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Bullish

e The consistently positive breadth has been a positive in the past — but mostly the
distant past.

e The persistent upward price action is at a point that is producing mostly neutral

studies.

e Seasonality is suggesting an upward bias this week. This is thanks both to March
options expiration and the Fed Day on Tuesday.

e The Aggregator System remains flat.

e The NDX Aggressive Trend Timer remains flat.

Short-term Outlook — updated 3/15

The Bottom Line

Still neutral but it won’t take much of a move to get the Aggregator flashing a signal in
the opposite direction. Seasonality studies tonight are adding to the long-side evidence.

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

March 15, 2010 March op-ex week bullish 1-4 days Bullish 1.40% 1.00%
March 12, 2010 10 days > 5ma and new 10-day high 1-4 days Bearish -1.40% -1.00%
March 12, 2010 50-day breakout low vol 3day run 1-5 days Bullish 2.00% 1.60%
March 11, 2010 SPX up VIX up > 200ma twice 1-3 days Bearish -1.20% -0.80%
March 9, 2010 After 5 up, down today but > 200ma 1-10 days Bullish 2.10% 1.60%
March 8, 2010 90% Up Vol on at least 3rd day up 1-7 days Bullish 3.10% 2.20%
Active - Long Term

March 10, 2010 Ttl Put/Call 40-low. SPX no 0.5% up. 1-5 weeks Bearish -4.90% -3.30%
February 22, 2010 VIX:VXV Ratio falls below 0.9 int. term Bearish

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

Dropped Tonight

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

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

March 9, 2010 SPY 10-high low vol 20 > 200ma 1-4 days Bearish -1.70% -1.30%

If the avg max move — 1/3 Std Dev is achieved the study will appear in bold italic blue
and no longer be active.
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The Evidence

Friday was a very dull day in the market. A gap up in the morning quickly pulled back to
fill and then the market meandered sideways for the rest of the day. When it was over
most indices were down slightly. The S&P, Nasdaq, and Russell 2000 all dropped less
than 0.1%. Breadth was mixed. The NYSE Up Issues % came in at 53% but the Up
Volume % was 42%. Total volume was up slightly on the NYSE but down a little on the
Nasdag.

So we finally saw a marginal decline in most of the indices. Still, the SPY did manage to
close up $0.01, making for the 11" day in a row. Also marking its 11" positive day in a
row was the NYSE Up Issues %. Recently we’ve seen several studies that have
suggested the type of strength we’ve been seeing often begets more strength. This is why
the Aggregator value has been positive for the last 7 days. Many times it will swing
opposite the market and show a downside edge when you get a small upswing. This
upswing hasn’t been small and fortunately the Aggregator recognized that. Unfortunately
the market has been too overbought to provide an entry with suitable risk/reward for the
swing trading style | employ for index trading.

As the upswing persists it is important to keep checking to see whether a downside edge
may be emerging. One test I ran this weekend looked at other times the NYSE Up Issues
% closed above 50% for 11 days in a row. Below are the results of entering the SPX
after such an occurrence:

NYSE Up Issue % = 50% for 11 days in a row.
Buy SPX on close Sell X days later $100k/trade. 1967 - present.
. . Al &y Al By All:
' L | Al Total (Al Winning | A1 Losing Al % ) ) All: Al Avg
Days All: Net Proft | gy o es Trades Trades | Proftable | nTnd Losing | WINLOSS o gieactor| Trade
Trade Trade Ratio
12 2018345 20 16 4 g0.000 156065 -1,19673 1.30 522 100917
11 21 540,63 20 17 3 85.00 156543 -1,707.54 082 2.21 1,077.03
10 2113002 20 16 3 g0.0oo0  1g20220 -1.32591.14 1.02 243 1,057.:50
9 17, 3635.05 20 14 G FO0.000 154522 -718 66 2158 5.03 BES .15
i 16,909.45 20 15 5 7500 146602 -1ME16 1.44 433 54547
7 12621.50 20 15 3 75.00 999.73 -474 59 211 632 531.05
5] 12476.42 20 14 G J0.000 108008 -440.73 2.45 272 52352
5 11 08576 20 13 7 E5.00 103212 -332 69 340 576 554 44
4 1021514 20 11 9 55.00 0 140254 -578 56 242 286 51091
3 287735 20 10 10 20.00 0 105335 -7T062 1.37 1.37 14387
2 197.99 20 9 11 45.00 31091 -G45 .47 1.26 1.03 9.80
1 -64:5.59 20 g 12 40.00 5247 -422.11 1.3 0.8y -52.28

