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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 24, 2009 Strong breadth & vol breakout 1-5 days Bullish 1.50%
August 24, 2009 Nasdaq 3:2 breadth for 3 days 1-4 days Bearish -2.00%
August 24, 2009 Op-ex week positive return 1-5 days Bearish -0.90%
August 21, 2009 Nasdaq 3:2 breadth for 3 days 1-2 days Bearish -1.70%
August 20, 2009 2 Days Up In Chop 1-4 days Bearish

Active - Long Term

August 4, 2009 75% Up Issues 2 of 3 Days 1-20 days Bullish 4.80%
July 14, 2009 VIX:VXV drops below 0.9 2-5months  |Bearish

Dropped Tonight

August 12, 2009 1% Drop & Advances/Decline > 2 1-9 days Bullish 2.40%
August 21, 2009 SPX up 3. Vol increases last 2. 1-5 days Bullish 1.50%
August 20, 2009 Gap < yest low and close > yest high 1-2 days Bearish -1.60%
August 21, 2009 CBOE Equity Put/Call low 1 day Bearish

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

Short-term Outlook — updated 8/24

The Bottom Line

The market posted a breakout accompanied by strong breadth and volume on Friday.
Such strong breakouts have a tendency to follow through over the short-term. On the
negative side there were extremely low put/call ratios and we’ve seen strong op-ex
week’s tend to be followed by market weakness. In other words, the studies are mixed.
Monday’s aggregate outlook is slightly negative but the next three days as a whole is
neutral. Meanwhile the market is more short-term overbought versus expectations than it
has been in a month. The overbought nature of the market is skewing risk/reward to the
negative side, but I’m not comfortable taking on an aggressive short position without
confirmation from the studies.
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The Proof
In Thursday night’s Letter | wrote the following:

“The ratio of the 3 day to the offset 10-day historical volatility has dropped rapidly to
0.16 according to my data. According to a study | posted to the blog last month a
contraction this sharp often leads to a rapid expansion where the next three days are
projected to average close to 5 times the volatility of the last 3 days. The S&P is getting
close to the top of its recent range. This would suggest we are either in for a breakout or
a quick trip down to the lower end of the range (or both).”

The active studies suggested that a move down was more likely, but the volatility
explosion came in the form of an upside breakout on Friday. All of the major indices
posted substantial gains on strong breadth and volume. The NYSE Up Issues % came in
at 81% while the up Volume % was an extremely high 93%. Total volume rose strongly
on the breakout.

Several studies were removed from the active studies list. Two bearish studies ran out of
time while two bullish studies reached their profit targets and were removed. Once a
study reaches its target it is removed from the active list. This is because any further
move in the stated direction is likely not attributable to the study, but rather due to other
forces.

Friday’s action gave some mixed signals as far as short-term implications. On the bullish
side, when a breakout is accompanied by strong breadth and volume as it was on Friday,
that is generally a short-term positive. Below is a study examines such breakouts

SPX closes at a 10-day high and above its 200ma. Today's rise came with the highest
NYSE Up Issue % in 10 days on the highest NYSE volume in 10 days.
Buy on close. Sell X Days later. $100k/trade. 1970 - present..

Al rt progit | Total Al winning | &Il Losing | AlL % m;ﬁ}:g ’i"g;‘n”g NHT;SS Al Al Ay
Days ’ Trades Trades Trades | Profitakle E £ - ProfitFactor|  Trade
Trade Trade Featia
5 3234488 114 B3 49 5702 151854 -1,354.29 142 149 28373
4 3242583 115 67 45 5826 126763 -1,093.83 116 162 28199
3| 2730630 117 73 43 5239 102488 -1,083.22 0.94 159 237EE
2| 2338973 el 50 5TE0| 87033 -T333S 119 164 19491
1) 2279932 126 73 45 §1.80 57105 45297 126 205 18095

/8% of instances closed higher than the
trigger day close within the next 3 days.

Results here are fairly bullish over the next week as you tended to get some follow-
through. Of course for much of this time period the market had more of a tendency to
follow through on a day to day basis and not chop around. This changed around the turn
of the century. Therefore, | also decided to look at returns from 2000 — present.

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



http://quantifiableedges.blogspot.com/2009/07/what-happens-after-sharp-contraction-in.html

SPX closes at a 10-day high and above its 200ma. Today's rise came with the highest
NYSE Up Issue % in 10 days on the highest NYSE volume in 10 days.
Buy on close. Sell X Days later. $100k/trade. 2000 - present..

