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Tonight’s Research Points
e High volume up days on options expiration tend to lead to short-term weakness.
e Such negative breadth on an up day as we saw on Friday has often been followed
by declines.
e The Aggregator System turned short at the close.
e The NDX Aggressive Trend Timer turned back to flat from long.

Short-term Outlook
The Bottom Line
Breadth and volume Friday provided some strong hints that we should see some

downside in the next few days. 1’m looking to get some short exposure and take
advantage.

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

October 18, 2010 SPX up on op-ex. Volume highestin 20 |1 day Bearish

October 18, 2010 SPX up. Issue% and Vol% very low 1-3 days Bearish -2.10%
October 14, 2010 50-high breakout on 90% Up Vol 1-5 days Bullish 1.60%
October 13, 2010 Outside up day at 50-high 1-3 days Bearish -1.10%
Active - Long Term

October 18, 2010 SPX up. Issue% and Vol% very low 1-3 days Bearish -2.10%
September 21, 2010 50-high breakout on 90% Up Vol 1-25 days Bullish

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

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

Dropped Tonight

October 15, 2010 VXI:VXV < 0.85 1 day Bearish

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

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


http://quantifiableedges.blogspot.com/

The Evidence

After a morning gap higher the market put in a mixed performance Friday. The SPX
managed a mildly higher close with a 0.2% gain. The Nasdaq was the clear leader with
the Nasdag Composite rising 1.4% and the largecap Nasdaq 100 up 2.1%. But despite
the strength in those areas the Russell 2000 closed down 0.2%. Breadth was tilted
squarely negative — a rarity on a day where the SPX and Nasdag rise. The NYSE Up
Issues % came in at 38% and the Up Volume % was just 33.5%. Total volume spiked to
the highest level since September op-ex.

When op-ex closes up and is accompanied by a volume spike, it has often led to a
pullback in the next few days. | last discussed this in the 12/21/09 Letter. Below | have
updated that study.

SPXrises on option expiration Friday on the highest NYSE volume in the last 20 trading days.
Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1996 - present.

All: Avg All: Avg Al

K . All: Total |All: Winning| All: Losing All: % o . : All: All: Avg
Days Al Net Profit Trades Trades Trades Profitable Winning Losing WWLPSS ProfitFactor| Trade
i Trade Trade Ratio

5 502371 25 10 15 40,00 144419 -155437 0.92 0.62 -350.95

4 7,051.74 25 10 15 40,00 1,161.00) -1,30412 0.89 0.59 -318.07

3 -5,122.72 25 5 16 3500 111247 -1,008.44 1.10 0.62 -244.91

2 -5,359.90 25 10 15 40.00 639.47 -850.31 0.75 0.50 -254.40

1 -8,350.10 25 7 18 28.00 BES.26 -T2281 0.92 0.38 -334.00

23 of 25 instances posted a close below the entry price a
some point in the next 4 days.

The downside edge is often realized on day 1. In the 12/21/09 Letter | also ran this test
and filtered on times the volume did NOT come in at the highest level in 20 days. I’ve
updated those results below.

SPX rises on option expiration Friday. NYSE volume is NOT the highest in the last 20 frading days.
Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1996 - present.
. Cwn . . . Al Avg Al Avg Al . .
X Ak et pro ";"' Td”“' A"'Twé”"'"g A& "35'"9 PAﬂ}t U’EI Winning | Losing | WinfLoss |, f’r':*F"' o AT"' ":;"'9
Days rages rades rages rotaole Trade Trade Ratio ro acior rade
5 4079.50 42 21 21 50.00 1170.57| -1,364.83 0.86 0.85 97.13
4 2,845.95 42 22 20 5238 128679 125117 1.01 111 67.76
3 12,391.04 42 25 17 5952 115867 -§75.05 9 1.75 295.02
2z 5,617.93 42 27 15 54.29 911.18 -595938.594 .91 1.54 225.00
1 7273.75 42 23 19 5478 785.20 578.78 1.3 1.66 173.18
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We see here some mild follow through rather than the downside edge that was apparent
when volume was high.

But very high volume on an up day is not normally a bad thing. Op-ex day appears to be
an exception. Below is another study from the 12/21/09 Letter that demonstrates this. |
have not updated these results.

SPXrises onthe highest NYSE volume in the last 20 trading days. Today is NOT op-ex Friday.

Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1996 - present.

X
Days

12
11
10

== kW4 th @ D0 o

Al et
Profit

58 06060
5185114
53 056G 46
48 210.79
47 20555
34 120,74
34 53 52
24 58611
22 B9 Gid
15 50593

5 957 53
10,025.99

Al Total
Trades

39
39
41
41
41
43
45
45
4
50
51
B3

Al wWinning | Al Losing

Trades

28
30
30
31
33
31
Kl
30
30
33
31
3

Trades

11

9
11
10

=3
12
14
13
18
17
20
23

Al %
Profitable

71.79
76.92
737
T3 61
80.49
72.09
Gi3.69
G667
52.50
BE.00
60.78
60.32

Al Avg
Winning
Trade

2,521 86
2,369.53
213971
197358
1,777 56
11,1030
1,548 52
1,597 B2
1,477 04
1,151 549

G40.76

B11.57

Al Ay
Losing
Trade

378
213718
4,116
1.197.34
1 43296
183322
-1 05 41
155617
-1,201.09
A,38.02
-1 004 51

-520.03

All:
WinflLoss
Ratio

156
1.1
212
165
1.24
044
114
1.03
1.23
0a7
054
116

Al
ProfitFactor

3.86
3.70
877
a1
512
2455
2455
205
205
1.70
1.30
1.76

Al &g
Trade

151437
1,329.52
1,294 35
1,200.26
1,151 36
793.51
77403
54636
47274
31192
117.01
159.11

Unfortunately, Friday was op-ex and so what might otherwise be bullish inclinations
appear to be a bit bearish.

VVolume was not the most concerning aspect of Friday’s up move, though. Breadth was.

In the 3/16/10 subscriber letter I looked at other time the SPX rose while the Up Vol%
and the Up Issue % were less than 45%. | broke it out by times the SPX was above and
below the 200ma. Below | have updated the results for those times it occurred above the

200ma.
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SPX rises while NYSE Up Issue % < 45% and Up Volume % = 45%. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 2000 - present.
. Cen . . . All: Avg All: Avg All: . .

x All Net Profit All: Total |All Winning | All: Loging All: % Winning e Win/Loss All: Al Avg

DEYS Trades Trades Trades Profitable Trade Trade Ratio ProftFactor| Trade
5 8,972.30 18 7 4375| 134614 -2,04397 0.65 051 -560.80
4 15,362 .81 16 [ 10 37.50 95851 | -2111.35 0.45 027 -960.18
| 3 -16,659.31 16 [ 10 37.50 T44.88| -2112.88 0.35 021 -1,041.21
2 -7, 74183 16 7 5 4375 T39.65| -1,435.47 0.52 0.40 -4£33.85
1 -4,323.12 16 3 Ll 3125 97081 -334.29 0.68 0.31 -395.20

Results remain strongly suggestive of a downside edge.

But breadth wasn’t just below 45%. Both breadth measures actually came in below 40%.
I last showed results for instances this extreme in the 7/7/09 letter. Below | have updated
that table.

SPX rises while NYSE Up Issue % < 40% and Up Volume % < 40%.
Buy on close. Sell X days later. $100k/trade. 2000 - present.
X _ Al Total |AlL Winning| Al Losing | Al 9% | ~FAve | AliAvg Al Al All: Avg
All: Net Profit Winning Losing Win/Loss
Dayg Trades Trades Trades | Profitable Trade Trade Ratio ProfitFactor| Trade
5 -15,199.48 7 z 5 2857  471.02| -3,428.30 0.14 0.05 -2,314.21
4| -17,345.14 7 1 6 1429 75480 -3,017.32 0.25 004 -2 47845
3| -14,72481 7 0 7 0.00 0.00( -2,103.54 0.00 0.00| -2,103.54
2| 1053207 7 z 5 2857  22250) -2,195.41 0.10 0.04| -1504.58
1| 1317899 7 0 7 0.00 0.00| -1,:88271 0.00 0.00| -1,38271

Instances appear very low here. | don’t recall why | only went back to 2000 when | first
ran this study in July of 2009. This weekend | decided to look back to 1970. Those
results are below.