At first glance these results appear to be very strong. When looking under the hood, |
had a bit of a concern in using and relying upon this test. The issue is that the results are
very lopsided as to when they occurred. Over the last 15 years there have been very few
instances and no real edge. It was from 1967 — 1994 that we saw such consistent strength
lead to further strength. To illustrate this I’ve listed below all 20 instances and assumed a
10-day exit.

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




NYSE Up Issue % = 50% for 11 days in a row.

Buy on close. Sell 10 days later. $100k/trade. 1967 - present.
. . Run-up
Date/Time Signal Price %% Profit DrawDown
01/17/67 Buy $85.24 0.90% $1,489.71
01/31/67 Sell $86.01 $0.00
04/25/67 Buy $93.11 0.53% $1,577.31
05/09/67 Sell $93.60 ($96.57)
10/01/68 Buy $102.86 1.91% $1,905.12
10/18/68 Sell $104.82 $0.00
12/07/70 Buy $89.94 0.00% $388.85
12/21/70 Sell $89.94 ($522.17)
01/19/71 Buy $93.76 2.85% $2,846.22
02/02/71 Sell $96.43 $0.00
11/24/72 Buy $117.27 1.36% $1,354.68
12/08/72 Sell $118.86 ($681.60)
09/07/73 Buy $104.76 2.33% $2,327.76
09/21/73 Sell $107.20 ($1,621.80)
09/27/73 Buy $109.08 1.84% $1,841.16
10/11/73 Sell $111.09 ($796.92)
12/15/76 Buy $105.14 1.65% %1,654.74
12/30/76 Sell $106.88 ($1,416.99)
06/21/77 Buy $100.74 (1.15%) $446.40
07/06/77 Sell $99.58 ($1,150.72)
08/08/78 Buy $104.00 0.29% $2,181.47
08/22/78 Sell $104.30 ($1,105.15)
01/21/85 Buy $175.22 2.93% $2,924.10
02/04/85 Sell $180.35 ($51.30)
02/05/91 Buy $351.26 3.95% $5,475.52
02/20/91 Sell $365.13 ($477.12)
03/04/93 Buy $447.34 1.01% $2,100.66
03/18/93 Sell $451.87 ($396.94)
05/16/95 Buy $528.19 0.99% $986.58
05/31/95 Sell $533.41 ($2,101.68)
09/14/95 Buy $583.61 0.39% $543.78
09/28/95 Sell $585.88 ($1,527.03)
12/06/95 Buy $620.19 (2.30%) $433.09
12/20/95 Sell $605.93 ($2,437.54)
03/08/02 Buy $1,164.31 (1.34%) $818.55
03/22/02 Sell $1,148.70 ($2,110.55)
06/04/03 Buy $986.24 2.42% $2,938.09
06/18/03 Sell $1,010.09 ($1,378.65)
06/02/04 Buy $1,124.99 0.63% $1,512.72
06/17/04 Sell $1,132.03 ($741.84)
03/12/10 Buy $1,149.99 n/a $0.00
open n/a $1,149.99 %0.00

In the 1960’s and 70’s this would have been a very good sign. With net profits flat over
the last 15 years it just isn’t a study I’m comfortable incorporating into my thinking.
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I also ran several price-based studies. As | noted above we’ve had a fair amount of
studies lately suggesting the strength we’ve been seeing has been so strong that it was
likely to persist for a while. Of course at some point the market is going to pull back.
The price-based studies | looked at this weekend weren’t quite suggesting a pullback yet
but they’re turning from bullish to neutral as the melt-up has dragged on. Below is one
example that looks at range %. There are several indicators that use this approach
including Williams %R and the Stochastic fast %K. In Tradestation the function “%R”
does the same thing. What | noted about the current rally is that we’ve remained right
near the upper end of the range for several days now. The study below uses the 10-day
range, but results were similar using different lengths.

