QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

January 19, 2010 Volume 3 Issue 11

Market Overview
Quantifiable Edges 1-ay Risk/Reward Outlook

Quantifiable Edges 3-day Risk/Reward Outlook
Bulish  Bearish

543 2 0 o4

Bearish Bullish

Tonight’s Research Points

e Moves from a 7-day high to a 7-day low in one day are commonly followed by
more downside.

e Sharp, high-volume drops from 10-day closing highs also appear indicative of
more downside.

e Moves down on op-ex day while the market is in an uptrend have led to further
selling in the past. This tendency has not asserted itself recently, though.

e The Aggregator System is now short.

Short-term Outlook — updated 1/19

The Bottom Line

Despite the selloff Friday, the market has still outperformed expectations over the last
few days. Additionally, Friday’s behavior is symptomatic of further selling in the next
few days. The Aggregator system is short and | am carrying a mild bearish bias.

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  |Avg MM - 1/3 Std Dev
Active

January 19, 2010 10 high drop on highest vol and % 1-3 days Bearish -1.40% -1.00%
January 19, 2010 7 day high to 7 day low ahove 200ma 1-2 days Bearish -1.10% -0.70%
Active - Long Term

January 13, 2010 No bearish divergence at high int. term Bullish

December 23, 2009 SPX and TNX hit 50-day high 1-10weeks  [Bearish

December 23, 2009 Low p/c without strong SPX rise 1-5weeks  [Bearish

December 7, 2009 Nasdaq Leading S&P int. term Bullish

December 2, 2009 VIX:VXV crosses below 0.9 2-5months  [Bearish

Dropped Tonight

January 15, 2010 2 Days Up In Uptrend 1 day Bullish

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

active.
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The Evidence

The market gapped down Friday morning and never looked back. The damage was
basically done by a little after noon, but no serious rally was mounted at the end of the
day. The SPX finished down 1.1%, the Nasdaq dropped 1.2% and the Russell 2000 lost
1.3%. Total volume spiked to the highest level in a while.

One study that popped up in the Quantifinder tonight is from the 6/16/09 blog post. It
looked at quick moves from a high to a low. 1’ve updated that study below:

SPX closes at 7-day high yesterday and 7-day low today.
Buy on close. Sell X days later. $100k/trade. 1960 - present.

X Al Met | AN Total &N Winning Al Losing | Alloe | o Ava | Al Avg Al Al Al Avy
Days Profit Trades Trades Trades Profitable {hinning LS 't-"aﬂn.ﬂ_gas ProftFactor . Trade
Trade Trade Ratic
10 -32,421 69 45 24 ral 5333 225182 411751 055 0.63 -720.45
9 -35426.36 45 23 22 2111 194715 -3 645297 0.53 0.56 -TE7.25
5| -16,903 .51 45 il 24 4667 200562 -2461.87 0.a2 07 -3T5 64
71620772 45 19 26 4222 210281 -2160.11 0ar 07 -360.17
B | -16,30578 45 2 24 4667 1 E22E8 -2099.25 Ui 063 -362.35
5| -23,86525 45 19 26 4222 149492 -2010.34 074 0.54 -530.34
4 | -24 49046 45 16 30 3478 151421 -1B23.83 083 0.50 -932.40
3 -23,191 B0 46 17 29 36.96 Tdd4 15 1235893 060 0.35 -50417
2|17 06256 46 15 kil 3261 E10.42 -345.77 072 0.3 -370.493
1| -10,524 258 45 21 25 45 65 585 .35 -927.21 063 0.53 -235.31

85% of instances closed below the entry price at some
point in the next 4 days.

Here we see a bearish edge is suggested based on this pattern. Tonight | also decided to
break out the results above and below the 200ma to see if there were any substantial
differences. First, let’s look at instances BELOW the 200ma.

SPX closes at 7-day high yesterday and 7-day low today. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1960 - present.
) ) ) . ' . ) Al vy Al Avg All: ' '
Al Met Al Total Al Winning | Al Losing Al % ) . Al Al Avy
Days Profit Trades Trades Trades Profitahle Winning Losing Win.l'L,:nss ProftFactor | Trade
Trade Trade Rstio
5|-18,414.17 14 5 g 3571 189070 -3,096 41 0.1 034 | -1,31530
4 -20025.50 14 3 11 21453 236530 -24B555 0.896 026 143039
3 -16,001 .45 14 3 11 2143 185097 -195943 0.54 026 -1,142896
2| -921360 14 2 12 1429 108370 -94842 114 o1a)  -E58.14
1| -5.254.04 14 7 7 5000  7ESET| -1,51945 0.51 05| 37529

Over the 1% few days the downside edge appears stronger when the market is in a long-
term downtrend. This isn’t a surprise as we see it often. But is there still an edge when
the market is in an uptrend?
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SPX closes at 7-day high yesterday and 7-day low today. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1960 - present.

