QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

March 1, 2010 Volume 3 Issue 39

Market Overview

Quantifiable Edges 1-ay Risk/Reward Outlook Quantifiable Edges 3-day Risk/Reward Outlook
Bulish  Bearish

504005 1 4 0 1 B

Bearish Bullish

Tonight’s Research Points
e The 1* day of March has not had a positive bias like other months have.
e The VIX persistently hitting new lows without accompanying SPX highs suggests
short-term bearish implications for the SPX.
e The Aggregator System turned back to short at the close on Friday.
e The NDX Aggressive Trend Timer remains flat.

Short-term Outlook — updated 3/1

The Bottom Line

Neutral going into Friday has turned back to mildly bearish as of Friday’s close. I’'m
wary at this point since the edge is so mild and the intermediate-term outlook is positive.
It’s a borderline short bias but a still a short bias for me at this point.

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

March 1, 2010 VIX 3 lows SPX 0 highs last 10 days 1-4 days Bearish -2.00%
February 24, 2010 1% drop and up issue % < 33.33% 1-9 days Bullish 3.00%
February 23, 2010 SPY Lowest Vol 20 & Close > 10ma 1-5 days Bearish -2.10%
Active - Long Term

February 22, 2010 VIX:VXV Ratio falls below 0.9 int. term Bearish

February 22, 2010 Good 5 days after FTD int. term Bullish

February 16, 2010 Nasdag/S&P RS Indicator Positive int. term Bullish

February 12, 2010 I1BD Follow Through Day int. term Bullish

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

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

Dropped Tonight

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

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

Friday saw some early morning selling followed by a sharp rebound. The bounce died
out just after 10:30am and the range for the day was established. From there the market
underwent generally quiet sideways trading. The indices finished mostly higher with the
S&P up 0.1% and the Nasdaqg 0.2% while the Russell lost 0.3%. Breadth was mildly
positive as the NYSE Up Issues % finished at 59% and the Up volume % was 60%.
NYSE volume rose to the highest level in a couple of weeks.

Typically we see the 1% day of the month provide a bit of a bullish tendency. This
tendency really began to take hold in the late 80’s when 401k plans started to become
more popular and regular stock inflows began to occur at the beginning of the month.
Last July I broke this edge out by month. Below is a copy of that chart (not updated).

First day of month performance. 1987 - present.
$100k/trade. Average profit by month.
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I’ve circled the March stats. You can see that over the last 23 years March has been the
3" worst both in terms of “% profitable” and in terms of “net profits”. There have been
11 winners and 12 losers and the total profits have been right in line with long term drift.
So while April — July should provide a bit of an upside edge at the beginning of the
month, March just isn’t showing it.

When the VIX is persistently hitting new lows while the SPX is failing to hit new highs it

is normally a sign of too much complacency with a market that isn’t that strong. In the
7/2/09 subscriber Letter | looked at this. I’ve updated that study’s results below:
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VIX makes a new 20-day low for at least the 3rd time in the last 10 days. SPX has 0 20-day
highs in the last 10 days. Buy SPX on close. Sell X days later. $100k/trade. 1999 - present.
X Al Net | Al Total &I VWnning Al Losing | &l % | o Avd Al Avg Al Al Al Avy
Days Profit Trades Trades Tt || Eetetn (| e Lesing) || WLess ool Tegle
Trade Trade Ratio

