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Bearish Bullish

Tonight’s Research Points

e The SPX closing at a 50-day high while the VIX rises creates a setup that has led

to short-term weakness in the past.

e Breadth was weak but that doesn’t pose a problem with the current market

configuration.
e The Aggregator System went short at the close.
e The NDX Aggressive Trend Timer remained flat.

Short-term Outlook — updated 4/14
The Bottom Line

The active studies list is looking predominantly red and that is reflected tonight in the fact
that the Aggregator is going negative. There is some suggestion that the downside edge

could be as short as a 1-day affair, but I’m still going to try and take advantage of it.

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

April 14,2010 SPXup VIXup midweek at 50 high 1-2 days Bearish -0.80% -0.60%
April 13,2010 SPY up w/ vol low 3 days 1-3 days Bearish

April 13,2010 New highwith put/call low 1-2 days Bearish

April 6, 2010 70%Up Issues 2 daysinrow 50 high  [1-8 days Bullish 2.30% 1.60%
Active - Long Term

April 13,2010 Ttl Put/Call 40-low. SPXno 0.5%up. |1-5weeks |Bearish -4.90% -3.30%
April 13,2010 VIX:VXV hits 100-day low int. term Bearish

April 6, 2010 SPXand TNX hit 50-day closing highs |int. term Bearish

February 22,2010 VIX:VXV Ratio falls below 0.9 int. term Bearish

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

Dropped Tonight

April 12,2010 April Op-Ex Week 1-2 days Bullish

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

After opening a bit weak with a mild gap down the market dropped further this morning.
About 10:30am it bottomed out and found its footing. It then rallied for most of the rest
of the day and managed to close positive. The SPX rose 0.1% while the Nasdaqg and
Russell 2000 gained 0.3% Breadth was weak fro an up day as the NYSE Up Issues %
came in at 48% and the Up Volume % was just under 40%. NYSE volume inched just
slightly higher than Monday’s levels.

Unusual about Tuesday’s action was that the VIX rose nearly 4% while the SPX also
rose. The VIX has a natural tendency to decline on Friday’s and a natural tendency to
rise on Monday. Therefore, | often break down VIX directional studies by day of week.
Below is a study that last appeared in the 11/12/09 blog.

SPX & VIX both close higher on Tuesday, Wednesday, or Thursday. Close = 200ma and at
50-day high. Buy on close. Sell X days later. $100k/trade. 1998 - present.

All: Avg All: Avg All:

All: Total Al Winning | All: Lesing All: % Winning e Win/Loss

Trades Trades Trades Profitable

All: All: Avg

x .
All: Net Profit ProfitFactor| Trade

DE].‘_\,FS Trade Trade Ratio
5 -14987.92 39 18 21 70214 -1,31554 0.53 D46 -334.31
4| -8,365.05 41 16 25 39.02| 905.86| -954.35 0.85 061 -228.42
3| -4969.30 41 18 23 43.90| 750.86| -BO3.7E 0.93 073 -121.20
| 2| -10,392.33 41 12 29 28.27| 6B6.81| 63428 1.05 0.44| -253.47
1 5,369.38 43 22 26 4533 26441 48371 0.56 043 13270

93% of instances closed below the entry price at some
point in the next week.

The average move is a little weak compared to many studies we show, but the
consistency is solid.

As | mentioned above, the VIX didn’t just close up slightly. It rose almost 4%. Below I

used an additional filter on the 1% test to only look at times the VIX rose 2.5% or more —
with all other conditions being the same.

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




SPX closes at a 50-day high and VIX rises at least 2 5% on Tuesday, Wednesday, or
Thursday. Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1998 - present.

All: Avg All: Avg All:

All: Total |All: Winning | All: Loging All: % Winning Losing WinlLoss

Trades Trades Trades Profitable

All: All: Avg

A .
All: Met Profit ProftFactor| Trade

Days Trade Trade Ratio
] -4 765.57 1 3 ] 45.45 880.57 | -1,528.07 0.58 0.48 -433.23
4 -8,951.29 11 2 5 18.18| 1,446.15| -1,31585 1.10 0.24 -813.75
3 -7, 79069 11 4 7 36.36 645.13| -1,4381.60 .44 0.25 -T05.24
2 -5,275.47 11 1 10 5.09 321.48 -559.70 0.57 0.06 -479.59
1 -1,063.94 13 7 6 23.85 79.48 -386.72 0.45 0.54 -81.84

100% of instances closed below their entry price
at some point in the next 4 days.

Instances are a bit low but these numbers are quite compelling anyway.

