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Tonight’s Research Points

e When SPY has closed up just slightly but in the top of the day’s range that has
suggested a downside tendency the next day.
The POMO schedule for August is showing less variable flows than other months.

e Bonds are hitting new highs, which has been an intermediate-term negative for
stocks, but not when rates have been this low.

¢ An intermediate-term breadth divergence remains in place.

Short-term Outlook

The Bottom Line

Short-term the market is again overbought, but the studies in total continue to favor more
upside. This has the Aggregator chart neutral and me in agreement with it. I’m waiting
for a better risk/reward setup to take on my next short-term trade.
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Summary of Recent Active Studies (see Letters from listed dates for details)

Study Date Description Time span [Bias Avg Max Move
Active

August 5, 2013 SPY up < 0.25%. Top 10% daily range |1 day Bearish

August 2, 2013 Breakout from short base. Vol lower. 1-5 days Bullish 1.50%
August 1, 2013 End of Month < 10ma and > 200ma 1-5 days Bullish 2.20%
Active - Long Term

July 22,2013 New High Divergence (Study of Tops) |int term Bearish

July 11, 2013 5 up > 200 but < 50-high 1-15 days Bullish

June 28,2013 70% Advancing Issues 3 Days In Row |1-85 days Bullish 10.60%
June 4, 2013 Hindenburg Omen cluster 1-50 days Bearish -8.60%
May 6, 2013 Nasdaq leading SPX int term Bullish

April 29,2013 6 months higher in a row 1-10 months | Bullish 14.30%
September 17, 2012 QE3 int term Bullish

February 1, 2012 Golden Cross int term Bullish

Dropped Tonight

July 10,2013 RSI(2) crosses over 99. SPX > 200n1-15 days |Bullish 2.40%
April 29,2013 Sellin May unless Jan-April strond1-6 months|Bullish 6.80%

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

The Evidence

The market was weak for much of Friday but a strong finish put the major indices in the
green. The SPX rose 0.2%, the Nasdaq added on 0.4%, and the Russell 2000 finished up
just 0.15 points. Breadth was slightly better than breakeven as the NYSE Up Issues %
was just over 50% and the Up Volume % was 51%. Total NYSE volume fell for the 2™
day in a row.

The small gain to another new high saw little of interest emerge from the Quantifinder,
but there was one study that was worth some discussion.

The study below was last seen in the 9/21/12 subscriber letter. It suggests that when SPY
closes strong (in the top 10% of its range) but still only manages a small gain on the day,
that the next day has a downside tendency. Stats are updated.
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SPY closes up < 0.25% but in the top 10% of its daily range.
Buy on close. Sell Next day's close. $100k/trade. 1993 - present.

radeStation Performance Summary Collapse =
All Trades
Total Met Profit (39,853.69) Profit Factor 0.3
Gross Profit $5,643.09 Gross Loss (515,5006.
Total Mumber of Trades 45 Percent Profitable
Winning Trades 17 Lesing Trades 28
Even Trades 0
Avg. Trade Net Profit (m‘! Ratio Avg. Win:Avg. Loss 0.6
Avg. Winning Trade $331.95 Avg. Losing Trade ($553.81)
Largest Winning Trade %$1,015.84 Largest Losing Trade (52,290.72)

As you can see, there appears to be a bit of a bearish inclination. Below is a profit curve
showing how the edge has played out over time.

SPY closes up < 0.25% but in the top 10% of its daily range.

Buy on close. Sell Next day's close. $100k/trade. 1993 - present.
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Back in September (around instance 40), it appeared this bearish edge was waning, and |
put this study on double-secret probation. But with new lows again being made in the
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profit curve, it appears the downside edge has begun to reassert itself. I’'m again viewing
this as bearish.

| have updated the Aggregator chart below.
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Tonight’s bearish study saw the green Aggregator Line dip a little but it remained in
positive territory. Positive readings mean net expectations from the Active List are for
upside over the next few days. Meanwhile the black Differential Line remained below
zero. The negative Differential Line reading means the SPX is overbought versus recent
expectations. So expectations are positive 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 caused the Aggregator system to
remain flat at the close.

