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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

September 28, 2009 Pullback from 20-high drying up 1-5 days Bullish 2.60%
September 25, 2009 50-high to 8-low in 2 days 1-6 days Bullish 2.10%
September 24, 2009 SPX down 1% SOX up 1-6 days Bullish

Active - Long Term

September 14, 2009 Nasdaq/S&P Lead/Lag Model Bullish

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

Dropped Tonight

September 11, 2009 Appel Daily Breadth Impulse Signal 1-20 days Bullish 5.00%

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

Short-term Outlook — updated 9/28

The Bottom Line

While the pullback has now gone longer and deeper than | first anticipated, Friday’s
action gave more signals that a bounce is likely within a few days. The selling slowed
and it could leave an opening for the dip-buyers. The pullback has begun to damage the
intermediate-term outlook slightly, but the bounce (should it arrive) will tell us more
about the intermediate-term
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The Evidence

After gapping lower the market rallied a bit off the open. The bulls couldn’t celebrate for
long, though, as the SPX peaked after just over 40 minutes of trading. From there it slid
for the next 3+ hours and then traded within that range over the course of the afternoon.
It was the 3™ down day in a row for the SPX after closing at a 50-day high. For the SPX
Friday’s damage was the smallest of the last 3 days with only a 0.5% loss. The Nasdaq
dropped a bit more, finishing down 0.8% for the day. Breadth was somewhat negative as
the NYSE Up Issues % came in at 44% and the Up Volume % at 31%. Total volume fell
to the lowest level in nearly 3 weeks.

Over the last couple of days we’ve seen some evidence suggesting the market was likely
to bounce in short order. The evidence was based upon a few things. First we saw that
Fed-day selloffs tend to reverse fairly quickly. Next, we saw that sharp 2-day drops from
50-day highs also have a tendency to bounce. So far these price (and Fed) based
tendencies have failed to exert themselves. Friday’s action is suggest that the selling is
drying up and a fairly sharp bounce is near.

Two bullish indications of Friday’s decline are that fact that it was the smallest drop of
the 3-day pullback and the fact that it was accompanied by a dry up in volume. Both of
these indications suggest the selloff may being losing steam and a short-term swing back
up could occur.

Below is a study examining other declines of 3 days or more where the current day was
the day with the smallest % decline.

SPX at least 3 lower closes. Today has the mildest drop of the decline.
Buy on close. Sell X days later. $100k/trade. 1990 - present

X _ | alTotsl AN Winning| Al Losing | Al % | SA-avg Al Avg Al T Al B
Days AL s B Trades Trades Trades Profitable L LSy Nn.ﬂ.pss ProfitFactar |  Trade
Trade Trade Ratio
10 7993207 b= 63 26 7143 254006 -3275.84 0.7g 1.94 g78.a7
9 99,354 28 93 G5 a7 7087 263 E3) 2275135 0.95 234 106376
g 89,166.79 93 G4 29 G3.E2 251237 246982 1.02 224 955.78
7 9287580 95 63 33 G263 246402 158961 1.30 249 957 46
G 81,239 63 95 63 33 G263 210700 156064 1.33 2.58 g45.25
a 80,334 .28 a7 =] kr G186 212602 127640 167 270 g25149
4 TOATTFAT 99 63 36 G364 191308 1395853 1.37 2.39 70556
3 44 13950 99 g2 37 G263 155249 1403350 1.10 1.583 44556
2 39,651 93 104 63 41 G055 1,280=0 0 -1,00057 1.25 1.87 351.08
1 2955209 111 G4 44 55496 a71.85 -75E. T4 1.25 1.80 2692

These results suggest a decent upside edge.

Now if you look at the fact the market was pulling back from a 20-day high you’ll see the
edge is even more pronounced:
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SPX at least 3 lower closes. Today has the mildest drop of the decline. Just prior
to the pullback the market closed at a 20-day high. 1990 - present
X Al Totsl A Winning| &I Losing | Alb % | ok AvE Al Avg All Al Al Ay
DEIYS All: et Frofit Trades Trades Trades | Profiahble Winning Losing Nn'ﬂ'.oﬁ ProftFactor|  Trade
Trade Trade Rtio
10| 53481583 34 27 7 7941 | 255053 148348 172 663 172005
8 5379500 34 27 7 7a41| 259756 151988 1 60 619 172926
8| 5193353 34 27 7 7a41 | 233146 -1 56654 1.43 574 1528493
7| 4832593 35 25 10 7143 247688 135927 1.2 456 133083
B| 5043547 3s 25 10 7143 230645 -TI7S7 3.21 804 144244
5| 4522053 3s 27 8 7744| 2027.08| -1,183.83 1.71 575 129202
4| 4446960 3s 23 12 BS71| 230823 -719.43 3.21 616 127058
3| 3726131 3s 25 10 7143 187385 -957.99 1.96 439 108451
2| 27 TTAO7 26 10 7222 141306 39655 158 410 77150
1 11,547 22 40 25 14 E250| 79143 -53357 1 34 240|  2886S

A week later 77% of instances are positive and the average trade is 1.3%. Again —
impressive results.