Breadth being weak on an up day is something I looked at just a couple of weeks ago in
the 3/31/10 Subscriber Letter. Below is an excerpt from that Letter.

The other weakness we saw...was in the breadth numbers. Below is a breadth-related
study from the Quantifinder. It last appeared in the 7/22/09 Subscriber Letter.

NYSE Up Vol % < 45% and SPX closes up on the day.
Buy SPX on close. Sell X days later. $100k/trade. 1999 - present.

All: Avg All: Avg Al

All: Total Al Winning | All: Losing Al % Winning e WinlLoss

Trades Trades Trades Profitable

All: Al Avg

X .
All: Net Profit ProftFactor| Trade

Days Trade Trade Ratio
10 -37,461.80 43 15 24 4419 Z844324| 381280 0.75 0.59 -871.20
5 -38,509.03 43 19 24 4419 286384 -3 T13.42 0.72 0.57 -855.58
8 -26,082.10 45 21 24 46.67| 240912| -3,19473 0.75 0.66 -579.60
7 -25,481.22 45 24 22 SZAT| ZZ230.03| -3,581.45 0.62 0.68 -554.18
6 -27,517.85 a7 21 26 44.68| 2Z182894| -282152 0.77 0.62 -585.48
2 -24,033.43 47 19 28 40.43( 2130.74| -2,30420 0.82 0.63 -511.35
4 =27 214.52 a7 21 26 4488 1644.05| -2,37480 0.65 0.56 -579.03
3 -27,855.95 45 19 30 38.78| 1,54534| -150853 0.81 0.51 -55859.31
2 -33,347.58 50 25 25 50.00 940.40| -2,27430 0.41 0.41 -566.95
1 -23,364.89 50 20 30 40.00 82218| -1,326.95 0.62 0.41 -457.30

... this one also seems to suggest a downside edge. This study doesn’t incorporate a long-
term trend filter though. When I incorporated that | found that the downside edge
doesn’t hold up when the market is trading above the 200ma. This can be seen in the
results below.
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NYSE Up Vol % < 45% and SPX closes up onthe day. Close = 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1999 - present.
L . Al A Al A Al
X avetpon | AL ANy AbLosto | ACK | Loy | oy | vintass | A AL

Da‘}rs Trade Trade Ratio
10 19,753.95 27 16 11 59.26 2914.43| -2443.368 1.19 1.73 731.63
5 14,096.50 27 16 11 59.26 243304 -2257.43 1.08 1.57 52211
] 13,885.33 27 17 10 62.96| 203048 -2053.28 0.58 1.67 51427
7| 1220030 28 18 67.86 1,852.83| -2,555.93 0.72 153 43573
] 1,167.895 28 17 11 60.71 1,73838| -2,580.42 087 1.04 41.71
5 3,307.39 28 18 13 5357 1906.35( -194523 0.98 1.13 118.12
4 1,151.35 23 18 13 53.57 1631.17| -1,793.55 0.91 1.05 4112
3 1,091.39 prac] 15 14 5172 138070 -1,401.386 0.99 1.06 37.63
2 3,843.72 30 19 11 63.33 945,88 | -1,284.53 0.74 1.27 128.12
1 1,779.13 30 18 15 50.00) 713.54] 83215 0.86 0.86] 59.30

Of course if there is no edge present when the SPX is in a long-term uptrend, that would
mean the downtrend numbers must be very compelling. While we obviously don’t qualify
currently 1 have produced them for you to see.

NYSE Up Vol % < 45% and SPX closes up on the day. Close < 200ma.
Buy SPX on close. Sell X days later. $100k/ftrade. 1999 - present.
. e . . . Al Avg Al Avg Al . .
x Al Net Profit All: Total Al Winning| All: Lo=sing All: % Winning Losing Win/Loss All: Al Avg
DEYS Trades Trades Trades Profitable Trade Trade Ratio ProftFactor| Trade
10 -85 775.55 17 4 13 2353 196 -4 97119 0.39 012 -333574
5 -52 976.04 17 3 14 1765 38 -4 51260 0.84 018 -3, 116.24
2 -39 967 .43 18 4 14 2222 4018 -4 002.91 1.00 029 -2220.41
7 -37 881,52 18 =] 13 2FT8| 386338 430834 0.85 0.33| -2,083.57
L] -28 685.20 19 4 15 Mo05| 407 290833 1.38 0.36| -1508.78
5 =27 34082 19 4 15 205 297 2615.30 1.14 0.30 1438493
4 -28,365.87 19 6 13 3158 1587 -2 955 64 057 0.26| 1452494
3 -28 987 .34 20 4 16 20.00 2,16 -2,352.40 0.92 0.23| 1445837
2 -37,191.30 20 6 14 30.00 9 3,051.98 0.30 0.13| -1,858.57
1 -21,585.78 20 =] 15 25.00 1,14 1,821.75 063 0.21| -1,079.25
19 of 20 instances (95%) closed below the entry price at
some point in the next 3 days.

