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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

August 3, 2009 2 Days Up In Chop 1-4 days Bearish

August 3, 2009 SPX up VIX up on Friday 1 day Bearish

August 3, 2009 Nas Spyx < -10 1-2 days Bearish

July 31, 2009 5 low to 10-high 1-5 days Bearish

July 31, 2009 Close bottom 10% & > yest. High 1-3 days Bullish 1.50%
Active - Long Term

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 28, 2009 3/10 HV low. RSI(3)>70. 1-3 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 +
Y Std Dev. To reach the target.

Short-term Outlook (1-5 days) — updated 8/3 —bearish

There was not a lot of price action on Friday. After opening flat the market traded near
that level for most of the day. When it was over the S&P had small gains on mildly
positive breadth and the Nasdag had small losses on mildly negative breadth. Total
volume was down a bit from Thursday but still above average.

One of the more interesting readings came from the Nasdag Volume Spyx chart which is
posted on the charts page every night. Historically, very low readings have often been
followed by quick declines and high readings have been followed by quick bounces.
Below is a copy of the chart from the website.
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TradeStation Chart Analysis - SCOMPX Daily [NASDAQ] Nasdaq Composite Index -1 FBEX
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As you can see, the -13.76 reading is quite unusual. | ran a test back to 2000 to see how
the QQQQ has performed following other readings below -10.

Masdaqg Volume Spyx closes below minus 10.
Buy QQQQ on close. Sell X days later. $100k/trade. 2000 - present.
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| Trade Trade Rtio
5| 2854035 16 6 10 37500 197145 -4136.82 0.43 029 -1,54627
4 1839002 16 6 10 3750 253617 -3,360.71 075 045 -1,14935
3| 2745440 16 ] 10 3750 142585 -360253 0.40 024 -171540
2 16 4 12 2500| 94556 -308212 031 010| -2,07520
1| 2173578 15 7 1 38589 118622 273142 0.43 025 -1,20771

17 of 18 instances (94%) closed below the
trigger day close within the next 4 days.

While instances are a bit low there appears to be a significant downside edge over the
next 2 days. | also broke it out to look at times when the extremely low Spyx readings
came on a down day for the QQQQ.
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Masdaqg Volume Spyx closes below minus 10. QQQQ closes down on the day.
Buy QQQQ on close. Sell X days later. $100k/trade. 2000 - present.
X Al Totsl & Winning| Al Losing | Al % | Sk Ave Al Avg Al Al Al Ay
Days All- bt Prafit Trades Trades Trades Profitable 1-"-_|J_1nn|ng Losing U\ﬁnipss ProfitFactor | Trade
rade Trade Ratio

5 2357676 8 2 B 2500 278313 -4907A7 057 019 -2,984E0
4| 1950233 8 2 B 2500 270795 -4169.70 065 022 -245029
3| -27,007 45 8 1 7 1250 259787 | 4243862 054 009 -337594
2| -2B,704EE 8 2 B 2500 151152 -4957.95 032 041 -333808
1) 1749368 9 4 5 4444 1346529 457577 0.29 024 194374

Here the instances really are quite low. The average trade is very negative and should be
noted with a loss of over 3% on average both 2 and 3 days out.

Another notable from Friday that I’ve seen some writing on lately is that the SPX and
VIX both closed higher on the day. When considering VIX movement it should be
remembered that it has a natural tendency to decline a little on Fridays prior to the
weekend. It also has a bit of a tendency to rise on Mondays. Therefore | decided to
break out the VIX up / SPX up setup a few different ways.

First | looked at all times it occurred on Monday. (Monday should be the most common
due to its tendency to rise.

SPX and VIX both close up. Today is Monday.
Buy SPX on close. Sell X days later. $100k/trade. 1998-present.

X , R _ Al By | A A Al , _
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5 4T ESBET 108 43 53 4537 178081 228680 0.78 065 44127
4| 3912702 112 B3 4375 151588 -157786 0.86 067 -349.35
3| 4204853 112 50 B2 4454 122184 166364 0.73 059 -37543
2| 3526159 112 43 B4 4286 95542 126762 0.75 057 350
1] -30973.20 112 44 63 3929 70123 60922 0.77 050  -27B3S

Even with Monday’s tendencies taken in to account there seems to be a bit of a negative
bias over the next few days. What about days other than Monday?
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SPX and VIX both close up. Today is NOT Monday.

Buy SPX on close. Sell X days later. $100k/trade. 1998-present.
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80% of instances closed below the trigger
day close at some point in the next 3 days.

Here you’ll note the bearish influence appears to be slightly stronger.

But what if we isolate Fridays, who have a tendency to drift lower?

SPX and VIX both close up. Today is Friday.
Buy SPX on close. Sell X days later. $100k/trade. 1998-present.

X
Da'}rg All: Met Profit

5 1674241
4
3| 2022629
2| -23m8ar
1| 30407 30

Al Total (AL Winning | Al Losing

Trades

35
35
33
33
33

Trades

15
13
12
i
4

Trades

20
22
23
27
26

Al %
Profitable

42 86
3714
34.28
2286
2371

Al vy
Winning
Trade

165316
1,703.05
151232
1 405 55

473 47

Al vy
Losing
Trade

207659
207840
1 FiEg.44
4291 73
A 33341

Al
Win/lLozs
Ratio
0.80
0.2
0.5
1.09
0.36

All:
ProfitFactar

060
048
047
032
012

Al Avy
Tracle

-475.35
-B71 .82
-a77.a4
-G67311
-G5S, 76

31 of 35 instances (88%) closed below the
trigger day close within the next 2 days.