X Al Avg | AL Ay AL

Days o netprott | 3 e “Trames roftase | YW | Loshy | winkoss oo o
Trace Trade Ratio
5 10477.00 14 10 4 7143 132166 75989 1.74 435  726.83
4 9,587 F1 14 11 3 7857 10883 | 72127 1.43 543 53483
3 844014 11 4 7333 108265 -86TZS 125 343 56263
2] 149044 15 7 5 4667 B3223| 36689 172 151 89.35
1 4,574.40 16 12 4 7500 50350 -341.39 147 442 29215

15 of 16 (94%) instances closed higher than
the trigger day close within the next 3 days.

While instances are a bit low — partially thanks to the fact that the S&P has spent a
substantial amount of time below the 200ma this decade, results appear even more
bullish. This was a bit of a surprise, but it certainly suggests we could see last week’s
momentum continue for a few more days.

There are certainly some short-term red flags as well. The week after expiration week
has a bit of a tendency to be bearish. Below is an excerpt from the 4/20/09 Letter (stats
not updated).

Below is a study that shows how the market has performed following a positive 5 days
leading up to options expiration:

Today is option-expiration Friday. SPX closes higher than 5 days ago.
Buy S&P 500 on close. Sell X Days later. $100k/trade. 1987-present.

XDays [NetProfit  [Trades |Wins Losses |%Wins |AvgWin  |AvgLoss |WIL Ratio|Profit FaciAvg Trade

5 ($48,202.02) 156 69 87]  44.23| $1,306.43 | ($1,590.18) 0.82 0.65  ($308.99)
4 ($23,943.43) 156 67 89]  42.95| $1,347.37| ($1,283.34) 1.05 0.79[ ($15348)
3 ($20,820.79) 156 70 86]  44.87| $1,163.03| ($1,188.76) 0.98 0.80[ ($13347)
2 (821,247 .56) 156 74 82| 4744  $826.20 | (81,004.71) 0.82 0.74[  ($136.20)
1 ($10,434.86) 156 60 96| 3846  $905.38| ($674.56) 1.34 084  ($66.89)

The returns over the next week are consistently negative. Looking at the 5-day returns |
also broke it down by the size of the options-week gains:

Today is option-expiration Friday. SPX closes X% higher than 5 days ago.

Buy S&P 500 on close. Sell 5 days later. $100k/trade. 1987-present.

X% Net Profit Trades |Wins Losses [% Wins |Avg Win Avg Loss  |WIL Ratio|Profit Factor |Avg Trade

3 ($14,506.69) 23 10 13 43.48] $1,249.42 | ($2,076.99) 0.60 0.46[  ($630.73)
2.5 ($20,533.49) 37 16 21 43.24]  $1,027.96 | ($1,760.99) 0.58 0.44]  ($554.96)
2 ($22,601.15) 48 23 25 47.92 $945.94 | ($1,774.31) 0.53 0.49]  (3470.86)
15 ($33,546.15) 74 32 42]  4324] $1211.70 | ($1,721.92) 0.70 0.54|  ($453.33)
1 ($39,543.46) 107 48 59 44.86| $1,186.58 | ($1,635.58) 0.73 0.59]  ($369.57)
0.5 ($45,408.99) 134 59 75 44.03|  $1,290.06 | ($1,620.30) 0.80 0.63] ($338.87)
0 ($48,202.02) 156 69 87 44.23]  $1,306.43 | ($1,590.18) 0.82 0.65[  ($308.99)
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While the % winners remains fairly steady around 44%, you can see that risk/reward
shifts more favorably towards the bearish side the higher the returns during op-ex week.

This weekend | also looked at strong moves on option expiration Friday when the SPX
was trading above it 200ma. | found surprisingly little. Since 1987 there have only been
2 other times that there’s been a rise of 1.5% or more under such circumstances.

Lowering the % return required increased the number of instances substantially but didn’t
reveal a sizable edge.

Another potentially bearish short-term indication came from the CBOE Put/Call Ratios.
Both the total put/call and the equity put/call ratios came in extremely low on Friday.
The total put/call ratio was 0.59, which was over 33% below its 200-day moving average.
In the past total put/call ratios this low have often led to short-term pullbacks:

CBOE total put/call ratio is more than 33% below its 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1993 - present.

