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Bearish Bullish

Tonight’s Research Points
e The Put/Call and the VIX action are still suggesting a selloff is likely soon.
e The Aggregator System remained flat.
e The NDX Aggressive Trend Timer remained flat.

Short-term Outlook — updated 4/16

The Bottom Line

Still very overbought, but lacking substantial downside catalysts it is “wait and see” again
tonight.

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 16,2010 New highwith put/call low 1-2 days Bearish

April 16,2010 SPXup VIXup midweek at 50 high 1-2 days Bearish -0.80% -0.60%
April 15,2010 Tax Day 1-2 days Bullish 1.50% 1.00%
April 15,2010 Nasdag 90% Up Vol 1-3 days Bullish 1.60% 1.40%
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 Nasdag/S&P RS Indicator Positive int. term Bullish

Dropped Tonight

April 13,2010 SPY up w/ vol low 3 days 1-3 days Bearish

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

There wasn’t a great deal of movement today. The major indices finished up with the
S&P rising 0.1%, the Russell 0.3% and the Nasdag 0.4%. Breadth was weak as the
NYSE Up Issues % came in at 48% and the Up volume % was just 44%. Total NYSE
volume rose for the 3™ straight day and hit the highest level since March options
expiration.

Several of the same studies we’ve been seeing over the last few days area again showing
up tonight. From a positive standpoint such strong momentum is normally followed by
more upside. Unfortunately that upside can often be muted.

One study that appeared in the Quantifinder tonight looked at 15-day highs on a 15-day
high in volume. It was from the 3/18/09 Subscriber Letter. 1’ve reproduced and updated
it below.

SPX posts highest close in 15 days on highest volume in 15 days.
Buy on close. Sell X days later. $100k/trade. 1960 - present.
. e . ) . Al Avg Al Avg Al . .

® All Net Profit All: Total Al Winning | All: Lo=ing All: % Winning Loging Win/Loss All: All: Avg

DEWS Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade
5 5500122 235 128 107 54.47| 1,507.97 -1,289.90 117 1.40| 23405
4| 5716270 239 132 107 5523 131161 -1,08382 121 148 23917
3 50,7577 253 140 112 E5.34| 1,00231)  -91220 1.20 150 20062
2| 4751583 264 143 120 54.17| 86769 -638.03 1.38 162 79.98
1 37,994.55 308 173 135 55.99|  603.16| 49150 1.23 157 12296

At first blush this study would seem to suggest further upside. When looking very long-
term it is important to keep in mind that the market and its edges have evolved and
changed over time. Below is the same study but this time | only ran it back to 1999.

SPX posts highest close in 15 days on highest volume in 15 days.
Buy on close. Sell X days later. $100k/trade. 1999 - present.
. e s ) . ) All: Avg All Avg All: ) )
X oo | AL DM Atlests| ALY | g oy | waloss | A | AEA
Days Trade Trade Ratio
5 1,298.30 34 17 17 50.00 1,287.07 -1,363.44 0.594 0.54 -38.15
4 4 722,80 35 15 20 4286 128270 -1,198.16 1.07 0.80 -134.594
3 2,274.50 a7 15 22 40.54 1,312.80 -988.55 1.31 0.50 -51.47
2 2619.34 38 17 21 4474| 62454 63031 0.99 0.80 58.93
1 22319 45 25 20 55.56 58278 -7T17.29 0.81 1.02 458

Here we see that over the last 11 years there has been no substantial directional edge
provided. Rather than a bullish tilt such situations may now be deemed neutral.

The bearish studies again came in the form of overdone sentiment. The VIX and the
Put/Call Ratio have both been exhibiting extreme behavior suggesting a downside edge.
To this point the downside edges have not played out. At some point this extreme
behavior should matter again.
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The Put/Call study from last night’s letter triggered again. Rather than waste space here
again if you’re interested you may review last night’s letter.

This last study uses the VIX and was last found in the 11/12/09 blog post. 1’ve updated
the stats below.

SPX & VIX both close higher on a Tues, Wed, or Thurs. SPX = 200ma and at a 50-day high.
Buy on close. Sell X days later. $100k/trade. 1998 - present.
, v , . . All: Avg All: Avg Al , .
X Al Net Profit All: Total Al Winning | All: Lo=ing All: % Winning e Win/Loss All: All: Avg
Days Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade
5 -14 98752 39 18 21 4515 Foz.14| -1,315.54 0.53 0.46 -384.31
4| 938505 41 16 25 39.02) 90586 95435 0.95 061 22842
3 -4 95530 41 18 23 43.50 750.596 203.78 0.53 0.73 -121.20
2 -9,199 62 42 13 29 30.95 70726 53428 112 0.50 -219.04
1 -5,261.33 45 23 26 45,94 301.09 -458.71 0.54 0.57 -107.37
While not overwhelming, this study does suggest some short-term downside.
I’ve updated the Aggregator chart below.
M TradeStation Chart Analysis - SSPX.X Daily [CBOE] 58P 500 Index Bl ole==

B=1211.3% A=1212.15 Hi=1213.92 Lo=1208.50 V=0

L1,200.00
H1,190.00
* H1,180.00
- L + H1,170.00
n

r1,160.00

* F1,150.00
=+ H1,140.00

r1,130.00

r1,120.00

QE Aggregator 1D (3 ADE Barinterval,"QESLPDSZ™ "MYCLASS",... -0.39 0.08 L
F0.50

M [
\/ u F-0.10
L-0.20
£-u.su
T
8 15 22 20 Apr 5 12

Not much change to the Aggregator chart tonight. Despite some new negatives the green
Aggregator line remains above zero. This illustrates the net expectation form the Active
Studies List is for upside over the next few days. Meanwhile the black Differential line
remains squarely below 0, showing the SPX has easily outperformed expectations over
the last few days. So while the SPX remains strongly overbought and could correct at
any time, downside catalysts aren’t substantial enough at the current time to warrant a
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short position. With lines on opposite sides of 0 the current configuration is neutral and
the Aggregator System remains flat.

