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Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook Quantifiable Edges 3-day Risk/Reward Outlook
Bullish Bearish Bullish

A

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

Bearish

Study Date Description Time span |Bias Avg Max Move
Active

September 8, 2009 Strong Breadth No 10-high 1-8 days Bearish -4.20%
September 8, 2009 Rise into Labor Day 1-4 days Bearish -1.35%
September 3, 2009 Big down then little down 1-6 days Bullish 2.40%
September 3, 2009 2 down in chop 1-4 days Bullish 2.70%
September 2, 2009 1% drop heavy vol no 10-low 1-5 days Bearish -2.90%
Active - Long Term

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

Dropped Tonight

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

Short-term Outlook — updated 9/8

The Bottom Line

The bullish edge of the last two days has pretty much worn off. The market is no longer
oversold and risk/reward now appears about breakeven. A little more time and northward
price movement could set up a downside edge but we aren’t there quite yet.

The Proof

Price and breadth put in strong days on Friday. The market found its low in the first 25
minutes of trading and then put in a steady move higher for most of the rest of the day. It
also managed to close near its highs. The NYSE Up Issues % came in at 80% and the Up
Volume % was 86.5%. Total volume was the lowest in over 2 weeks, which isn’t terribly
surprising heading into a long weekend.
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Several studies came up in the Quantifinder tonight and most of them were related to
breadth. What’s interesting is that there was some conflict between the studies with
regards to the effect of the strong breadth over the last 2 days. Let’s dig into them and
see if we can determine where the edge really lies.

The bullish results came from the breadth study originally published to the blog on
4/21/08. I’ve re-run that study and updated the results below:

MYSE Up Issues % = 75% in 2 of the last 3 days. Buy SPX on
close. Sell X days later. $100k/trade. 1970-present.
X _ | Al Totsl AN Winning| Al Lasing | Al % Sk Ava Al Avg Al Al Bl Ay
Days Al DL e Trades Trades Trades Profitable A el Nn.ﬂ.pss ProfitFactar |\ Trade
Trace Trace Ratio
0 ETATTI2 38 27 1 7105 453323 352196 1.33 327 231518
19| &7325.04 40 28 12 7000 440007 -293974 1.47 343 213313
13 40 30 10 7500 334151 328048 117 350 205551
17| 8101018 # 29 12 0TI 421378 343244 1.23 297 197588
16| 7053354 # 30 1 7317 390960 -4,23541 0.92 252 172435
15| 5382223 42 26 16 §1.90 4718287 -312094 1.34 218 140053
14| 5599558 42 31 1 7381 338361 -433375 0.77 216 1333.23
13| 4300539 43 31 12 7209 307273 393743 0.78 202 111840
12| 2922102 44 28 16 £364 309448 -3539.02 0.36 1.51 B664.11
11| 3528285 44 2 18 5909 338387 -239376 116 168 80183
10| 4453369 44 28 16 £364 334491 -30866.30 1.09 191 101338
9| 4357193 44 29 15 6591 325834 -3374E6 0.97 187 9970
8| 3890032 44 29 15 6591 279048 -230158 1.00 193 33410
7| 3488927 44 28 16 6364 285217 -231072 1.0 178 79284
6| 3217488 45 29 16 B4.44 236305 -227211 1 08 183 71500
5| 2916057 46 29 17 B304 217165 -193925 1.09 186 63343
4| 3570430 48 29 19 B042 196677 -1,12275 175 267 74384
3| 2718751 50 31 19 §200 193301 -1,73273 112 183 54375
2| 1270261 56 33 23 5893| 1,34932| 138369 0 .98 1400 22683
1] 2117846 B2 38 23 B129 95508  -B5715 1.45 240 34153

This suggests that when you get a series of strong breadth days in close succession it
often leads to further follow through. The % profitable and avg trade columns are both
quite positive. If this is all we looked at then the interpretation of the move over the last
2 days would have to be bullish.

But on 4/2/2009 in the nightly Subscriber Letter | looked at similar studies and showed
that not only was the breadth an important determinant, but also where the thrust took
place within the context of the recent price range. | found at that time that multi-day
breadth thrusts similar to this were typically bullish if they also caused the market to be
hitting new short-term price highs. Failure to reach new highs suggested a bounce that
was more likely to falter. 1’ve updated two of those studies below that demonstrate this
principal.

