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Tonight’s Research Points
e The extremely low Nasdag Volume Spyx is suggesting a pullback in the NDX.
e When this occurs the SPX usually follows suit.
e The Aggregator System flipped remained short.
e The NDX Aggressive Trend Timer changed to long.

Short-term Outlook

The Bottom Line

The downside expectation played out on Monday and it continues for Tuesday. 1°’m not
inclined to aggressively short at this point, but will likely look to if we see some higher
prices without supporting bullish evidence.

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

September 28, 2010 Nasdaq Spyx < 0. QQQQ10-day high. [1-4 days Bearish -1.75%
September 27, 2010 1% gap-n-go to a 50-day high 1-3 days Bearish -1.50%
Active - Long Term

September 20, 2010 Nas/SPX RS favors Nasdaq int term Bullish

September 13, 2010 Low Vol 20. Low range 20. Close<200 |1-18 days Bearish

September 8, 2010 Tues after Labor Day lowest volume 5 |1 month Bearish

September 2, 2010 2 90% Up Vol days in 1 week 1-20 days Bullish

September 1, 2010 August down > 4% 1 month Bearish

August 30, 2010 AAII Survery very bearish 1-30 days Bullish

July 20, 2010 Down 1 week after FTD int term Bearish

July 7, 2010 McClellan Oscillator Bottom Divergence|int term Bullish

Dropped Tonight

September 21, 2010 50-high breakout. Lower NYSE volume.|1-5 days Bullish 1.75%

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

Monday was very quiet after the big up day on Friday. The market moved back and forth
throughout the day but finished poorly as it sold off in the last hour and closed near its
lows. When it was over the SPX had declined 0.6%, the Nasdag was down 0.5% and the
Russell 2000 lost 0.4%. Breadth was negative as the NYSE Up Issue % came in at 42%
and the Up Volume % was 37%. Total volume declined as trading was quiet for most of
the day.

Some indicators | haven’t discussed in a while are the Quantifiable Edges Volume Spyx
indicators. The charts are found on the top of the charts page every night. The
calculation for Spyx is proprietary, but basically it looks at volume on a relative basis
across multiple securities. When Spyx levels post extremely high readings it suggests an
upside edge over the short-term. Extremely low levels suggest a downside edge. Moves
below O or above 100 are especially suggestive. Tonight we saw the Nasdag Volume
Spyx come in between -3 and -4. This first study shows how the NDX has performed in
the days following such a low reading.

Masdaqg volume spyx reading < 0.
Buy NDX on close. Sell X days later. $100k/rade. 2000 - present.

. . . . . . All: Ay All: Ay All: . .
X | nnarron | Al st sl M3 s Lo vioss | A8
Days Trade Trade Ratio
10 -40,395.10 43 19 24 4419 | 309967 | -4137.03 075 0.59 -939.42
9 -47 55594 43 18 25 4186 251879 -3 71989 06& 043 110835
a -51 495 95 43 16 27 32| 315192 377517 0&3 043 1197 65
7 -70,196 33 43 16 27 21| 270552| -420313 064 038 -1,632.47
B -57 407 87 43 18 25 41.86| 2E2933| -418943 063 045 -1,335.07
5 -42 555 .04 44 19 25 4318 2418.49| -3541 58 068 052 -9E7 .91
4 -14 857 94 47 149 28 4043 | 297557 -255288 147 073 -HEBTE
3 -18,356.71 50 25 25 5000 1,824 36| -2 55863 071 071 S3ET A3
2 -53,145.85 52 23 29 44 23| 1 ,573.85| -3,08064 0.51 041 -1,022.04
1 22285053 58 27 il 46,55 | 145618| -2,00540 073 063 -393.97

Over the next several days there appears to be a substantial downside edge. But today’s
reading occurred while the market was posting a new intraday high. Very low Volume
Spyx can be useful in identifying tops. | filtered the above study a bit further to view
only those times where the NDX made a 10-day intraday high while posting such a low
reading.
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Masdaq volume spyx reading < 0. NDX makes highest highin 10 days.
Buy NDX on close. Sell X days later. $100k/trade. 2000 - present.
) ) . ) . ' Al Ay Al Ay Al ' )

X Al et Profit Al Tatal Al winning | Al Losing AII_. Fa Wwinning Losing WinLoss j-’-\ll. Al &y

Days Trades Trades Trades Profitakle - Trade Ratio ProfitFactor|  Trade
10 -28.555.72 15 g 10 4444 241647 481805 0.44 038 -1E5552
9 -38,770.06 15 B 12 3333 2597524 471956 053 032 -215389
g -32,175.49 15 7 11 38.89 266503 -4621.25 0.5 037 | -1.787.64
7 -45 9123 19 5 14 2632 2734865 -425622 0.64 023| -2416.44
5] -46,145.53 20 ] 14 2500 237578 -3,865.50 0.61 0.20| -2307.43
5 -31,529.32 20 g 12 40,00 173289 -380770 046 030/ 159147
4 -29 559,11 20 9 11 4500 154486 -3 96307 0.9 0.32| -1 45445
3 -18,515.40 20 10 10 20.00 903889 | -2783.55 032 0.32 -940.82
2 -5.400.77 21 9 12 42 .86 93087 | -1,14322 081 061 -257 18
1 -4 78112 21 7 13 3333 11883 -1,00503 1.18 0.64 -227 BY

. o .
18 of 21 instances (85%) closed below the entry price
at some point in the next 4 days.

