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Bearish Bullish

Tonight’s Research Points

e The amount of time the SPY has spent moving higher is getting to a point where
there is often a pullback.

e Breakouts to new 50-day highs often lead to more buying in the short-term. This
is especially true when there has been a run-up into the breakout and the breakout
occurs on lower volume. Both conditions were present Thursday.

e 3/10 Offset HV indicator suggests volatility expansion likely.

e The Aggregator System remains flat.

e The NDX Aggressive Trend Timer remains flat.

Short-term Outlook — updated 3/12
The Bottom Line
Still too overbought to buy. Still not enough compelling downside evidence to short.

Summary of Recent Active Studies (see http://QuantifiableEdges.blogspot.com or
Letters from listed dates for details)

Study Date Description Timespan [Bias Avg Max Move |Avg MM - 1/3 Std Dev
Active

March 11, 2010 10 days > 5ma and new 10-day high 1-4 days Bearish -1.40% -1.00%
March 12, 2010 50-day breakout low vol 3day run 1-5 days Bullish 2.00% 1.60%
March 11, 2010 SPX up VIX up > 200ma twice 1-3 days Bearish -1.20% -0.80%
March 9, 2010 After 5 up, down today but > 200ma 1-10 days Bullish 2.10% 1.60%
March 9, 2010 SPY 10-high low vol 20 > 200ma 1-4 days Bearish -1.70% -1.30%
March 8, 2010 90% Up Vol on at least 3rd day up 1-7 days Bullish 3.10% 2.20%
Active - Long Term

March 10, 2010 Ttl Put/Call 40-low. SPX no 0.5% up. 1-5 weeks Bearish -4.90% -3.30%
February 22, 2010 VIX:VXV Ratio falls below 0.9 int. term Bearish

February 16, 2010 Nasdag/S&P RS Indicator Positive int. term Bullish

February 8, 2010 Worden %>200ma - %>40ma > 40 3-7weeks |Bullish

January 13, 2010 No bearish divergence at high int. term Bullish

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

After spending most of the day in mildly negative territory the market made a strong push
in the last hour to close squarely positive on the day. The SPX and Nasdaq finished up
0.4% while the Russell gained 0.3%. Breadth was somewhat positive as the NYSE Up
Issues % came in at 54% and the Up Volume % was 71%. Total volume decreased from
the last couple of days.

While SPX closed down just slightly on Monday, SPY has now closed higher for 10 days
in a row. Looking back to the inception of the SPY in 1993, there has been only 1 other
time where it has close higher 10 days in a row. That was on September 12, 1995.
Rather than require every close to be up, | loosened the parameters to look for instances
where every close was above the 5-day ma and today was the highest close of the last 10
days. Results below.

SPY closes above Sma for at least 10 days in a row and today is the highest close of the
last 10 days. Buy on close. Sell X days later. $100k/trade. 1993 - present.

X Al Avg | AL Avg AL

Days All- et Profi -"-"#aLC:? A".T:I':dner;ng A”frggzgg Pr'j:lft:t{;le Winning Losing Nnﬂ.pss Per?l-'”:.acmr AT"éaﬁc\i;g
Tracle Trace Ratio
4 -11,425.43 41 20 al 43758 113769 -1 EB27s58 o.ra 057 -2T3EY
4 -20,209.92 42 17 25 4045 88198 140514 0g3 043 -481 19
3 -18,033 .56 45 17 il 3542 807 24| -1 02654 ora 0.43 -3rray
2 -16,896.21 o6 22 33 39.29 E1262 -92042 0E7 0.44 -301.72
1 -15,516.99 ga 32 45 40.00 457 .02 -E27 83 073 0.49 -193 96

83% of instances closed below the entry price at
some point in the next 4 days.

With price stretched for an extended period of time, this study would seem to contain a
bit of a downside edge.

Of further note the SPX managed to close at a new 52-week closing high Thursday
(although it didn’t quite make a new intraday high). Based on several studies I’ve
maintained a bullish intermediate-term outlook for many weeks and continually
suggested that the January highs were not “the” high for this rally. The market certainly
has gained back the late Jan / early Feb losses very quickly, though.