SPY closes intop 15% of its 10-day range for 7 days in a row.
Buy on close Sell X days later. $100k/trade. 1993 - present.
X , i ) o i Al Svg | Al Avg Al i i
Al Total (AL Winning | Al Losing Al % Al Al Asvgy
Days All- Het Proi Trades Trades Trades Profitakle Winning Losing Nnﬂ.pss ProfiFactor|  Trade
Trade Trade Ratio

5 58513 27 15 12 102081 132477 077 0.96 -21E7
4 -5,082 32 27 13 13 71162 -1,10257 065 065 -188.23
3 -3,332.00 27 13 13 BOBOZ | -BR2.33 070 070 12341
2 1,702 92 27 14 13 BE3EZ|  -B51.05 074 0&s 307
1 2233 27 14 13 497 69| 53379 0493 1.00 1.08

It generally doesn’t get much more evenly split than that.

One area of study that could provide an edge this week is seasonality. March op-ex week
has historically been a very strong week for the stock market. Op-ex week in general is
normally pretty good, but March and April have done the best over the last 50 years.
Below is a table that actually breaks down op-ex week performance by month. It
assumes buying the close on the Friday prior to op-ex and selling the close of op-ex
Friday. If there was a holiday on that Friday, then the Thursday before the weekend was
bought. | excluded op-ex week of September 2001 due to the extreme (and horrific)
circumstances that occurred.
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Op-ex week performance by month. 1961 - present.
{Excludes September of 2001.)
MONh | ag piet progt | A Total Al Winning | Al Losing | &1 % {ﬂﬁﬁ}:g ﬂﬁ'ga’?“n“gg mnTi:-ss Al Al B
Trades Trades Trades Frofitakle y ProfitFactor|  Trade
Trade Trade Riatio
12| 2242475 49 30 19 B122 131182 89120 147 232 457 £S5
11 3 265 .42 49 7 22 5510 141958 159365 09 108 B6.T0
10, 127E522 49 29 0 5918 215546 -248715 0E7 126 26051
9 2430771 45 Y 17 G458 167580 -1,626.00 103 188 05 41
& 2019770 49 29 20 5918| 1,82228| -1632.42 112 152 41220
7 212866 49 22 26 4490 159394 -1,351.46 125 1106 4344
6 11027584 49 24 24 4598 149549 -1,95498 076 076 -22508
5 A AGAT 49 24 25 4506 165408 153446 1.0 0457 2375
4 7 0EGES 49 a2 17 6531 | 193936 -1463.09 132 249 TER AT
3 3223376 49 a0 19 B122 182082 -1170.46 155 244 57 63
2 -3,659.39 50 29 ) 5600 111670 -1,716.36 0ES 040 7319
1 1,231.88 50 26 24 5200 154402 -1,72969 0as 103 24 B4

So as you can see the best months have been April, March, September, and December.
Now some astute readers may recall that I’ve previously labeled December op-ex week
“The Most Wonderful Time of the Year”. That was thanks to its incredible performance
since 1984. To compare | decided to run the entire table above back to 1984 rather than
1961. Those results are below.

Op-ex week performance by month. 1984 - present.
{Excludes September of 2001.)
MONN - | ay piet progr | A Total Al Winning | AIL Losing | &1 % {ﬂﬁﬁ}:g TE.S?;; mnTi:-ss Al Al B
Trades Trades Trades Profitable ) ProfitFactar | Trade
Trade Trade Fatio
12| 2413910 26 21 5 5077 141940 113356 1.25 526 92543
11 4,373.94 76 16 10 B1.54 143787 -1,863.36 077 123 16823
10 2037202 26 18 g §9.23 259334 | -3288.50 0.79 177 78354
g 4,340.25 25 15 10 BO.OO, 137510 -152552 0.54 127 17351
8 9,724 45 26 16 10 B1.54 148173 13933 1.06 170 37402
7 1,285 69 26 12 13 4615 162303 -1,597 3 1.02 0.94 4357
& -4 56675 76 13 13 50000 126423 151552 0.76 078 17564
5 5,967 54 76 14 12 5385 202922 -1518.46 1.25 145 34557
4| 2528056 26 17 ] §5.35 2,361.00| -1550.70 1.43 270 97233
3 2450536 26 17 a §5.35 226743 156014 1.45 275 94253
2 395913 27 14 13 5185 170532 152985 1.11 120 14775
1 283158 27 13 14 4815 228694 | 192133 119 1.1 104 57

And as you can see over this time period December really is the champion. But again we
see that March and April have been exceptionally good as well.

