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Tonight’s Research Points
e There was a shift towards riskier assets today as the Russell and Nasdaq led the
way.
e Extremely high Nasdaq Up Volume % has historically led to positive short-term
SPX returns.
e The Aggregator System remains flat.

Short-term Outlook — updated 11/6

The Bottom Line

The big move today brought about some bearish-looking studies in the Quantifinder.
Closer examination led to an unusual occurrence where the bearish appearance actually
led to bullish results. This puts the Aggregator in a neutral configuration.

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

November 6, 2009 Nasdaq Up Vol % > 90% 1-3 days Bullish 1.40%
November 3, 2009 Weak breadth bounce 1-4 days Bearish -4.00%
October 28, 2009 McClellan < -225, SPX > 200ma 1-9 days Bullish 3.40%
October 26, 2009 1% Dn Decliners double advancers 1-9 days Bullish 3.00%

If the avg max move is achieved the study will appear in bold italic blue and no longer be
active.

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




The Evidence

A gap up Thursday morning never filled and the market stair-stepped higher throughout
the day. Among the broad indexes, the Russell led the way with a 3.2% gain. The
Nasdaq gained 2.4% and the S&P 500 brought up the rear with “only” a 1.9% gain.
Bread was solidly positive. The NYSE Up Issues % was 82% and the Up Volume %
came in at 85%. The Nasdag Up Volume % managed a 90% reading. NYSE volume
was the lowest of the last 9 days — since 10/23. Meanwhile Nasdaq volume actually rose.
It appears there was a bit of an appetite for risk today as the Nasdaq and Smallcaps
received most of the volume and the gains vs. NYSE and S&P 500.

The extreme Nasdag Up Volume % was notable. In the March 27, 2009 Letter | looked
at a study that broke down next day performance by the Nasdaq Up Volume %. I’ve
pasted the table from that report below (stats not updated).

Nasdaq Up Volume % exceeds X%. | |

Buy S&P 500 on close. Sell next day. $100k/trade. 2001-present.

X% Net Profit  |Trades |Wins Losses [% Wins [Avg Win  |Avg Loss |W/L Ratio|Profit Factor |Avg Trade
0.88 (58,096.30) 51 22 29 43.14 848.32 ($921.22) 0.92 0.70]  (5158.75)
0.89 (57,590.62) 44 17 27 38.64 918.94 (5859.73) 1.07 067 (§172.51)
0.9 (54,781.52) 35 14 21 40.00 791.45 (§755.33) 1.05 0.70] (5136.61)
0.91 (54,259.77) 25 11 14 44.00) 566283 (5825.06) 0.80 0.83] (5170.39)
0.92 (54,123.78) 18 8 10 37.50 703.08 (5834.21) 0.84 0.51] (5257.74)
0.93 (55,442.93) 10 3 7 30.00 818.15 | ($1,042.48) 0.59 0.25] (8544 .29)
0.94 (53,728 51) 5 1 4 20.00 242.88 (5992.85) 0.24 0.06] (5745.70)

In March, when the market was well below its 200ma, | decided not to filter by the
200ma. Tonight I thought that might be a good idea. First lets see updated results
without filtering.

Masdag Up Volume % = 90%
Buy SPX on close. Sell X days later. $100k/trade. 2001 - present.
X Al Met | Al Totsl &M Winning| A Losing | Al es | ok AvE | Al Avg Al Al Bl By
Days Profit Trades Trades Trades | Profitable | *anning Losing | WInLoss o eector|  Trade
Trade Trade Ratio

5| 20623.83 32 16 14 S6.25 252033 -2153.00 1.31 168 G44.49
4| 1389272 33 20 13 BOG1 | 241438 -254573 0.91 140 42089
3| 1148132 37 7 16 S67E| 220624 | 217810 1.01 133 3103
2| 49562 39 20 19 s1.268 1,727 64| -2079.42 0.63 087 12708
1| 758021 39 16 23 4103 7E21A6| AT 0.59 062 19438

There is a hint of a mild 1-day downside edge here. But what about those times it was
above the 200ma?
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Masdag Up Volume % = 90%. SPX closes above 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 2001 - present.

