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Tonight’s Research Points

Bearish

(uantifiable Edges 3-day Risk/Reward Outlook

Bullish

e A weak close tomorrow could set up a substantial edge for Wednesday’s Fed Day.
e The NYSE New Highs % hit a new rally high, suggesting the uptrend likely has
some more to go.
e The Aggregator System remained flat at the close.
The NDX Aggressive Trend Timer went long at the close.

Short-term Outlook — updated 4/27

The Bottom Line

While tomorrow again looks like a bit of a tossup from a risk/reward standpoint, a move
down could set up a decent bullish edge going into Wednesday.

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 26,2010 Low vol breakout to 50-day high 1-3 days Bullish 1.30% 1.00%
April 26,2010 SPX&VIXup2daysinrow/onFri 1-2 days Bearish -1.00% -0.80%
Active - Long Term

April 26,2010 No breadth divergence at new high int. term Bullish

April 19,2010 Istdrop below 10main long time int. term Bullish

April 13,2010 Ttl Put/Call 40-low. SPXno 0.5%up.  |1-5weeks |Bearish -4.90% -3.30%
April 6,2010 SPXand TNX hit 50-day closing highs  |int. term Bearish

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

Dropped Tonight

April 22,2010 SPX down while NY SE Up Issues > 55% [1-3 days Bullish 1.20% 0.90%

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

The Evidence
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Monday was a relatively quiet day that saw the major indices close at the lower end of
their daily ranges and down a bit. On the day the SPX and Russell 2000 dropped 0.4%
while the Nasdaq fell 0.3%. Breadth was a bit negative as the NYSE Up Issues % came
in at 46% and the Up Volume % was 38%. Total NYSE volume was up slightly, but
Nasdaq volume was a little lower than Friday.

One thing to note today that | mentioned was a strong possibility in last night’s letter is
that the % of stocks hitting new 52-week highs reached a new rally high. This means
there is no divergence in place and suggests continued price appreciation over the
intermediate-term. Over the weekend | examined short-term studies that looked at new
highs being hit at the same time the 52-week NH % hit a new high. | did not find
anything strongly predictive for the short-term.

Several studies related to put/call ratios appeared in the Quantifinder tonight.
Unfortunately the Tradestation data isn’t entirely reliable and several of them were false
alarms. According to the CBOE data the one that did qualify looked at times the Equity
Put/Call closed more than 25% below its 200ma. | noted in early April that this study
had not performed as well lately. 1’ve updated that graphic below.

CBOE Equity Put/Call closes 25% below its 200ma.
Buy SPX on close. Sell next days close. $100k/trade. 2007 - present.
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I’ll continue to monitor this study but will not be including it in the Aggregator unless it
again begins to assert itself.

One thing we do need to prepare for is the fact that Wednesday is a Fed Day. Fed Days
have exhibited a bullish tendency over the years. This tendency has strengthened a bit
over the last 3-4 years. One aspect of the Fed Day edge that my research has recently
uncovered is that it is substantially affected by the previous day’s closing range. Below I
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broke out Fed Day performance by what quartile the closing price fell in the day before
the Fed Day. First let’s look at the top quartile.

SPY closes intop 25% of daily range. Tomorrow is a Fed Day.
Buy on close. Sell tomorrow's close. $100k/trade. 1994 - present.

All Trades

Total Met Profit
Gross Profit

%9,025.44 Profit Factor
£24,784.21 Gross Loss

Collapse %

radeStation Performance Summary

1.5
($15,758

Total Number of Trades 52  Percent Profitable
Winning Trades 27 Losing Trades 23
Even Trades 2

Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 1.34
Avg. Winning Trade $917.93 Avg. Losing Trade ($685.16)
Largest Winning Trade $2,23B8.25 Llargest Losing Trade ($2,739.69)

This quartile boasts nearly twice as many instances as any of the others. | suspect this is
because the market often gets bid up in the afternoon in anticipation of the next day’s Fed
announcement. What you’ll find is that while the results are positive here, they are
weaker than any other quartile. Next is the 2" quartile which means a finish in the top
50% but not the top 25% of the daily range.

