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SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

July 29, 2009 Volume 2 Issue 144

Market Overview
Summary of Recent Active Studies (see http://QuantifiableEdges.blogspot.com or
Letters from listed dates for details)

Study Date Description Time span |Bias Avg Max Move
Active

July 28, 2009 3/10 HV low. RSI(3)>70. 1-3 days Bearish

July 28, 2009 1 day down from RS1(2)>98 1-2 days Bearish

July 27, 2009 2 Days Up In Chop 1-4 days Bearish

July 24, 2009 SPX much stronger than $$ 1-4 days Bearish -1.60%
Active - Long Term

July 17, 2009 Appel Daily Breadth 1-20 days Bullish 5.80%
July 14, 2009 VIX:VXV hits 100-day low 1-20 days Bearish -3.80%
July 13, 2009 Nasdag/NYSE Volume High 1-20 days Bearish

July 14, 2009 VIX:VXV drops below 0.9 2-5months  [Bearish

June 1, 2009 Nasdaq Relative Strength Leading Bullish

Dropped Tonight

July 27, 2009 Gap Down and Reverse to New High 1-2 days Bearish

If the avg max move is achieved the study will appear in bold italic blue and no longer be
active. With the reduced market volatility I am no longer requiring a move of Avg max +
% Std Dev. To reach the target.

Short-term Outlook (1-5 days) — updated 7/29 —bearish

While it traded lower for much of the day the market still has not managed to put in a
decent down day. The major indices finished mixed. Breadth was mildly negative as the
NYSE Up Issues % came in at 47% and the Up Volume % at 49%. Total volume came
in higher than yesterday and above average.

After the strong move up last Thursday we’ve now had 3 days in a row where the SPX
has closed very close to breakeven. This has greatly reduced the short-term historical
volatility. In the July 13" Subscriber Letter | discussed a study that compared the 3-day
historical volatility with the 10-day historical volatility (with a 3-day offset). An excerpt
is below:

I also did a study looking at other situations where historical volatility has contracted
rapidly like it has in the last 3 days. To do this I looked at the 3-day historical volatility
and compared it to the 10-day historical volatility 3 days ago. In other words | divided
Friday’s 3-day historical volatility by Tuesday’s 10-day historical volatility. A result
below 1 would indicate the last 3 days have been less volatile than the previous 10. A
number above 1 would indicate a recent uptick in volatility. Friday’s 3-day over
Tuesday’s 10-day came in at a very low 0.23.
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I then look to see what the 3-day historical volatility has typically been 3 days later.
What does a sharp contraction over the last 3 days indicate you might expect over the
next 3 days? What | found is that when the 3-day over the offset 10-day dropped to 0.25
or lower the next 3 days were 5.5 times as volatile as the recent 3 days. This is based on
1,111 trading days since 1960 — or about 9% of all trading days. Going back to just
1999 gave similar results, as the 3-day historical volatility increased by 5.4 times.

The 3/10 offset HV came in at 0.24 today — qualifying for the above study. (I am a
couple weeks behind in getting the Qauntfinder updated, but it should have this one
included shortly.) Tonight I looked at situations where the 3/10 offset HV was contracted
and the market was short-term overbought. To define overbought I used a 3-period
RSI...

3M0 offset HY closes below 0.25 and RSI(3) = 70.
Buy on close. Sell X days later. $100k/trade. 2000-present.

GE Hist _ Al Total AN Winning A Losing | Ak | SkAva Al Avg Al Al Bl Aoy
Wol 3M0: % | All: Met Profit : Wyinning Losing WinlLoss .
) Trades Trades Trades Profitakle . ProfitFactor | Trade
daysin Trade Trade Ratio

g 2779140 1 25 26 4002 | 112587 215157 052 050 -544.93
4| 3013438 54 23 # 4259 o2843 | -1 FE0.ST 0.56 041 55504
3| 4147540 54 20 34 a0d4|  7O512| 1 pETET 0.47 028 -7EE12
2| -2583420 57 21 36 3684 | 7IR2Z| 114672 064 037 -454 11
1] 1672463 70 3z 4571 63095 -1,01358 0E7 057 23892

Over the last 10+ years a consolidation while the market is short-term overbought has
suggested a downside bias — especially over the first 2-3 days.