X Al Met | Ak Totsl Al vinning| Al Losing | aise | SEAvE | Al Avg A Al Al A
Days Profit Trades Trades Trades Profitakle Winning Losing U\ﬂnﬂ.pss ProftFactar | Trade
Trade Tradle Ratio
10 -158,191 19 33 22 17 5641 223408 -396123 056 073 -456 .44
92328623 39 22 17 56.41 197546 -392625 050 085 -597.08
g -2679.70 39 20 14 21268 208345 -233625 .59 0.94 -65.71
7| -7.544.90 39 17 22 4359 210406 -1968.81 1.07 0.83 -193.46
6| -4,155.83 39 20 19 5128 167535 1893225 0.as 0.39 -106.56
5| -TR27.25 39 15 21 4615 149291 -1E57.12 040 077 -203.26
4| 567753 40 17 23 4250 140748 128716 1.09 081 -141.94
3 -BB22895 40 18 22 4500 va0.34 | -1,030.42 0ye 052 -215.57
211435979 40 16 24 40,00 592 .40 -872.43 065 0.45 -266.49
1| -7, 72842 40 18 22 45.00 45619 724 .54 0E3 0.52 -193.21

83% of instances closed below the entry price at some
point in the next 4 days.

While the edge isn’t as pronounced, odds still favor continued selling over the next
couple of days.

Another study that appeared in the Quantifinder also looked at drops from highs above
the 200ma. This was from the 10-19-09 Letter. It required a relatively large drop on
high volume.

Yesterday SPX closed at a 10-day high. Today it suffers the largest
drop in 10 days on the highest volume in 10 days. Close = 200ma.
Buy on close Sell X days later $100k/trade. 1960 - present.

) ) ) : ' . ) Al Ay Al Avy All: ' '
Days -ﬂ;LDP::T 'ﬂ}"r-aTd::I A"-T:naﬂdnensmg A&rggzzg Prﬁilft:tgle Winning Losing U\ﬂnﬂ.pss Profﬂgl-lléctor ATILa'E\;g
Trade Trade Rstio
5 3 15 16 4533 1,83277 -1 G705 093 0.91 5243
4| -5530.94 3 14 17 4516 152946 -1 E7E03 087 080 18326
3| -9,548.49 3 13 18 #9413 71| 1347 88 034 061 -305.05
2| 5162153 3 14 17 4516 B7947 | -1,027.93 036 070 -166.52
1| 110772 3 15 18 4833 SB420| 53817 0.94 0.83 -35.73

68% of instances closed lower than the
trigger price on one of the next two days.

Results here are in line with the 7-day high to 7-day low study. Out of curiosity | also ran
this one below the 200ma.
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Yesterday SPX closed at a 10-day high. Today it suffers the largest
drop in 10 days an the highest valume in 10 days. Close < 200ma.
Buy on close. Sell X days later. $100k/trade. 1960 - present.

X b b ) . . . ] Al Ay Al By All:
Al Met Al Total Al Winning | Al Losing Al % Winning Lesh VinLoss

All: Al Avg
DEYS Profit Trades Tradesz Trades Prafitakle

ProftFactar | Trade

Trade Trade Ratio
5 -839215 E 1 5 16 ET 110.35 | -1,300.50 .08 oo | -1 56536
4 -10,252.03 i 0 G 0.oo o.oa| -1,703.65 0.oo o.oo| -1, 7086
3 -B,705.09 -] 1 5 16 E7 10560 -1,361.74 .08 ooz 117 As
2 -2392.359 -] 1 5 16 E7 203.50 -5189.18 0.8 0.05 -395.73
1 1,639.73 - 4 2 G5 ET T46.97 -674.07 1.11 222 27329

Also this weekend | examined reactions to selloffs occurring on op-ex Friday’s during
long-term uptrends (above the 200ma). What | found is that since 1988 there has been a
tendency for the SPX to selloff further the next day. The greater the selloff on op-ex
Friday, the less pronounced the edge. For instance, selloffs of 1% or greater saw a
reduced downside tendency when compared to selloffs of 0%-1%. And even without
taking the size of the selloff into account, recent reactions have been more bullish.
Below is a study that demonstrates this.

SPX closes down on op-ex Friday. Close = 200ma.
Buy on close. Sell next day's close. $100k/trade. 1988 - present.

-2000

-4000 -

6000

-G000

-10000

-12000

Equity($)

-14000

-16000

-16000

-20000

-22000

-24000

Trade Mumber

With recent results diverging from the norm, I’m inclined to ignore this study for the time
being.