X Al Met | Al Total AN Winning| At Losing | Al se | ol Avd Al Avg A Al Al By
Days Profit Trades Traces Trades | Profitable 't-"_arﬂnnlng Losing | WINLOSS o o dieactor Trade
race Trade Fatio
5 4,39080 7 4 3 74 15935 -GE1.04 2.4 3 G27 27
4 612204 7 - 1 8371 1,042.55 13325 TE2 45.94 7455
3| ¥,36380 7 5] 1 8571 125283 -153.66 515 4592 105189
2| 458703 7 5] 1 g5.71 77266 -66.95 11.59 59.51 653229
1 1,263 46 7 3 4 42 56 7407 -23967 3.09 232 150.49

All 7 instances closed higher than the entry price
on one of the next 2 days.

Instances are lower than I’d typically like to see, but with all 7 closing higher in the next
day or 2, it appears worth noting this one. Extremely strong volume breadth going into
riskier Nasdaq stocks has often led to some follow through when the market is in a long-
term uptrend. Below | have listed all 7 instances with a 3-day exit.

Nasdaqg Up Volume % = 90%. SPX closes above 200ma.
Buy SPX on close. Sell 3 days later. $100k/trade. 2001 - present.

. . . . Run-up
Date/Time Signal Price oo Profit DrawDown
03/25/04 By £1,100.28 1.60% £1,648.80
03/20/04 Sell £1,127.00 {£283.50)
06/29/06 By £1,272.87 {0,159 $CEE. 78
07/05/06 Sell £1,270.90 {£542.88)
08/15/06 By £1,285.58 1.20% £1,287.44
08/18/06 Sell £1,302.30 £0.00
03/06/07 By £1,305,41 0.53% £1,046.54
03/09/07 Sell £1,402.85 (£338.67)
08/29/07 By £1,462.76 1.75% $2 0,52
09,/04/07 Sell £1,400 42 drgf'df; —k 1

09/18/07 By £1,510.78 0.3 $1
09/21/07 Sell £1,525.75 {£218. 40)
07/15/09 By $£032.68 1.08% £2,026.58
07/20/09 Sell $051.13 {$£5E50.61)

Especially notable to me is the fact that the worst drawdown for any instance was only
0.85%. Meanwhile, only 1 instance didn’t see a run-up of at least 1% within the next 3
days. This suggests downside may be limited.

The Quantifinder actually had a fair amount of bearish-looking studies tonight, but in an
unusual twist, none of them seem pertinent. Two looked at UUP (dollar bullish etf)
action, which was skewed today by a trading halt and an issuance of additional shares.
The gain in UUP greatly exaggerated dollar gains today. The other, like the Nasdaq
breadth study above, didn’t hold true when the market was in an uptrend. Another such
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study was the SPX vs. the dollar bearish fund (UDN) from the 6/19/09 nightly letter. I’ve

updated that study below:

SPXrises at least 0.5% and outperforms UDN (dollar bearish) by at least 1.25%.
Buy SPX on close. Sell X days later. $100k/trade. 2008 - present.

Dx Al Net
ays | profit

-56, 023 .45
-54 76193
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-7 72563
-35,632.01
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Of course most of this time period the market was locked in a strong downtrend. Almost
all criteria would come out looking bearish over this time. What if | filter by the 200ma
here as well to see how this has performed when the market’s been rising? Those results

are below.

SPX rises at least 0.5% and outperforms UDM (dollar bearish) by at least 1.25%.
Close = 200ma. Buy SPX on close. Sell X days later. $100k/trade. 2008 - present.

X Al Met
Days | profit

2,803.07
1,703.05
1 f46.18

-989 95
1,223.58

= k3 L O
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B80.24
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1 425 60
1 533,50
A F0.72
1 541 51

707 .56

No apparent edge.