In an intraday update today |1 looked at how the market has performed following the 1%
down day after a run-up. Below is a copy of those studies for anyone who didn’t get a
chance to read the intraday update:

I first looked at all down days:
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SPX closes down. Buy on close. Sell X days later. $100kifrade. 1999-present.
X Al Total | Al Winning| Al Losing | a3 | 2 Avg Al Avg All Al Al A
Days All- bt Profit Tr-ades 'frades frades Profﬁable inning Losing U\ﬂn.ﬂ.p&s Prnf'rtFéctDr Téade
Trade Trade Ratio
10 2110643 242 137 105 5661 241284 294730 0.52 1.07 8722
al 225817 265 153 112 5774 218263 277391 0.79 1.07 35.25
8| 3911862 293 172 126 5772 216304 -2E4226 0.52 142 13127
7| 5108645 332 177 155 5331 229372 -2.28082 1.00 144 15381
6 4008310 202 178 5316| 220839 -2,281.08 097 110 10543
5|  B5565.16 443 235 205 5372 197801 197659 1.00 146 148.00
4 4804134 536 278 258 5187 195324 191458 1.02 1.0 91.50
3| 58775 653 3T 231 5729 148865 -1761.23 0.53 112 39.32
2| 9943518 892 474 413 5314 142088 137336 1.03 147 11147
1] 12471535 1,277 718 559 5623 995483 105611 0.94 1.21 97 66

As everyone likely suspected there is an upside bias following down days.

What if the market was extended upwards before the down day?

Yesterday's 2-period RSl = 90. Today the SPX closed down.
Buy on close. Sell X days later. $100k/trade. 1999 - present.
_ Al Totsl Al Winning| Al Losing | A% | ok Ave Al Avg All All Al v
DEWS A4l e Pl Trades Trades Trades | Proftable Wuii e Nn.ﬂ.pss ProftFactor | Trade
Trade Trade Ratio

10 -47 507.60 128 B5 B3 5078 1968.40| -2,784.98 07 073 37145
9 -28493.20 132 1 61 5379 1,884.83| -2660.99 07 082 -21586
§  -48,894.52 141 73 B3 5177 1,752.86| -2600.78 0E7 072 -34E7T
7 -28873.55 145 75 70 5172 1,749.30| 228673 076 082 -19913
6 -16,095.28 150 79 1 5267 1,528.86| -1,927.86 079 ngs 10732
5 41750042 159 82 i 5157 1,577.80| -1,907.54 083 088 11007
4 -2208.10 171 5 &3 5146 142441 1 53682 093 0.98 28
3 949911 174 a5 &4 5307 127713 133128 0 9 1 08 5307
2 335115 1490 102 &5 5366 1,024.19| -1,149.05 089 103 17 B4
1 -B,353.00 192 108 &4 5625 1357 99283 072 04z 5309

Now we see a bit of a downside bias. After rallying up the first day down may just be the
beginning of the pullback. What if the market is VERY overbought as it is now?
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Yesterday's 2-period RSl = 98, Today the SPX closed down.
Buy on close. Sell X days later. $100k/trade. 1999 - present.
X | A Total A Wnning| Al Losing | Al % | SR Avg Al Avg Al Al Al A
Days All- it Proit Trades Trades Trades Profitable Winning Losing WTn.ILpss ProfitFactor | Trade
Trace Tracle Ratio
10 98118 22 14 & B384 123151 -333163 0.36 064 -448.00
9 871656 22 14 & B384 101073 -2933.44 0.34 059 44168
8 172105 22 12 10 S455 157549 306269 0.51 062 53278
7 960179 22 12 10 5455 147219 272631 0.54 065 -438.45
] 23 1 12 4733 145887 236111 062 057 -534.16
5 1248730 24 12 12 S000 110373 -2144.34 0.51 05| 52030
4 816160 24 1 13 4583 123272 1 74731 0.7 060 33173
3 349995 25 12 13 4800 127584 -1 44702 0.38 03  -14000
2 7670 25 12 13 4300 74154 1 25501 0.59 055 -29BET
1 -3557.19 25 13 12 £200  7TAET | -1,14351 063 074 14348

Here we see the risk reward shifts even greater to the downside. (Wins & losses are
about the same though.)

