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Tonight’s Research Points
e A 20-day high and poor close are often followed by a move up.

o Key reversal days near intermediate-term highs very rarely mark the final high.

Short-term Outlook
The Bottom Line
Not quite there, but more selling on Tuesday would almost certainly lead to a bullish

signal. If that occurs, I'll be looking to start compiling a long position at the close.

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

Study Date Description Time span |Bias Avg Max Move
Active

September 11, 2012 20-high poor close 1-8 days Bullish 2.00%
September 10, 2012 2 unfilled gap 50-high 1-3 days Bullish 1.00%
September 10, 2012 %b > 115 2 days 1-5 days Bullish 1.80%
September 10, 2012 200-high on 1st Friday 1-6 days Bearish

September 7, 2012 50-high break strong breadth & vol 1-5 days Bullish

September 7, 2012 Breakout with unfilled gap up 1-5 days Bullish

September 6, 2012 20-day HV 20-day lows. No20-hi SPX |1-5 days Bearish -2.60%
Active - Long Term

September 10, 2012 POMO liquidity temporarily contracting|int term Bearish

September 5, 2012 Russell up 1%. SPX down 1-10 days Bearish

August 20, 2012 Nasdaq leading SPX int term Bullish

July 30, 2012 SPX 50-day high on 90% up vol 1-50 days Bullish

February 1, 2012 Golden Cross int term Bullish

Dropped Tonight

September 10,2012 |SPXj50-high. VIX:VXV < 0.85 1day 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

Selling came into the market on Monday. The SPX fell 0.6%, the NASDAQ declined
1.0%, and Russell 2000 dropped 0.3%. Breadth was solidly negative as the NYSE Up
Issues % was 40% and Up Volume % came in at 32%. Total NYSE volume dipped a
little from Friday's level.

The new high followed by a poor and downward close triggered a few interesting studies.
The one below was last seen in the 3/28/12 subscriber letter. Results are all updated.

SPX makes a 20-day intfraday high and close in the bottom 10% of its daily range.
Buy on close. Sell X days later. $100k/rade. 2003 - present.
. All: All: Al . All: Avg Al Max Al Avg All: Max All: . .
X ﬁglr;:_? Total \Winning |Lesing Pglf[&ahle Winning Winning Lo=ing Losing |Nin/Loss Jer:IJLctur ﬁ.‘ll.t;;;g
Days Trades Trades [Trades Trade Trade Trade Trade Ratio
10| 28824 85 27 20 T 7407 1,873.05 411918 -1,276.82 3,210.80 1.47 4 20 1,080.17
9 2423142 27 21 8 7778 G44 38| 381338 -1818.4%| -3 77510 1.02 3.56 919.68
J 8| 2922813 28 23 3 82.14| 166918 448384 -183259 -3543.84 0.91 419| 1,043.85
T 22165614 28 22 6 7857 1,527.24 3,761.94) 1805859 415832 0.80 2584 791.65
] 6| 2395367 29 24 5 8276 134416 333138 -1661.23| 291588 0.81 3.83 82599
5| 956389 29 19 10 6552 93728 269334 -8859 44 | -3 565.84 1.1 21 34013
4 728813 &l 20 1 5452 §22.34 238928 -1,013.52| -2332.44 0.91 1.65 23542
3| 911959 &yl 20 11 5452 827.50 215982 57586 | -2,091.82 1.22 223 20418
2| 583312 k| 17 14 5484 a87a.27 328548 54981 -1,575.22 1.35 164 188.17
1 5067 57 32 22 10 6375 505.53 171072 55541 | -1184.83 0.91 2.00 173.99
30 of 32 instances (94%) closed above the entry price at some pointin
the next week. The 2 that failed triggered on 12/30/04 & 12/31/04.

Results here seem to suggest an upside edge. The edge appears especially strong when
looking out 6-8 days. Below is a profit curve assuming an 8-day holding period.
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SPX makes a 20-day intraday high and close in the bottom 10% of its daily range.
Buy on close. Sell 8 days later. $100k/trade. 2003 - present.
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While the last instance turned out to be a loser, the smooth upslope appears to confirm
the upside edge suggested by the statistics.