Results here are stronger and even more consistent. A very low volume Spyx has often
led to a short-term top when it has occurred with the market at new highs.

| also took a peak to see how the SPX performed when the QQQQ was posting a 10-day
high and the Nasdaqg VVolume Spyx reading was below 0.

Masdag volume spyx reading = 0. QQQQ makes highest high in 10 days.
Buy SPX on close. Sell X days later. $100k/trade. 2000 - present.
[ _ : . _ ) . Al &y Al Ay All: . _
X Al Met Profit Al Tatal (A&l wWinning | &I Losing AII.. %o \Winning | i Winloss :ﬂ.ll. Al Avg
Days Trades Trades Trades Profitakble Trads Trade Reatio ProfitFactor | Trade
10 -24 3TE.ET 12 3 ] 2500 12780 313270 041 014 -2031.57
9 -23,839.37 12 3 ] 25.00 945487 -2,964.11 03z 011 -198661
5] -23.719.45 12 3 2500 103504 -364318 028 0.08| -2 47662
7 -24 671 .65 12 2 10 16.67 90330 | 2,647 53 034 0oy -2055497
] 17 31842 12 3 25.00 85312 -2,208 64 039 013 -1,443.20
5 -11,773.49 12 3 9 25.00 E1SE0| -1,51403 041 014 -981 B2
4 -12 609,78 12 1 11 833 126270 126113 1.00 009 -1,050.82
3 -6,765.37 13 E T 4615 413268 -1,32554 0=z 027 -520.44
2 -12038.05 14 5 ] 25.71 95253 -1,866.54 0.s1 0.25 -350.03
1 -5,561.59 14 a ] 392.71 S27 .82 -311.149 058 0.32 -397.26
o . .
100% of instances closed below the entry price
at some point in the next 4 days.
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As you’d expect the SPX struggled right along with the Nasdaq when these conditions
arose. For those that would like a closer look, below are all instances using a 4-day exit
strategy.

Masdaq volume spyx reading < 0. QQQQ makes highest high in 10 days.
Buy SPX on close. Sell 4 days later. $100k/trade. 2000 - present.

. . . . Run-up
Date/Time Signal Price %o Profit DrawDown
12/30/02 SPY® B £1,109.64 1.26% £1,233.80
01/06/04 Sell $1,123.67 ($410.40)
04/05/04 SPY® B $1,150.57 (0. 46%) £0.00
04/12/04 Sell £1,14E5.22 (£1,280.30)
06/25/04 SPY® B £1,134.43 {0.48%) £861.52
07/01/04 Sell £1,128.08 {£1,000.56%
09/14/04 SPY® B £1,128.31 {0.54%) £190.95
09/20/04 Sell £1,122.20 {£754. 16
09/12/05 SPY® B $£1,240.56 (0.229%) £0.00
09/16/05 Sell $1,237.87 ($1,256.80)
06,/30/06 SPY® B £1,270.50 (0.40%) £770.64
07/07/06 Sell £1,265.48 {£574.86)
08/31/06 SPY® B £1,203.82 {0.75%) £824.60
0%/07/06 Sell £1,294,02 {£288, 443
11/21/06 SPY® B £1,402.81 {1.15%) £360.68
11/28/06 Sell £1,286.72 {£1,773.58)
10/31/08 SPY® B $968.75 (6.59%) $3,992.28
11/06/08 Sell $£904.88 (£7,108.03)
06,/04,/00 SPY® B £042 .45 (0.35%) £078.38
06,/10,/09 Sell £030,15 (£1,698.12)
06/26/00 SPY® B £018.90 {2.45%) £1,406.16
07/02/09 Sell £896,42 (£2,427.84)
08/04/10 SPY® B £1,127.24 {0.55%) £176.00
0g8/10/10 Sell $1,121.06 ($1,766.16)

Spyx readings can be found every night at the top of the charts page. Gold subscribers
may also download full histories of both S&P and Nasdag Spyx readings from the
Proprietary Data Download page, which can be accessed by clicking the link on the upper
right hand side of the charts page.

There was only one study that made the Quantifinder tonight. It looked at weak finishes
after 20-day highs. The original test suggested very mild upside expectations. | took a
closer look tonight and found that the edge has not held up nearly as well in recent years.
| therefore have decided to eliminate that study from the Quantifinder.
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| have updated the Aggregator chart below.
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Not much change to the Aggregator configuration. The green Aggregator line remains
below 0. The negative value indicates the net expectation from the Active Studies over
the next few days is for downside. Meanwhile the black Differential line also remains
below 0. This means the SPX has outperformed expectations over the last few days. So
we have negative expectations and a market that is overbought versus recent
expectations. This is considered a bearish configuration. It is reflected on Aggregator
chart when both lines are below 0. Due to this the Aggregator System remained short at
the close.

