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Tonight’s Research Points
e Today was a Follow Through Day for the market. Over the short-term that has
provided a bit of an upside edge.
e Strong breadth for the 2" time in 3 days suggests negative implications when the
market fails to make a new 10-day high.
e The Friday before Presidents Day is seasonally bearish.
e The Aggregator System changed to flat at Thursday’s close.

Short-term Outlook — updated 2/12

The Bottom Line

If the market can keep its momentum Thursday’s Follow Through Day could lead to a
move back near or above the January highs. The news was mixed, though with bearish
studies also appearing tonight. I’m happily back on the sdelines and awaiting the market
to tip it’s hand a bit before looking to re-enter.

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

February 12, 2010 Friday before Presidents Day 1 day Bearish

February 12, 2010 2 of 3 75% Up Issues % No 10-day high 1-9 days Bearish -4.40%
February 12, 2010 IBD Follow Through Day 1-6 days Bullish 2.70%
February 9, 2010 Put/Call Ratio 3-day spike 1-4 days Bullish 2.50%
February 5, 2010 2% Drop 10 low bottom 10% range 1-7 days Bullish 4.50%
Active - Long Term

February 8, 2010 Worden %>200ma - %>40ma > 40 3 - 7 weeks Bullish

February 1, 2010 McClellan -60 for 6 days in a row 1-20 days Bearish

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

Dropped Tonight

February 10, 2010 Unfilled large gap from 50-low 1-2 days Bearish

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

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




The Evidence

After starting a little weak the market put in a nice turnaround on Thursday. The major
indices all closed strongly higher and near the top of their daily ranges. The S&P 500
rose 1%, the Nasdaqg 1.4%, and the Russell 2000 was up 1.6%. Breadth was strong as the
NYSE Up Issue % came in at 76% and the Up VVolume % was 79%. Total NYSE volume
rose but still came in below average.

With the markets rising more than 1% on higher volume exactly 4 days after a potential
bottom, today can be labeled a Follow Through Day (FTD). As I mentioned last night |
did an extensive study of FTD’s on the blog back in 2008. A summary page with links
may be found here:

http://quantifiableedges.blogspot.com/2008/07/follow-through-days-quantified.html

Among the links found on that page, traders might be especially interested in the study of
short-term implications from Feb 1, 2008. In that post | point out that while
intermediate-term traders often view the FTD with bullish optimism, swing traders may
see it as a short setup since the market is now “overbought in a downtrend”. We’ve seen
many, many times before that overbought doesn’t necessarily mean a downside edge and
oversold doesn’t’” necessarily mean an upside edge. This is why two lines are
incorporated in the Aggregator and why confirmation is needed with both lines before a
position is taken. So below I’ve updated the stats showing SPX performance in the days
following a FTD.

Buy on the close of a Follow Through Day.
Sell X days later. $100k/trade. 1970 - present.

X Al Net | Al Totsl |8l Winning| Ak Losing | Al | AL AvE | Al Avg Al Al Bl Ay
- Days Profit Trades Trades Trades | Profitable VI L=l Nnn‘PSS ProftFactor|  Trade
Trade Trade Fistio
10 3015212 b 40 3 56.34 | 328224 3262449 1.0 1.30 424 55
9 2574574 b 38 33 5352 337584 -3asz2 1142 1.29 404 57
G 3380071 b 37 34 221 343208 -2737.84 1.25 1.36 477 47
T 3341603 bl 40 Kl 56.34 | 309544 291618 1.06 1.37 470,65
6| 4514437 71 46 25 E4 .79 2665458 | -3095.71 086 1.58 E35.04
5 4124301 1 44 27 E1.97 249927 | 254536 0.9s8 1.60 580.89
4 3711022 EA 40 31 56.34 2510898 | 204287 1.23 1.58 S22 B8
3 35777 .ED EA 40 21 56.34 227914 | -1,786.71 1.28 1.65 S03.91
2 254234 ™ 40 | 56.34 0 1915830 -1,651.93 116 1.50 355.08
1) 2320393 b 38 33 5352 118673 -GE3.39 1.79 2.06 326,82

79% of instances posted a close above the entryprice
at some point in the next week.

