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Tonight’s Research Points
o Fed Day tomorrow is potentially bullish.
e Down day for banks just prior to Fed Day has led to sharp rallies as of late.
e Aggregator System remains flat.

Short-term Outlook — updated 12/17
The Bottom Line
A pullback into the Fed Day has the market set up for a likely bounce.

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

December 16, 2009 Fed Day 1 day Bullish

December 15, 2009 SPX breakout to 50-high 1-3 days Bullish 1.20%
December 14, 2009 December Op-Ex Week Bullish 1-5 days Bullish 2.00%
December 14, 2009 SPY up 3 days on 3 days lower volume 1-3 days Bearish -1.70%
December 9, 2009 SPX down 1% & Declines 2x Advancers 1-9 days Bullish 3.40%
December 9, 2009 SPX down 1% while SOX positive 1-6 days Bullish 2.90%
Active - Long Term

December 7, 2009 Nasdaq Leading S&P int. term Bullish

December 2, 2009 VIX:VXV crosses below 0.9 2-5months  [Bearish

Dropped Tonight

December 11, 2009 Nasdag Up Issues < 40%. SPX Up. 1-3 days Bearish -2.20%

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

The market pulled back a bit on Tuesday. A gap down filled in the morning but that
didn’t generate further interest and the market spent most of the afternoon selling off.
The S&P, Nasdaq, and Russell all closed down about %2%. Breadth was solidly negative.
The NYSE Up Issues % was 38% and the Up Volume % just 32%. Total volume rose to
above-average levels.

Today’s action was less than inspiring. Basically a mild pullback back into a well
defined range that’s been in place for about a month. I’m not entirely without
observations to discuss, though.

I showed a fair amount of research last night with regards to Wednesday’s upcoming Fed
Day. Implications of that research are bullish — especially from Tuesday’s close until just
before the announcement. With today being a down day | thought it might be interesting
to look at how other Fed Days had fared following a down day in the market.

For this test | used SPY and ran it back to its 1993 inception. | was looking to see how
the outlook may have been affected by the fact that the prior day was a down day, and
also whether the magnitude of the selloff affected the odds.

SPY closes down at least X% on the day before a Fed Day.
Buy on close. Sell next day's close. $100k/rade. 1993 - present.

X ANt | Al Total &Ik Winning Al Losing | &I % m;i:g TL;‘:; N:ﬂ;ﬁ Al Al By

o Profit Trades Trades Trades Profitakle . ProfitFactar | Trade
Trade Trade Ratio

000 29165480 a2 36 16 G923 113991 74193 154 346 560,63
025 2600092 36 26 10 7222 133385 998417 134 360 722,25
050 24,251 90 23 18 5 TE26 163211 102520 154 573 105443
075 1607518 15 1 4 7333 176193 -826.51 213 586 1,071 68
100 14,992 43 13 10 3 7692 1FE3S2| -5R4.6 296 986 1,153.26
125 9,841 .40 8 G 2 75000 173220 27584 5.28 1884 123018
150 513733 7 5 2 7143 113782 27583 412 10.3 733.80
175 513733 7 5 2 7143 113782 -275:4 412 103 733.80
200 451726 4 4 0 10000 115432 0.00 100.00 10000 115432
225 445326 3 3 0 10000 143442 0.00 100.00 10000 145442
250 445326 3 3 i 10000 148442 .00 100.00 10000 145442
275 311286 2 2 0 10000 1,556.43 0.00 100.00 100,00 | 1,556.43

The fact that there has been an upside tendency is fairly apparent. What isn’t as obvious
is whether the magnitude of the drop makes a big difference. Larger than 0.25% appear
to have a bit bigger edge, but a case could be made suggesting it doesn’t really make too
much difference.