SPY closes = 50% and <= 75% of daily range. Tomorrow is a Fed Day.
Buy on close. Sell tomorrow's close. $100k/trade. 1994 - present.

radeStation Performance Summary Collapse &

All Trades

Total Net Profit $11,008.31 Profit Factor
Gross Profit $21,590.26 Gross Loss ($10,581.95)
Total Number of Trades 28 Percent Profitable G3.57%
Winning Trades 15 Losing Trades 12
Even Trades 1

Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 1.63
Avg. Winning Trade $1,439.35 Avg. Losing Trade (3881.83)
Largest Winning Trade %$4,704.07 Largest Losing Trade ($2,246.40)

The win rate is only marginally better but the profit factor and average trade improve
quite a bit here. Now let’s look at the 3" quartile.
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SPY closes = 50% and <= 75% of daily range. Tomorrow is a Fed Day.
Buy on close. Sell tomorrow's close. $100k/trade. 1994 - present.

radeStation Performance Summary Collapse
All Trades
Total Met Profit $10,029.46 Profit Factor 2.53
Gross Profit $16,598.62 Gross Loss ($6,569.
Total Mumber of Trades 24  Percent Profitable (ED.BB%:
Winning Trades 17 Losing Trades
Even Trades 0
Avg. Trade Met Profit £417.89 DRatio Avg. Win:Avg. Loss 1.04
Avg. Winning Trade $976.39 Avg. Losing Trade (3938.45)
Largest Winning Trade $2,943.00 Largest Losing Trade (52,066.62)

Here again we see the stats improve. The % profitable jumps up to 70% and the profit
factor and average net profit also increase nicely. Lastly let’s look at the bottom quartile.

SPY closes in bottom 25% of daily range. Tomorrow is a Fed Day.
Buy on close. Sell tomorrow's close. $100k/trade. 1994 - present.

radeStation Performance Summary Collapse &
All Trades
Total Net Profit %16,874.00  Profit Factor
Gross Profit %$19,840.21 Gross Loss ($2,966.21)
Total Number of Trades 26 Percent Profitable
Winning Trades 21 Losing Trades 5
Even Trades 0
Avg. Trade Net Profit §649.00) Ratio Avg. Win:Avg. Loss 1.59
Avg. Winning Trade $944.77 Avg. Losing Trade (5593.24)
Largest Winning Trade $2,696.00 Largest Losing Trade ($1,141.01)

These are by far the strongest numbers. All of the stats are substantially better in this
case. While strong closes before a Fed Day carry a mild bullish edge, it is the poor closes
that provide a sizable advantage.

I’ve updated the Aggregator chart below.
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There is very little change in the Aggregator values tonight. The green Aggregator line
remains close to where it was at yesterday as the current active studies are still suggesting
upside over the next few days. Meanwhile the black Differential line is positioned below
0, illustrating the fact that the SPX has outperformed expectations over the last few days.
Positive expectations in an overbought market are leaving the lines on opposite sides of 0
and with a neutral configuration. The Aggregator System remained flat at the close on
Monday.

Looking ahead the green Aggregator line is again set to close positive tomorrow unless
substantial bearish studies emerge. Meanwhile the pivot level for the black Differential
line is 1,209.80. So it would take an SPX close at or below this level to flip the
Differential line back to positive. This isn’t much of a selloff, so traders may want to
keep that level in mind.

Overall, if the market can manage to pull back for one more day | expect to see a
tradeable bullish edge emerge. Of course I’ll monitor things intraday and will post
updates to the intraday Quantifinder and the Systems page.

Intermediate-term Outlook (2 weeks — 2 months)— updated 4/26 somewhat bullish

A few times recently | discussed the incredible string of days the SPX went without
closing below its 200ma. Today I will show the NDX and the Dow streaks. First I’ll
review my comments from last week.

Another notable about Friday’s selloff that demonstrates how persistent the uptrend has

been is the fact that it caused the SPX to close below the 10ma for the 1% time since
February 12". That streak consisted of 42 trading days above the 10ma before Friday.
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In the 3/22/10 Letter | discussed the fact that the SPY had gone more than 25 days above
its 10ma. (The SPY streak was broken on 3/26 after going 30 days.) In that Letter |
showed the 5 other times since 1993 that SPY had gone at least 25 days above the 10ma.
My conclusion after viewing the charts was the following...”” 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.” With this Letter already quite long | decided not to reproduce those charts
again. Instead, if you would like to view them you may find the in the intermediate-term
section of the 3/22 Letter which I have provided a download link to below:

2010-03-22 QE Weekly Research Letter.pdf

Along these lines this weekend | looked for other times the SPX closed above the 10ma
for at least 40 days in a row. Looking back to 1960 there were only 4 other instances —
the most recent occurring in 1972. The dates when the other 4 instances finally dipped
below the 10ma were Feb 1961, Oct 1968, Feb 1971, and Jan 1972. In looking at those
instances I am drawn to the same conclusion as the 3/22 study referenced above.
Persistent strength never just ended on that 1% pullback. The market went on to make new
highs each time and the rally continued.

The NDX and the Dow STILL haven’t dropped below their 10-day ma’s. For the NDX
the streak is now 50 days. The DIA is also 50, but the cash Dow is “just” 48 days. For
the NDX this is the longest streak since its inception in 1986. Below is a chart that shows
the number of days the NDX has spent above it 10ma at any point in time.