First let’s look at time where the breadth thrust led to a new 10-day high.
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NYSE Up Issues % closes above 70% for 2 days in a row. SPX makes a 10-day
intraday high today. Buy SPX on close. Sell X days later. $100k/trade. 1970 -present.
X AL Totsl AL WInNing Al Losing | Al % B alk A Al Al Al S
DEWS All-hlet Profit Trades Trades Trades Profitable Winning Losing WTn.ILpss ProfitFactor | Trade
Trade Trade Ratio

15| 7010377 75 44 3 5867 344569 -2 63350 1.3 186 93472
14| T8B93.30 75 44 3 S8ET| 325263 -214266 152 215 102258
13| 7571879 76 48 28 6316 305384 -2539.43 1.20 2068 99830
12| 5254875 76 47 23 B184 274322 -264.99 1.04 168 B31.43
11| 4742265 76 49 27 6447 2B00E0 -2 96322 033 158 82388
10 53,201 .91 77 50 27 6484 2B0522 -2 66836 093 181 75587
9 4228534 75 45 33 5TEA| 256113 -2211.06 1186 158 54213
8 3353477 79 47 32 5943 229630 -2324.72 099 145 42443
7| 2848303 80 46 34 STS0| 234473 -2,334.99 1.00 136 35585
6 29,7588 54 49 35 5833 205379 -2025.02 1.0 142 35428
5| 2084445 85 50 35 ssg2 177501 171732 103 148 33899
4| 1594959 86 49 a7 5685 154343 -1 61962 098 127 18545
3| 1037196 83 47 41 5341 141106 -1364.59 103 118 11786
20 1143973 az 53 39 STE1| 98772 104896 094 128 12434
1| 1028685 101 54 46 5347 B5332 54918 1.20 141 10185

This test varied slightly from the one above in that it only required a 70% Up Issue %
rather than 75% and it also required the 2 days be consecutive. The results were pretty
much in line, though, suggesting bullish tendencies if we achieve a new 10-day high.

Now for those times where the breadth thrust failed to achieve a 10-day high as was the
case on Friday.

NYSE Up Issues % closes above 70% for 2 days ina row. SPX fails to make a 10-day
intraday high today. Buy SPX on close. Sell X days later. $100k/trade. 1970 -present.
X _ Al Totsl Al Winning| Al Losing | A% | rAvm Al Avg All Al Bl Ay
Days Al NS e Trades Trades Trades Profitakle YELIIIT] Lasing Nn.ﬂ.pss ProfitFactar | Trade
Trade Trade Ratio

12 -7 761.09 25 7 18 25800 192616| -5 08912 0.38 015 -3,110.44

11 -64 165.29 25 5 20 20000 305294 | -35979.00 0.r7 019 -2,56661

10 -62 34657 25 7 18 2500 153148 417584 0.44 017 -249386
9 -58 33687 25 7 18 2500 191753 -3 98664 0.43 019 -233347
o] -63 57416 25 7 18 2500, 1EBBO26| -4177.56 0.40 015 -2542497
7 -53,040.00 25 g 17 3200 202665 407373 0.50 023 -2121 60
6| -32257.05 25 g 17 3200 209088 -2,881.42 073 034 120028
5| 2282601 25 10 15 4000 146157 -2,502.78 0.58 039 704
4 -11,995.95 25 14 11 25.00 143008 -2910.59 0.49 053 -479 96
3 -714.58 25 13 12 5200 181962 181414 0.59 [IR=F -28.55
2 1549.75 25 12 13 45.00 1 E80.47| -1 413.53 147 1.08 51.99
1 1.491.14 26 13 13 S0000 0 110283 -955.12 112 142 a7 .33

There is a drastic difference here in the results. Implications went from solidly bullish to
very strongly bearish. The failure to make a new 10-day high after 2 strong up days
suggests there must have been a sizable move down just prior to the bounce. In most
cases the selloff managed to reassert itself.
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But now let’s recall that the 1*' test with the most bullish results required a 75% Up Issues
% rather than just the 70% used above. What if we increased the above requirements to
75%? How would the results look then?

MNYSE Up Issues % closes above 75% for 2 days in a row. SPX fails to make a 10-day
infraday high today. Buy SPX on close. Sell X days later. $100k/trade. 1970 -present.