Based on the current active studies expectations are set to remain positive on Monday.
Of course this could easily change if new bearish evidence emerges. The Differential
Pivot will be 1,690.56 on Monday. That is 1.1% below Friday’s close. That is a big drop
for 1 day. So it will likely take a multi-day consolidation or pullback in order to move
from overbought to oversold.

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



http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

Strongly overbought with most evidence saying it is likely to go higher is leaving me
without a thing to do but wait and watch. Should the market pull back in the next few
days there is a good chance | will be looking to buy the dip. But in its extended
condition, risk/reward just isn’t very favorable. I don’t anticipate taking on any new
exposure on Monday.

Intermediate-term Outlook (2 weeks — 2 months)— updated 8/5 — somewhat bullish

The market remains in a strong uptrend, as evidenced by the new all-times high reached
on Friday in the S&P 500. But intermediate-term evidence remains mixed. First | want to
show a study from Thursday night’s subscriber letter. Then | will break it down a bit
further tonight. It examines bond rates in relation to stock prices.

10-year bond rates hit new highs on Thursday along with the SPX. Occurrences like this
were last discussed in the 1/3/13 Subscriber Letter. | have updated the study from that
letter below.

SPX and TNX (10-year bond rates) both close at a 50-day high.

Buy SPX on close. Sell X days later. $100k/rade. 1961 - present.
X | AbNet | S g Losing AE® | Winnng | Wining | Losng | Lesno Winkess, AL | AbAw
Da‘_l"S . Trades | Trades | Trades R Trade Trade Trade Trade Ratio e
50| -32,308.32 40 19 21 47.50| 3513.00 9293.13| 4,716.33|-11,865.50 074 0.67 -307 .66
45| -23, 71024 42 19 23 4524 411247 2817047 | 442814 11 540.20 0.93 0.77 -S54 53
40| 928218 44| 22| 22| sS0.00| 382082 70151 -427238[-10871.10)  0.90 0.90 -22428
35| -22,088.51 45 22 24 4783 2171.43 909359 -3,827.50 §,558.36 0.83 0.76 -430.18
30| 975280 47| 20| 27| 4288 3523200 312250| -2070.99| -£E20.55) 1.9 0.88| -20751
25| -1,027.33 45 22 27 4480 2.5283.04 7,84543| -247275| 8528107 121 0.98 -20.87
20|-3492424| 52| 27 5| 5192 1757.74| 461692 -3,205.33| -9,695.84 53 0.5 67162
15 -23,751.97 52 28 24 53.85| 185313 350032 -291833| -9503.80 0.57 0.68 -455.77
10| 773551 58 34| 24| 5862 126510 3,263.44| 211453 568366  0.60 0.85 13337
5 -5,010.27 76 41 35 53.95 989.45 5,231.48| 130222 508344 .76 0.29 -55.92

Generally it seems that higher interest rates have often made bonds an attractive
investment. This may have lead people to forsake stocks in favor of lower risk returns
with improved yield. Implications of this study appear to be longer-term in nature. To
help visualize how this edge has played out over time | have pasted below an equity curve
using a 20-day exit strategy.
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SPX and TNX (10-year bond rates) both close at a 50-day high.
Buy SPX on close. Sell 20 days later. $100k/trade. 1961 - present.
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Obviously there have been some struggles recently. At the suggestion of a reader, |
decided to break this study down a little further. While high bond rates might convince
people to forsake stocks, is 2.6% really enough? | looked at a number of different levels
over the weekend and have broken it down into 3 categories below: 1)TNX > 8%, 2)
TNX >4% but <8%, and 3) TNX < 4%. Let’s look at the results tables of these 3
categories.

SPX and TNX (10-yr bond rates) both close at 50-day high. TNX = 8%.
Buy on close. Sell X days later $100k/trade 1961 - present.
X All Net All: _AII:_ AI!: o AI!: A_vg AI!: r.'l_ax All: ﬁ.‘vg All: Max _ﬁ.ll: Al All Avg
Total |Winning| Losing Winning Winning Losing Losing |Win/Loss

