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Tonight’s Research Points

e Opex week in September has generally done well when September has started off
positively.

e Wednesday’s Fed Day should provide a bullish edge, but the strength of that edge
will largely be dependent on how Tuesday plays out.

e The Study of Tops has been updated with a look at the current market.

e Two studies are suggesting recent short-term strength bodes well for the
intermediate-term.

e QE buying has been strong, but Wednesday’s Fed announcement could alter
policy in a way that may have a negative market impact.

Short-term Outlook

The Bottom Line

Short-term indicators are generally pointing higher, but the market is already overbought.
And I am not inclined to get aggressive just yet. No buying for me until at least Tuesday
— and then perhaps just to hold until just before the Fed announcement Wednesday. It is
a tricky environment at the moment, so I’ll remain patient.

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




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

Study Date Description Time span [Bias Avg Max Move
Active

September 16, 2013 September positive into opex week 1-2 days Bullish 1.10%
September 13, 2013 Down day after 5+ up. Close > 200ma. |1-9 days Bullish

September 13, 2013 3 Higher HLC. Then low cls. Higher h&l |1-4 days Bullish

September 10, 2013 5 higher highs 1-4 days Bearish

September 10, 2013 5 higher closes > 200ma < 50-high 1-10 days Bullish

Active - Long Term

September 11, 2013 RSI2 crosses over 99. Close > 200ma  |1-15 days Bullish 2.40%
September 10, 2013 5 higher closes > 200ma < 50-high 1-15 days Bullish

August 12,2013 Hindenburg Omen cluster 1-50 days Bearish -8.60%
July 22,2013 New High Divergence (Study of Tops) |int term Bearish

June 28,2013 70% Advancing Issues 3 Days In Row  |1-85 days Bullish 10.60%
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

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

active.

The Evidence

After just one down day, the market put in another up day on Friday. The SPX rose 0.3%,
the NASDAQ gained 0.2%, and the Russell 2000 rallied 0.5%. Breadth was positive as
the NYSE Up Issues % was 60% and the Up Volume % was 64%. Total NYSE volume
came in at the lightest level in over two weeks.

The light volume could be a concern, and a possible sign of complacency. Or perhaps
traders are wary of making big bets right now with both Fed news and Syria news
pending. The low-volume studies | did showed no substantial upside or downside edge.
But it is unusual to see such low-volume occurring in September. August is a typical low-
volume month since many traders take vacation. So September numbers generally show
an increase over August. But QQQ actually posted its lowest volume in 20 days. | tried to
look back at other times in which QQQ posted a 20-day low in volume during the month
of September. There were none. This is the first instance.

This upcoming week is options expiration. Options expiration weeks are typically pretty
good week for the market. In the 3/11/13 Letter | broke down options expiration week
performance by month of the year. | have copied that table below (not updated).
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Op-Ex Week Performance by Month. 1984 - present. $100k/trade.
(Excludes September 2001)
Al All: All: Av All: Max All Av All: Max All:
X 2'::;:1 Total Winning| Losing Pri:r:t:t‘;le ‘."u.finninggl Winning Lus-ingg Losing Win!Lpss Profjt;-'":a o ﬁ!l;;\;g
Days Trades | Trades | Trades Trade Trade Trade Trade Ratio

| 12| 22,772.93 29 23 6 79.31 1,358.61 5,868.16| -1,41253 0.96 3.69 78527
1 -328.54 29 17 12 £8.62 ,355.92 3,718.25| -1,989.93 068 0.97 -28.57

| 10| 22,735.08 29 21 2 T2.41 2,335.39 728210 -3,288.50 0.71 1.86 783.97
9| 10,714.77 28 17 1" 60.71 610.77| 52313.08) -1,515.30 1.06 1.64 38267