NDX Days > 10MA
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It’s a little difficult to read when try to jam so much history into a small area, but the
spike on the right is the current count and it is up to 50. The previous high lasted 47 days
in 1989.
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The Dow streak of 48 days is also remarkable. For the Dow Index | was able to look
back to 1915 in search of similar streaks. | produced a graphic like the NDX one above,
but as you can imagine with history going back that far it was imperceptible. | therefore
produced some charts to show the action around similar streaks. There have only been 3
that have lasted as long as the current one. They were in 1919, 1955, and 1971. Their
charts are below. The indicator on the bottom is simply a count of the number of days
the Dow spent above the 10ma.

M TradeStation Chart Analysis - + ADEDOWHISTORY Daily [NASDAQ] Dow Jones Historical Bl =
+ADE:DOWHISTORY - Daily NASDAQ L=1113428 837 008% 0=1111878 Hi=11149.86 Lo=11016.40 V=2,146877 Mov Avg 1 Line (Close 10,0) 10854 14 115.00
Y-S 2 /"\p"j 110.00
v N{\ A
ew Rally el A 105.00
Highs
49 Days A s
7-/ Y7 Hst Dip Below| v
/ 85.00
7
00
B v 5.00
QF Time Stretch High (close,10,darkgresn) 2,00
45.00
00
35.00
25.00
/l 15.00
f i |
4 || | |
R P | e
Feb Mar Apr May Jun Jul Aug Sep o
v
M TradeStation Chart Analysis - + ADEDOWHISTORY Daily [NASDAQ] Dow Jones Historical (s - |1 - ==
+ADE.DOWHISTORY - Daily NASDAQ L=11134.29 8.37 0.08% 0=11118.78 H=11149.86 Lo=11016.40 V=2,146,977 Mov Avg 1 Line (Close,10,0) 11077.74
-7;/_
St V\/ <" L350 00
‘-“"L — = v 340.00
Rally
e R continues
/ k o/ 32000
rdz 1st Dip Below
~50 Dgys Above
300.00
x;.#\.‘v-! 260.00
QE Time Stretch High (close, 10, darkgreen) 47.00
4?DI_|
40.04
35.00
25.00
"
! | | 15.00
| ) | ” [
\\ A 1I.‘_/ IIL/\_/ |I_/ 1\_/ I =
54 Feb Mar Apr May Jun ul Aug Sep Oct Howv
13

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




Ml TredeStation Chart Analysis - ~ADE:DOWHISTORY Daily [NASDAQ] Dow Jones Historical Bl ==
+ADE:DOVVHISTORY - Daily NASDAQ L=1113429 9.37 0.08% O=11119.78 Hi=11149.86 Lo=11016.40 V=2,146577 Mov Avg 1 Line (Close,10,0) 11077.74

g T | "
/N New Rally AN o s
[ g | HEls | A I Vi
AL e

L
r/\' / B0 Days AHove o
" |7

V v

QE Time Stretch High (close, 10,darkgreen)  47.00

0,04

3
I

oct Nov Dec 71 Feb Mar Apr

2
>

As with the SPX observations we see here that the rally continued in each case after that
1% dip. Rallies this strong and persistent seem unlikely to end on the 1* pullback. In
1949 and 1968 there were rallies that almost reached the current length. 1’ve posted those
below.
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I did look to find the longest streak that ended with the first dip marking an intermediate-
term top. 1944 was the winner with a streak of 41 days. That chart is below.
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So 1944 could be considered our lone exception as a long streak ended abruptly. Of
course it wasn’t as long as the current rally or any of those others that went on to further
gains.

Another bit of evidence to keep an eye on is the % of 52-week highs on the NYSE. As
I’ve discussed a number of times over the last six months, all SPX tops since 1970 have
seen a divergence lasting at least 2 months in either the A/D line or the % of stocks
hitting new 52-week highs prior to the ultimate price high. A move higher early this
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week has the potential to see the 52-week NH % hit a new high. Below is a chart with
the NYSE A/D line shown in blue in the bottom panel.
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There are a few intermediate-term studies active with bearish implications. They are
related to bond action and option ratios. To this point they haven’t made a difference.
We will get an intermediate-term decline at some point here but for now evidence
appears to favor continued upside. It’s been a tough trend to fight and | wouldn’t suggest
it at this point.
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Catapult and Capitulative Breadth Statistics

(Catapult Presentation Part 1) (Catapult Presentation Part 2)
Open Catapult Triggers

MON 1/3 position @ $64.73 limit (not filled)

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI — 1 (MON)

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 on SPX close below 1,209.81. Another down close along with
the Fed Day Wednesday should trigger a long in the Aggregator System.

SPY - buy ¥ index share if SPY closes in bottom 50% of daily range. As shown above a
weak close should create a nice edge for the next day.

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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