Results are solidly, though not overwhelmingly, bullish. In any case the edge appears to
be to the upside and it is certainly an environment that you want to be cautious of trying
to short. Another point made in that Feb 1, 2008 post was that the direction the market
takes in the week after the FTD is often indicative of the chances of success. I’ll be sure
to keep this in mind as the next week’s action unfolds.
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http://quantifiableedges.blogspot.com/2008/07/follow-through-days-quantified.html
http://quantifiableedges.blogspot.com/2008/02/short-term-implications-of-follow.html

The one study that appeared in the Quantifinder tonight was from the 9/8/2009 Letter and
looked at strong breadth days that occurred within close proximity of each other. 1’ve
updated the results below:

MNYSE Up Issues % = 75% in 2 of last 3 days.
Buy SPX on close. Sell X days later. $100k frade. 1970 - present.
X AliMet | Al Totsl Al Winning| Al Losing | Alb% | Sk AvE Al Avg Al Al Al By
Days Profit Trades Trades Trades Profitable Winning S Nnﬂ.pss PraftFactor . Trade
Trade Trade Riatio

20| 9928585 44 31 13 7045 448408 -3,055.42 1.47 350 2,256.50
15| 7368573 48 3z 16 BEE7 | 386315 -3,120.94 1.24 248| 153512
10| 5086556 50 s 18]  es0o| 323337 -3,086.80 1.05 224| 12173
a| 58,097 70 50 a3 17 BEO0 333064 -299492 111 216 117985
&| 5231142 50 34 16 BEO0| 279877 -2677.93 105 222| 104623
7| 4777487 51 33 18 6471 290548 -2672.56 1.09 199 g3E7E
6| 4267250 52 34 18 6538 242091 -220213 140 208| &2083
5| 3852782 53 35 18 BE04 | 209420 204274 1.03 189  EE920
4| 38,572.38 55 35 20 B364| 185091 127622 1.46 255 71950
3| 30,002 66 57 36 21 G316 185549 -1,752.14 1.08 182 52638
2| 1368430 B3 38 25 6032 1,20453 142031 0.5 139 21721
1| 21,286 11 B 41 26 s042  Wa7s| -E2221 1.47 232 a0G49

On the surface results appear to be strong. In that 9/8/09 Letter I used a slightly different
setup and filtered by times the market achieved an intraday high versus times it didn’t. |
applied that same filter to the above test this evening. First let’s look at times the breadth
was accompanied by a new short-term high:

NYSE Up Issues % = 75% in 2 of last 3 days and makes a 10-day intraday high.
Buy SPX on close. Sell X days later. $100k frade. 1970 - present.
X AlMet | AL Totsl AlWinming Al Losing | AL | o AvE Al Avg All Al Al Ay
Days Profit Trades Trades Trades Profitakle bAneg Losing Win.l'l.pss ProfitFactar |  Trade
Trade Trade Ratio
20 107 434 86 36 27 ) fa00| S51B610 -355554 1.45 436 2498569
15| 9294990 k) 27 10 T287 ) 424602 216927 1.96 .28 251216
10 71 424 .42 =] 30 9 TEA2 | S3M 47 520218 1.04 348 1583140
9 7 ,15064 2| 25 11 173 548140 -239552 1.45 3500 1524355
& 59,700.36 33 29 10 T436| 23ME50 -2487 5 147 340 153075
¥ 9455945 349 28 11 179 289116 -2399.37 1.20 307 139596
G| 4751527 40 30 10 Too0| 240870 -246455 095 2893 119035
5 4 ,581.89 41 29 12 TOF3 213661 17X BS 1.25 303 1021
4 35,006.29 45 26 17 BOA4T 201985 114753 1.76 264 TET.59
3 2750106 44 25 16 E364 172983 12589492 1.34 235 E351.54
2 15797 54 50 3 14 200 121903 115760 1.05 1.72 31585
1) 11,269.24 24 32 20 2926 Vi369 -674 .45 115 1.54 20569
93% of instances close above their entry price at some
point in the next week.
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Here we see results appear even stronger. Now let’s examine times like the present
where the strong breadth days did not come with a new short-term intraday high

NYSE Up Issues % = 75% in 2 of last 3 days. High = highest high of last 10 days.
Buy SPX on close. Sell X days later. $100k tfrade. 1970 - present.
X Al Met | Ak Totsl |AKvinning| Al Losing | arse | SEAvE | Al Avg A Al Al A
Days Profit Traces Traces Trades | Profitable 1.-";!_1nn|ng Losing  WINLOSS o diractor| Trade
racle Trade Ratio