8| 5,258.03 29 17 12 5862 144589 432972 -1610.18 0.20 127 181.31

7| -4108.73 29 13 15 44,83 1,531.20 6,921.25 -1,60096 0.96 0.83 -141.68

6 -879.83 29 16 13 5517 1,257 62 3,786.09| -1615.52 0.78 0.96 -30.34

5 185.01 29 14 15 4328 20292 4 850.40 1,881.60 1.08 1.01 6.38

4| 28,080.18 29 19 10 6552 227186| 5731.96| -1,508.53 1.51 2.86 968.28

3| 2428192 29 19 10| 6552 2117.29| 7,51560| -1,594.66 1.33 252 837.31

2| 711033 30 17 13| 5667| 144068 309672 -1,337.02| 681480 1.08 1.41 237.01

1 8,366 .68 30 15 15 50.00, 2177.49 5389.00 -1619.M 5,383.93 1.34 1.34 278.89

September, which is "9” in the rows listed above shows pretty good numbers. | decided to
look and see how September has done when it has posted gains over the first couple of
weeks, like it has this year. So | devised the study below.

It is Friday before opex week in September. SPX closes above its end-of-August close.
Buy on close. Sell X days later. $100k/trade. 1984 - present.
. All: All: All: . All: Avg All: Max Al Avg All: Max All: . .
X ’Eg:_;::t Total |Winning| Losing Pr,;ﬂr.t:gle Winning Winning Losing Losing |Win/Loss Pruf,:f-'”ﬁctnr ﬂléi;;g
Da‘.n"S Trades | Trades |Trades Trade Trade Trade Trade Ratio
5| 14072354 15 11 4 7333| 161594 287172 524 20| -1,841.12 1.75 481
4| o9s03z2| 15 10 5| 6667 142058 252828 94052 242214 151 3.02
3| 10,137.83 15 10 5 66.67 | 1,545.87 3,608.55 1,084.18 | -2,459.37 1.45 251
2| 520689 1 1 4 7333 111437 283635 78278 112201 1.48 402
1| a3g67.15] 15 8 7| s5333] 7sez3| zo04435| -34382| s4968) 22 252

It is a few less instances than | would prefer, but the overall numbers are very strong. In
fact, you'll notice that the total profits are larger here than without the extra filter in the
first table. Below is a look at the equity curve assuming a 5-day holding period.
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It is Friday before opex week in September. SPX closes above its end-of-August close.

Buy on close. Sell 5 days later. $100k/trade. 1984 - present.
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This is a pretty good-looking equity curve, and it adds some confidence to the bullish
expectation. But with most of the gains occurring in the first two days | decided to simply
include this study on the active list for just Monday and Tuesday.

| 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 rose further tonight and is now well above 0. 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 0. The negative Differential
Line reading means the SPX is overbought versus recent expectations. So expectations
are positive but the SPX is 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 signal to remain flat at the close.

Based on the current group of studies, expectations are slated to remain bullish on
Monday. Of course this could change if strong bearish evidence emerges. The
Differential Pivot will be 1684.79 on Monday. That’s about 0.2% below Friday’s close.
So SPX will need to close down at least this much to move from overbought to oversold
Versus expectations.

My outlook matches with the Aggregator in that | am neutral. Evidence for a rise is
pretty good, but risk/reward isn’t great with the market still overbought. A decent—sized
down day on Monday will probably turn the Aggregator bullish. But I am not going to
rush into anything Monday. Wednesday is a Fed Day, and this often provides an upside
edge (at least until the time of the announcement, after which there has been no
substantial edge over the last several years). So if the market sets up well on Monday,
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then I may look to take on some exposure Tuesday going into Wednesday’s Fed Day. Of
course Tuesday’s action will also play a part in how aggressive | get.

One of the more compelling studies | featured in The Quantifiable Edges Guide to Fed
Days examined Fed Day performance based on the quartile that the SPY closed in the
day before. The basic finding was that the worse the close, the better the Fed Day edge.
| last updated the studies by quartile in the 7/30/13 letter. Below are the 4 quartiles from
highest to lowest in the daily range (not updated).