Da‘."ls Profit Trades | Trades |Trades R Trade Trade Trade Trade Ratio ProfitFactor)  Trade
50| -18679.68 5 1 4 20.00 7, -5,487.92 | -11,8658.50 1.12 028 -3735.94
45| -17 852 06 5 1 20.00 B, 5,161.83 | -11 444 58 1.10 028 -3570.41
40| -16771.07 5 2 3 40.00 B, -8,02869 | -10,011.81 0.46 0.30) -3,3594.21
35(-15463.43 5 1 4 20.00 3 -4 B57 66| -7,860.54 0.82 0.20) -3,09269
0| -7.081.482 5 el 3 40.00 5, 5 77345| 5977.20 0.29 0.59| -1418.38
25 -842.23 5 3 2 £0.00 ,102.07 1,656.4 -207422) 412208 0.53 0.20 -168.45
20(-11,191.98 3 el 4 3333| 231675| 345564| 3056537 787545 0.59 029 186533
15| -8377.11 3 3 3 50.00( 201318 3,111.12| -5138.85| -9508.50 0.39 0.39| -1,562.85
10| -8264.31 7 3 4 4286( 1,551.19| 2287.82| -322947| -3683.65 0.48 0.36| -1,18082
5| -2,881.18 9 5 4 5556( 120540( 235008 -234080| 503544 0.55 069 32013
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The setup has not triggered too many times when interest rates were in this high range.
But though the number of instances was small, they certainly suggest a downside edge.

SPX and TNX {10-yr bond rates) both close at 50-day high. THNX = 4% and < 8%.
Buy on close. Sell X days later. $100k/trade. 1961 - present.

X | A | A LA A ars | MAw | At | At | Ade A | v

Dal_.rs Frofit Trades |Trades Trades T Trade Trade Trade Trade Ratio FrofitFactor)  Trade
50|-15,40197 28 120 14| 46145 224180 -3,607.23| 1162502 0.79 0.68  -530.84
45| 5559335 27 13 14 4315 3 -3,520.35 ) -8611.02 0.93 0.86 -247 .50
40| 233383 28 14 14| s0.00| 23 -3,139.28| 251498 1.08 108 12084
35| 257598 30 15 15 50.00 2 -3,153.07 | 8523238 0.94 0.84 -88.23
30)-11,105.13] 3 13 18| 4194| 2 -2,490.28| 6,689, 1.04 0.75 -358.23
25| -8,573.58 32 14 18 4375 2 -2,405.82 -5 281 1.0 0.85 -205.58
20|-20241.48) 32 18] 14| se25| 1, -3,233.31| 8,308 0.43 0.55 63255
15| -21,776.48 32 16 18 50.00 1, -2,5858.17 g 043 0.43 -530.52
10| -5,742.85 35 21 14 50.00 1, -2,134.32 0.52 0.77 -182 65
51091225 48| 24| 24 50.00 -1,285.22 0.64 .64  -227.38

Numbers here show 50/50 odds, but high apparent risk. But what about times like now
when interest rates are below 4%?

SPX and TNX (10-yr bond rates) both close at 50-day high. TNX = 4%.
Buy on close. Sell X days later. $100k/trade. 1961 - present.

X | ANt | ning|Losing | “E® | Winning | Wining | Losg | Losing |winboss|, AL | ALAvS

Da‘_l"S T Trades Trades Trades FEELE Trade Trade Trade Trade Ratio FALTERT
50 4 150.00 10 T 3 T0.00 3,821.45 928313 -7,533.43|-11,060.70 0.51 1.18 415.00
45| 213088 1 8 5| 5455 501597| 817047 -558283 -1154020) 080 108 19328
40 4 879 49 12 7 5 5833 4 423 97 6,689 7 -5,21766 | -10,971.10 0.85 1.19 40662
35| 131845 12 7 5| 5833 340213 53 502867 -955838 068 095 -109.87
30 9 57290 12 L] 6 50.00 4 807 40 81 -3,011.81| 582940 1.53 153 T97. 74
25 785235 13 8 7| 4615 443183 73 274841| 579390 163 1.40) 58364
20| -1475.44 15 8 7 5333 2.478.50 48 -3,041 84| -9555534 0.21 093 -58.63
15| 2038300 18 10 =| 6667 210753 34 260753 528183 081 162 535.89
10 8,7 6 16 10 6 82.50 1,458.02 24 -1,325.07| -3,456.53 1.11 1.85 42081
5 8 9 19 12 7 63.16 1,188.05 52314 -83562| -1,804.88 1.42 2.44 44312

With interest rates under 4% this setup has not provided the same bearish inclinations as
when interest rates have been higher. Based on this | am inclined to change this study
going forward so that it filters out instances like now when interest rates are below 4%.