20 -18,545.54 12 5 7 H BT 194728 404023 043 034 154546
1522731354 13 5 ] 3346 253177 499659 0.5 032 -2,101.08
10| -23,741 26 13 4 ] 3077 242257 -371451 065 029 -1,32625
9|-26,236 28 13 5 8 3846 249633 -433353 051 032 201818
8|-21,283 96 13 5 8 3846 211594 | -3952.96 053 033 -1637.23
7|-16,235 82 14 5 ] 3571 293566 -346269 086 043 -1,159.71
& |-13,568.11 14 4 10 2857 251247 -27361.80 1 0 043 -969.22
5[-11,77342 14 B 8 4286 1,79257| -2,816.86 064 043 -84138
4| 208032 14 g 5 6429 139743 -210342 0 66 1200 14717
3| 358533 14 8 ] STA4 229475 246044 093 124 25681
2| -1,50284 14 8 g 5714 148382 -225225 085 057 12578
1| 10,01857 15 g g 8000 14172 44310 315 473 BE7.7A

The first few days are basically a tossup but after you get out 1-2 weeks the stats appear
quite bearish.

Lastly tonight I should note that the Friday before President’s has appeared to be

seasonally weak in the past. Below is a list of all Fridays prior to Presidents Day since
1992:
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Performance from Thursday's close to Friday's close just before President's
Day. $100kitrade. 1992 - present.
. . Run-up
Date/Time Signal Price % Profit DrawDown
02/13/92 Buy $413.68 (0.29%) $38.56
02/14/92 Sell $412.47 ($500.09)
02/11/93 Buy $447.65 (0.69%) $8.92
02/12/93 Sell $444,58 (5684.61)
02/17/94 Buy $470.34 (0.56%) $159.00
02/18/94 Sell $467.69 ($905.24)
02/16/95 Buy $485.22 (0.67%) $0.00
02/17/95 Sell $481.97 ($669.50)
02/15/96 Buy $651.34 (0.52%) $12.24
02/16/96 Sell $647.98 ($665.55)
02/13/97 Buy $811.83 (0.42%) $45.51
02/14/97 Sell $808.45 (5452.64)
02/12/98 Buy $1,024.14 (0.40%) $0.00
02/13/98 Sell $1,020.08 ($623.71)
02/11/99 Buy $1,254.03 (1.91%) $0.79
02/12/99 Sell $1,230.13 ($2,251.50)
02/17/00 Buy $1,388.25 (3.04%) $0.00
02/18/00 Sell $1,346.00 (£3,090.96)
02/15/01 Buy $1,326.51 (1.90%) $0.00
02/16/01 Sell $1,301.47 ($2,507.25)
02/14/02 Buy $1,116.48 (1.10%) $54.29
02/15/02 Sell $1,104.18 ($1,179.25)
02/13/03 Buy $817.37 2.14% $2,137.44
02/14/03 Sell $834.80 ($285.48)
02/12/04 Buy $1,152.11 (0.55%)) $410.22
02/13/04 Sell $1,145.81 (5763.68)
02/17/05 Buy $1,200.75 0.07% $180.11
02/18/05 Sell $1,201.58 ($282.20)
02/16/06 Buy $1,289.38 (0.17%) $6.03
02/17/06 Sell $1,287.24 (3408.87)
02/15/07 Buy $1,456.81 (0.09%) $0.00
02/16/07 Sell $1,455.54 ($356.32)
02/14/08 Buy $1,348.86 0.08% $84.36
02/15/08 Sell $1,349.98 (5794.02)
02/12/09 Buy $835.10 (1.00%) $504.56
02/13/09 Sell $826.84 (51,187.62)
The average trade lost 0.6%.

With all this in mind I have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Tonight’s studies have left the green Aggregator line above zero for now as the net
expectation from the Active Studies calls for more upside over the next few days.
Thursday’s strong move higher caused a fairly steep drop in the black Differential line,
which is now below 0. In other words, while the studies suggest we may get more
upside, the SPX is already overbought versus expectations over the last few days. When
this happens and the lines are on opposite sides of 0, it is considered a neutral
configuration. This caused the Aggregator System to turn flat tonight.