A Al Swy | Al Avg AL

Davs A1l Met Profi Al Tatal Al Winning | Al Losing Alll: g T i Winloss
i Trades Trades Trades Profitable )
Trace Trade Ratio

All Al Avg
ProfitFactar |  Trade

20 -2,390.40 5 ] 5 0.00 000 -4275.08 000 000 -4275.03
15 -15 68960 5 1 4 2000 254600 -4 55550 056 014 -3137.92
10 -14,343.73 5 ] 5 0.00 000 -2868.76 000 000 -2865.76
9| 1544054 3 1 4 20000 1163580 -4.151 66 028 007 -3,08517
8| 1182714 a 1 4 2000 219760 -350619 Q&3 016 -2362.43
T 1020942 a 1 4 2000 223120 -311516 07z 018 -2,041.85
g -4.911.21 a 1 4 2000 209040/ -1,750.40 114 0.30 -8E2.29
3 1837 .43 a 2 3 4000 219580 -333.45 248 172 36749
4 733018 5 = 1] 10000 1 466.04 0.00 100.00 100.00| 1 46604
3 5,351 54 5 3 2 G000 272099 -1 40556 154 280 1070357
2 555327 5 3 2 G000 247456 -435.21 =] 853 131065
1 784851 3 4 2 GEET | 225023 -576.21 39 781 1,305.09

There are too few instances here to draw solid conclusions from but the consistency is
compelling nonetheless. First we see that all 5 instances followed through to the upside
over the short-term. Four days out they were all trading higher with an average gain of
close to 1.5%. In fact, while they failed to make a 10-day high on the initial 2-day thrust,
4 of the 5 instances did manage to make 10-day highs within the next 4 days. Fascinating
though is that the bounce was a bit of a last hurrah for all of them. Once we get out 10
and 20 days you can see that every occurrence led to lower prices. And the average loss
was quite substantial — 2.9% over 10 days and 4.3% over 20 days. Again, this last test is
too limiting to draw any solid conclusions from but I do find it confirming of the previous
study that showed failure to make a 10-day high on the move suggest a downside edge.

Subscribers will also note that Friday would have triggered a short entry for the “2 Days
Up In Chop” system that | have tracked here for over a year. | am not including “2 Days
Up In Chop” in the Aggregator tonight for a couple of reasons. First of all the studies
above are already suggestive that the market has risen strongly for two days. Adding the
system to these results would effectively be double counting. Secondly, as I’ve noted
several times recently, “2 Days Up In Chop” has struggled since the March bottom.
Below is an updated equity curve.
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2 Days Up In Chop Equity Curve
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The peak in the curve actually occurred in late June but we’ve basically been in a range
for 5 % months now. Much of this is due to the fact that the market has in fact acted less
choppy lately. Below is an updated “Trend vs. Chop” chart from the website.
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An upward slope suggests the market is following through on a day to day basis while a
downward slope suggests the market is chopping back and forth. More information may
be found out about this indicator by using the Trend vs. Chop label on the blog.

Until | see some reassertion of choppy market conditions | will give careful consideration
before including the “2 Days Up In Chop” strategy in the Aggregator.

From a seasonality standpoint, Labor Day week has historically been a bit weak.

Labor Day week performance of SPX. $100ktrade. 1960 - present.

w X _ | Al Totsl A Wnning| AR Losing | Al 9 | Ol Avd Al Avg All Al Al B
Days AlE (=3 e Trades Trades Trades Profitable piinnine Lasing Wn.ﬂ_qss FrofitFactor  Trade
Trade Trade Ratio
4/ 317176 48 23 25 4792 132859 134918 0.96 0.9 6.0
3 807930 48 73 5208 92312 135467 058 074 168332
2| 46315965 48 22 25 4583 1136865 -1,18753 0.96 0.54 97 54
1 27 22 48 26 22 5417 85260 -1,04976 0.1 0.96 1932

Tuesday — Thursday have shown risk/reward to favor the bears, though whether the
market is up or down has basically been a coin toss. If we look at times like the present
where the market has made gains in the weeks leading up to Labor Day, you’ll find the
implication is a bit more bearish.

SPX moves higher aver the 20 days leading up to Labor Day. Buy SPX on close
the Friday before Labor Day. Sell X days later. $100k/trade. 1960-present

X _ | Al Total Al Winning| Al Losing | Al % | Sk Ava Al Avg Al Al A1 Ay
DHYS All- bt Profit Trades Trades Trades Profitable Winning Losing Wn.ﬂ.pss ProfitFactar | Trade
Tracle Tracle Ratio
4 11499564 30 11 19 IBEF 117 E1 1 2FEEE 0.8y 031 -399.79
3 -9,305.92 30 15 15 =000 7986 -150045 059 059 -310.30
2 SFAE3m 30 12 17 4000 100465 -1,131.74 0.89 0.63 -39 45
1 -4 971 .69 30 16 14 52333 E1588 -1,0584599 055 0.E6 16372

This isn’t the most compelling edge 1’ve ever published, but for a study based primarily
on seasonality, it’s not bad.
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http://quantifiableedges.blogspot.com/search/label/Trend%20Vs.%20Chop

The Aggregator chart is updated below.

TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Index EE X
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As | discussed was possible Thursday night, the strong move up on Friday caused some
significant changes to the Aggregator chart. The green Aggregator line dropped quite a
bit and is now just slightly above zero. This suggests a net positive expectation from the
studies over the next 3 days, but one that is barely in line with the long-term drift of the
market. The black Differential line dropped sharply and is now well below zero. This
illustrates that the market has overshot positive expectations over the last 3 days.

This basically leaves the SPX overbought with mildly positive expectations. This is
suggests a situation where risk/reward is close to even. Notable is that both bullish
studies are very close to their target levels. In other words, if the market can just manage
a small rally at some point tomorrow, then the 2 bullish studies will likely achieve their
profit targets and be removed from the Active List. Should this happen we would see a
substantially negative effect on the Aggregator line. So if the market manages to actually
close up above1020 then there stands a good chance, dependent on the studies tomorrow,
that I’d begin taking on short exposure.

Intermediate-term Outlook (2 weeks — 2 months)— updated 9/8 — neutral
There’s little to say from an intermediate-term standpoint that | haven’t said in the last
couple of weeks. There are a fair amount of indicators suggesting downside but over the
last month and a half or so those suggestions haven’t been worth anything.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

The VIX:VXV ratio again dropped below 0.9 on Friday as noted by the Quantifinder.
From 2002 — mid 2009 this was a very reliable precursor to a market selloff. The selloffs
didn’t always occur immediately. In fact the average amount of time the signal took to
completely wear off was close to 4 months. So the fact that it has been nearly 2 months
and this indicator hasn’t “worked” isn’t entirely abnormal.

I believe breadth will be important to monitor as we move forward here. There have
been some strong breadth numbers over the last couple of days. In the short-term outlook
above | concluded that the combination of market structure and breadth suggested
downside rather than upside. This could change should we continue to see strong
advance/decline readings. Another breadth measure that may be worth watching is the
NYSE Net New Highs %. | showed a couple of weeks ago that while a lagging number
of new 52-week highs is not a death sentence, the market prospects can be substantially
improved when new 52-week highs confirm new index price highs. So far we’ve got a
ways to go before either is reached.

I’ve seen nothing that would cement the idea that the current rally is over. There’s a
decent amount of evidence that the market has come too far too fast and we’ll likely see
a pullback at some point here in the not-to-distant future.

The basic premise I’'m working under remains that we are in a 1930°’s — style
environment in which both rallies and selloffs will be much more exaggerated than most
market participants are used to. Just as the bear market up to March 2009 was incredibly
extreme, so has been the rally since then. 1 believe there is going to be a lot of back and
forth over the next few years and the swings will continue to feel extreme. It may be
important to keep this in mind when considering market action.

Catapult and Capitulative Breadth Statistics

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

AVP - buy 1/3 position @ $30.01

Catapult for ETF’s Trades
IWN — bought @ $52.12

Broad Market Large Cap CBI -1(AVP)

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.
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http://quantifiableedges.blogspot.com/2009/03/intermediate-term-consequences-of-30s.html
http://quantifiableedges.blogspot.com/2009/03/intermediate-term-consequences-of-30s.html
http://quantifiableedges.googlepages.com/CatapultandCBI.ppt-voice2.ppt
http://www.quantifiableedges.com/members/systems.php

None — With the market outlook neutral and some positions already on, I’m content to
simply manage the current trades and wait for a more substantial edge before allocating

additional capital.

Active Trades Table

Symbol Entry Date |Entry PricqCurrent Pr|% Gain/Lo|Stop Notes
CAT(1/3) 9/2/2009 $43.84 $46.11 5.18% sold on close
SPY(1/4) 9/3/2009 $99.90 | $102.06 2.16% sold on close
IWN 9/3/2009 $52.12 $53.45 2.55% $52.20

AVP(1/3) 9/4/2009 $29.96 $30.88 3.07% $29.99

CAT and SPY were both closed out for nice gains. Both also just missed 2™ entries on
9/3/09 — with CAT missing by only a few cents. It can be disappointing when you don’t
get a large fill on very successful trades, but it’s all part of trading. It’s nice to have the
solid gains even if the sizes were a little small.

Should the market come through with a bit more upside before dropping lower as the
studies are suggesting then there is a good chance IWN and AVP will hit their exit
triggers. In case things fall apart sooner than anticipated, I’ve put stops in on both. No
sense letting trades that are this profitable turn into losers.
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