All:
WinlLoss
Reatio

1.0
122
1.20
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0.96

All: Al Avg
ProfiFactar | Trade

1.51 28031
1.22 170.31
1.20 164 .62
0.58 -80.00
1.33 101899

Instances are low but the bearish tendency doesn’t appear evident in strong uptrends.

The Aggregator chart is updated below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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In a somewhat surprising move the Aggregator line has spike up while the Differential
line spiked down. With so many red studies appearing in the Quantifinder near the bell, |
figured expectations would be negative and the green Aggregator line would be below O.
With the black Differential line clearly dropping well below zero, this would have set up
a short-side edge. Tonight’s research flipped some of those red studies and uncovered a
bullish one worth tracking. This is the 1% time that | can remember that the “likely
signal” near the close did not match the signal that night. Rather than the anticipated
short, the Aggregator is neutral.

The environment is quite tricky at the moment. The differential shows we are now
strongly overbought versus expectations, yet the studies are still projecting more upside.
Finding good short entries has been difficult and remains so at the moment. 1’ll pay
attention to the neutral bias and step aside for a short while. Perhaps tomorrow will
provide a better edge. Much of what goes on tomorrow may be dictated by the
employment report rather than the action and resulting studies of the last few days. I’ll
try and look at gap odds time-willing in the morning if it appears we are going to get a
large one. In all likelihood a large gap (1%+ in either direction) should be sold.

Intermediate-term Outlook (2 weeks — 2 months)— updated 11/2 — neutral approaching
bearish

Breadth has been a strong tell of the recent rally. While in periods like July and
September when price, volume and sentiment-based indications suggested a pullback was
likely, breadth studies often provided results suggesting the trend should persist. So
when the McClellan Oscillator registered incredibly low readings on Wednesday | took a
look at some short-term studies.
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I decided this weekend to see if there might be some longer-term implications from such
negative readings in the McClellan Oscillator. For these tests, rather than using the
standard oscillator, | decided to use the Ratio Adjusted McClellan Oscillator. The ratio
adjusted version accounts for the fact that the number of issues trading on the NYSE has
increased over time. When using very a long look-back and wanting to compare readings
from decades ago to current readings the ratio adjusted number provides much better
comparisons.

I wanted to look and see if very weak readings in an uptrend might be suggestive of
intermediate-term weakness. The Ratio Adjusted McClellan Oscillator on Wednesday
came in at -113. Using S&P and advance/decline data all the way back to 1950 I
constructed the following study.

Ratio Adjusted McClellan Oscillator crosses below -110. SPX close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1950 - present.
X Al Met | Al Total A1 Winning | A1 Losing | &l % AUl 20 || IR CRE Al AL Al Avy
DEI.‘}'S Profit Trades Trades Trades Profitable g e Nn'ﬂ'.DSS ProfitFactor Trade
Trade Trade Ratia

55 26,730.54 & 5 0 8333 5,.346.11 0.00 100,00 10000 445509
50| 16,941.16 E 3 3 5000 763387 1,991 81 384 384 282353
45| 7,291.78 E 3 3 5000 645921 -4,02862 160 160 1,21530
40 7,800.71 E 3 3 5000 B291.79 -3,69155 1.70 1700 1,30012
35| 298694 E 3 3 5000 545071 -4,45507 122 122 497 &2
30 119712 E 3 3 5000 544228 -504324 108 108 19952
25| -3,018.21 & 1 5 16,67 | 9,323.60| -2465.365 375 076 -503.04
20| -318062 E 2 4 3333 | B,513.78 -4,05205 161 0800 -530410
15| -5,714.61 E 3 3 S0.00| 387556 -5,780.43 067 067 -352.44
10| -3,649.07 E 3 3 5000 253088 -3,747.23 065 066 -60S1E
5| -2,400.54 E 2 4 33.33| 285307 -2,02667 1.41 070 -400.09

As you might have suspected it appears very strong negative breadth readings in a
supposed uptrend often led to difficulties — at least for the next 5 weeks. Below is the list
of instances along with their 25-day returns.