20 2204217 14 4 10 2857 3E5043 -3,667.09 1.00 040/ 157444

19 -22,423 .41 14 4 10 2857 342535 -361246 0.as 038 -1,601 67

18 -23,157.20 14 5 g 3571 244805 -3,933.05 062 035| -1,65409

17 25,3012 14 4 10 2857 2E0903 -3,57462 073 029| 180787

16 | -27 547 .38 14 4 10 2857 198306 -3,547.96 0.56 022| 198767

15 -23,015.83 14 4 10 2857 240386 -3,26313 074 0.29| -1,643.89

14| 1475672 14 4 10 2857 254524 249377 1.02 041 | -1,05405

13 -9,80417 14 5 g 3571 206837 -2,237.33 0.9z 051 | -FO0E0

12 -11,343.95 14 5 g 3571 173584 -2,280.35 076 n42|  -84600

11| 872678 14 6 g 4285 1 BEEOS -2,34066 0.7 053  -F234m

10 1511578 15 a8 7 5333 106598 -3,377EG 032 036 -1,00772

9|17 G574 46 15 7 g 4567 114724 -3,238.15 035 03| 109163

6|21 04058 15 6 g 4000 108431 -3,060.71 035 024 | 140271

71943478 15 6 g 4000 141622 307023 046 03| 127565

6| -21,322.55 15 6 g 4000 186817 -3,614.62 052 034 142150

5| .22 FEG.00 16 6 10 37500 1T7IZE1 -3,308.37 052 03| -1,41800

4| 24 19860 16 5 11 3125 108821 -2,694.51 0.40 048] -1,512.41

3| -13,498.92 16 5 11 31.25 158484 -1,947.56 0,81 037 -84368

2| -6563.80 19 9 10 47 37 99111 | -1,548.38 064 058 -34546

1| 307459 24 12 12 50.00 7ATA5| 99416 074 o074 12811

This study suggests negative implications over both the short and intermediate-term.
While instances aren’t very large | did decide to break it out above and below the 200ma
as | often do to see if there was a significant difference between the two. First let’s look
at times like the present when the SPX is in a long-term uptrend.

VIX makes a new 20-day low for at least the 3rd time in the last 10

days. 5PX has 0 20-day highs in the last 10 days. SPX = 200ma.

Buy SPX on close. Sell X days later. $100k/trade. 1999 - present.

X Al et | Al Total A6 Winning | &1 Losing | Al % A RE) || Al oSE ol Al Al Ay
Days Profit Trades Trades Trades Profitable CAIIIE LE=TE Nn'ﬂ'.DSS ProfitFactar Trade
Trade Trade Riatio

20| 678299 g ! 4 5000 365943 -1,963 68 186 1 86 547 &7
19| 490831 g ! 4 5000 342535 -2,19827 156 156 B13 54
18| 182294 5 5 3 6250 244305 -3,438.10 071 119 24037
17 4124 5 ! ! 5000 260903 -2,59572 1.00 1.00 516
16 = 4 4 S000 1,983.085 -2,694.24 074 074 -35559
15| -1,309.58 5 4 4 5000 240388 -2,731.25 035 088 -16370
14| 3716933 5 4 4 5000 254524 -1,752.38 145 145 39617
13 162.03 g 4 4 5000 199654 -1,95603 102 102 2025
12| 1,701 893 g 4 4 5000 178094 -1,355.46 131 131 212 74
11| 217329 g 5 3 6250 1,59338 -1,93121 083 136 271 B
10| 196328 g 7 2 TFFE| 112903 -2967 .45 036 133 21870
9| -1,48053 g 5 4 5556 143118 -2,161 62 066 083 -16561
8 -493753 g ! 5 4444 119397 -1,947 48 062 048 -54562
7 -B126.51 g ! 5 4444 123141 -261045 047 036 -90296
5| -85 .82 g ! 5 4444 | 169510 -3,036.44 055 044 95131
5| -7153.50 9 4 5 4444 | 157948 -269528 053 047 79539
4| -7654502 9 4 5 44.44 | 1,24499 | -2,52499 0.43 039 -349.45
3| -2,947 51 9 4 5 4444 147068 -1,786.05 0333 0DE7 | -32751
2| 136514 1 B 5 54 55 921 17 | -1,378.43 0E7 080 12410
1 -3,284 20 14 7 7 50.00 £29.93 | -1,10053 057 057 -23530

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




Here we see that there still seems to be a mild edge over the short-term. After that,
though the results were mixed with no edge suggested.

Now let’s take a look at the few times this occurred while the SPX was trading below the
200ma.

