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Tonight’s Research Points
e Extremely low Up Volume % suggests selling overdone and likely to bounce.
e Strong selloff’s on Fridays have also suggested upside.
e The SPY gap down and further selloff after a short-term move higher suggests
there could be more downside.
e The Aggregator System changed to long at the close.
e The NDX Aggressive Trend Timer change to long.

Short-term Outlook — updated 6/7

The Bottom Line

The market has again quickly moved to short-term overdone. Additionally there is
substantial evidence that it is likely to bounce. 1’m favoring the long side.
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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
Active

June 7, 2010 Gap dn 0.5% and close 1% below that 1-4 days Bearish -3.60%
June 7, 2010 Up vol %< 3% 1-2 days Bullish 3.20%
June 7, 2010 2.5%drop on Friday 1-3 days Bullish 2.80%
May 28,2010 2.5% Rise CBI Still Over 5 1-5 days Bullish

May 28, 2010 Double 90% Up Vol 1-9 days Bullish

Active - Long Term

June 1, 2010 Nas/S&P Relative Strength favors Nas |int. term Bullish

May 25, 2010 Rat Adj McClellan < -60 for 6 in row 1-20 days  |Bearish -5.80%
April 26, 2010 No breadth divergence at new high int. term Bullish

Dropped Tonight

June 3,2010 VX0 15% below 1oma. 1-5 days |Bearish -2.50%
June 4,2010 Lowvol lowrange and close > 10m|1-4 days |Bearish -1.90%
June 4, 2010 Friday after Memorial Day 1 day Bullish

If the avg max move is achieved the study will appear in bold italic blue and no longer be

active.

The Evidence

Friday was another very bad day on Wall St. A large gap down never filled and the
market spent nearly the entire day hitting lower and lower levels. The Nasdaqg and SPX
both fell around 3.5% while the Russell 2000 lost a little over 5%. Breadth was
extremely bad as well. The NYSE Up Issues % was slightly under 10% and the Up
Volume % was incredibly below 1%. Total volume spiked above the low levels we’d
seen over the last 5-6 days, but was still quite a bit below the May volume peaks.

Breadth this extreme is remarkable. According to my database there have only been 4
other days since 1970 where the NYSE Up Volume % came in at under 1%. |’ve listed

them below along with their next-day returns.

NYSE Up Volume % < 1%.
Buy SPX on close. Sell next days close. $100k/trade. 1970 - present.

. . Run-up

Date/Time Signal Price % Profit DrawDown
10/19/87 Buy $224.83 5.34% $0,226.32
10/20/87 Sell $236.83 ($3,716.28)
10/26/87 Buy $227.66 2.43% $4,451.46
10/27/87 Sell $233.19 $0.00
10/27/97 Buy $876.97 5.12% $5,257.68
10/28/97 Sell $921.86 ($2,473.80)
02/27/07 Buy $1,399.14 0.55% $1,189.25
02/28/07 Sell $1,406.82 (5176.79)
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Traders may also want to a look at these dates on a chart. You’ll note that they all either
marked an intermediate-term low, or were very close to one.

In the 2/5/10 letter | looked at days with the Up Vol % was less than 3%. | revisited that
study tonight and reran the stats:

NYSE Up Volume % < 3%.
Buy SPX aon close. Sell X days later. $100k/trade. 1988 - present.

Al Avg Al Avg Al

X . All: Total (Al Winning | All: Losing All: %% - . . All: All Avg
Davs Al et Profi Trades Trades Trades Profitable Winning Losing WWLF‘“ ProfitFactor| Trade
Y Trade Trade Ratio
5 24 040.859 10 i1 4 60.00 65143.57 -3,20513 1.92 288 240409
4 12,549.73 10 5 5 5000 448541 -185045 228 228 125497
3 1272472 10 7 3 70.00, 231533 -1/16087 1.99 465 127247
2 20,373.39 10 8 2 g0.00 272223 -T02.22 3.88 1551 2,037.34
1 13,067.95 10 2 2 8000, 254559 -364340 0.70 279 1,306.80

All 10 instances closed above the entry price at some
point in the next 3 days.

Instances are still very few but there does appear to be a propensity for the market to
bounce over the next few days.

It’s also notable that the strong drop occurred on a Friday. Prior to the Crash of 87,
which occurred on a Monday, the market dropped over 6% on the Friday. Since that time
there has been a substantial upside tendency for the market to bounce over the next few
days following an especially weak Friday. | showed this in the 11/2/09 blog and have
updated the study below:
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SPX closes down at least 2.5% on a Friday.
Buy on close. Sell X days later. $100k/trade. 1988 - present.