Here it appears that the bearish influence may be strongest on Fridays.

A look at an equity graph suggests a slightly less ominous picture than the above stats.
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SPX and VIX both close up. Today is Friday.
Buy SPX onclose Sell 1 day later. $100k/trade. 1998-present.
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Even without factoring in the 3 trades in the fall of 2008 there is a downside bias. It just
isn’t as pronounced as it first appeared when looking at the stats table.

Friday being the 2" day in a row with a higher close for the SPX triggered a “2 Days Up
In Chop” short signal. Below I have updated stats for that system:

SPX closes higher 2 days in a row. Short at close. Cover next profitable
close up to 4 days later. At close of day 4 cover regardless of profitability.
$100k/frade. 6/1/2007 - present.

radeStation Performance Summary Collapse
All Trades
Total Met Profit £68,769.79  Profit Factor 4.08
Gross Profit £91,100.73  Gross Loss (E22,330.94)
Total Mumber of Trades 72 Percent Profitable 82.29%
Winning Trades 64 Losing Trades g
Even Trades 0
Awg, Trade Net Profit 955,14  Ratio Avg. Win:Avg, Loss 0.51
Awg, Winning Trade $£1,423.45  Avg. Losing Trade (F2,791.37)
Largest Winning Trade £B8,783.02 Largest Losing Trade (E7,832.88)

Stats still appear quite favorable for shorts. Traders should keep in mind that the system
has struggled to produce gains during the strong uptrend of the last few months. Below is
an equity curve illustrating this.
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SPX closes higher 2 days in a row. Short at close. Cover next profitable
exit up to 4 days later. At close of day 4 cover regardless of profitability.

$100k/trade. 6/1/2007 - present.
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The Aggregator chart is updated below.

TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Index EE X
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With this weekend’s studies now included the green Aggregator line has dropped
substantially below 0 from Thursday night when it was poking just above it. This means
the net expectation of the active studies is bearish over the next few days. Meanwhile the
black Differential line is also below O, illustrating the market has outperformed
expectations over the last few days.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

With both lines back below 0 zero we are again in a configuration that would often
suggest a downside edge over the next few days. It would seem likely that the market
will pull back at some point early this week.

Of course the 2" half of July was an exercise in futility for short sellers. There was
barely a pause as the market marched higher.

Will it be different this time? | don’t know. Part of what suggested such strong
bullishness was the breadth thrust signals from mid-July. While they were projected out
4 and 5 weeks both of them satisfied their Average Max Move targets this past week.
With their targets achieved they are no longer among the Active Studies. Should the
market continue to move higher it would be for reasons other than the breadth thrusts of 2
to 3 weeks ago.

This now leaves the Active Studies list with very little in the way of bullish studies. My
inclination is that a short trade here stands a pretty good chance of succeeding over the
short-term. I’ll be looking to put some short-term short exposure back on early this
week.

Intermediate-term Outlook (2 weeks — 2 months)— updated 8/3 — neutral

The intermediate-term outlook remains muddled. On the one hand, momentum certainly
favors the long side at the moment. The market has failed to pull back in any meaningful
way in several weeks, while tacking on strong gains. On the other hand momentum
appears to be slowing a bit, bearish signs remains, and there appears to be a lack of new
catalysts.

On the bullish side of the ledger the Nasdag/S&P 500 Lead/Lag system continues on its
long signal. The Nasdaq’s lead has shrunk a bit lately and some underperformance this
week could see the indicator flip to bearish. It may be worth keeping an eye on this one.
As has been demonstrated the last couple of weeks, momentum can be a difficult thing to
fight. From a technical standpoint there is very little resistance in the S&P 500 for near
200 points (another 20% rise?) once 1000 is topped.

On the bearish side the VIX:VXV ratio is still suggesting a rise in volatility (and likely a
tumble in stocks) is ahead. Also, the Nasdaq:NYSE volume ratio continues to suggest
caution. We’ve already come a long way without much of a pause the last few months
and at some point the market will correct — perhaps sharply.

It’s a bit late to join the bullish parade and perhaps too early to start a bearish one. My
focus will remain on the shorter time frames.
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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.

SPY — short % index position @ $98.81 limit. Based on short-term market outlook. With
the recent strong momentum | will not likely move past a ¥ position in this trade.

The S&P 100 list has 4 stocks triggering system 11111. | am not particularly excited
about any of them primarily due to my negative short-term market outlook.

There are also several system triggers on the S&P 500 (minus the 100) list. This list is
published to show some additional stocks with possible edges. | rarely use this list for
sample trades in the subscriber letter.

Active Trades Table

Symbol Entry Date |Entry PricdCurrent Pr|% Gain/Lo{Stop Notes
SPY(s)(1/4) 7/16/2009 $93.15 $98.65 -5.90% covered on open
SPY(s)(1/4) 7/17/2009 $94.25 $98.65 -4.67% covered on open
SPY(s)(1/4) 7/27/2009 $98.30 $99.25 -0.97% intraday stop
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