GE PC
NGBS |y et pro | Al Tetal A Winning | &l Losing | &I % m;ﬁ‘i:g ’i'g;‘n"gg NH’TESS Al A1l Ay
Diff: Trades Trades Trades Profitable ) ProftFactor Trade
e Trade Trade Ratio
5| -11,88337 29 11 18 3793 136680 149546 0.4 056 -40977
4 -18,171.09 30 1 19 3667 158971 -187673 085 049 -EOST70
3 -10,746.46 30 10 20 3333 177609 142537 125 052| -358.22
2 3 13 18 4194 93453 -1,096 66 085 062 -24485
1 -5,908.75 34 16 18 47 05 §52.85| -908.58 072 054 17379

84% of instances close below their trigger day
close at some point in the next 3 days.

This is pretty close to a mirror image of the 1% study above related to breakouts with
strong breadth and volume. When you see fairly strong odds in both directions from
different indicators it can often lead to choppy trading over the next few days.

The equity put/call ratio was even more extreme. It came in nearly 45% below its 200-
day moving average. Equity put/call ratios have only been published since 10/2003, but
this is the lowest the 1-day to 200-day ratio has ever come in. Readings of 25% below
normal have often preceded next-day pullbacks. You may find a recent discussion of this
in the August 14" blog and more details in the June 12" blog.
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The Aggregator chart is updated below.
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Despite having two bullish studies hit their target and fall of the active list, and despite
the addition of two bearish studies, the green Aggregator line moved up in neutral
territory tonight. The 1% study that looked at breakouts on strong breadth and volume had
results strong enough that they overpowered tonight’s bearish studies. Generally |
consider readings between 0 — 0.04 to be neutral as they are positive but less than or
equal to the long term drift of the market. The black Differential line dropped even
further with Friday’s rally. As measured versus expectations the S&P is now more
overbought than at any time in over a month. Neutral expectations and a strongly
overbought market suggest risk/reward slightly favors the downside over the next few
days.

Intermediate-term Outlook (2 weeks — 2 months)— updated 8/24 — very slightly bullish
Whether this rally can continue or whether it flounders may depend greatly on the
breadth of the rally. Breadth is giving somewhat mixed signals lately. One oddity that
traders may notice from the charts page is that while the market is now trading at new
highs there has been a noticeable dropoff in the number of individual issues hitting new
highs. Below is the chart from the website to demonstrate.
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Chart Analysis - +ASC:INY-NH.CSV Daily [NASDAQ] NYSE New Highs -1 FEX
Daily MASDAR
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The blue line at the bottom is the net % of stocks hitting new 52-week highs. On August
1% this number was about 12%. Friday it was only 3% - a 9% dropoff. It’s fairly rare to
see a dropoff this large, but when | tested it | found that it wasn’t necessarily bearish. For
purposes of testing | lowered the dropoff required to 5% in order to get enough instances.
Regardless of the cutoff | used I found the results to be inconsistent and neither bullish
nor bearish. Below is one example of a test | ran.

SPX makes a 20-day intraday high and close above its 200ma. The net % of stocks hitting
new highs on the NYSE is is at least 5 points lower than its 20-day high.
Buy on close. Sell X days later. 1970 - present
QE MNHs
180 0N | et prop | Total AN Winning Al Losing | Alk % iﬂ;ﬁi;g ’?‘_';S’?‘n"gg Nn"ﬂ;ss Al Al Ay
rally: Tracles Tracles Tracles Profitable . ProfitFactar Trace
eyt Trade Trade Ratio
20 16,8506 26 16 10 6154 208530 -1G5278 126 2.02 £43.43
19|  10,84583 26 14 12 5385 2,18685 -1547.54 1.33 1.55 4715
15 2,558.27 26 14 12 5385 1,531.28 -1,923.30 0.45 1.11 a5.40
17 -356.37 27 14 13 5185 158185 153875 0.41 0.93 -13.20
16 -6,324.34 27 14 13 5185 1,539.03 -2,190.06 0.70 076 25645
15 2,683.11 a7 15 12 5556 1530765 -1,514.45 0.40 112 99.56
14 -2,708.75 27 13 14 4515 1,73316 -1,80282 096 089 -10036
13 1,342 .53 29 14 15 4523 192241 192375 1.00 093 -66.95
12 352581 29 16 13 5517 1,50381 | 157975 0.4as 117 121 55
11 282531 29 14 15 4523 146747 -1,17453 125 117 10089
10 2,778.74 30 15 5000 142681 -1,241.56 115 115 9262
a 1,203 47 33 19 14 57 58 95141 | -1,198.80 073 1.08 39.20
5 2,294.14 35 20 15 5714 116527 140075 083 111 B5.55
7 272857 38 21 17 5526| 1,21273 165864 073 0.90 -71.80
& 627 21 40 24 16 §000| 1,0805 -1,63829 065 0.95 1568
5 1300425 40 17 23 4250 1,05326 -1,343.90 075 058 -325.11
4 -3,002 57 4z 17 25 4045 95575 -1,013.64 0.94 084 21650
3 -7 AT EE 45 23 23 50,00 BE4.15 -939.14 057 067 16249
2 1250603 52 22 30 42 31 55381 -845.00 063 051 24050
1 -5, 44340 67 30 37 4475 441 B0 -536.25 075 08 12602
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Is it BETTER to have the number of new highs expanding? Yes. Below I show a similar
test where net new highs are also hitting a new high:

SPX makes a 20-day intraday high and closes above its 200ma. The net % of stocks
hitting new highs on the NYSE the highest in 20 days.
Buy on close. Sell X days later. 1970 - present
QE MHz
18600 |y ot propt | A Total Al Winning Ak Losing | Al 9% i:;j:i:g ’i"g;‘:gg NHT;SS Al Al A
rally: Trades Trades Trades Profitable . ProfitFactar |  Trade
et Trade Trade Ratio
20 506ER 34 ar 55 a2 B322 2O0RD7 | 3,164 95 09z 153 EESED
19 8253666 91 58 a2 6484 295805 -2,57454 103 180 907.00
18 86,537.02 a1 B0 31 B583 284426 -271351 105 203 95096
17 B5533.97 a3 57 36 §129 271805 -248313 103 173 TO4ET
16 71,709.96 96 &1 35 B354 255055 -2,396.39 108 185 74693
15 72,1049 29 B3 36 B384 253790 -241332 105 184 73546
14 5322504 102 B5 a7 B373 238060 -257334 04z 1 51 57083
13 B4,551.10 105 72 33 BB57 203931 -249330 a2 178 B1477
12 51 7IRET 108 &7 41 B20d 207375 -2127.010 047 183 47O
11| 5145024 112 70 42 B250 109782 -2,104 B9 095 158 45078
100 46,021 40 114 BE 48 5789 200149 1793327 112 153 40370
a 5222407 115 72 43 B261 | 1816651 1827325 043 166 45412
8| 4533630 73 50 5335 1736529 153825 1.09 159 38079
7 4303475 124 73 51 5887 154014 -1,50334 108 156 34705
B 2895232 131 7B 55 5802 145006 147731 043 136 2210
5 19,905.03 138 7a sa 5725 128557 -1,33393 043 124 14426
4 2939143 145 7B £a 5241 122856 -927.33 132 146 20263
3 2352089 153 a4 B 5400 ORRTO  -AR2 73 118 140 15379
2 2a1E02 167 a7 a0 5210 B0328  -596 29 1385 146 13283
1 1726609 217 118 a9 5438 55837 -49113 114 136 7as7

So if we see this number expand then that would help the rally’s chances to continue. On
the positive side the advance/decline line is hitting new highs. We also had a 90% day on
Friday. As we saw in July, if we get a couple of 90% up days within close proximity
then that can often be a decent intermediate-term buy signal. Therefore I’ll be very
interested to see if we get some additional days of extremely strong breadth this week.

Many of the negatives that had been present are still present, such as the low VIX:VXV
ratio, the excessive Nasdaq vs. NYSE volume and the generally downsloping total
volume over the last few months. Still, the negative effects of these influences has been
slow to kick in.

Right now the market is still in rally mode, and betting against it for any extended period
of time has not worked. Short trades need to be small and profits taken when available. |
expect we’re going to see a substantial selloff begin at some point in the next several
months. | don’t see evidence of it happening just yet.
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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.

None tonight — I’ll stick with my small short index position for now. Individual triggers
from the triggers page are scarce tonight. Nothing on the short side and only a few
stragglers suggesting long-side edges. I’ll give it a day and see what else emerges.

Active Trades Table

Symbol Entry Date |Entry PricdCurrent Pr|% Gain/Lo|Stop Notes
SLE(1/3) 8/14/2009 $9.45 $9.65 2.12% sold on close
SLE(1/3) 8/15/2009 $9.35 $9.65 3.21% sold on close
SPY (1/4)(s) 8/20/2009] $100.75| $102.97 -2.20%

SLE was sold on the close. It was unfortunate that the 3" entry missed getting filled by
$0.01 at $9.20, but it still turned out to be a decent trade nonetheless. This one did
require a bit of patience, though.
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