With so few studies active the green Aggregator line will be highly dependent on any
new studies that are appearing in the next few days. Meanwhile the Differential pivot
will be 1,128.14 tomorrow. It would take an SPX close at or below this level to flip the
black Differential line positive. This means the SPX will need to fall about 1.2%
Tuesday in order to avoid be viewed as “overbought” vs. expectations.

So the Aggregator is still suggesting a downside edge. But as strong as the uptrend is and
with a positive intermediate-term outlook I indicated last night that | would only enter the
short if I could get a favorable entry price. With neither of my prices getting filled today
and the market now lower than it was yesterday 1’m inclined to sit out another day and
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see how tomorrow plays out. If the market rises and fails to trigger studies bullish
enough to turn expectations positive then 1 will likely look to get some short exposure on
Wednesday. Perhaps | was too cautious with this entry but I don’t want to chase it down
where 1’m not getting very strong risk/reward.

Intermediate-term Outlook (2 weeks — 2 months)— updated 9/27 — bullish

The SPX is now up over 9% for September. | thought it would be interesting to look and
see how the market had performed in the past following other months that saw strong
rallies. This first study looks at months that gained at least 9%.

SPX closes up 9% for the month.
Buy on close. Sell X months later. $100k/trade. 1960 - present.

e _ | Al Total AN wWinning| Al Losing | Ak | AlAva | AllAvg AL A A1 A
monthly: ¥ | All: Met Profit : Winning Losing Win/lLoss .
. Trades Trades Trades Profitable . ProfitFactar |  Tracde
daysin Trade Trade Ratio
G 79135218 11 T 4 B3 B4 1454347 -5EE3.04 24a7 449 719565
5 £9,0584 50 11 g 3 T273) 11,347 75 723250 157 418 E28041
4 3391485 11 E 5 455 9669.03 ) -4519.54 2.m 241 308318
3 3057997 12 T 4 %833 796933 -5041.0 1.58 2 254833
2 2225330 13 T =3 5385 BABTOM | 383596 1.69 187 17174
1 4 55536 13 E 7 4615 344340 230072 1.50 128 35044

Over the next few months there hasn’t been a real strong inclination but mild upside has
been the net result. What if we isolate the front month and look at a range the market
rises the month before?

SPX closes up X% for the month.
Buy on close. Sell X months later. $100k/rade. 1960 - present.

E Al Ay Al Ay Al

monthly: % | &l Net Prafi Al Tatal | AlL Winning | Al Losing Al % Winning L i WL oss All: Al Avg

o Trades Trades Trades | Profitable Trade Trade Retio ProfitFactor | Trade
3 4,555.36 13 § 7 4615 344340 -2,30072 150 128 35041
8| 3547675 21 14 7 BE67 | 368441 230072 160 320 153937
7| 40,058.45 35 23 12 B5.71 333355 -3,091.10 1.09 209 1,144.53
Bl 59,273.29 45 3z 13 A1 518121 322185 0498 242 131718
5 8377530 54 20 7297 27ERAE 332312 054 226 113210

Results are generally good across the board. It does appear that when the % rise is very
large that the edge for the next month is reduced some. Perhaps those very large gains
need to be consolidated a bit before the move up can continue. | also filtered using the
10-month moving average. | did this because a good amount of the time the market made
very large advances it was bouncing back from a very oversold level.
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SPX closes up X% for the month. It closes = 10-month ma.
Buy on close. Sell X months later. $100kitrade. 1960 - present.

oE _ | Totl Al Winning Al Losing | Al | SFAwo o AllAvg Al Al Al Ay
maorthly: % Al Met Profit Ny Winning Losing WinilLoss y
Trades Trades Trades Profitahle . ProftFactor|  Trade
petup Trade Trade Ratio
9 4591 03 11 5 =3 4545 307575| -1,79796 1.7 143 41737
g 20,454 .44 17 1 G G471 254293| -1,797.96 1.55 280 120487
T 15,325.50 27 16 11 2926 29354 -254505 1.02 149 a67 Bl
E 2501544 35 23 12 E571 | ZETTAS4| -3047 34 0.85 168 71473
B 52 8601 g0 42 15 TO00 257186 -3 06429 0.54 1896 g1 .01

There still appears to be a small upside edge present here. It does seem to be greatly
reduced from the results that include times the market closed below its 10-month moving
average.

Overall the market is acting well. In the SPX this week the pullback held above the
200ma. The 1,114 — 1,123 level should act as support. There are presently a few levels
of price support as well as the 200ma right in that area.

The intermediate-term studies remain mixed. Volume and seasonality are favoring the
bears while breadth and leadership structure favor the bulls. We’re overbought here
short-term, but as long as we continue to make new highs and the studies at least remain
split, I’ll be favoring the long side. At this point I will be a bit extra conservative with
my short trades and a bit more aggressive with my long trades

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

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.

None tonight.

Current Open Trade lIdeas
None.
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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