So let’s zoom in a bit more on March since that’s all we really care about this week.

Below I’ve broken out the performance showing how it would have performed if you
held X number of days before selling.
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http://quantifiableedges.blogspot.com/2009/12/most-wonderful-tiiiiime-of-yearrrrrrr.html

Buy Friday before March op-ex week. Sell X days later. $100k/trade. 1961 - present.

X . . Al Ay | AL Avg Al
Al Tatal Al Winning | &1 Losing Al % e e Winioss

. ] All: Al vy
DEI.YS HE (=l Trades Trades Trades Profitable

ProfitFactar | Trade

Trade Trace Ratio
5 3223376 43 30 19 B1.22 182082 117546 1585 244 E57 83
4 30,699.06 43 32 17 6231 152734 1069416 143 269 E26.51
3 19,026 .21 49 30 19 61.22 116521 -835.42 1.39 219 35529
2 14,4350.47 49 33 16 6735 92444 | 100475 o4z 1.80 294 .50
1 2,754 24 43 il 17 B3.27 BEESS | -1,053.46 0g3 115 562

SPX has closed above Friday before op-ex close at least once
during op-ex week 86% of the time, including 17 of the last 18
years. The lone exception was 2001.

Some of the most substantial results appear to be had up through Thursday. Op-ex Friday
doesn’t appear to lend anything to the performance. So below I created a chart showing
March op-ex week performance through Thursday.

Buy Friday before March op-ex week. Sell 4 days later. $100k/trade. 1961 - present.
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As you can see, while there has been a bit of an upside edge for at least the 50 years
tested, it has accelerated some in the last 25 years as compared to the first 25.

March op-ex isn’t the only seasonal factor with potential bullish implications this week.
Traders also need to keep in mind that Tuesday is a Fed Day and that Fed Days have
historically had a bullish tilt. Below is a copy of the chart from the September 23, 2009
letter and blog post that illustrate this. (I have not updated this chart this evening.)
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SPX performance on scheduled Fed Days.
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This past Friday Tom McClellan reproduced this chart for his “Chart In Focus” and
added his own observations and commentary. Tom’s chart actually went back a bit
further than mine and he breaks it down by fed chairman, which | found interesting. You
can see Tom’s take on it here:

http://lwww.mcoscillator.com/learning_center/weekly chart/fomc_announcement_days t
end_to_close_up/

If Monday turns out to be a slow trading day as it often is ahead of big news, then traders
may want to take some time and review some of my past Fed studies from the blog.

I’ve updated the Aggregator chart below.
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TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index EFE X
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The Aggregator chart configuration is nearly unchanged again tonight. The green
Aggregator line remains positive as net expectations from the Active Studies list are for
upside over the next few days. Meanwhile the black Differential line is in negative
territory, signifying the SPX outperformance versus expectations over the last few days.
Overbought with positive expectations remains the outlook. The way | trade the
Aggregator this is considered a neutral configuration. The Aggregator System is again
flat as was posted on the systems page shortly before the bell on Friday.

Looking ahead the current studies are set to project further upside over the next several
days. For the green Aggregator line to turn negative either some bullish studies will need
to meet their targets or some new bearish studies will need to emerge. On Monday the
pivot level for the black Differential line will be 1,147.21. In other words, a close at or
below this level will flip the Differential line positive. A close above this level would
keep it negative.