All: Avg All: Avg All:

P el I e e P P R
rade rade ato

10 36,521.28 22 16 G T273 334216| -2825.58 1.18 3.15| 1,660.06
] 42 701 .97 22 15 7 6818 3B81227| 184029 220 472 1,5841.00
2 49 23510 22 15 7 5818 429225| -2163.94 1.93 425 2232.00
7 59,150.61 22 15 7 6818 48504538| 141687 325 696 263366
6 53,172.51 22 16 [ 7273 418850 -2307.28 1.82 4384 241683
5 B ATTO7 22 16 6 T273) 330787 279174 118 316| 164441
4 21,3037 22 14 2 6364 315613| -2860.33 1.10 1.93 963.33

| 3 3,202.51 22 18 4 81.82 234454| 274831 0.85 384 141830
2 20 354 57 22 16 6 7273 240209| 151318 1.59 423 133430
1 7.583.22 22 16 & 7273 1,240.85| -204535 0.61 1.62 34469

21 of 22 instances closed above the entry price at some
point in the next week. The lone exception was 11/14/2008.

These stats appear quite bullish for the short-term.

Of course I’ve noted in recent weeks that down Friday’s since the market bottom in
March 2009 have had a strong inclination to bounce the next day. This is demonstrated
in the below study.

SPX closes down on Friday.
Buy on close. Sell next day's close. $100k/trade. 3/9/2009 - present.

radeStation Performance Summary Collapse =

All Trades

Total Met Profit £26,483.69 Profit Factor 3.74
Gross Profit %$36,133.62 Gross Loss (59,649.93)
Total Number of Trades 29 Percent Profitable 79.31%
Winning Trades 23 Losing Trades 6
Even Trades 0

Avg. Trade Met Profit $913.23 Ratio Avg. Win:Avg. Loss 0.98
Avg. Winning Trade %$1,571.03 Avg. Losing Trade (51,608.32)
Largest Winning Trade %$7,069.40 Largest Losing Trade (53,466.02)

So if big drops on Fridays have shown a bullish edge for the next few days over a long
period of time, and down Fridays have been especially bullish the next day over recent
history, then the combination would seem to point to an upside edge over the next day or
SO.
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Not all the studies came up roses though. When the SPY has been moving higher short-
term and then gaps down big and closes much lower than the open, often there has been
more downside follow-through. This can be seen in the study below from the 1/30/09
Subscriber Letter.

SPY gaps lower by 0.5%, does not fill its gap, and then closes 1% below the open. Yesterday's
3-period RSl = 60. Close < 200ma. Buy on close. Sell X days later. $100k/trade. 1994 - present.

X _ Al Total |All Winning| Al Losing | Al % | ~FAvo | AllAvg | Al Al Al Avg
All: Met Profit Winning Losing Win/Loss
Days Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade
5 -20,212.00 18 6 12 3333 2594874 -3/15870 0.93 0.47 -1,122.38
4 -24 083.41 18 6 12 3333 310287 -3,55338 0.87 0.44) -1,33797
3 2257374 19 T 12 3584 1863741 -2B35830 0.58 034 -1132.08
2 087 61 19 ] 10 4737 1,871.84) -2194.42 0.85 077 -268.30
1 ,931.38 19 10 5 5263 1,103.80 -1,5996.60 0.55 0.61 -364.81

16 of 19 instances (84%) closed below the entry price at
some point in the next week.

So there is a bit of conflict, which isn’t unusual. Overall the net expectation is for upside
and that will be reflected in the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

Once again tonight the green Aggregator line remained above zero. This shows the net
expectations from the active studies is for upside over the next few days. Meanwhile the
black Differential line illustrates the SPX has underperformed expectations over the last
few days. So we have positive expectations and a market that is oversold versus
expectations. Historically this configuration has suggested a short-term upside edge.
Based on this the Aggregator System went long at the close on Friday.

Looking ahead more bearish studies will need to emerge if the green Aggregator line is
going to turn negative tomorrow. Meanwhile with the SPX as oversold as it is it will take
quite a pop tomorrow to get above the Differential pivot, which will be 1,100.49. This
means it would take an SPX close at or above this level in order for the Differential line
to turn negative.

So while there is some suggestion of downside in the studies, overall I’m expecting the
market to bounce over the next few days. | have some long exposure and will be looking
to add more tomorrow.

I’m not looking to get too aggressive just yet. Even with the close so low, the SPY is still
only a little below mid-range over the last 10-days on an intraday basis. So there is some
room to the downside and I’ll take a scaling-in approach.