Lastly, what if the drop is a substantial one?... There were only two instances of big
declines from an RSI of 98, so | went back to 90 as the parameter:

Yesterday's 2-period RSl = 80. Today the SPX closed down more than 1%.
Buy on close. Sell X days later. $100k/trade. 1999 - present.
X Al Total Al Winning| & Losing | Al 9 | - Ave | AlL Avg Al Al Al Sy
DEWS All- et Prafit Tfades :I'rades frades Prnfﬁable #inning Losing mn'ﬂ'PSS Prof'rtFéctDr Téade
Trade Trade Ratio
10 2977673 33 15 18 4545 232342 401123 071 059  -80233
9| -24734986 33 13 20 3939| 317423 -3,30574 0596 062| -75303
8| -4016557 35 13 22 3714| 239293 -3.239.71 074 044 | -1,147 59
7| 21,5043 36 17 19 4722| 23183 | 320607 072 065 -597 34
6 -16,042.71 36 15 ey 4167 | 234049 -243571 0596 059| -44563
5 1718979 36 17 19 4722| 228304 295192 n7a 063 47749
4| 1631450 KT 17 20 4595| 1,85220 -2,39010 077 066 -44034
3 207507 a7 ) 15 5946 155639 -2,144 51 073 106 56 03
2 -2EEEZE a7 18 19 4GES| 185506 -1,50260 Rt 003 -6 .41
1) 220 57 a7 0 17 5405 95455 | -1 54056 052 OE | -7

Here there again seems to be a decent downside bias.

The last table here isn’t applicable since the SPX rallied near the end of the day and only
closed down slightly.

The Aggregator chart is updated below..
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index
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The green Aggregator line remains below O, illustrating a net negative expectation from
the studies over the next few days. The black differential line is now approaching 0 from
below. This shows the market has slightly outperformed expectations over the last few
days. Itisstill in a bearish configuration, though not as pronounced.

I’m not looking to add anything tomorrow. Traders should keep in mind the 3/10 offset
HV study from above. It suggests there could be a sharp move over the next few days.
Should the market go my way | may look to trail a stop down. 1’d prefer to protect
myself to avoid have the sharp move go against me.

Intermediate-term Outlook (2 weeks — 2 months)— updated 7/27 — neutral

Almost nothing has changed from an intermediate-term standpoint from last week.
Therefore I will not spend too much time discussing it. From a bullish perspective the
Nasdagq/S&P Relative strength indicator has been bullish and generally right for several
weeks now. The breadth thrusts we saw off the failed head & shoulders pattern have also
proven correct. | noted in the last couple of days that we are already close to the average
maximum gains that are generated by the two breadth thrust studies listed in the
intermediate-term section above. (See last week’s intermediate-term section for details
on these.) This doesn’t mean that just because the average max move has been achieved
the market will roll over. But from my perspective it means that further gains are likely
due to influences other than the breadth thrust patterns. This is why | look to remove
studies from the active list after they achieve their targets.

Bearish and so far wrong have been sentiment indicators such as the VIX:VXV ratio and
the Nasdag/NYSE Volume ratio. Neither of these has budged at all and it seems while
their timing was off, at some point their bearish influence may take hold.
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As I’ve demonstrated with some short-term trades lately this is a tough market to fight.
While bearish indications remain, a neutral to slightly bullish intermediate-term outlook
seems appropriate.

Catapult and Capitulative Breadth Statistics

(Catapult Presentation Part 1) (Catapult Presentation Part 2)
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.

Active Trades Table

Symiol Entry Date | Entry Pricd Current Pr| % Gain/Ld Stop Notes
SPY(s)(1/4) 71162009  $B815| $97.89 -5.09%

SPY(s)(1/4) 7/17/2009]  $94.25 $97.89 -3.86%0

SPY(s)(1/4) 7/27/2000]  $9830|  $97.89 0.42%
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http://quantifiableedges.googlepages.com/CatapultandCBI.ppt-voice2.ppt
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