VIX makes a new 20-day low for at least the 3rd time in the last 10

days. SPX has 0 20-day highs in the last 10 days. SPX = 200ma.

Buy SPX on close. Sell X days later. $100k/trade. 1999 - present.

X AlNet | AL Tobsl AL inning A Losing | Al % G AvE Al Avg Al Al Al A
DEiYS Profit Trades Trades Trades Profitahle Whinning Lesing) 't-'\ﬂn.ﬂ.pss ProftFactor . Trade
Trade Trade Ratic

20| 2882516 5 ] B 0.00 000 -4804.19 0.00 000 -4,804.19
18| -27 331 72 5 ] B 0.00 000 -4555.29 0.00 0.00| -4,555.29
18| -2508014 G a E 0.00 000 -4180.02 0.a0 0.00| -4180002
17 | -25,351 36 G a 5] 0.00 000 -422523 0.00 000 -422523
16| -24,702 64 5 ] B 0.00 000 -4117.11 0.00 000 -4117.11
15| -21,706.25 5 ] B 0.00 000 -3E17.7 0.00 000 -3E17.7
14 | 17 G261 5 ] B 0.00 000 -2957 69 0.00 0.00| -2,997 69
13 -9.966 20 =] 1 5 1667 2345E8 -2 46238 085 019 -1 E61.03
121324585 G 1 ] 1667 155543 -3 02026 0.51 010 -2237 63
11| -10,902.07 B 1 5 1667 202955 -2,586.33 078 016 -1,817.01
10| 17 054 .06 B 1 5 1667 E24E6 -3541.74 018 004 -2,847 34
9| -16,353.93 G 2 4 3333 43739 -4 31465 040 005 -2 73066
g8 -16,102.939 G 2 4 3333 852493 -4452.24 0139 010 -2E3383
7 -11,005817 G 2 4 3333 1,78583 -3644.56 0.49 024 -1534.70
B 1257073 B 2 4 3333 221431 427484 052 026 -2,111.79
51552050 7 2 5 2857 203889| -3921.46 052 021 -221850
4 | -16,553 .58 7 1 E 1429 46110 -2 83575 016 0.03| -23564.50
3/-10531.3 v 1 B 1429 204157 -2 09551 08y 016 -1507.33
2| 519866 B 3 5 37500 143100 171833 0 66 039 -649.83
1 2196 10 5 5 5000 88917 -B45.24 108 1.05 21 95

There are really too few instances here to get too excited about an edge but you see that
the negative intermediate-term results from the 1% test were all thanks to these few
instances below the 200ma.

I’ve updated the Aggregator chart below.
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TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Index E ) X
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With tonight’s evidence the green Aggregator line has dipped ever so slightly back below
zero. This indicates a very slight downside bias over the next 3 days based on the active
studies. Meanwhile the black Differential line is squarely below 0, illustrating the SPX
has handily outperformed expectations over the last few days. Both lines below 0 is
considered a bearish configuration and has historically provided a downside edge. The
Aggregator System went short at the close on Friday as was indicated on the Systems

page.

Looking ahead the green Aggregator line is set up to remain positive over the next two
days before turning back positive. Of course this doesn’t include any studies that will
arise in the next few days. Right now the Aggregator value is only slightly negative and
the number of outstanding studies is relatively low. With this in mind new evidence will
likely have a strong impact on the Aggregator value and could easily turn it either way
over the next few days. The pivot level for the black Differential line will be 1,101.39 on
Monday. In other words a SPX close at or below this level would flip the Differential
positive. Should the market close above this number the Differential will remain
negative.

As we entered Friday | wasn’t expecting the Aggregator to turn negative. We had a
slight bullish bias to the Aggregator line and beginning of the month coming up. A
closer look in the afternoon brought about the evidence shown above. I’m not crazy
about getting aggressively short in an environment where | have a bullish intermediate-
term bias. What the Aggregator helps me to do though is to separate the evidence from
my personal biases. | personally took a smaller than usual short position at the close and
will not be looking to get aggressively short without more compelling evidence.
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Intermediate-term Outlook (2 weeks — 2 months)— updated 3/1 — bullish

In the last couple of weeks we’ve seen several studies that have suggested intermediate-
term implications. This week | am not seeing any new compelling intermediate-term
evidence. There is a fair amount listed on the active studies list, though and I thought it
might be a good idea to go over some of it.