In the December 15, 2009 subscriber letter I showed a study that looked at breakouts to
new 50-day highs. I’ve updated those results below:
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SPX closes at a 50-day high after not having done so for at least 10 days.
Buy on close Sell X days later. $100k/trade. 1970 - present.
X _ Ak Total A Winming| Al Losing | Al % | o Ava Al Avg Al All Al &y
DaYS All- Het Proit Trades Trades Trades Profitakle Winning Losing Nnﬂ.pss ProftFactor | Trade
Trade Trade Ratio
20 30,582.92 158 80 Fi 063 334512 -3,037.52 1.10 113 19420
19 54 543 69 161 ] 73 S4B6 | 316463 -3,0686.28 1.03 124 339.43
13 BT EA7.12 161 89 72 5528 316324 -2970.02 1.07 132 42042
17 51 76777 161 89 72 5528 301558 -3,008.60 1.00 124 321.54
16 5925306 163 93 70 5TO6| 286991 -2966.41 0.7 129 363.52
15 B1472.58 165 a2 73 5576 284998 -274966 1.04 1.3 37256
14 5551316 167 a3 B3 5928 254840 -2893.79 0.55 128 332,41
13 B0,128.87 168 a5 73 5655 255644 -2,503.20 1.02 133 35791
12 34,733.80 169 91 78 5385 241813 -2375.84 1.02 119 20553
11 3416627 172 a0 a2 5233 245028 227267 1.08 118 198 64
10 34 67285 172 85 86 000 2368420 -1,961.03 1.2 1.2 201.59
9 46,554 86 172 a2 79 5349 213280 -1,893.20 113 1.3 27125
a8 5233056 172 100 72 5814 185776 -1,853.41 1.00 139 30425
7 7,901 .26 172 a7 75 5640 152442 145423 1.25 152 39477
6 7377584 172 105 67 G105 163403 -1,459686 112 175 42893
5 722687 60 172 100 72 5814 167357 -1,32040 127 176 42028
4 46,243.21 172 103 B9 5988 132276 -1,304.37 1.01 151 265 86
3 56,820.55 172 106 BE G163 121557 -1,091.84 1.11 179 33035
2 46,073.75 172 107 4 62.21 93770 -847.74 1.11 185 267 .90
1 33,649.70 172 109 62 63.37 57072 46062 1.24 218 195 64

The results suggest a mild short-term upside edge. All the gains are basically made in the
first week, though.

As someone that used to primarily trade breakouts, | always preferred breakouts that
came after a brief consolidation just below the breakout level. The primary reason was
that it made for an easy way to place a stop. But I also felt at the time that breakouts
without a brief pause were a little more prone to failure. We haven’t seen a pause here in
the S&P. | decided one way to test this would be to look at how other 50-day high
breakouts had performed that occurred on at least the 3" day up.

SPX closes at a 50-day high after not having done so for at least 10 days. Today is at least
the 3rd higher close in a row. Buy on close. Sell X days later. $100k/trade. 1970 - present.
X Al Tofal &1 Winning| Al Losing | Al 3 | L AvE Al Avg All Al Al A
Days HlE =l Tfades '-I'rades frades Profﬁable T LT Nn'ﬂ'PSS ProfitFéctor Tfade
Trade Trade Riatio
20 41,159 .53 G4 45 a8 24760 336475 -2,990.00 113 1.36 459.99
15 51,967 .52 g5 45 a7 647 3MS03 ) 251076 1.20 1.56 E11.38
10 30,144 72 aE 45 41 5233 226351 -1,74910 1.29 1.42 35052
9 35,953 .51 g6 47 35 2465 214486 - 70653 1.26 1.55 415.06
g a7 AT9 63 g6 a2 34 6047 181645 167081 1.08 1.66 435,81
7 55,652 .32 ae 57 29 BE28 163377 -1,383.39 1.21 2.38 E47 AT
E 55,409 33 aE S8 28 744 161716 -1,37094 118 244 E44 29
] 54 580 .87 g6 25 31 6395 170230 -1,25954 1.35 2.40 E34 66
4 38,785 61 a3 29 27 GBE0 | 1245352 1,28081 087 212 431.00
3 36,171 .91 ae 8 28 G744 112312 1,034 60 1.09 225 420 60
2 20,375 45 =153 =9 27 G860 a2 .87 -580 .44 1.04 2.26 353,20
1 24 366 52 g6 B 26 G860 605 63 -43718 1.39 314 283,33
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Across the board the stats here are BETTER than the breakouts that came without at least
a 2-day lead-up. So it appears my concern is unfounded.

