2454356 & 2 4 3333 636.09 | -64753.94 011 005 -4,039059 75310 | 16,744 35
T -24793.91 -] 2 4 3333 421.55 | -6,409.27 0.o7 003 -413232 538.01 | -17 818,60
B -1535227 -] 1 E 1667 3315 -3ETT.0S 0.01 000 -3058.71 3315 | 12854445
5 -16458.11 -] 1 4 1667 633.40 | -3428.30 0.z0 004 -2743.02 653.40 | -937260
4| 1517465 -] 1 5 1667 5480 -3185.89 024 005 -2529.M 75480 -51383.50
3| 1294437 & -] 0.0a| -2157.40 0.00 0.0a -2157.40 0.00| -430254
2 -5,405.31 -] 4 22280 -221258 010 005 -1,40059 296.25 | -3,867.94
1 -11,215.40 -] -] 000 -1,869.23 0.00 000 -1,869.23 000 -5,753.02

All 6 closed lower the next 1 and 3 days.

Like last night’s bullish study, this one is undefeated over the next 1 and 3 days — except
this time it’s to the downside.

In the 4/24/09 Subscriber Letter | looked at the effect of weak Nasdaq breadth during
such a session. Like the previous weak breadth tests, this one also had negative
implications. | decided to also look at times the Nasdaq and S&P both posted such low
volume.
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SPXrises while NYSE Up Issue % =< 40% and Nasdag Up Issue % =< 40%.
Buy on close. Sell X days later. $100k/trade. 2000-present.

Al Ay Al Ay All:

) L AL Total Al Winning | Al Losing All: %% . ) All: Al Avg
Days All: et Proit Trades Trades Trades | Profitable inning Losing mn'ﬂ'PSS ProfitFactor|  Trade
Trade Trade Ratio
2| -14,64045 g 2 5 2500 257060 -3,396.95 0435 0.28| -1,83008
4 -14,85863 g 2 G 2500 158630 -3,005.21 0.53 018 -1,857.33
3| -1354242 9 2 7 2222 18E645 -245220 0.7s 02| 1515582
2| 1492327 9 4 3 44 44 34963 | -3,264.58 011 003| -1 65514
1 -10,315.07 9 1 g 11.11 38376 | -1,3537.35 029 004 114612

All 9 closed lower than the trigger day close
within the next 2 days.

Here again we see strongly negative indications over the short-term.

I’ve updated the Aggregator chart below:

TradeStation Chart Analysis - $5PX.X Daily [CBOE] S&P 500 Index EFE EEXE
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The green Aggregator line has now dropped back below 0. This illustrates the net
negative expectancy of the studies over the next few days. The black differential line
shows that the market is still more oversold than overbought. There COULD be more in
this bounce.
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At this point it appears odds favor additional downside after this weak bounce plays out.
If that downside leads to a break of the support area outlined in the intermediate-term
section, it could lead to a quick acceleration of the drop as well. That possibility is
skewing the reward side of a potential short trade. Because of the potential for outsized
gains | will look to begin scaling in tomorrow if the market moves higher. This is despite
the fact that the black Differential line will likely not flip to negative until at least
Wednesday. Details in the trade ideas section below.

Intermediate-term Outlook (2 weeks — 2 months)— updated 7/6 — neutral (near turning
bearish)

I don’t often get into pure chart analysis in the Letter, but I thought 1’d point out some
things I’m watching closely on the chart below.

TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Index G E] EEX
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We’re looking at the S&P 500 and an important area on the chart is the one I’ve circled in
green above. As you’ll note, we’re only a few points above this area at the moment.
What is striking me about this area is that there are several levels of potential support.
Many of these will be fairly obvious to most technical traders. The thin pink rising line
near the top of the green circle represents the neckline of a potential head and shoulders
topping pattern. Just below that around 888 is where you’ll find the 200ma and the June
23" swing low, both of which could act as support. The 2" blue line around 879
coincides with the May lows which also would mark the low of the left shoulder.

I’m not pointing out anything here that isn’t fairly obvious to many technical traders. In

fact, I would venture to guess that most traders that use charts would be considering at
least one of the above points on their chart as important. It may be the Head and
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Shoulders pattern, it may be the price support, or it may be the 200ma. Whatever they’re
looking at, there is sure to be a lot of people focusing on this one relatively small area on
the chart. The more levels of potential support or resistance that exist in a small area the
more important that area becomes. With so many traders focusing on a particular area,
moves around that area can be especially sharp, especially if the potential support breaks.

The intermediate-term studies are somewhat mixed at this point. 1I’m seeing bearish
indications from sentiment indicators such as the Nasdag/NYSE volume ratio and the
VIX:VXV ratio. Meanwhile the Nasdag/S&P lead/lag model still shows the Nasdaq as
the current leader, which favors the bullish case. Also, while close to breaking down and
possibly carving out a bearish Head and Shoulders pattern, the market has not yet
violated any major support levels. | tend to give the primary trend the benefit of the
doubt until it actually does change on a price chart.

With all this is mind | intend to tread a bit lightly until the market either bounces off this
potential support level or slices through it. 1’d rather not get caught on the wrong side of
this action and | don’t see a clear edge at this point. If | had to venture a guess, 1’d guess
the market is likely to retrace a bit more of the March — June rally. | think this support
level will give way in the next few weeks. Whether this inclination turns out to be right
or wrong will have little effect on my trading profits. I’ll continue to re-evaluate on a
daily basis. When the picture becomes more clear from an intermediate-term standpoint
then 1’1l feel better about trading more aggressively on at least one side of the market.

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

Sector CBI Breakdown (% of stocks with active catapult triggers within each sector.)

Index ETF CBIl % Index ETF CBIl %
DJ US Broker Dealers 1Al 0.00 DJ US Energy IYE 0.00
DJ US Insurance Index 1AK 0.00 DJ US Financial IYF 0.00
DJ US Regional Banks IAT 0.00 DJ US Financial Services IYG 0.00
DJ US Utilities IDU 0.00 DJ US Healthcare I'YH 0.74
DJ US Qil&Gas Expl & Prod IEOQ 0.00 DJ US Industrial Sector 1YJ 0.76
DJ US Qil Equip & Svcs IEZ 0.00 DJ US Consumer Goods IYK 0.00
DJ US Pharmaceuticals IHE 2.86 DJ US Basic Materials IYM 0.00
DJ US Healthcare Providers IHF 0.00 DJ US Real Estate IYR 0.00
DJ US Medical Devices IHI 2.56 DJ US Transportation YT 0.00
DJ US Aerospace & Defense ITA 2.94 DJ US Technology Sector YW 0.00
DJ US Home Construction ITB 0.00 DJ US Telecommunications IYZ 0.00
DJ US Consumer Svcs IYC 0.00 Nasdaqg 100 QQQQ 1.00
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Additional New Trade Ideas

A full listing of system triggers can be found at the system triggers page each night. |
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 - sell short ¥ index position at $89.85 limit on close. Based on short-term market
outlook. I’ll only take this on a close higher.

Active Trades Table
None

This report has been prepared by Hanna Capital Management, LLC and is provided for information purposes only. Under no
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indirectly which are the subject of this report. This report is provided solely for the information of Hanna Capital Management, LLC
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ital Management, LLC nor any officer or employee of Hanna Capital Management, LLC accepts any liability whatsoever for any
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