These numbers are extremely powerful and certainly worth tracking going forward.

I’ve updated the Aggregator chart below.
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As | hinted may happen last night and again this afternoon in the intraday Quantifinder,
the green Aggregator line has once again dropped below 0. This means the net
expectation from the Active Studies is now slightly bearish. The black Differential line is
squarely below 0 as the SPX has soundly outperformed expectations over the last few
days. So we now have a negative expectation and a relatively overbought market.
Historically this has translated into a downside edge (though the last month and a half has
been difficult for shorting). It can easily been seen with both lines below 0. The
downside edge means the Aggregator System has triggered short as of Tuesday’s close.

Looking ahead to tomorrow it currently appears that the Tax Day edges described in the
Sunday night Subscriber Letter may overpower the current mild bearish studies. Of
course things can easily change based on Wednesday’s action. Meanwhile with Friday’s
strong upmove falling out of the Differential calculation the Differential pivot on
Wednesday will be 1,194.92. So a close at or below this number would cause the black
Differential line to move into positive territory. If the short trade does work out tonight it
doesn’t appear that it will require much of a selloff in order for a long signal to quickly
trigger. I’ll be carefully monitoring action tomorrow as usual and updating subscribers
via the intraday Quantifinder and the Systems pages.

Intermediate-term Outlook (2 weeks — 2 months)— updated 4/12 somewhat bullish
As we’ve been seeing for a while, the market is continuing to trudge ahead, but there are
some mixed signs at the moment.

Two things the market really has going for it are breadth and leadership. Leadership can

be seen in the form of the Nasdag/S&P Relative Strength indicator that we track on the
charts page. As most subscribers are well aware at this point the market has made nearly
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all of its gains in the last 40 years when relative strength is favoring the Nasdaqg. Breadth
also remains strong as the Advance/Decline line is still hitting new highs. New 52-week
highs have lagged a little bit in the last few weeks but you typically need a divergence of
AT LEAST two months before this will matter much and manifest itself in the form of a
substantial selloff.

On the downside we see rising interest rates and complacency among options players.
The complacency has been shown in studies we’ve looked at that have included both the
VIX:VXV ratio and put/call ratios. None of these have proven to be great at exact
timing, but a pullback does generally occur when you hit readings around where we have
been.

Volume has been another concern. We have seen several studies lately that have
suggested some of the low-volume rallies we are seeing will often lead to a pullback. It
has struck me that perhaps it might be worth looking at low-volume rallies in a slightly
different way.

One tool that some analysts use is the concept of Distribution Days. Distribution days are
basically days where the market sells of on relatively high volume. The theory is that
when clusters of these days are seen near a market high it suggests an intermediate-term
selloff is likely to ensue. Back in August | posted a study that examined this. It found
the concept to be dead wrong. It is most often better to buy into these clusters of high-
volume selloffs rather than looking for further selling.

Below I re-ran the results of that August study back to 1988 using the same parameters.

Short S&P on close of 4th distribution day within the last 12 if it is above its 200ma
and has come within 1% of its 200day high in the last 12 days.
Cover X days later. $100k/trade. 1988 - present.
! X Al Net rofit | A Total |AIL Winning| Al Losing | Al % ﬁ:n’:‘;g ’t'g ;T:gg Wi Ij&&s Al All: Avg
| Days Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade

20| 2344475 4z 16 25 3810 308773 -2789.58 1.10 068  -55821
19 1393499 42 19 23 4524 2776885 -289963 0.96 079 -33179
18| -19,709.30 43 18 25 4186 250753 -255861 0.98 070 45237
17| -24,561.58 43 14 29 3256 2,795.43 -2,196.98 1.27 061 -571.20
16| -17,575.81 44 19 25 4318 237189 -2,505.75 0.95 072 -399.45
15| -20,928.08 44 19 25 4318 224285 -2,54153 0.88 067 47584
14| 27 472.31 45 20 25 4348 204373 253262 078 080 55722
13|  -2380557 47 19 28 4043 237603 -2 45540 0.97 066  -502.25
12| -33,395.26 47 18 29 3830 213459 -2,493.72 0.28 0.53 72118
11| 3032183 47 21 26 4468 153191 -2,403.54 0.64 051 -645.15
10| -32,983.03 50 21 29 4200 148285 -2211.13 0.67 049 -659.86
9 3141747 57 23 34 40.35 S574| 147645 0.79 053 -551.18
8l 1894931 &1 30 31 4818 2.061.87 0.73 070 -31084
7| -2330136 85 33 3z 50.77 -2,079.40 0.55 057 -443.10
8 £,363.97 89 39 30 56.52 -2,105.39 0.57 074  -237.16
5 2377309 76 35 41 46.05 -1,891.99 0.81 069 -312.80
4| 2281870 a7 40 47 45.98 1 574.58 0.83 071 -282.28
3| -10693.38 102 45 57 4412 -1,184.25 1.07 0.84 -10434
2| 838419 133 82 71 4562 1,063.74 1.00 0.88 7083
1 -9,354 53 225 a7 128 4311 552 80 117 0.89 4153
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Recall that this study looks to go short, rather than buy. Therefore you are looking at a
market that typically rose following such clusters.