SPX rises while NYSE Up Issue % < 40% and Up Volume % < 40%.
Buy on close Sell X days later $100k/trade 1970 - present.
) i ) . . All: Avg All: Avg All: . )
X | atnemon | ALTo (Ao A Losog| AL | vy | Loy | winloss |, | AL
DEI.YS Trade Trade Ratio
5 -16,974.55 18 7 11 38.89 -2,580.40 0.54 0.40 -943.03
4 -13,827.85 18 7 11 38.89 -2,52087 0.79 0.50 -768.21
3 -14,845.02 18 5 13 27.78 -1,509.11 1.04 0.40 -024.72
2 -14,178.43 18 7 11 38.89 -1,504 .45 0.51 032 -787.59
1 -20,182.55 18 1 17 556 184380| -129587 1.42 0.08| -1,121.25
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The day 1 consistency here is quite remarkable.

closer look at the day 1 results. Below I have listed all the instances.

Upon seeing this | decided to take a

SPX rises while NYSE Up Issue % < 40% and Up Volume % < 40%.
Buy on close. Sell 1 day later. $100k/trade. 1970 - present.

Date/Time

01/23/73
01/24/73
05/21/74
05/22/74
03/04/80
03/05/80
03/27/80
03/28/80
07/21/81
07/22/81
01/25/82
01/26/82
11/19/86
11/20/86
04/19/94
04/20/94
10/04/94
10/05/94
06/07/96
06/10/96
05/17/99
05/18/99
04/23/04
04/26/04
03/23/05
03/24/05
12/13/07
12/14/07
06/09/08
06/10/08
06/23/08
06/24/08
09/26/08
09/29/08
07/06/09
07/07/09

Signal

Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell

Price

$118.22
$116.73
$87.91
$87.09
$112.77
$111.13
$101.23
$100.67
$129.64
$127.13
$115.41
$115.19
$237.66
$242.05
$442.54
$441.96
$461.77
$453,52
$673.30
$672.16
$1,339.31
$1,333.32
$1,140.60
$1,135.50
$1,172.53
$1,171.42
$1,488.42
$1,467.95
$1,361.77
$1,358.44
$1,318.02
$1,314.29
$1,213.53
$1,106.42
$898.72
$881.03

% Profit

(1.26%)
(0.93%)
(1.45%)
(0.55%)
(1.94%)

(0.19%)

(0.13%)
(1.79%)
(0.17%)
(0.45%)
(0.45%)
(0.09%)
(1.38%)
(0.24%)
(0.28%)
(8.83%)

(1.97%)

Run-up
DrawDown
£0.00
($1,259.05)
%0.00
(3932.34)
%1,036.62
(51,940.34)
%187.53
(53,464.37)
£61.68
(52,274.45)
%1,030.54
(3796.72)
$1,843.80
£0.00
%5EE. 75
(5706.50)
£0.00
(52,700.00)
%45 .88
(3466.20)
$455.10
($1,179.56)
£389.76
(3669.03)
$644.30
(594.35)
£0.00
($1,382.88)
$370.11
($745.33)
%600.00
($1,020.00)
£0.00
(58,783.02)
£0.00
(52,085.69)
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So the last time we saw such a setup lead to a rise the next day was 1986. And since then
there hasn’t even been one instance where the market was up as much a 0.7% at any point
the next day.

| also wondered how often this setup has triggered while in an uptrend versus a
downtrend. As it turned out the number of instances were even — 9 apiece. Below are
results for times like now where the SPX is above its 200ma. | also decided to look out
beyond just the next few days to see if there might be longer-term implications for the
uptrend.

SPX rises while NYSE Up lIssue % < 40% and Up Volume % < 40%. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1970 - present.
X _ Al Total |All Winning| Al Losing | Are | AbAvE | AltAvg e Al AlL Avg
All: Net Profit Winning Loging Win/Loss
Days Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade
25| 2459118 g 2 7 2222 643413| -535135 1.20 0.34| -273235
200 -15,508.33 g 2 7 2222| 648521| -4,068.40 153 046 -1723.15
15 -17,119.08 g 1 8 11.11| 926406 -3,297.29 281 0.35 -1,902.12
10| -11,455.35 g 3 8 33.33 53| -3,356.28 0.25 043 127400
9| -13,024.44 g 3 6 33.33 78| -3,345.63 0.70 035| -1,447.16
g 9,224 55 g 4 g 44 44 92 -3,500.85 0.54 0.44| -1,09829
7 -§,755.42 g 4 g 44.44| 147826 -3,133.79 0.47 0.3 -1,0283.39
6 -14,072.47 ] 3 8 33.33 54089 -2,615.86 0.21 0.10| -1,563.51
5| 12,7850 g 3 8 33.33 60417 -2,433.07 025 012 -1,42085
4| -15744.83 g 1 8 11.11 754.80 | -2,062.45 0.37 0.05 -1749.43
3| 1539742 g 0 g 0.00 0.00| -1,710.82 0.00 0.00| -1710.82
2 -12,210.09 g 2 7 2222 25542 -1,217.56 0.14 0.04 -1,356852
1 -8,979.20 9 0 9 0.00 0.00| -997.69 0.00 0.00 -397.59

