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Tonight’s Research Points
e 1%+ drops on strongly negative breadth are often followed by a bounce.
e Monday’s multi-day engulfing down suggests a short-term upside edge.
e A 5%+ gap down and 10%+ close higher in the VIX had never been done before.

Short-term Outlook
The Bottom Line
The Aggregator is bullish and we have a few bullish studies suggesting a bounce. But the

market action is somewhat extreme, which means risks are elevated. I’ll dip my toe on
the longside if | can get a favorable fill.

Summary of Recent Active Studies (see Letters from listed dates for details)

Study Date Description Time span [Bias Avg Max Move
Active

June 12,2012 SPY 3-day high. 3-day low. 3low close |1-5 days Bullish 2.20%
June 12, 2012 SPX dn 1%. Decliners 2x advancers. 1-3 days Bullish

June 11, 2012 VIXdn 5 days. Not stretched. 1-2 days Bullish

Active - Long Term

June 12, 2012 SPY 3-day high. 3-day low. 3low close |1-10 days Bullish 3.30%
June 7, 2012 90% up day on 3rd day ofrally 1-14 days Bullish

May 21, 2012 CBI > 10. 1-20 days Bullish 6.80%
February 1, 2012 Golden Cross int term Bullish

December 5, 2011 POMO activity flat to negative int term Bearish

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

Overnight excitement started to fade before the open, and after the open good vibes
quickly turned bad. After gapping up the major indices all posted strong losses and
finished near their lows of the day. The SPX fell 1.3%, the Nasdaqg declined 1.7% and
the Russell 2000 lost 2.4%. Breadth was strongly negative as the NYSE Up Issues %
came in at 20% and the Up Volume % was 9%. Total NYSE volume rose from Friday’s

level, but not too an extreme.

One study the Quantifinder identified tonight looks at the combination of a strong price
selloff and very negative breadth. It is one that | have shown and discussed many times
in the letter. The last time | showed it was 11/17/11. Results below are updated.

Buy on close. Sell X Days later. $100k/trade. 1991 - present.

SPX closes down = 1% and decliners double advancers. Yesterday did not close at a 20-day high.
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Prior to the Crash of ’87, very weak breadth days were often followed by more weakness.
This changed after the crash. As you can see there have been a large number of instances
over the last 20 years. The edge appears to be very solid as well. Below is the equity
curve using a 9 -day exit technique.

Hanna Capital Management, LLC

16 Hillcrest Rd., Medfield, Massachusetts 02052

781-956-6952




SPX closes down = 1% and decliners double advancers. Yesterday did not close at a 20-day high.
Buy on close. Sell 9 Days later. $100k/trade. 1991 - present.
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While results have been fairly steady over time, there has been a bit of a stumble lately.
This stumble is not evident when look at profit curves of shorter holding periods. Below
is a 3-day curve.

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




SPX closes down = 1% and decliners double advancers. Yesterday did not close at a 20-day high.
Buy on close. Sell 3 Days later. $100k/trade. 1991 - present.
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After a brief dip a while back this curve is right back on track. Rather than try and
extrapolate estimates out 9 days for this study | decided to use the seemingly more
reliable 3-day estimates.

The study below examines times like Monday where SPY makes an outside day covering
both of the last 2 days and closes lower. It was last seen in the 3/2/11 letter. | have
updated the results.

After closing higher yesterday, today SPY makes a 3-day high, a 3-day low, and closes at the lowest
level in 3 days. Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1997 - present.