Tomorrow is a Fed Day. SPY closes intop 25% of daily range.
Buy on close. Sell Fed Day close. $100k/trade. 3/1/93 - present.

radeStation Performance Summary Collapse %

All Trades

Total Met Profit %8,020.26 Profit Factor (1.4§
Gross Profit £28,181.69 Gross Loss (520,161.43
Total Number of Trades 64 Percent Profitable (48.44%
Winning Trades 31 Losing Trades 31
Even Trades 2

Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 1.40
Avg. Winning Trade £909.09 Awvg. Losing Trade (3650.37)
Largest Winning Trade $2,238.25 Largest Losing Trade (52,739.69)

Tomaorrow is a Fed Day. SPY closes = 50 and <=75% of daily range.
Buy on close. Sell Fed Day close $100k/rade. 3/1/93 - 6/14/13.

radeStation Performance Summary Collapse &

All Trades
Total Met Profit $13,590.58 Profit Factor 2.06
Gross Profit $26,412.57 Gross Loss (312,821,
Total Number of Trades 37 Percent Profitable (56.76%
Winning Trades 21 Losing Trades 15
Even Trades 1
Avg. Trade Met Profit Ratin Avg. Win:Avg. Loss 1.47
Avg. Winning Trade %1,257.74 Avg. Losing Trade (5854.80)
Largest Winning Trade %4,704.07 Largest Losing Trade (32,246.40)

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




Tomorrow is a Fed Day. SPY closes = 25 and <=50% of daily range.
Buy on close. Sell Fed Day close $100k/trade. 3/1/93 - 6/14/13.

radeStation Performance Summary Collapse &
all Trades
Total Net Profit $10,267.79  Profit Factor G.59)
Gross Profit %17,119.75  Gross Loss ($6,851.96)
Total Number of Trades 27 Percent Profitable %
Winning Trades 19 Losing Trades
Even Trades 0
Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 1.05
Avg. Winning Trade $901.04¢ Avg. Losing Trade (3856.50)
Largest Winning Trade $2,943.00 Largest Losing Trade (32,066.62)

SPY closes in bottom 25% of daily range. Tomorrow is a Fed Day.
Buy on close. Sell Fed Day close. $100kftrade. 3/1/93 - present.

radeStation Performance Summary Collapse &

all Trades

Total Net Profit %20,552.27 Profit Factor (4.08
Gross Profit $27,234.96 Gross Loss (56,682.69)
Total Number of Trades 35 Percent Profitable
Winning Trades 26  Losing Trades 9
Even Trades 0

Avg. Trade Net Profit £587.21 ) Ratio Avg. Win:Avg. Loss 1.41
Avg. Winning Trade $1,087°50  Avg. Losing Trade (5742.52)
Largest Winning Trade %4,645.80 Largest Losing Trade (52,945.28)

What was true in 2010 when | first devised this study holds true today: the worse the
close, the better the edge. And with the bullish Fed Day implications generally playing
out prior to the announcement, traders that may look to trade the Fed Day edge could
consider taking an exit ahead of the Wednesday afternoon announcement.

Intermediate-term Outlook (2 weeks — 2 months) — updated 9/16 — neutral

It was a strong week for the market, as the SPX rose 4 of the 5 days and is now
approaching all-time highs. We have some new intermediate-term evidence to consider,
and with new rally highs in sight (and already there for the Nasdaq), | also decided to
update the “Study of Tops” over the weekend. Subscribers may download the “Study of
Tops” anytime from the Downloads page on the website. Below is the updated portion
that looks at the current market.
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The SPX has been posting new highs for much of 2013. The May high was accompanied
by new highs in both the A/D Line and the New High %. This provided us some
confidence that the next price top prior to a major decline was unlikely to occur until at
least July. The August high saw a divergence in both of our breadth indicators. After a
dip in August, the SPX is again nearing new highs. But the breadth indicators are
continuing to flounder.

This opens up the possibility of a major top being put in. Note | said possibility, not
probability. It needs to be understood that while the narrowing of New Highs and/or the
turn down in the Advance/Decline Line has been a prerequisite for a top to take place,
these breadth conditions have not been very useful in timing the tops. Often such
divergences have persisted for many months, or even years. | therefore view these
breadth divergences as possible warning signs — not as timing signals.

If the market continues higher and the New High % and A/D Line rally to new highs as
well, then that would suggest the market is unlikely to reach a major price top for at least
another 2 months. I’ll be keeping an eye on these indicators as usual.

