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Market Overview

Quantifiahle Edges 1-day Risk/Reward Outlook ‘ Quantifiable Edges 3-day Risk/Reward Outlook

Bullish Bearish Bullish

Bearish

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 Op-ex week positive return 1-5 days Bearish -0.90%
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 21, 2009 Nasdaq 3:2 breadth for 3 days 1-2 days Bearish -1.70%
August 24, 2009 Ttl Put/Call 33% < 200ma 1-4 days Bearish -2.00%

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

Short-term Outlook — updated 8/25

The Bottom Line

Monday’s action was uninspiring and provided little in the way of meaningful new
studies. A few bearish studies are dropping off the active list tonight and the Aggregator
is beginning to turn positive. The market is still overbought, though. The 1-day edge is
based on slightly negative expectations for tomorrow and the overbought nature of the
market. 1’d prefer to see more decisive action tomorrow before taking any aggressive
positions. Right now we’re in a bit of a no-man’s land.
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The Proof

A gap up Monday led to new highs but the rally began to roll over mid-day. After some
late wiggling the major indices all ended up fairly close to breakeven. Breadth also came
in neutral. The NYSE Up Issue % was 51% and the Up Volume % was 55%. Total
volume was lower than Friday but still above average.

Reversals from highs as was seen today are often interpreted as bearish. 1’ve found them
to have little predictive value. Below is an example of a study I ran tonight looking at
such reversal bars:

SPY gaps up, makes a 20-day high and closes down on the day. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1994 - present.
X Al Totsl |&lWinning| Al Losing | a s | SEAvD | Al Avg Al Al Al Ay
DEYS All-blet Profit Trades Trades Trades Profitable \hinmingy Losing Nn.l'l_psa ProfitFactor | Trade
Trade Trade Ratio
5 £,143.43 75 a7 33 4333 143081 123159 116 143 &1 .81
4 8,413.21 7E 39 36 5132 122903 -1,097.75 142 1.21 110.70
3 1 01601 &0 49 3 B125  87862| -1,356.00 0 65 1.02 1270
2 -696 .52 49 T4 S632| 73996 -99877 074 038 &1
1 8,578.12 8a 55 33 E180 59125  -69516 085 142 10762

There’s no discernable edge that | can find when looking at reversals from highs.
Reversals from lows, on the other hand, will often suggest an upside edge because the
winners tend to be substantially larger.

Only one study appeared on the Quantifnder at the end of the day. It was an interesting
one because it had to do with the recent Equity put/call ratios we’ve been seeing. It last
appeared in the 4/14/09 blog. Most interesting was the fact that it had bullish results:

The 3-day average CBOE Equity Put/Call Ratio falls 20% below the 100-day average.
Buy SPX on close. Sell X days later. $100k/rade. 6/2004 - present.
| AN Totsl AL Winning| Al Losing | Al % | ok Ava Al Avg Al Al Bl Ao
- Days ARSI | s Trades : Tr:au:;iesg Profitable | | Anning Losing | WInLass | e ctor Tr:au:;ieg
Trade Trade Ratio

10| 1885538 16 1 g B2.75 244444 -1 F06ED 152 335 117E4E
9 16213489 16 12 4 7500 201981 200516 1101 3020 10334
8 2013341 17 10 7 5882 300310 154251 201 286 118432
7 14408497 17 10 7 5882 237925 134050 177 254 4750
] 9,197 07 17 g a 4706 298901 -1,535.00 183 163 54100
5 1168467 13 10 g 5556 261883 -131053 1.45 1.8 §43.15
4 20 10 10 s000 252933 124780 203 203 B407E
3 5,930.29 20 13 7 6300 144532 133693 07a 146 29651
2 5,643 85 21 1 10 5238 166475 -1,26634 1.31 145 26699
1 £,079.21 2 12 10 5455 105066 -BE3ET 1.60 192 27633
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This would seem to fly in the face of some of the studies we’ve seen the last few night
suggesting low equity put/call ratios are bearish. My interpretation is that the other
studies looked simply at 1-day ratios. In those cases and extremely low day may often
have been over exuberance, which was quickly followed by a pullback. When you get a
series of days with very low put/call ratios then that is likely due to a series of strong
market moves. A lone day is more likely to reverse but real strength that may be seen in
over multiple days, is more likely to continue.

Rather than having two put/call studies basically offsetting each other | decided to simply
remove the existing one from the active list.

The Aggregator chart is updated below.

TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index E1EY CBEX
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With 2 bearish studies being removed from the active list tonight the green Aggregator
line curled up a bit and is now suggesting a slight upside edge over the next 3 days.
Tomorrow is slightly negative and then the next two days have positive projections. At
the same time the black Differential line is showing that the market has strongly
outperformed expectations over the last few days. SPX remains nearly as overbought
versus expectations as it has been in over a month. Overbought with upside expectations
is basically a neutral configuration.

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

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.