As | write this on Monday the S&P futures are up about 0.4% from Friday’s close. With
today being a holiday it is the overseas markets that are providing this move. | looked
back to 1998 and examined gaps up following all other US — only holidays. | broke the
results up by the size of the gap and looked to see how the market performed from open
to close the next day. In doing so | was unable to uncover a substantial edge.
Expectations were fairly flat across the board.

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




I have updated the Aggregator chart below.

TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Index EE) EEX
FSPE K - Daily CBHOE L=1136.03 -12.43 -1.08% B=113560 A=113643 O=1147 72 Hi=1147.77 Lo=1131.33 C=1138.03 V=0
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The green Aggregator line dropped back below 0 today with the addition of tonight’s
bearish studies. This illustrates the net expectations of the active studies over the next
few days is for downside. The black Differential line shows that despite Friday’s selloff,
the market is still outperforming (negative) expectations over the last few days. With
both lines below 0 there has been a bearish edge historically. The Aggregator System
went short on Friday’s close.

It’s quite unusual for the system to go short following such a substantial selloff —
especially in a long-term uptrend. More often a move down like Friday’s would leave the
Aggregator System either flat or long — or it might remain on a previous short signal.
This is the 1% instance | can think of in the last couple of years where a short has been
initiated after the market posted a big down day. Looking ahead, the green Aggregator
line is set up to remain negative unless new bullish studies emerge on Tuesday. The
black Differential line has a bit of an odd skew, though. The pivot number is 1140. In
other words a close at or above 1140 would keep the Differential line negative, whereas a
close below 1140 would flip the Differential line positive. So unless the market rises 4
points or more, the Differential will move above 0.

I’ll only look to add short exposure on Tuesday if the market moves above the 1140 pivot
level.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

Intermediate-term Outlook (2 weeks — 2 months)— updated 1/19 —somewhat bullish
When the SPX hit a new high on Monday the 11", it was also accompanied by a new
high in the advance/decline line and a new high in the % of new 52-highs on the NYSE.
I discussed last week that every major top since 1970 has seen a divergence lasting a
minimum of 2 months in at least one of these breadth measures before the ultimate top
was hit in the SPX. | provided a link to that study last week and have included it again
below. It can be found in the intermediate-term section of the letter.

2009-10-12 QE Weekly Research Letter.pdf

The one major difference between all the tops | examine in the study and the current
situation is that the others all took place at all-time highs. While the SPX has run up
close to 70% from the March bottom, it is still nowhere near an all-time high. A top here
could exhibit different characteristics than those previous tops. Still, the evidence would
seem to suggest to me that the market is not yet ripe to undergo any type of major
correction and we will probably be hitting new highs again before any major correction
occurs.

While these broad breadth measures are arguing for a continuation of the rally, there has
been what could be perceived as a lack of buying conviction lately. Enthusiasm seems to
be waning. The last time there was a 90% up volume day was early November. And it’s
not just breadth, but total volume has also been failing to spike on up days. It was this
strong buying conviction that kept the Aggregator positive for most of the fall, and it’s
the lack of this type of action that has allowed for negative Aggregator readings over the
last few weeks. Positive Aggregator readings will also typically arise when the market
gets overdone to the downside. And in uptrends like we are in now, even mild pullbacks
often suggest a bullish edge. But there haven’t been any. Since Thanksgiving there has
only been once instance where the S&P pulled back two days in a row. That was
December 7" and 8". Other than that, every down day has been followed by an up day.
Generally, it would seem that that lack of enthusiastic breadth and volume on up days
leaves the market more susceptible to a minor pullback. | wouldn’t expect we’ll see a
whole lot more than that, though — even with the bearish intermediate-term studies that
may be found on the studies list near the top of this letter.

Also contributing to the bullish outlook is the fact that the Nasdaq continues to lead the
S&P in terms of relative strength.

I won’t be betting against this uptrend on an intermediate-term basis until | see real
evidence of weakness.
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http://www.quantifiableedges.com/linklokipn.php?llauth=MjAwOS0xMC0xMiBRRSBXZWVrbHkgUmVzZWFyY2ggTGV0dGVyLnBkZiwwLDEyNjMwOTE5MjIsMC4wLjAuMCwwLDIyZjZiMGQ0YzBiZTY4NzA3ZTVlNzEyZWRlNzMyMjFi/2009-10-12%20QE%20Weekly%20Research%20Letter.pdf

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. The triggers page is a bit light. Should we see a further selloff we may
begin to see a few more pop up. In that case I’ll likely look to use some triggers as
example trade ideas.
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