Next, instead of looking for clusters of distribution days, | decided to substitute days that
rose on volume that was lower than the previous day’s volume. Here’s how those results
came out.

Short S&P on close of 4th low-volume rally day within the last 12 if it is above its
200ma and has come within 1% of its 200day high in the last 12 days.
Cover X days later. $100k/trade. 1988 - present.
X , Al Total |AI Winning| Al Losing | Al % | 2EAve | Al Avg Al Al Al Avg
DEI.YS e Trades Trades Trades Profitable MHTTIPEI"I::I;Q I#::;E WE':;:LSE' ProfitFactor| Trade
20 13,120.79 72 27 45 37.50 350332 -1,810.42 04 1.16 182.23
19 -5,895.61 73 28 45 3467 3303.86| 187344 .76 0.594 -72.61
18 18,900.13 77 28 21 3377 2920.53| -1,8504%8 1.57 0.20 -245 45
17 13,391 81 77 28 45 3636 293441| 1585010 1.50 0.28 17382
16 -£13.32 79 )| 42 3924 294561| 1910599 1.54 1.00 523
15 -5,288.20 a2 24 43 4146 264274 1582211 1.33 0.4 -54 .45
14 -5,793.45 283 M 52 3735 2865745| 177258 1.50 0.85 -117.99
13| 1846524 24 3 =3 3500 2,.280.87| -1,682.4% 1.38 079 -219.82
12 18,403.57 35 28 56 3412 233411| 153737 152 075 -216.51
11 26 667.93 91 24 57 37.36| 2029.38| 167237 1.21 072 -293.05
10 6,235.13 96 43 53 4479 2209.87| 167527 1.32 1.07 54.95
9 -5,2306.75 10 42 =8 41,58 2179.16| 1684121 1.33 0.95 -52.504
2 10,014.12 109 45 63 42 20 2246 45| 1 481.31 152 1.11 91.27
7 -5,014.40 119 50 69 4202 154544 127951 1.29 0.93 -50.54
G -7,153.65 132 56 76 4242 1 87377| 132743 1.26 0.93 -54.15
5 10,226.67 147 68 79 46.26 | 1892.79| 132763 128 1.10 69.57
4 -4.005.11 165 71 94 43.03| 1,381.10| -1,07063 127 0.95 -24 27
3 -17,750.27 200 ar 113 43.50 1,076.17 -485 .54 1.09 0.24 -B8.75
2 -5,601.35 263 123 140 4577 22168 -T61.592 1.08 0.95 -21.30
1 3,841,959 455 224 23 4923 S85.04 -554.56 1.06 1.03 8.44

It’s interesting to see here that results are mixed rather than suggestive of upside as the
distribution day clusters were. This isn’t terribly surprising since many of the volume-
related studies we see suggesting downside are due to low-volume rises rather than high-
volume declines.

At this point the research is a bit half-baked, but | plan on expanding on this line of
thought in the future.

So as far as the intermediate-term outlook, | like the current breadth and leadership.
Interest rates, sentiment, and volume are suggesting a selloff is coming. At this point
price has done nothing wrong. We are again at new highs and I’'m inclined to stick with
the trend until | see more convincing evidence that it is ending or done.
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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.

SPY short ¥ index position @ $119.90 limit. If not filled in first 30 minutes of trading,
cancel order. I’m looking to take advantage of a move down tomorrow, but I don’t want
tot take a trade late in the day since there appears to be a good chance the trade will be
closed at the end of the day.

SPY short ¥ index position @ $120.00 limit ON OPEN. If not filled on open, cancel
order. The Gap Guides on Master The Gap are showing strong probabilities in regards to
up gaps filling tomorrow. The confluence of both gap (day) and swing-trade edges has
me looking to take on more exposure if the SPY gaps up.

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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