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Tonight’s Research Points

o Large key reversal days like Thursday are often followed by some downside
follow though.

e The Aggregator System remained flat at the close.
e The NDX Aggressive Trend Timer remained long at the close.

Short-term Outlook — updated 3/26

The Bottom Line

Thursday’s action is suggesting a bit more downside seems probable. With the market
oversold already the Aggregator System is in neutral. Currently the downside projections
are only slated to last 1 day. This sets up Friday as a possible buying opportunity —
especially if the market sells off as expected.

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

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

March 26,2010 50 high drop 1% outside day 1-3 days Bearish -1.40% -1.05%
March 25,2010 Unfilled gap from 50 high 1-2 days Bearish

March 25, 2010 Nasdag NR4, Nas Up Issue %< 30% 1-4 days Bullish 3.00% 2.30%
Active - Long Term

March 10, 2010 Ttl Put/Call 40-low. SPXno 0.5%up.  |1-5weeks |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

Dropped Tonight

March 17,2010 100-day closing high on a Fed Day|1-8 days [Bullish 2.00% 1.70%

If the avg max move — 1/3 Std Dev is achieved the study will appear in bold italic blue
and no longer be active.
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The Evidence

A gap up and move to new highs in the morning reversed strongly in the afternoon. After
being up more than 1% mid-day the S&P 500 finished down 0.2%. The Nasdaq lost
0.1% and Russell 2000 got hit a bit harder with a 0.7% loss. Breath was fairly weak with
the NYSE Up Issues % coming in at 41% and the Up Volume % at 43%. Total volume
rose from Wednesday’s levels.

I looked at Thursday’s reversal a number of ways tonight. The consensus was that it
suggested short-term bearish implications. Below is the study that most closely
approximated the current situation in my eyes.

SPX makes a 50-day intraday high and an outside day. It closes down on the day and at least
1% below the high of the day. Buy on close. Sell x days later. $100k/trade. 1990 - present.
. . Al A Al A Al
s At L AL AL o s lowns v
rage rage atio
10 3,403.27 23 12 11 527 1777078 -144817 1.23 1.34 23492
] 1,115.83 23 13 10 5652 142382 -1,739.38 0.82 1.08 48.51
a -3,447 28 23 12 11 5217 1,335.44 1,774.80 0.75 0.82 1459 88
7 -5,456 .17 23 13 10 5652 107753 -224540 0.48 052 -357 66
6 -5,503.74 23 12 11 5217 120115 -2,083.41 0.58 063 36973
5 -5,454 17 23 5 14 39.13| 147987 -1629.50 0.91 0.58 412,79
4 -11,415.07 23 7 16 30.43 1,811.59| -1,506.08 1.20 0.53 -4595.35
3 -11,361.75 23 7 16 30.43| 1,191.32| -1231.31 0.97 0.42 -493.59
2 -8,048.39 23 ] 15 3478 1,176.53 -1,184.05 1.1 0.54 -349.53
1 -1,158.60 23 11 12 4783 1,01918 -1,030.88 0.59 091 -50.42
87% of instances posted a close below the entry price at some point in the next week.

This study suggests a short-term bearish implication. Beyond 3 days or so there isn’t any
indication of a probable top. In fact the only substantial top | found over the test period
that began with this setup was the December of 2002 top.

I’ve updated the Aggregator chart below.
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The Aggregator chart got flipped upside down Thursday. The green Aggregator line
moved from positive to slightly negative as the net expectations from the studies turned
to mild downside over the next few days. Meanwhile the black Differential line shot
higher as today’s market selloff replaced Monday’s rally in the calculation. Both lines on
opposite sides of 0 is considered neutral. In this case it means while expectations are
slightly negative the SPX is already oversold versus expectations. The Aggregator
System is again calling for a flat position based on tonight’s close.

Looking ahead the green Aggregator line is currently set up to flip back to positive on
Friday. This will be affected by any new studies that emerge on Friday. Meanwhile the
pivot value for the Differential line will move all the way up to 1180.52. So in order for
the Differential line to drop below 0 the SPX would need to close at 1,180.52 or higher.
This is a very unusual situation where there is currently no long signal, but there most
likely will be one on Friday unless the market rallies very strongly. With this knowledge
in mind I’ll be looking for intraday bottoming patterns as potential entry points on Friday.

Intermediate-term Outlook (2 weeks — 2 months)— updated 3/22 — somewhat bullish
Friday marked the 26™ day in a row that the SPY has closed above its 10-day moving
average. This is fairly rare to see. Since its inception in 1993 there have only been 5
other instances where SPY had a run of 25 days or more. In examining these other
instances | found 2 strong consistencies. First, a dip below the 10ma came pretty soon
after. Second, the 1% pullback below the 10ma never marked the top. Below are charts
of all the instances to illustrate this. The indicator in the bottom pane shows the number
of days the SPY has closed above its 10ma.
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Strong and persistent upside movement like we have seen lately hasn’t just ended and
lead to an immediate correction. The 1% dip has always been just that — a dip. New highs
were always made in short order. After these new highs were made there may have been
a loss of momentum that turned into a substantial top. It never came on the 1% dip,
though — and the 1¥ dip is what we are waiting for at the moment. The caveat here is
obviously the very low sample size, but I’m not seeing a whole lot that says a strong
sustained selloff is likely.

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
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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 position at $116.64 LIMIT ON CLOSE. — A long trigger for the
Aggregator appears very likely Friday. I’ll anticipate this with a purchase on close order
as long as SPX closes lower.

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.

Copyright © 2010 Hanna Capital Management, LLC.

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



http://www.quantifiableedges.com/members/systems.php