So as to have something to compare this study to, I’ve also looked at performance when
the SPY close X% HIGHER on the day before.
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SPY closes up at least X% on the day before a Fed Day.
Buy on close. Sell next day's close. $100k/trade. 1993 - present.
(0 +| ANt | Ak Totsl |l Vinning| Alt Losing | Al % m;_l:i:g ﬂﬁ'&;‘:gg vmnTi:-ss Al Bl Ay
Profit Trades Trades Trades Profitable . ProftFactor . Trade
| Trade Trade Fistio
000 16,594 21 75 # 3 S467 93422 TEE.H 1.23 170 21268
025 1239789 &0 32 25 5333 1,00134| -FES.E0 1.31 167 21498
050 10,353.90 49 26 22 5306 109615 32482 1.33 157 21130
075 7H39.36 33 19 14 5753 113385 9989 144 155 23150
100 1049715 24 15 g 6250 120645 84440 1.43 235 43738
125 364685 17 10 7 5882 106943 100649 1.06 152 21454
150 4F7404 12 8 4 BEE7 1,08752| -1,00554 1.08 216 38950
175 263643 10 B 4 B000 111077 -1,005.54 110 166, 26385
200 236416 8 5 3 §250 125972 -1,311.49 0.96 160 29552
225 240963 4 3 1 7SO0 104484 72483 1 .44 432 BOZ4
2.50 4 3 1 7500 104434 72433 1.44 432 B0241
275 240084 3 2 1 BEE7 141283 72483 1.95 390 70030

There still appears to be an upside edge on higher market closes but it isn’t as
pronounced.

One sector that sold off especially hard Tuesday was the banks. The BKX dropped
almost 3%. Fed decisions directly impact overnight rates for banks. The nature of their
business would seem to suggest a high likelihood of interesting movement by them on
Fed Days. Here’s a look at a similar test to the SPY one above.

BKX closes down at least X% on the day before a Fed Day.
Buy on close. Sell next day's close. $100k/trade. 1993 - present.

o | ANt A Totsl s Winning Al Losing | Al % mnﬁ;g T_l.l_-:.s?nvgg e A AL v

a Profit Trades Trades Trades Profitable : ProfitFactar | Trade
Trade Trade Ratio

000 55,104.04 58 39 19 BEAD| 204564 -129872 158 323 93397
0.25| 54,199 66 43 33 14 B275| 228643 151303 151 355 112918
050 47,574.30 38 24 1 BEET| 271826 157854 172 376 132034
075 47 26410 28 14 & B786| 307705 -130009 220 522 1 A66O0
1.00| 51,550.49 20 17 2 8500 322227 151402 2,00 16.97 | 257752
1.25 | 50,539.96 17 15 1 8824 339879 44187 TES| 11538 297284
1.50| 41,300.39 13 11 1 8462 3534021 44187 869 9560 321541
175 32,496 73 ] 8 ] 8289 408209 000 10000, 10000 3E1075
200 32,337.25 8 7 i 8750 451961 000 10000 10000 404216
225 3038215 7 6 ] 8571 506369 000 100000 10000 434031
280 3035215 7 G i G571 | 506360 oon 10000 40000 43403
275 26,001 15 5 5 o/ 10000 520023 000 10000, 10000 520023

The edge appears to be even stronger here when quickly looking at the numbers. One
interesting aspect of the results is that the edge has primarily existed over the last 2 years
and few months. This can be seen in the chart below.
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BKX closes down on the day before a Fed Day.
Buy on close. Sell next day's close. $100k/trade. 1993 - present.
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With all the banking trouble over the last couple of years, Fed Days have been real
shooting stars. Below I show the last 10 Fed-day performances that followed a down day
from the banks.

BKX closes down on the day before a Fed Day.
Buy on close. Sell next day's close. Last 10 trades.