Next you can see what happens if instead of filter on the 20-day high, I combine the low
% decline with the lowest volume in 5 days:

SPX at least 3 lower closes. Today has the mildest drop of the decline and the lowest
volume in 5 days. Buy on close. Sell X days later. $100k/trade. 1990 - present

X Al Ay | AL Avg Al

Al Total AL WInning | Al Losing Al %% VWinning Losing Windoss Al Al Ay

I DaYS All-hiet Profit Trades Trades Trades Profitakle T Trade Retio ProfitFactor  Trade
10 33547 A7 28 22 g 7857 2541.33| -3 7020 0Es 251 120171
9 36,394 40 28 21 7 7500 27FEEIT | -3,099.3 n.sg 268 1,299.30
g 28 46034 28 19 q B78E  2EB37.33| -251095 1.07 226 101644
7 29 64994 28 18 10 6429 273462| 195732 1.40 251 1,05593
B 3145354 28 18 10 6429 255640/| -1 45617 176 3160 112334
5 3090210 28 17 11 6071 | 241571 -924 .09 281 404 110365
4 18,195.06 28 16 12 aTA4 | 1845823 -943 06 185 250 54982
3 16,106 45 28 18 10 6429 1 EB85.23| 142277 118 213 57523
2 e 28 21 7 7S00 132407 -BE1 AT 1.54 4 51 7iT.7E
1 15,369.97 28 21 g 7500 811.03 -276.85 283 10.25 545.93

25 of 28 instances (89%) closed above the entry price either the next day or the day after.
27 of 28 instances (96%) closed above the entry price at some point in the next 4 days.
All 28 instances closed aboce the entry price at some point in the next 2 weeks.

While the follow-through was a little better in the previous test, this one still shows a
high average return. You’ll also note the stats below the chart. While there wasn’t strong
of follow through, nearly everything bounced within a few short days.

What if we combine all the variables? | decided to break out this last test to show times

the market was coming off a 20-day high versus times it wasn’t. First let’s look at times
it wasn’t.
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SPX at least 3 lower closes. Today has the mildest drop of the decline and the
lowest volume in 5 days. Just prior to the pullback the market DID NOT close at a
20-day high. Buy on close. Sell X days later. $100k/trade. 1990 - present
X ) : ) . _ Al Avg | Al Avg Al : :
Days All- hlet Profit %‘I'"r-a-;?aizl Allfr;ﬁdrnlanslng A!:;rlégzgg Prﬂlft:k{;le Winning Losing Wn.ﬂ.paa Prof?l—'"édnr A_:_L;{‘;\;Q
i Tracle Tracle Ratio
10 579072 14 11 3 7897 243956 -5681.45 0.37 1.34 433205
9 ¥.321.06 14 10 4 7143 283247 4732091 0.55 1.39 22283
g 262025 14 9 a2 6429 2B0990 -357373 073 1.31 401 .45
7 911012 14 9 a2 6429 2413246 -252580 0.86 1.72 53072
B 52,481 .46 14 9 a2 6429 192353 236607 0.51 1.46
] 240777 14 5] g 4286 225303 -1,01380 222 167
4 -1,286.296 14 7 7 s000 0 114154 1 32534 0.56 0.56
3 -3,722.85 14 g G 2714 102264 -1 98402 052 0.59
2 S727 74 14 10 4 7143 104444 417916 059 221
1 5516.50 14 11 3 7857 57058 -353.31 246 9.03 E05 .5

Three — five days out here the edge is minimal or nonexistent.

How about those time where it DID come off a 20-day high?