Another concern that many people may have is that the breakout came on lower volume.
Everyone knows that a high-volume breakout is preferable. (Warning: everyone is often
wrong.) Below I took the original 50-day breakout test from above and added a volume
filter.

SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is
lower than yesterday. Buy on close. Sell X days later. $100k/trade. 1970 - present.
X Al Tatal Al Winning| Al Losing | &l % | ok AvE AL g Al Bl Al By
Days (RIE ¥ P Tr.ades :rrades T.rades Prof&able G LeshE NHLPSS F'ruf'rtFédor Tt.'ade
Trade Trade Ratio
20 17 363.75 43 24 19 s581 | 250321 224701 1.11 1.41 404 27
15 23330.22 44 25 16 6364 234757 285040 0.59 155 53023
10 16,090.93 46 23 23 5000 206909 -1,369.49 1.51 1.51 349,80
g 24 1T 1B 45 30 16 6522 151415 448171 1.08 204 537 53
5 34 B55.03 45 33 13 7174 155797 A 28677 1.21 307 754.02
7 33 866.55 46 Y 15 6739 150456  -851.85 1.77 365 736.23
B 400 B54.26 46 33 13 TI74| 1557H1 | 825482 1.89 474 gE4.01
5 44 776 51 45 35 11 76.09| 155060 118130 1.40 445 a73.41
4 32,300.55 46 34 12 730 | 131883 104498 1.26 358 70218
3 33,009.75 46 32 14 6957 130602 -G27.36 208 475 717 B0
2 1885714 45 3 15 6738 93527 -BB145 1.35 284 409 54
1 951495 45 3 14 6739 50031 -42105 119 253 209.02

These results aren’t just a little better than the first test without the volume filter, they are
substantially better. To illustrate just how much better below is the same test with the
volume filter spun the opposite way.

SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is
higher than yesterday. Buy on close. Sell X days later. $100k/trade. 1970 - present.
X Al Total &1 Winning| Al Losing | Al 5 | ol Avd Al Avg All Al Al B
DEYS All: et Proft Tr-ades '-I'rades T-rades Prnfﬁable {hAnring Losing Nn.ﬂ.pa& Prnf'rtFédor Téade
Trade Trade Ratio
20 8,074 .31 116 56 =] 4826 3BBES3| -3,287 52 112 1.04 B9 &1
13 31,981.51 121 63 o 9207 3032035| -27E3TS 110 1.20 264 31
10 1182532 124 &1 63 4919 243395 | 217699 112 1.08 9375
a9 14,794 67 124 G0 63 4339 234416| -1,99770 117 112 119.31
a 1197207 124 =] o4 9242 197383| -1,97327 1.00 110 96 .57
7 25,528 44 124 4 =] 3161 195485 -1,604 52 122 1.30 23250
G 28,747 .75 124 70 a4 5645 1634.40| 161223 1.03 133 231 54
3 23,716.66 124 63 &1 9081 167926 | -1,34549 1.25 1.28 19128
4 11,265.04 124 &7 ar 2403 1,32428| -1,35897 0a7 115 a0.85
3 2086214 124 72 52 5806 116862 -1,21660 0.96 133 16824
2 24 910 45 124 75 45 6045 918 36 -915 .87 1.00 157 200 .59
1 21,756.54 124 TG 4a 61.28 oS04 .45 -472.16 1.24 196 17546

What was a decent edge over the first week is now essentially edgeless.
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So low volume is apparently good, and a rally up to the breakout is apparently good —
what about instances like now when both conditions are present?

SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume
is lower than yesterday and today is at least the 3rd higher close in a row.
Buy on close. Sell X days later. $100k/trade. 1970 - present.

X i i ] o i Al Awvg | Al Avg Al i i
Days | A netprot | e Proftaple | WTng | Losing | Wintoss o on S
Trade Trade Ratio
20 2789236 7 18 g BE67 | 259378 208837 1.24 245 103305
18| 1832023 27 18 g BEET| 241144 273175 0.38 177 BOF.0S5
10 1898132 a7 14 13 5185 228755 115879 147 213 B2E20
9 2235733 a7 15 a BGE7 133087 112223 163 336 34657
& 2630071 27 7 B 7775 1 5E4E4| 109279 1.43 501 97410
7| 2739051 27 22 5 5148 1461654 95311 153 675 101445
6 3012907 27 7 B 77IE 1gEs3|  -ETTas 192 672 111589
5| E227516 27 22 5 §1.48 176171 | -1,295.48 1.36 595 119538
4 2348454 a7 22 5 B8 1257E2|  EAT 4G 1.50 £.51 8R9.50
3 2033442 27 19 ) 7037 131362 51554 255 605  7T1ES
2 1236939 27 19 ) 7037 400302  7T343 1.30 308 47GEE
1 512944 27 19 7 7037 59146 -443.23 133 362 30109

25 of 27 instances (93%) closed higher than the entry
price at some point in the next 4 days.