The past few weeks | have discussed the bearish divergence we are seeing in two breadth
indicators — the Advance/Decline Line and the % of NYSE stocks hitting new highs. In
the Quantifiable Edges Study of Tops (always available on the Downloads page for
subscribers) | went through every major top since 1970. For purposes of that study |
defined a “major top” as any top that was followed by a decline of at least 20%. I found
that in every case, there was a divergence in the % of NYSE issues hitting new 52 week
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highs, and that the divergence was in effect for at least 2 months before any market top.
The % of NYSE stocks making new highs peaked on May 15 at a level of 16.96%.
August 1% it reached its highest level since May, but it was just 12.82%. So the
divergence is here more than 2 months after the New High % reading of 16.96% in May.
This can be seen in the chart below, which is similar to those shown in the Study of Tops.

# TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index BN wle=-
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The indicator on the bottom is the NYSE % of stocks making new 52-week highs. The
divergence there is clear. The maroon indicator above that, which is also in a divergence,
is the Advance/Decline Line. It is important to keep in mind that these divergences can
persist for months, and even years, before the market eventually begins its major decline.
They are not a good timing device. But they are something to be aware of, and they
provide a condition from which the market is capable of beginning a major decline.
Without a divergence in place, we could feel comfortable (as we did in May) that the next
major decline was highly unlikely to begin for at least a couple of months. I’ll continue
to watch this indicator closely going forward.

| update the intermediate-term POMO/QE chart each week. For those not familiar, below
is a brief description.

POMO stands for Permanent Open Market Operations and it is how the Fed has gone

into the open market to buy securities over the last several years. The net effect of this
buying is an influx of cash into the system. It appears a portion of that cash makes its
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way to the stock market and works as a bullish influence. A “POMO Day” is simply a
day where these operations take place. The chart below shows a couple of indicators.
The top pane is the S&P 500. The middle (purple) pane is the net rolling number of days
in the last 20 that have been POMO days. In other words, a day the Fed buys on the
market will add +1 while a day of selling will count as -1. The bottom pane is the total
amount of money infused into (or taken out of) the system over the previous 20 days.
Since the Sept 13, 2012 QE3 announcement the POMO numbers are also adjusted to
reflected the Fed’s new approach of buying AMBS securities. Therefore, prior to that
date the indicators just look at POMO, since that date it is a combination of POMO and
AMBS flows.

# TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl =
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The POMO/AMBS volume indicator remains in its 2013 range, though now near the
lower end of that range. The days indicator is still maxed out at 20, which was a rarity
during past QE implementations, but has been the norm so far this year. We estimate net
inflows this past week to have been about $17.5 billion, which is moderate number
compared to others in 2013.

This upcoming week is expected to see stronger flows, in the neighborhood of $20.5

billion. That is a solid amount and has been a number that has provided a nice wind at
the market’s back all year.
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On Wednesday the Fed announced its buying schedule for August. There were no real
surprises. The last few months have seen schedules totaling about $85 billion between
POMO and AMBS. August is schedule to see purchases of $86 billion, with the extra $1
billion there to make up for a shortfall in July. To see how these flows will occur during
the month | created the QE Buying Power Index (days and volume) Projected Values
Chart for August.
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Other than a couple of days near the very end of the month, there appears to be very little
variability likely in August. There will be a little bit of an extended period at a relatively
low level between August 22™ and 26" or so. So those periods may be worth watching.

The overall intermediate-term outlook is still leaning bullish. The breadth divergences
we are now seeing along with the Hindenburg Omens from early June are providing some
bearish evidence. But the majority of the other studies, including those related to trend,
momentum, and liquidity, all point higher. We did see a couple of intermediate-term
studies expire this week. This included our bullish “Sell in May study”, which reached
its 6-month target already. I'm on the lookout for any evidence that would change (or
confirm) my somewhat bullish stance. But for now, I still believe it is appropriate. | will
continue to look to the long side for most of my trades until my outlook worsen.
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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 tonight..

Current Open Trade Ideas
None
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