Most of the damage was done in the 1% 3 days. Still, it doesn’t appear the market was
quick to recover in most instances. You see the numbers 3, 4, and 5 weeks out are still
skewed substantially to the bearish side. While | didn’t show it earlier, I also ran the
long-term results without the 200ma filter. Instances below the 200ma were just as bad
from as consistency standpoint, and worse from an average trade standpoint.

No matter how you break it down the very poor breadth appears to be a bad omen

| have updated the Aggregator chart below.
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The breadth related studies caused the green Aggregator line to drop from positive to
negative. The negative value indicates the net expectation from the Active Studies over
the next few days is for a move down. Meanwhile the black Differential line remains
below 0. This means the SPX has outperformed expectations over the last few days. So
we have negative expectations and a market that continues to register overbought. This
has historically provided a downside edge. This negative configuration can be seen
whenever both lines are below 0. Due to this the Aggregator System turned short at the
close.

The green Aggregator line is set up to finish negative again tomorrow. Of course that
could change if compelling bullish evidence emerges. Meanwhile, the Differential Pivot
will be 1,180.77. Any close at or below this level would move the black Differential line
back into positive territory. So the SPX will need to rise about 0.4% on
Monday if it is to remain overbought.

Unfortunately when | ran the Quantifinder and posted the systems page on Friday |
missed the short signal and instead anticipated the Aggregator System was going to be
flat. This is the 1% time in about six months that the “probable” signal shown on the
systems page didn’t match the actual Aggregator signal. This occurred because when |
checked studies earlier in the day the Up Issues % was not so low. The Up Volume %
was. The studies that appeared suggested a low Up Volume % on its own was only
bearish when the market under the 200ma.
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So I didn’t start building a short position on Friday but I will on Monday. Of course as |
tend to do when trading against my intermediate-term bias, | will be trading it
conservatively.

Intermediate-term Outlook (2 weeks — 2 months)- updated 10/18 — bullish

Not much to say this week with regards to the intermediate-term. The breadth studies
above were the only studies that appeared this week with potential intermediate-term
implications. They don’t provide overwhelming evidence but it’s the first intermediate-
term study in a while suggesting downside. So for now I’ll just list it and keep an eye out
for any further bearish evidence.

On the plus side the breakout from a few weeks ago continues to look good. The
September 21% study suggested it had a good chance to continue higher and so far it has.
The Nasdaq continues to lead the charge and this is a good sign as well. Momentum is
strong and the market continues to make new highs. | don’t anticipate changing my
positive bias until I see more compelling evidence for the bears.

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

HD @ $30.70

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI -1 (HD)
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Additional New Trade Ideas

A full listing of system triggers can be found at the system triggers page each night. 1
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 @ $117.70 limit. If not filled in 1° 30 minutes of trading,
then cancel. Short instead at the close if the SPX closes above the 1,180.77 Differential
pivot. If I don’t geta fill early in the day | don’t want it until later and only on a close
above the pivot. As noted above the pivot is about 0.4% above Friday’s close. So the
short Aggregator signal will come off at the end of the day unless the SPX rises and
closes above the Differential pivot.

HD — buy 1/3 position at $30.70 limit. This is the 1* Catapult trade to trigger since early

in the summer. It doesn’t have the classic Catapult shape, and is unlikely to trigger 3 full

entries, but it is a valid signal that I will track nonetheless. For newer subscribers or trial

users who haven’t followed Catapults before, 1’d encourage you to check out the Catapult
& CBI presentation on the educational videos page.

http://www.quantifiableedges.com/members/videos.php

Current Open Trade Ideas
None.
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