Looking ahead to tomorrow the green Aggregator line is currently set up to remain
positive. A very mild positive reading is anticipated at this point, so any new bearish
studies may be able to shift the expectations negative. The pivot level for the Differential
is 1,074.96. In other words, a close below this number in the SPX would cause the black
Differential line to rise back above 0.

Intermediate-term Outlook (2 weeks — 2 months)— updated 2/8 —slightly bullish

Two useful breadth statistics that are tracked by Worden Bros. are the % of Stocks
Trading Above the 200ma (T2107) and the % of Stocks Trading Above the 40ma
(T2108). At the current time the difference between these two readings is very large.
72% of stocks remain above their 200ma, but only 24% stocks are above their 40ma. The
only other time since 1986 when Worden Bros. began tracking these statistics that the
difference has been this large was late October / early November of 2009. To get such a
large difference between the readings you would need to have a strong pullback occur in
a strong uptrend. | was curious to see whether such a strong pullback was likely to derail
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the long-term uptrend and lead to further selling. To get a better sense | lowered the
required difference between the 2 to 40. Below are those results.

Woarden Bros T2107 (% stocks = 200ma) minus T2108 (% stocks = 40ma) crosses
over 40. Buy SPX on close. Sell X days later. $100k/trade. 1986 - present.

X Al Met | Al Total &I Winning | Al Losing | A % iﬂi—.ﬁiﬁg Tg;?‘:g NnTi:uss Al

DBFS Profit Trades Trades Trades Profitahle 4 4 ) ProfitFactor
Trade Trade Ratio

a5 | 21 47558 4 4 0 10000 536590 000 10000 10000
30 2321960 4 4 0 10000 530490 000 10000 10000
25| 2174108 4 4 0 10000 543527 000 10000 10000
20 2057242 5 5 0 10000 411442 000 10000 10000
15| 13107 91 5 5 0 10000 332153 000 10000 10000

The 5 dates shown for the 20-days out test are:
10/27/97, 3/11/04, 3/2/07, 10/27/09, and 11/27/09.

In general returns were positive from day 1. From a long-term perspective, such sharp
pullbacks have been followed by additional buying. Any uptrend strong enough that such
a large number of stocks were trading above their 200ma that the difference could be as
large as 40 simply didn’t fall apart when a strong selloff occurred. The 2004 instance
saw a retest of the highs before the market underwent a lengthy but shallow selloff. The
other instances all rallied through their old highs and kept rising. Instances are definitely
low but results couldn’t be any more bullish.

While we are now way above a difference of 35, | also ran that to get a few more
instances.

Warden Bros T2107 (% stocks = 200ma) minus T2108 (% stocks = 40ma) crosses
over 35. Buy SPX on close. Sell X days later. $100k/trade. 1986 - present.
D;{YS AlENet | Al Total Al Winning | &I Losing | &Il % m;i:g ’i'gs’?‘n"gg Nn’ﬂss Al Al A
Profit Trades Trades Trades Profitakle . ProftFactar | Trade
Trade Tradle Ratio
35| 23,088.19 10 a 1 9000 540287 25557 66 021 190 230682
30| 2228373 10 a 1 Q000 518740 2440014 0z 191 222838
25| 3348055 10 3 2 @000 4272410 -348413 1227 4909 334306
20| 24,726 .47 10 9 1 9000 287602 -1157.70 248 2236 247265
15| 35,452 69 12 1 1 9167 332018 -1,069.30 31 3416 295439

This seems to confirm the previous findings and suggests the current breadth differential
is indicative of not a market about to fall apart, but rather a market that is likely to resume
its uptrend.
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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.

Active Trades Table

Symbol Entry Date|Entry Price |Current Price/% Gain/Loss |Stop Notes

SPY (1/4) 2/5/2010 $106.56 $108.13 1.47% sold on close

SPY (1/4) 2/5/2010 $106.44 $108.13 1.59% sold on close

VXX(s) 2/8/2010 $33.31 $31.40 5.73% cover 1/2 on close< $31.40

It took some time but the SPY trade finally closed out nicely positive.

I’ll look to take partial profits on the VXX position if it can close lower tomorrow. | may
let the 2" half run a bit depending on how action unfolds over the next few days.
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