As you may have guessed these are the best results of all. The consistency with which
upside follow-through was seen over the next 5 days is significant and suggests a nice
upside edge.

Other than the breakout study the Quantifinder was basically filled with marginal studies
tonight. Several suggested a downside edge when trading below the 200ma but no edge
when locked in a long-term uptrend.  Several were also related to the 3/10 Offset
Historical Volatility Indicator which | track on the website. When the indicator drops
below 0.25 as it is now | will often look to play an Opening Range Breakout (ORB) the
next day if there is a consolidation early on. 1 only ever look to trade the breakouts that
occur in the direction of my short-term bias. In situations like now where the Aggregator
is neutral, I’m willing to trade a break in either direction. For those who haven’t read the
ORB’s study and would like to I’ve pasted a link below.

ORBs Study.pdf

I’ve updated the Aggregator chart below.
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http://www.quantifiableedges.com/linklokipn.php?llauth=T1JCcyBTdHVkeS5wZGYsMCwxMjY4Mzg1NTY0LDAuMC4wLjAsMCxjYzI2OTJjMWJjNTMzMjM1NjhlNjVkYjVhN2IyZjRkZQ%3D%3D/ORBs%20Study.pdf
http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index
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No real structural change to the Aggregator chart again tonight. The green Aggregator
line remains above zero, illustrating the net expectation for the active studies is for upside
over the next few days. The black Differential line remains below zero, illustrating the
fact that the SPX has soundly beaten expectations over the last few days. Both lines on
opposite sides of zero is considered a neutral configuration. In this case it means the
expectations are positive but the market is already overbought versus expectations, so
risk/reward isn’t great. It also means the Aggregator System remains flat for yet another
day.

Looking ahead the Aggregator line is still set to remain positive for the next several days
unless new bearish studies are added or bullish are removed after hitting their targets.
The pivot level for the Differential line on Friday will be 1,142.76. In other words, a
close at or below this number would flip the Differential line positive.

Intermediate-term Outlook (2 weeks — 2 months)— updated 3/8 — bullish

With some intermediate-term breadth studies being incorporated into the short-term
section this week | don’t have much additional to discuss here. 1 do find it noteworthy
that the follow through day study is very close to reaching its S&P target for a
“successful” FTD. Meanwhile the Russell 2000 is already hitting new highs.

In the last few years IBD has changed their rules and stated that a 1.7% rally on higher
volume should be required instead of a 1% rally. lronically the first index to actually put
in a 1.7% rally on higher volume since the February bottom is the Russell 2000, which
did it on Friday as it was hitting new highs. Not a great bottom call when you’re already
at new highs. Over the last few years I’ve suggested ignoring the new rule. In a study I
did a little over 2 years ago | showed how waiting for a 1.7% FTD would have missed
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http://quantifiableedges.blogspot.com/2008/01/follow-through-days-pt-2-does-every.html

several rallies. The current instance now serves as yet another example. Not that | a see
a huge value in the 1% FTD rule, but it has been at least marginally effective and can be
used to set up a positive risk/reward scenario. Additionally, requiring a 1.7% FTD not
only puts you at risk of missing the rally but it also hasn’t proven to be any more
predictive than the original 1% requirement.

So short-term the market is overbought without convincing evidence suggesting an
immediate decline, and the long-term is also not showing any compelling signs of a
decline. I’ll continue to stick with my bullish outlook in anticipation of more indices
following the Russell 2000’s lead and heading to new highs.

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 — Sitting on the sidelines is a difficult thing, both as a newsletter publisher
and as a trader. The Aggregator continues to suggest the environment is risky and that
patience is advised. I’ll continue to look for solid setups but will have to wait at least
another day before establishing any new trade ideas to track.

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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