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Tonight’s Research Points
e Mild 3+ day pullbacks from 20-day highs are often shortly followed by a bounce.
e 3-day pullbacks going into a Tuesday have been strongly prone to upside
reversals.

Short-term Outlook
The Bottom Line
The market appears to be setting up for a bounce. I'm partially long and looking to add to

that position.

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

Study Date Description Time span |Bias Avg Max Move
Active

July 10, 2012 3 down from 20 high. Todays is small. |1-3 days Bullish 1.80%
July 10, 2012 3 down. Tomorrow is Tuesday. 1-4 days Bullish 3.20%
July 9, 2012 8-day avg closing range > 75% 1-2 days Bearish -1.40%
July 5, 2012 75% Up Issues 2 of 3 & 10-high. > 200 [1-6 days Bullish 2.40%
Active - Long Term

July 9, 2012 Nasdaq leading SPX int term Bullish

June 18, 2012 POMO modestly bullish int term slight bull

June 13,2012 FTD with modest breadth & vol int term Bearish

February 1, 2012 Golden Cross int term Bullish

Dropped Tonight

July 9, 2012 Employment Day down. SPX > 200ma_[1 day Bullish

June 29, 2012 SPY closes month at a high 1-5 days Bullish 2.35%

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




The Evidence
It was a pretty dull day for the market, with the major indices all closing marginally
lower. The SPX and NASDAQ both declined 0.2% while the Russell 2000 dropped
0.3%. Breadth was solidly negative as the NYSE Up Issues % came in at 44% and the Up
Volume % was 33%. Even with the dull trading, volume rose a bit from last week's
holiday levels.

Three-day pullbacks will often suggest an upside edge, depending on where, when, and
how they occur. The where (after a 20-day price high), when (going into a Turnaround
Tuesday), and how (with declining volatility) all appear to be positive for this particular
pullback. Let's look at some studies that demonstrate this.

This first study was last seen in the 4/9/12 subscriber letter. It takes into consideration
both that the SPX is coming off a 20-day high and that today’s drop was the smallest of
the decline. This can suggest the sellers are running out of steam. | have updated the stats
below.

SPX has at least 3 lower closes. Today is the mildest drop of the decline. Just
prior to the pullback the market closed at a 20-day high. Close = 200ma.
Buy on close. Sell X days later. $100k/ftrade. 2000 - present.

X Al Net All: All: All: Al % All: Avg All: Max All: Avg All: Max All:

i ; ; S A . . . All: Al Avg
Total |Winning| Losing Winning Winning Lo=ing Lo=ing |Win/Loss

Days Frofit Trades |Trades [Trades e Trade Trade Trade Trade Ratio ProfitFactor|  Trade
10 30 23 7 7667 237315 7,183.08| -1,800.7%| -7,026.10 1.32 433 139923
] 30 23 7 7667 2,353.85| 688572 -1,7226%| -T.816.60 1.37 4.4%| 140266
8 30 23 7 7667 225783 601763 -1,83751| 438940 1.23 404 130225
7 3 21 10 67.74| 230637 612180 -1584.05| -3,690.70 1.46 3.06( 1,051.40
[ M 20 1 6452 210742 5533.58 74488 -1,803.70 2.83 515 108538
5 32 23 9 71.88| 188415 5, ] , 2| -3,304.80 1.42 3.63 520.85
4 32 19 13 39.38| 2,160.00| 4,989.40 52475 -2,876.40 262 3.83 847 .45
3 3z 25 7 78.13| 184131 437380 -1,32588| -2,08527 1.24 442 992 24
2 32 25 7 78.13| 1,333.90| 358344 -126326| -2803.79 1.06 377 78577
1 35 26 8 7425 74831| 1,767.00 94548 -2.214.00 0.79 257 339.55

Only 2 instances failed to close above the entry price at some
point in the next week. They were 7/22/98 and 4/8/12.

Here we see what appears to be a reliable setup with some powerful results. A 3-day
profit curve can be found below.
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SPX has at least 3 lower closes. Today is the mildest drop of the decline. Just
prior to the pullback the market closed at a 20-day high. Close = 200ma.
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This curve is decelerating a little bit. It still appears solid and worth consideration.