Another study that triggered on Monday is the one below, which was last seen just a few
weeks ago in the 8/22/12 subscriber letter. The pattern described in the study definition is
one of a key reversal day.
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After closing at a 10-day high yesterday SPY posts an outside day with a down close.
Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.
X | aun | oA | R S AL | LU A e v
Dﬂ‘_f‘S Profit Trades | Trades |Trades s Trade Trade Trade Trade Ratio Proftfactor  Trade
12| 61 0 43 35 a8 31.40| 237954 2345478 -274579| -3,389.35 0.87 379 1,42580
11 .83 43 35 ] 31.40| 2131.58| 6726.11| -2495.74| -9,630.04 0.85 3.74| 1,270.50
10 \ 50 a4z 34 10 T727| 1,833.08| 5990.24) -1,8686.73| -5,992.40 0.98 3.34
9| 3722918 45 32 13 71.11 1,865.26| G5267.28| 172763 576417 1.08 2.66
] 73 45 K} 15 67.39| 2,047.03| 7603.9%| -1425.6% -4587.23 1.44 2.57
7 45 a7 30 17 63.83| 1,973.60| 7694.36| -1451.86| -45962.72 1.36 2.40
] 1 43 32 16 6667 1,762.42| 35,/189.82| -1431.64) -4551.36 1.23 2.45
5 1 52 33 9 63.46 1,441.81 44258.81| -1,181.681 434617 1.21 210
4| 5,363.00 52 27 25 91.82| 141252 391578 -1,311.00) -4228.43 1.08 1.16
3| 651723 52 25 2F 43 .08 1,133.44 293057 -1,28457( -5283.03 082 0.81
2 85591543 53 23 30 43 40 88877 238184 -1 MM200| 373728 083 0.8y
1 608212 53 28 25 5283 553.39 1,801.51 -863.03 | -35908.03 0.64 0.72

There is a bit of a danger of further selling over the next few days according to this study.
But once you get out about two weeks there appears to be a decided upside edge. Very
rarely have these key reversal days marked an intermediate-term top. This study is going
back on the intermediate-term Active List.

Another thing to keep in mind on Tuesday is that Wednesday is a Fed Day. Fed days
overall have had a generally bullish inclination over a very long period of time - dating
back to the early 80s. But the strength of this inclination is many times determined,
partially, by the action leading up to and just before the Fed Day. Generally, the weaker
the action heading up to the Fed Day, the better the reaction on the Fed Day. One way |
measured this in "The Quantifiable Edges Guide To Fed Days" was by looking at the
closing range the day before the Fed Day. | found that the lower the quartile the close
occurred in, the better the market has performed on the Fed Day. So a close near the
bottom of Tuesday's range would appear to have positive implications for Wednesday,
whereas a close near the top of the range could move those implications near neutral.
Another Fed Day study to keep in mind is that the Fed Day upside inclination has not
held true when the SPX has closed at a 20-day high. So if Wednesday rallies and SPX
closes at a new high, that could obliterate the Fed Day edge. I'll review whatever
compelling Fed Day studies emerge tomorrow night, but these are a couple that you may
want to keep in mind before that.

| 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 moved a little further above
zero. Positive readings mean net expectations from the Active List are for upside over the
next few days. Meanwhile the black Differential Line is still below zero. This means the
SPX is overbought versus recent expectations. So net expectations are bullish but the
SPX is already overbought. This is considered a neutral configuration. Neutral
configurations are visible on the chart whenever both lines close on opposite sides of 0.
This lead the Aggregator to remain flat at the close.

Based on the current open studies, expectations are scheduled to remain positive on
Tuesday. Of course this could change if more bearish evidence emerges. The Differential
Pivot will be inverted at 1,434.35 on Tuesday. An inverted pivot means that if the SPX
closes flat the Differential Line will cross through zero. So for the market to remain in an
overbought state, SPX will need to rise nearly 0.4% on Tuesday. Otherwise, it will
register as "oversold” versus expectations. With expectations slated to remain positive,
that could easily trigger a long Aggregator signal.

As | mentioned above, Fed Days have typically had a bullish inclination. What's

interesting is that much of the upside inclination has played out in the overnight session
prior to the open on the Fed Day. For this reason, if I anticipate a possible long signal

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




could occur, I will often look to take it at the close, rather than wait for confirmation and
look to buy on the next day's open. That's what | intend to do tomorrow if SPX closes
down again. Details are in the Trade Ideas section near the bottom of the letter. (Update:
The Fed announcement has changed to Thursday and | will not be looking to enter at the
close on Tuesday.)

Intermediate-term Outlook (2 weeks — 2 months)— updated 9/10- slightly bullish
The intermediate-term outlook was last updated in the 9/10 Subscriber Letter. A link may
be found below.

2012-09-10 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 ldeas

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.

Current Open Trade Ideas
None
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