What we’ve seen over the last few days is the market has been moving up almost in line
with expectations. It’s done a little better than projected, which is why the black
Differential line is below 0, but not substantially. This has now created a situation where
the Aggregator is going to be a bit extra sensitive over the next few days. Even a mild
move down at this point is going to push the black Differential line into positive territory
and likely signal a long trade. Meanwhile, even a move up of as little as 1% at this point
would likely see the bullish studies all hitting their targets and being removed from the
Active list. With only bearish studies left, this would probably trigger a short entry. So
the next few days should be interesting. The Aggregator has had a flat signal for a while
but that isn’t likely to persist much longer and we should see some action here soon.
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Intermediate-term Outlook (2 weeks — 2 months)— updated 3/15 — somewhat bullish
From an intermediate-term standpoint this past week was marked more by intermediate-
term bullish studies achieving their objectives than by a large number of new
intermediate-term studies emerging. The Fed-day studies were taken off the Active list
earlier this week as the market approached new highs. And now with a new intraday
high being achieved on Friday, I’ve removed a few other intermediate-term studies that
have suggested we should get this far.

There was one bearish intermediate-term study added this week that looked at Tuesday’s
very low CBOE Equity Put/Call reading. If you missed it you can see it here.

My conviction isn’t as strong as it was a few weeks ago when | felt we were destined to
reach these new highs. Still, I’'m not seeing a compelling amount of evidence suggesting
the market is about to roll over and begin a significant down leg at this point in time
either. Until a substantial amount of bearish evidence emerges, I’ll side with the trend for
my intermediate-term outlook.

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 on SPX close of 1,147.21 or lower (unless SPX spikes over
1156 intraday). — A down move without first an upward spike would likely trigger a long
signal for the Aggregator. I’ll look to anticipate this with a small starter position in the
Letter.

SPY buy ¥ index position at close. Look to sell Tuesday at 2pm. — I’ve taken this trade
several times and it has worked out relatively well so far. It looks to take advantage of
the positive bias on Fed Days that exists up to the time of the announcement. Most of the
Fed-day bias exists during this time. Below is an excerpt from the 11/04/09 Subscriber
Letter that discusses this (stats not updated).

Many people assume the reason Fed Days have done so well over the years is that the
Fed comes often comes out and says or does something to placate the market. So it
would stand to reason that much of the gains would occur after assurances from the Fed
have been delivered shortly after 2pm EST. Let’s first look at the 2pm -4pm EST period
to see how the announcement may have affected the market over time.

Fed Day performance from 2pm - 4pm EST.
March 1983 - present
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From this chart it appears the edge has been mild and inconsistent with regards to
trading after the announcement. Below are some stats to go along with the chart.
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Fed Day performance from 2pm - 4pm EST.
March 1983 - present

radeStation Performance Summary Collapse =

All Trades

Total Met Profit $£10,552.628 Profit Factor 1.18
Gross Profit $£69,930.18 Gross Loss {£59,371.50)
Total Mumber of Trades 213 Percent Profitable £1.17%
Winning Trades 109 Losing Trades 104
Even Trades 0

Avg, Trade Net Profit £49.57  Ratio Avg, Win:Avg, Loss 1.1z
Avg, Winning Trade £641.56  Avg. Losing Trade (570,880
Largest Winning Trade £3,451.02 Largest Losing Trade (£3,039.12)

These stats show that only a small portion of the gains have come after the
announcement. So let’s look at pre-announcement trading instead. I’ll first show the
stats this time.

SPX performance from the close the day before the Fed Day to 2pm of the Fed Day.
March, 1983 - present

radeStation Performance Summary Collapse

g= 0=

Total Met Profit F'ru:uFt Factor @
Gross Profit $81 B3 Gross Loss (25,955 4%
Total Number of Trades 212 Percent Profitable 65,8790
Winning Trades 146 Losing Trades 65
Even Trades 1

Awg, Trade Net Profit £261.39 Ratio Avg. Win:Avg, Loss 1.40
Awg, Winning Trade $557.33  Awg. Losing Trade ($399.31)
Largest Winning Trade £3,065.64 Largest Losing Trade (f2,009.28)

Profits during this time period are about 5 times the size of the 2-4pm period. The profit
factor is very healthy and the % wins goes from 51% to 69%. But has the edge been
consistent? Very much so. Here’s the graph.
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SPX performance from the close the day before the Fed Day to 2pm of the Fed Day.
March, 1983 - present

BO000

50000

40000

~ 30000
B
=
né

* 20000

10000

1]

10000 -
84088 110083 3M89 Gi23004 100 309
20241883 3:00:00 P - 11352003 4:00:00 P

This all suggests a decent edge between the close and the 2pm announcement.
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