Date/Time signal Price %o Profit

10/24/06 Buy $£113.60 0.20%

10/25/06 Sell $113.83

0&5,/08/07 Buy £117.40 0.66%

05/09/07 Sell $118.17

09/17/07 Buy $105.61 4,50%

09/18/07 Sell £110.46

10/30/07 Buy £102.74 0.58%

10/31/07 Sell $103.34

03,/17/08 Buy $75.82 7.249%

03,/18/08 Sell £81.31

08,/04,/08 Buy $66.25 5.48%

0&8,/05/08 Sell £A0.88

09,/15/08 Buy £65.03 7.27%

09,/16/08 Sell £69.76

12/15/08 Buy £41.43 10.38%

12/16/08 Sell £45.73

04/28/00 Buy £31.90 5.02%

04/29,/00 Sell £33.50

08/11/00 Buy $43.55 1.86%

08,/12,/00 Sell £44,36
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All of the 5%+ days are highlighted in yellow. With the reduced market volatility over
the past few months I’d be surprised to see a 5% move Wednesday. Still, if you’re
outlook is bullish and you are looking for some extra volatility, you could consider
examining the banks for quick trade.

I have updated the Aggregator chart below.
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A near miss today for an Aggregator System long signal. The Differential line was ready
to flip positive with about 10 minutes left in the day when a late burst crushed those
hopes. The green Aggregator line still is positive as net expectations are bullish over the
next few days. The Aggregator and Differential lines on opposite sides of 0, the
Aggregator remains in a neutral configuration.

Looking at tomorrow it appears the Differential line is set to flip positive on any close
below 1,108.58. It will probably take a bit of a rally tomorrow in order to avoid a long
signal from the Aggregator System.

I’m going to look to take off my small SPY position around 2pm and then put it back on
again if the market fails on the day.

Intermediate-term Outlook (2 weeks — 2 months)— updated 12/14 —somewhat bullish
With the market still stuck in the range of the last several weeks, not much has happened
to change my outlook. | can’t imagine turning bearish unless there is a breakdown in
price.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

I’ve been watching breadth for a while now as both the Advance/Decline and the Net
New High % has lagged over the last couple of months. There’s been some improvement
in the advance/decline line and it is just inches away from making new highs and
confirming the rally. The new highs has a ways to go so even if the advance/decline
breaks out here we’ll need to keep an eye on new highs.

The Nasdag/S&P 500 Relative strength indicator still favors the Nasdaq though the
difference couldn’t be smaller. If the S&P outperforms this week then it will surely take
the lead back. You’ll recall that the Nasdaqg leading has been a much more favorable
relationship since the inception of the Nasdag. This was shown in detail in the blog in
earlier this here. Click here to view that study.

The dollar rallied a bit this week and squarely broke through its 50-day ma. Despite this
the S&P managed to close the week slightly higher. The dollar and S&P have had a
strong inverse relationship since 2008. | ran a test back to December of 2007 to see how
the S&P had performed other times when it managed to rise in spite of a dollar rally over
a 5-day period. What | found was basically meaningless. During the bear market results
showed downside over the next 1-2 weeks. During the recent rally the S&P followed
such instances with more upside. You could test most anything over the same period and
get similar results, so I’m not reading anything into it.

If the dollar continues to rise and the S&P can manage to hold up well 1 would interpret
that as bullish.

In summary, price action and leadership remain bullish. Volume action could use some
improvement. Breadth is close to ending its divergence. The S&P is holding up well
despite a brief rally in the dollar and we are entering one of the most bullish times of the
year from a seasonality standpoint. | see no convincing evidence to flip me bearish yet.

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

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



http://quantifiableedges.blogspot.com/2009/05/simple-powerful-timing-indicator.html
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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 - buy % index share at $111.34 LIMIT ON CLOSE. Aggregator likely to signal a
buy unless there is a bit of a rally. 1I’ll look to buy weakness into the close.

Active Trades Table
Symbol Entry Date |Entry PricdCurrent Pr|% Gain/Lo{Stop Notes
SPY(1/4) 12/15/2009] $111.35 $111.35 0.00% sell @ 2pm

I’ll exit the Fed Day trade right before the announcement. | may look to trail a stop
before that if stair-stepping action occurs.
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