SPX at least 3 lower closes. Today has the mildest drop of the decline and the
lowest volume in 5 days. Just prior to the pullback the market closed at a 20-day
high. Buy on close. Sell X days later. $100k/rade. 1990 - present

Al Awvg Al Ay All:

Days All: et Frotit 'L}I'"r-aTd?aizl Allfr;ﬁdnenslng A&rlégz:g Prﬂlft:lgle Winning Losing  WinlLoss Prof?l—lléctnr A‘Il'ta'ac\!\;g
Trace Tracle Ratio
10 26 557 .25 14 11 3 7857 264308 -TIEM 358 1342 1915558
q 2907334 14 11 3 v8a7 288772 -897.15 322 1180 207667
g 22540.09 14 10 4 7145 275701 118248 233 5830 163144
7 20,539.52 14 9 3 G428 305379 -1388.85 220 3860 1467135
g 23972.08 14 9 3 G428 3139.27 -546.25 584 1051 1,5535.13
a5 23,494 .33 14 11 & 7857 230445 -6i54.56 366 1341 1,5821.02
4 19,481.62 14 9 3 G428 239765 -419.36 371 1028 1,351.54
3 19,629.41 14 10 4 7143 22133 -280.9 3.8 953 141639
2 16,049.33 14 11 3 vaay 1.49752s -437.18 381 1324 1,145.40
1 5,353.47 14 10 3 71.43 T45.52 -200.328 3.7 1239 45953

13 of 14 instances (92%) closed above the entry price either the next day or the day after.
All 14 instances closed above the entry price at some point in the next 4 days.

While 1I’d prefer more instances, the incredibly consistent returns are compelling. 92%
closing higher within 2 days and 100% at some point in the next 4 is especially notable.

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

TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Index
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Both the green Aggregator line and the black Differential line are at or close to as
stretched as they’ve been above the 0 line in many weeks. 1’ve uncovered no convincing
evidence over the last few days that this selloff is likely to implode. 1’ve seen numerous
indications that we are likely to bounce and in fact overdue at this point. The very bullish
configuration of the Aggregator and the new studies discussed tonight have me looking to
add to my long position in an aggressive manner.

Intermediate-term Outlook (2 weeks — 2 months)— updated 9/28 — slightly bullish

While the short-term outlook is about as bullish as it gets after the 3-day pullback, the
intermediate-term outlook has taken a little bit of a hit. The Appel Daily Breadth Impulse
Signal was turned off as the market sold off hard on Thursday. While the signal was goof
for a small 2 week gain, it did not lead to the kind of upside follow-though that it looks t
capture. In any case, breadth is no longer signaling an intermediate-term rise.

The Nasdag/S&P 500 Relative Strength remains precariously bullish. This is now the 3"
weeks in a row the Nasdaq has been in a leading position. The lead is extremely small,
though and will again depend on more outperformance this week to remain bullish. I’ve
copied the chart from the website below.
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S&P 500/Nasdaq Belative Strength Weekly
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Another notable chart is the Trend vs. Chop from the website. As you can see below the
past 3 months we’ve seen more follow-through on a daily basis in the S&P 500 index
than we have choppy behavior. This has made for a difficult time for mean reverting
strategies. Runs have persisted substantially more than we’ve become accustomed to
over the last few years. The last time the market spent this long without exhibiting
choppy behavior was 2006.
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Trend vs. Chop Daily
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I am not yet convinced that it is time to break out strategies that rely on trendy day-to-day
behavior. The chart does warrant watching, though. And traders should keep in mind we
are no longer seeing consistent chop. You’re swimming upstream a little bit at the
present with short-term mean reversion strategies.

For more information on “trend vs. chop” and a longer-term chart, you can check out the
Trend vs. Chop detail page on the website.

Bottom line is we’ve seen a slight weakening of the bullish case this week. With the
short-term bias strongly bullish it will be important to monitor intermediate-term
indications if we do get the anticipated short-term bounce. A weak bounce could suggest
another leg down and perhaps worse. A strong bounce could lead to another leg higher.
So far the outlook is slightly favoring upside, but that could change easily and wuickly
depending on the next few days.

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
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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 — buy ¥ index position @ $104.45 limit. Based on short-term market outlook.

SPY — buy final ¥% position @ $103.75 limit ON CLOSE. One more down day tomorrow
and we may be “all-in” with the index position and ready for a Turnaround Tuesday.

Active Trades Table

Symbol Entry Date |Entry PricdCurrent Pr|% Gain/Lo{Stop Notes
TGT 9/24/2009 $47.56 $46.75 -1.70% $46.75 |stopped out
SPY(1/4) 9/24/2009] $106.18 | $104.45 -1.63%

SPY(1/4) 9/25/2009 $104.78 | $104.45 -0.31%
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