X AN o g Losing AL weang  Winng | Losng | Losig waoss A AAY
Da‘."'s Profi Trades Trades Trades e Trade Trade Trade Trade Ratio ProfitFactor|  Trade

10| 33,302.25 15 13 2| ©SB6F| 278155 643874 -1,428.04| 180831 1.85 1265 2,22015

g 16 12 3| 8125 283233 6,84574| -1,41430| -3430.00 2.00 868 2035.08

] 16 11 4| 6875 3,00023| 545688 -2,101.49| -7031.50 1.43 393 153728

7 16 11 5| 6875 294835 6,36548| -1,03221| -1635.06 2.36 6.28| 1,704.42

6 16 13 3 81.25| 224367 5,193.32 -508.15 -645.78 4.42 19.13| 172770

5 16 14 2| &7.50| 193761 4273.50 -208.33 -489.14 6.49 45.46( 1,658.11

4 16 11 5| 6B73| 175554 4,53388| 105088 -2123.52 1.67 367 878.50

3 16 ] 7 56.25| 1,883.70| 3903.34| -218675| -5283.03 0.88 1.11 102.92

2 16 g 7| 5625 163845 3,24478| -169736| -3737.28 0.97 124 79.03

1 16 10 6| 6250 625.96| 2350.84| -1,26289( -3,909.03 0.50 0.83 -82.40
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While the immediate 1-3 day reaction has been unreliable, these extreme outside days
with poor closes have commonly been followed by upside over the 4-10 day period.

Below are profit curves showing both the 5-day and 10-day exit strategy. First, the 10-
day.

After closing higher yesterday, today SPY makes a 3-day high, a 3-day low, and closes at the lowest

level in 3 days. Close = 200ma. Buy on close. Sell 10 days later. $100k/rade. 1997 - present.
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The last instance was down a little but overall the steady uptrend is impressive. Next is
the 5-day.
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After closing higher yesterday, today SPY makes a 3-day high, a 3-day low, and closes at the lowest
level in 3 days. Close = 200ma. Buy on close. Sell 5 days later. $100k/trade. 1997 - present.
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Profit curves don’t get much straighter than this. Results here are especially impressive.
I’ve decided to include this study on both the short and intermediate-term active lists.

But the study above doesn’t quite describe how extreme the intraday reversal in
sentiment was. After gapping down over 6.4%, the VIX spiked while the market dropped
and it finished up nearly 11% on the day. | looked back for other times the VIX gapped
down > 5% and closed up more than 10%. Monday was the 1% time ever. I’'m always a
bit wary when the market is doing something it’s never done before.

| have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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The green Aggregator line remains positive tonight. Readings above 0 mean net
expectations from the Active List are for upside over the next few days. Meanwhile the
black Differential Line shot up strongly and is now above zero. This means the SPX is
short-term oversold versus expectations. So net expectations are bullish and the SPX is
oversold versus recent expectations. This is considered a bullish configuration. Bullish
configurations are visible on the chart whenever both lines close above 0. This meant the
Aggregator System turned from flat to long. This was indicated as likely on the systems
page near the close.

Expectations are set to remain positive on Tuesday. Of course this could change if
bearish studies emerge. Meanwhile, the Differential Pivot will be 1,316.31 on Tuesday.
This means the SPX would need to close at or above that level in order to flip the
Differential Line back to negative and signal an overbought market. That would be a rise
of 0.6%.

So we have a few studies pointing higher and a mildly oversold market. Price, breadth
and sentiment (yesterday’s VIX study) are all suggesting the market is likely to rise over
the next several days. But as today’s VIX action demonstrated, the market environment
is somewhat extreme which suggests risks are elevated. 1’ve decided I will look to take
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on a small long position if — and only if — | can get a favorable entry. Details on my
approach can be found in the Trade Ideas section near the bottom of the letter.

Intermediate-term Outlook (2 weeks — 2 months)— updated 6/11 — neutral
The intermediate-term outlook was last updated in the 6/11 letter. A link is below.

2012-06-11 QE Subscriber Letter.pdf

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

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 @ $131.40 LIMIT ON OPEN. If not filled on open cancel
order and look to buy @ $131.40 LIMIT ON CLOSE. Basically I am interested in
buying a gap down. If that does not happen then | don’t want to get caught buying into
an intraday selloff and instead will wait until the close. If SPY closes down on the day |
will take a small position.

Current Open Trade Ideas
None.

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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