I've discussed many times in the past that Tuesdays have a well-earned reputation for
being a day when the market will often halt a decline. The study below is one from the
larger Turnaround Tuesday study. It was last published in the 1/31/12 Subscriber Letter.
All statistics are updated.

SPX closes down for exactly the 3rd day in a row. Today is Monday.
Buy on close. Sell X days later. $100k/trade. 2000 - present.
. All: All: All: . Al Avg Al Max All: Avg All: Max All: . .
X ﬁglmb:_? Total |Winning Losing Prufr-t:zle Winning Winning Losing Losing |Win/Loss Pruf:ll-lla-actm ﬁ_lr”};;;g
Da‘;"S Trades Trades [Trades Trade Trade Trade Trade Ratio
10| §0,888.28 K] 25 § 8085 285472 1381580 -174583 -4387.45 1.63 6.81 1,954.14
9| 64,621.61 ¥ 25 6 80.65| 2783.10| 11,206.23 -825.98 | -1,686.96 3.37 14.04| 208457
8| 623807.23 3 25 5 8085, 274410 1138235 -1159.07| -2,031.30 237 11.84 202504
7| 62,041.40 K1 26 5 83.87 252084 1110417 -1,220.58 -2,1483.85 215 1147 2,001.34
6| 50,575.34 3 23 ] 7419 250358 1003453 -275.87| -167879 2 88 822 183148
5| 57 328.77 32 23 9 Ti.88| 2801.57| 9572.31 -T88.72| -1,714.52 3.55 9.07| 1,791.52
4| 4568291 32 28 & 81.25| 200022 831076 -1,092.79| -296425 1.84 T7O97| 142759
3| 39,249.51 32 23 9 71.88 159402 843234 -734.78 ) -1,873.02 271 6.94| 122655
2| 2733249 32 25 7 7813 132328 501823 -81423| -1,55028 1.63 5.80 85570
1] 18,946.39 32 21 1 6563 1301.04| 472323 -761.40 | -2630.15 1.7 325 s5g2.07
. o .
29 of 32 instances (91%) closed above the entry price
at some point in the next week.
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http://quantifiableedges.blogspot.com/2009/01/turnaround-tuesdays.html

As you can see the market has strongly favored a quick move higher. And when that
move hasn’t happened on Tuesday it has often happened in the next few days. Below is
an equity curve showing a 4-day exit strategy.

SPX closes down for exactly the 3rd day in a row. Today is Monday.
Buy on close. Sell 4 days later. $100k/trade. 2000 - present.
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While the strength of the edge has oscillated some it has provided fairly consistent results
over time. Certainly this study seems to suggest an upside edge.

| have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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With tonight's studies factored in the green Aggregator line rose further into positive
territory. Readings above 0 mean net expectations from the Active List are for upside
over the next few days. Meanwhile the black Differential Line also rose and is now
strongly above 0. This means the SPX is 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 remained long at
the close. This was indicated as likely on the systems page before the bell.

Based on the current active studies, expectations are set to remain positive on Tuesday.
Of course this could change if more bearish evidence emerges. Meanwhile, the
Differential Pivot will be 1,374.14 on Tuesday. This is 1.6% above Monday's close.
That's a big gain for the market to try and tackle in just one day. So it seems unlikely that
we will see the Differential Line close below zero on Tuesday. The more likely scenario
is that we will need to see a multi-day rally or consolidation to wear off the oversold
condition.

| like today's studies, and it appears at this point we are experiencing a normal pullback
that will probably lead to a bounce in the next few days. I have one lot of SPY long from
Friday afternoon. | was not filled on the second lot at the close today. Therefore I will
look to take on that second lot on Tuesday.
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Intermediate-term Outlook (2 weeks — 2 months)— updated 7/9 — slightly bullish

The intermediate-term outlook was last updated in the 7/9/12 letter. A link is below:
2012-07-09 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 @ $135.32 LIMIT. This is based on the short-term outlook

above.

Current Open Trade Ideas

Symbol

Entry Date

Entry Price

Current Price

% Gain/Loss

Stop

Notes

SPY(1/4)

7/6/2012

$135.49

$135.32

-0.13%

Aggregator
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