Ratio Adjusted McClellan Oscillator crosses below -110. 5PX close = 200ma.
Buy on close. Sell 25 days later. $100k/trade. 1950 - present.

. . . . Run-up
Date/Time Signal Price oo Profit DrawDown
10/22/51 By $22.75 {0.35%) $1,538.25
11/29/51 Sell t22.67 {f1,538.257
03/1<4/EE Buy £324.06 0,22% £0,466.60
04/19/55 Sell 38,22 +£0.00
O7/28/75 By +88.69 (36290 +1,555.26
09/02/75 Sell +85. 48 (E7, 302,967
10/19/78 By $£99.33 {3,569 £0.00
11/24/78 Sell +05.70 (E7,726.087%
02/06/80 By £108.65 (4. 479 $285.20
0<4/11,/20 Sell $£1032.79 (F13,266.40)
O4/14/87 By $279.16 (0,349 $6,991.74
05/20/87 Sell $278.21 {f1,052. 527
10/28/00 Buy 1,042,562 n/a £2,200,00
open nsa $£1,026.19 (EETE.75)
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The 1955 instance led to a very big rally over the next 5 weeks. Other than that the
market struggled.

The problem with the above is that the study has a small sample size. | lowered the
requirement for the McClellan reading and found it wasn’t robust either. Below are the
results for drops below -105 that didn’t hit and didn’t overlap any of the -110 results.

Ratio Adjusted McClellan Oscillator crosses below -105 but not -110.
SPX close = 200ma. Buy on close. Sell 25 days later. $100k/trade. 1950 - present.
. . . . Run-up
Date/Time Signal Price %% Profit DrawDown
08/31/54 Buy £29.83 9.82% £9,821.36
10/06/54 Sell £32.76 £0.00
09/29/80 Buy $123.54 4,45% £9,983.06
11/03/80 Sell £120.04 $0.00
12/11/80 Buy £127.36 5.50% £10,173.60
01/19/81 Sell £134.37 ($164.85)
05/10/04 Buy £1,087.12 4,27% £5,010.46
06/16/04 Sell £1,133.56 ($982.80)

In this case all 4 instances put in very strong performances over the next 5 weeks. In
looking at the winning trades — both here and the one in the -110 study, | see a common
theme that could be worth considering. In no (winning) case did the S&P drop even as
much as 1% from the oversold trigger during the next 25 days.

Now recall the McClellan trigger I’m using above didn’t occur on Friday. It occurred
Wednesday. Friday’s action saw the S&P hit a low about 0.87% below Wednesday’s
closing level. In other words, if the market can’t hold above Friday’s low, this study
hints at more pain in the coming weeks.

How much pain is impossible to tell, but 3 of the 5 losers saw drops of between 7.3% and
13.3%, so there is certainly some large downside potential.

Some people might point to the 10/2 lows around 1020 in the SPX as important support.
If the market breaks Friday’s low, | personally don’t think those will provide much
support. The SPX is one of the few indices that hasn’t broken through them at this time.
The Nasdag Composite (barely) took the October lows out on Friday. The S&P midcaps
are below them. The Russell 2000 is far below them, and so are former rally leaders the
SOX(semis) and the BKX(banks).

This market was SUPPOSED to bounce last week. It did on Thursday after getting
extremely oversold but that bounce only lasted 1 day. The current studies are all
suggesting now that it’s SUPPOSED to bounce Monday (Tuesday at the latest). Again, if
it doesn’t, and if Friday’s lows can’t hold, then extra longside caution would seem
warranted.
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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. |
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. This is basically a “wait and see” day.

Active Trades Table
Symbol Entry Date |Entry PricdCurrent Pr]% Gain/Lo|Stop Notes
AVP(1/3) 11/2/2009 $32.05 $33.25 3.74% sold on close

AVP put in a nice gain. The Catapults have performed very well of late.

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
Capital 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.
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