Chart Analysis - +ASC:INY-NH.CSV Daily [NASDAQ] NYSE New Highs ERIEE =13
Craily MASDAC
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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 I 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 NHs
800N ot proy | Total Al Winning All Losing | Al % ﬂ;ﬁﬁ;g ’?‘_"D:S’?‘n"gg vwnT:oss Al Al S
rally: Trades Trades Trades Profitable - ProftFactar Trade
dleein Trade Trade Ratio
20 16,885.06 25 16 10 6154 208530 -165278 126 2.02 649.43
19| 1084583 26 14 12 5385| 2,186.88| -1,647.54 133 1.55 41715
15 2,553.27 26 14 12 5385 1,831.38 -1,923.30 0.4s 1.11 95.40
17 -356.37 27 14 13 5185| 158195 -1,83875 041 0.93 -13.20
16 -6,024 .34 27 14 13 5185 1,539.03 -2,19006 070 076 -25646
15 268811 27 15 12 5556 1,53076 -1,514.45 0.40 1142 99.56
14 -2,709.75 27 13 14 4815| 1,73316| -1,80292 0.96 089 10036
13 -1,342.53 29 14 15 4523 1,922.41 | 192375 1.00 0.93 -66.95
12 3,525.51 29 16 13 5517| 1,50391 | -157975 0.4as 117 12155
11 2,925 51 29 14 15 48.28| 1,46747 -1,17459 125 117 10089
10 277574 30 15 5000 142681 -1,241 56 115 115 a2 62
9 1,203 .47 33 19 14 5758 95141 | -1,198.80 079 1.08 39.20
5 2,294.14 35 20 15 5714 116537 140075 083 1.11 B5.55
7 -2,728.57 38 21 17 5526| 1,21278| 165864 073 0.90 -71.80
& 62721 40 24 16 §000  1,108.05 -1,693.29 055 0.95 1563
5| -13,00425 40 17 23 4250 1,05326 -1,343.90 078 058 -32511
4 -9,092 87 4z 17 25 4048 95578 | -1,01364 094 064 -21650
3 -7 4T4EE 45 23 23 50,00 EE415| -98914 067 06T -1E249
2| -12,50603 52 22 30 42 31 5381  -845.00 069 051 -24050
1 -5,443.40 67 30 37 4475 44180  -536.25 07s 081 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 infraday 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
?:gNuT -, | AL Totsl Al Winning AL Losing | Al % | - Ave Al A Al Al Al oy
rally: AL s B Trades Trades Trades Profitakle bty eS| Nn.ﬂ.pss ProfitFactor | Trade
daysin Trade Trade Ratio
20| 5966634 a7 55 a2 B322 292627 -3,164.95 0.4z 158  B35a2
18| 8253666 91 58 a2 G484 295505 -2,574 64 1.03 180 907.00
18 86,537.02 91 =] 3 B593 284426 -271351 1.05 203 95096
17| 6553397 83 57 36 129 271805 -248318 1.09 173 70457
16| 7170996 96 B 35 B354| 255055 -2,396.39 1 06 185 74698
15| 7251043 89 B3 36 B34 253790 -2,41882 1.05 184 73546
14| 5822504 102 BS a7 B373 236060 -2,573.34 042 1 81 57033
13| 64,5510 105 72 33 BBST | 203931 -2,49330 052 178 B1477
12| 5173367 108 &7 4 B204 207375 212701 0.47 158 47902
11| 5145024 112 70 42 B250 199782 -2,104 69 0.45 158 45933
10) 46,021 .40 114 B 43 5789 200149 179327 142 153 40370
al 5222407 115 72 43 B261 | 181661 -1,327.25 0.3 166 45412
8| 4533630 73 50 5335 173628 153325 1.09 153 38079
7| 4303475 124 73 51 5387 1640714 -1,503 34 1.09 156 34705
B| 2895782 131 7B 55 5302 145006 -1477 31 098 136 2210
5| 1990803 133 73 sa 5725 128557 -1,38393 0.93 124 14428
4| 2935143 145 7B B4 5244 120858 82738 1.32 146 20263
3| 2352989 153 a4 B 5480 93379 36273 145 1400 15374
2| 2218202 167 a7 &0 5240 80328 -586.29 1.35 146 13283
1| 1726609 217 18 a8 5435 55837 48143 144 1.36 7857

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.

Catapult and Capitulative Breadth Statistics

(Catapult Presentation Part 1) (Catapult Presentation Part 2)
Open Catapult Triggers

none
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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 — Neutral market bias and almost nothing showing up on the triggers page.
Wait and see mode.

Active Trades Table
Symiol Entry Date | Bntry Pricd Current Pr| 26 Gair/Ld Stop Notes
SPY(1/4)(s) 82002009 $100.75| $102.96 219 $104.01

I’ve placed a stop above Monday’s high on the SPY position. A move that strong would
likely be accompanied by strong breadth and combined with Friday’s strong breadth day
could trigger another intermediate-term breadth signal. Rather than attempt a graceful
exit, I’ll just take the loss on my ¥4 position, step aside, and wait for a better edge. A
move down tomorrow could ignite some bullish studies and would also likely convince
me to exit. |1 may lower stops or suggest closing the trade idea on a close lower via an
intraday update tomorrow.
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indirectly which are the subject of this report. This report is provided solely for the information of Hanna Capital Management, LLC
clients and prospects who are expected to make their own investment decisions without reliance upon this report. Neither Hanna Cap
ital Management, LLC nor any officer or employee of Hanna Capital Management, LLC accepts any liability whatsoever for any
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