As | finish this late on Sunday night the futures is down close to 1%. 1 ran the test below

to see how the market had reacted to sizable gaps down under similar conditions in the
past.
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SPY gaps down at least 1% after closing at a 50-day low.
Buy on open. Sell on close. $100k/trade. 2003 - present.

. . Run-up

Date/Time Signal Price % Profit DrawDown
01/22/08 09:30 Buy $126.46 3.61% $4,574.10
01/22/08 16:00 Sell $131.02 ($363.40)
01/23/08 09:30 Buy $127.14 5.25% $5,289.78
01/23/08 16:00 Sell $133.81 ($235.80)
09/16/08 09:30 Buy $117.22 3.97% $4,154.11
09/16/08 16:00 Sell $121.87 ($59.71)
10/06/08 09:30 Buy $107.11 (0.78%) $475.83
10/06/08 16:00 Sell $106.27 ($6,036.51)
10/08/08 09:30 Buy $97.59 0.86% $4,700.16
10/08/08 16:00 Sell $98.43 ($798.72)
10/10/08 09:30 Buy $86.81 4.26% $8,206.63
10/10/08 16:00 Sell $90.51 ($3,717.73)
10/27/08 09:30 Buy $85.96 (1.27%) $4,128.65
10/27/08 16:00 Sell $84.87 ($1,488.64)
11/20/08 09:30 Buy $80.13 (5.43%) $2,967.86
11/20/08 16:00 Sell $75.78 ($6,297.35)
02/20/09 09:30 Buy $76.73 0.89% $2,097.83
02/20/09 16:00 Sell $77.41 ($1,250.88)
03/02/09 09:30 Buy $72.51 (2.66%) $565.39
03/02/09 16:00 Sell $70.58 ($2,951.06)
05/21/10 09:30 Buy $105.91 3.00% $3,275.68
05/21/10 16:00 Sell $109.09 ($254.88)

The incidents above have favored the upside, but it isn’t overwhelming. Stops may be
important for daytraders tomorrow as some of the drawdowns were sizable.

Intermediate-term Outlook (2 weeks — 2 months)— updated 6/7 neutral

I’ve been seeing a fair amount of evidence that suggests to me the market is in a
bottoming mode. Volatility has been elevated in way that is often seen around bottoms.
By that | don’t just mean readings like the short vs. long term average true range, or the
VIX, or other standard measures of volatility. | also mean the absolute extremes we are
seeing in indicators. The 1% Up Volume % on Friday is one example. The CBI
remaining elevated for a substantial period of time is another. | discussed this last week
in the Letter and in the blog. A link to the blog post is below:

http://quantifiableedges.blogspot.com/2010/06/what-cbis-extended-stay-in-double.html
It’s dangerous to get too gung-ho on an intermediate-term basis until there is some upside
confirmation. Therefore my outlook will remain neutral. 1’m at the ready to move to

intermediate-term bullish though once we see a nice bounce with some continued follow-
though.
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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 ( filled @ $62.60)

MON — 1/3 position @ $62.25 limit (filled @ $60.74)

MON — 1/3 position @ $55.54 limit (filled @ $54.79)

EXC — 1/3 position @ $40.59 limit (filled @ $40.11)

EXC-1/3 @ $39.31 limit

EXC — final 1/3 @ $38.06 limit

GILD —1/3 @ $34.82 limit (no fill)

Catapult for ETF’s Trades
none

Broad Market Large Cap CBI — 7 (MON-3, EXC-3,,GILD)

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 $106.82 limit. Based on the Aggregator and the short-term
outlook above, I’ve look to edge back up to a %2 position with 1 SPY lot already active.

Active Trades Table

Symbol Entry Date |Entry Price|Current Price [% Gain/Loss |Stop Notes
MON(1/3) | 4/29/2010 $62.60 $49.02 -21.69% Catapult
MON(1/3) 5/5/2010 $60.74 $49.02 -19.30% Catapult
MON(1/3) | 5/14/2010 $54.79 $49.02 -10.53% Catapult
SPY(1/4) 5/21/2010f $105.91 $106.82 0.86% Aggregator
EXC(1/3) 5/20/2010 $40.11 $37.63 -6.18% Catapult
EXC(1/3) 5/21/2010 $38.50 $37.63 -2.26% Catapult
EXC(1/3) 6/2/2010 $37.40 $37.63 0.61% Catapult

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://quantifiableedges.googlepages.com/CatapultandCBI.ppt-voice1.ppt
http://quantifiableedges.googlepages.com/CatapultandCBI.ppt-voice2.ppt
http://www.quantifiableedges.com/members/systems.php