Looking ahead the studies that are currently active are all scheduled to expire in the next
few days. Therefore new studies that emerge will have a large affect on the Aggregator
value and need to be watched. The Differential pivot will be 1,197.99 on Friday. In
other words it will take a close below 1198 to flip the Differential line positive and make
going long a possibility.

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
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.
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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.
i L . Al A All: A All:
o Aramon | AL P s | Wemen | o vt 2 LS
! rade rage atio
20 -23,444.75 42 16 26 38.10 3, -2,789.55 1.10 0.58 -558.21
15 -13,934.99 42 19 23 4524 2 -2,899.63 0.95 0.79 -331.79
18 =15 7059.80 43 18 25 4185 2 -2,658.61 0.58 0.70 -458.37
17 -24 551.58 43 14 29 3256 2 -2,196.58 127 0.51 -571.20
16 -17,575.91 44 19 25 4318 2 -2,505.75 0.95 n.vz -385.45
15 -20/928.08 44 19 25 4318 2 -2,541.53 0.88 0.67 -475.64
14 -27 4723 45 20 26 43.48 2 -2 /G32.62 078 0.580 -587 .22
13 -23,605.57 47 19 28 4043 2 -2,455.40 0.57 0.65 -502.25
12 -33,895.28 47 18 29 38.30 2, -2,4593.72 0.88 0.53 -721.18
11 -30,321.93 47 21 26 4488 1, -2 403.54 054 0.51 -545.15
10 -32,5983.03 50 21 29 42.00 1, -2,211.13 0.67 0.49 -659 .66
5 -31,417 17 57 23 24 40.35 -1,976.45 0.79 0.53 -551.18
] -18,948.31 61 30 3 4518 -2,061.897 0.73 0.70 -310.654
7 -28,801.36 65 33 32 50.77 -2,079.40 0.55 0.57 -443.10
5 -16,383.97 69 39 30 56.52 -2,105.35 0.57 074 -237.18
5 -23,773.09 76 35 41 4505 -1,891.99 0.81 0.569 -312.80
4 -22,818.70 a7 40 47 45.58 -1,674.55 0.83 0.71 -262.28
3 -10,693.88 102 45 57 4412 -1,184.25 1.07 0.54 -104.24
2 -9,384.19 133 62 71 4562 -1,0683.74 1.00 0.88 7083
1 -9,354.53 225 a7 128 43.11 -552.80 117 0.89 -41.58

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.
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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. $100kitrade. 1988 - present.
X Al Net Profi | A Total |AIL Winning| AL Losing | AlL % uA-.rl:nJ:;gg ’t'; ;‘:; Wi iﬂ;:ss Al All Avg
DEWS Trades Trades Trades Profitable Trade Trade Ratio ProftFactor| Trade
20 13,120.79 72 27 45 37.50 3 -1,810.42 1.94 1.16 182.23
19 -5,895.61 75 26 45 34 87 3 -1,873.44 76 0.94 -78.61
18 -18,900.13 7 26 51 3377 2 -1,859 49 157 0.20 -245 45
17 -13,391.61 7 28 45 36.36 2 -1,850.10 1.50 0.86 -173.92
16 -413.32 79 M 43 39.24 2 -1,8910.99 1.54 1.00 -5.23
15 _5,288.20 a2 34 48 4145 2 1,882.11 133 0.84 5448
14 -9793.45 33 kY| 52 37.35 2 657 4 -1 77258 1.50 0.25 =117 .99
13 18,465.24 24 Ky 53 36.90 2,280 -1,682.49 1.36 079 -219.82
12 18,403.57 85 29 56 3412 233411 -1,537.37 1.52 079 -216.51
11 -26,667.93 91 34 57 37.36 2029.38| 1687337 1.21 072 -283.05
10 8,23513 98 43 53 44 759 2208 -1,675.27 1.32 1.07 64 .95
9 -5,306.79 101 47 59 4153 2179 -1,641 2 1.33 0.95 -52 .54
] 10,014.12 109 45 63 4220 2,246 4 -1,481.31 1.52 1.11 91.87
T -5,014.40 118 50 69 42.02 1 -1,279.51 1.29 0.93 -50.54
8 7,153.85 132 55 T8 4242 1,327.43 128 0.3 5419
5 10,226 67 147 (it K 46 28 1 -1,327 63 128 1.10 6957
4 -4 005.11 165 T G4 43.03 1 -1,070.68 1.27 0.96 -24 27
3 17, 75027 200 a7 113 43.50 1 938564 1.09 0.84 -28.75
2 -5,601.35 263 123 140 4577 761.92 1.08 0.95 -21.30
1 3,841.89 455 224 23 48233 554 55 1.08 1.03 844

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 I plan on expanding on this line of
thought in the future.

So as far as the intermediate-term outlook, I 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.

None tonight.

Symbol Entry Date |Entry Price [Current Price|% Gain/Loss [Stop Notes
SPY(1/4)(s)| 4/14/2010 $120.27 $120.99 -0.60% covered on open
SPY(1/4)(s)| 4/14/2010 $120.27 $120.99 -0.60% covered on open

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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