As | mentioned above, there were also a couple of new intermediate-term studies that

emerged this week. This first one was from the 9/10/13 Letter. | have pasted the excerpt
below.
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This next study utilizes a phenomenon that | have spoken of a number of times in the past.
That is that when the market begins to get overbought it will often suggest a pullback is
likely, but when overbought gets powered through then odds will sometimes shift from a
pullback to a continuation of that move. This study demonstrates the continuation
concept. It was last seen in the 12/12/12 subscriber letter.

SPX closes up for exactly the 5th day in a row. Close = 200ma but < 50-day high.
Buy on close. Sell X days later. $100k/rade. 1960 - present.

X | Aunet | O ring| Losing | AE | Wining | Wiming | Losig | Losing |wLoss, AL | AtAvg

Days ST Trades Trades Trades FALILE Trade Trade Trade Trade Ratio e =
15(115,217.98 73 54 24 69.23| 281335 828800 152928 -4879.10 1.84 414 147715
14102 757.83 78 53 25 6795 267457 827260 -158081| -473850 1.71 383 131741
13/102222.86 78 58 20 7435 242616 640150 182472 -3 773.44 1.26 366 131055
12| 91,830.35 &0 58 22 7250 224318 592550| -1,73874| -38661.77 1.29 340 114738
11| 78,201.59 81 55 26 67.90 209945 6,110.00| -1 43341 -4887.00 1.48 3.10 965.45
10| 79,106.49 81 58 23 7160 187319 567525| -1234 30| 453428 1.48 3638 976.62
9| 75,403.28 a1 54 27 6667 1,953.51 522875 -1, 11431 4581055 1.75 3.51 530.90
8| 67 79872 a2 58 24 7073 163206 514650| -111820| -3376.64 1.45 352 826 .81
7| 59,536.50 a2 54 28 6585 167705 585275 -1,093682 -3500.70 1.53 208 731.54
6| 51,158.60 a2 59 23 T1.85 139334 512475 1345954 335836 1.03 255 623.89
5| 4270185 a2 58 24 T0OT3I 122824 447875 -118300) -3T718.53 1.03 2.50 52075
4| 30,316.02 a2 55 27 67.07| 1,03826| 3598325 -99215 ) -3 48L7R 1.05 213 365.71
3| 27 TAT 82 54 23 6585 101334 278650 -97512| -3,359.356 1.04 2.00 33436
2 14121.39 a2 52 30 63.41 786.06| 247925 -B91.78 ) -3 74850 0.88 1.53 172.21
1 8,264 66 82 50 32 80.98 52503 221154 -582.09| -2193.72 0.93 1.48 100.79

These results appear to suggest a pretty consistent upside edge over the next 1-3 weeks.
Below is an equity curve using the highlighted 10-day hold that shows how this edge has
played out over time.
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SPX closes up for exactly the 5th day in a row. Close = 200ma but < 50-day high.
Buy on close. Sell 10 days later. $100k/trade. 1960 - present.
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This appears to be quite a consistent curve and makes the study even more compelling. 1
also ran the 15-day profit curve.
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SPX closes up for exactly the 5th day in a row. Close = 200ma but < 50-day high.
Buy on close. Sell 15 days later. $100k/trade. 1960 - present.
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Much like the 10-day curve, the 15-day shows impressive upslope. In addition to the
short-term Active List, have also added this study to the intermediate-term list since the
bullish impact appears to persist for up to 3 weeks.

This next study appeared the following night in the 9/11/13 subscriber letter.

When the market starts to get short-term overbought we often see studies pop up that
suggest a downside edge. But when the overbought condition gets very strongly
overbought, then those downside edges often disappear. And rather than strength
leading to weakness the strength will beget more strength. The strong move higher over
the last several days has turned the market so overbought that downside edges are no
longer prevalent. We saw this in a study last night and another one popped up tonight.
The study below exemplifies the kind of extreme short-term overbought scenario the
market is now in.
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SPX closes = 200ma and its RSI(2) crosses over 99.
Buy on close. Sell X days later $100k/trade 1995 - present.