I’Il first discuss the bearish studies. The 1% one to note was from the February 1% letter. It
examined the persistently weak breadth that was evident at the time as measured by the
Ratio Adjusted McClellan Oscillator. Time has run out on that study as the month is now
over. It was followed by another leg down but the market turned soon after and the
intermediate-term influence was never exerted.

The other bearish study on the intermediate-term list is the VIX:VXV ratio dropping
below 0.9. This study was discussed and updated in detail last week. It hasn’t been a
great timing device but rather has provided hints of downside to come. It also hasn’t
performed as well over the last year and a half as it had before that.

There are two bullish studies active that examined market breadth. The first was from
mid-January. It suggested that since there was no breadth divergence when the January
highs were hit that it was unlikely a significant top was being put in. The 2" breadth
related study was from the Feb 8" Letter and looked at the extremely low number of
stocks trading above their 40ma versus those above their 200ma. This ratio suggested
that the longer-term upmove was likely to re-exert itself over the shorter-term selloff.

There are also two studies listed that relate to IBD follow through days (FTD). February
11" gave us a valid follow FTD using the classic IBD definition which requires a 1% rise
on higher volume. In recent years they have changed that requirement to several times
and it now sits at 1.7% in their latest version. My testing suggested that changing of this
requirement was not an effective idea. Interestingly, there still has not been a FTD based
on the new definition but the Feb 11" classic FTD is still in effect. The other FTD study
shown above was from last week and it suggested that the market rising in the week after
the classic FTD was a good sign.

The last study shown above is the Nasdag/S&P 500 Relative Strength Indicator which is
shown on the charts page and updated each week. Currently the indicator is suggesting
the Nasdag is exerting relative strength over the S&P 500. This has historically been a
good sign for the market and accounted for most of the gains in the S&P since 1971.
Unfortunately we are not getting confirmation of this model from the NDX Aggressive
Trend Timer System. February was a slow month for the system as it was in cash all but
1 day. It was a good 1 day as the NDX gained 1.29% on that day while the system was
long. So while the Nasdag/S&P RS Indicator from above is positive, | would prefer if it
was confirmed by the NDX Aggressive Timer System.

So similar to last week we have a short-term sell signal from the Aggregator, but the

intermediate-term still looks fairly bright. 1 still expect that we will be testing the January
highs. For me to remove that expectation I’'ll need to see some additional bearish

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



http://quantifiableedges.blogspot.com/2008/01/follow-through-days-pt-2-does-every.html
http://quantifiableedges.blogspot.com/2008/01/follow-through-days-pt-2-does-every.html

evidence of intermediate-term consequence or at the very least some elimination of the
current bullish evidence.

Catapult and Capitulative Breadth Statistics

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

QCOM bought 1/3 position @ $37.12

New
QCOM @ buy 1/3 position @ $36.68

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI - 2(QCOM-2)

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.

QCOM - buy1/3 position @ $36.68 limit. Based on the Catapult system. A reminder to
anyone considering trading these signals: they have a tendency to be very volatile and
stops are not used. Also the position will continued to be scaled into up to twice more on
any repeat triggers. With all this in mind position sizing becomes very important from a
risk management standpoint. Traders could also consider using options to control their
risk and downside exposure.

SPY - short ¥ index position @ $110.74 limit. If not for a quick selloff in the last 5
minutes of the day the Spy would have closed above $111. | considered putting the limit
in a little higher here but ultimately decided that if I’m only looking for a ¥4 size position
there is no need to get too picky.

Active Trades Table
Symbol Entry Date|Entry Price |Current Price/% Gain/Loss |Stop Notes
QCOM(1/3Y 2/26/2010 $37.12 $36.68 -1.19% Catapult
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