X | AUNet | i vnng Losng AL | Winnng | Winng | Losing | Losimg (Wifoss, AL | AEAY

Days PIoft  rades Trades Trades  °TCC Trage Trade Trade Trade Ratip | TCuracter)  Trade
15| 36,530.82 28 23 5 82.14| 193555 378211 -1,587.39| -3,063.60 1.21 557 1,30467
14] 2051414 28 22 6 7857 185280 4481.35| -1,70828| -2558.52 1.08 398 1,089.7%
13| 2000230 200 23 6 7931 173024 3980.82| -1798.84| -3,32001) 0.9 369 1,000.08
12| 2707025 25 22 7 7586 188294 405881 -1,35521| -3175.53 122 3.85 933.48
11| 2837542 28 22 7| 7586) 1750.83| 4,106.40| -144889| 252321 1.21 380 97846
10 23,081.91 30 21 9 70.00 188438 377055 -13587.79 -2793.28 123 287 768.73
9| 1878852 30 20 10 8567 1536882 345327 118674 -3,44007 128 257 625.63
3 2024028 30 19 11| 6333 182124 254730 06029 -3480.32 180 282  ET4EE
7| 1283587 &yl 18 13 58.06| 138858 358439 -907 82 4153862 1.51 205 414.05
6| 442546 31 18| 13| 5806 108682 263436 -117825| 528682 083 129 14276
5 230048 3 20 11 6452 B3DEE 178235 -1,31204 -3596.40 084 1.18 73,88
4 314548 3 21 10 6774 838.51 2442580 -144582 303518 0.58 122 101.60
3 -137666 32 19 13 5938 77652 198220 -1,24D82 -288045 063 081 -43.02
2 -579.05 32 18 14 56.25 69407  1,558.35 54088 -2,343.78 0.74 0.85 -21.22
1 77293 32 16 16 S50.00 619.77  2,085.10 -571.46 -3,515.37 1.08 1.08 2415

The numbers here are basically neutral for the first week or so. On a short-term basis
there is no edge apparent. But once you get out 2-3 weeks, it appears the strength has re-
asserted itself and the market is often higher. Below is a profit curve showing a 15-day
holding period.
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SPX closes = 200ma and its RSI{2) crosses over 99.
Buy on close. Sell 15 days later. $100k/trade. 1995 - present.
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The upside edge has been apparent for a while and still appears to be intact. Obviously
this study does not help us with the short-term, but | have added it to the intermediate-
term list.

So between these 2 studies we have some decent evidence that the recent short-term
strength should bode well for the next few weeks.

| 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
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.
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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 =
SSPX X - Daily CBOE B=1686.34 A=1692.10 Hi=1688.73 Lo=1682.22 =1576 965
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The POMO/AMBS volume indicator remains in its 2013 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
$21.4 billion, which is a very strong week.

This upcoming week is expected to see flows of about $17 billion. Part of the reason for
the reduced flows is that Fed typically does not schedule POMO buying on Fed
announcement days. And the announcement this week will be more important than the
flows. We will learn on Wednesday if the Fed plans to soon reduce the $85
billion/month in purchases that they have been doing since the start of 2013. A lowered
amount of stimulus would raise a big red flag. While they would likely still be providing
some stimulus, the market has become accustomed to a certain amount. And the tapering
could be painful. Think of QE as the drug that the market is addicted to. Even a
reduction in the amount of an addict’s drug can be a shock to the system.
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We’ve seen some signals that a major top could be in place between the QE Study of
Tops breadth divergences and the Hindenburg Omens in in July/August. So there is a
possibility that a major decline could unfold. Liquidity remains strong, but we will get
more news on that in the next few days. We did see a few studies emerge this past week
suggesting the recent short-term strength could carry through for the next few weeks.
And of course the long-term trend is still pointing up. There is also a geopolitical
wildcard out there still with Syria. So the neutral stance still seems appropriate. Lots of
crosswinds right now, some of which may straighten out fairly soon. 1 won’t get too
aggressive until the picture is clearer.

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.

None tonight.

Current Open Trade Ideas
None
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