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Tonight’s Research Points
e Friday’s big drop on weak breadth doesn’t provide a substantial edge dur to the
market position.
e Stronger years have produced less positive January results than mildly positive
years. The results are not significant, though.
e Beginning of month seasonality suggests an upside edge, although it isn’t very
reliable in January.

e The Aggregator System closed out its short trigger and moved to flat on
Thursday’s close.

Short-term Outlook — updated 1/4

The Bottom Line

The holiday trading has led to a bit of a lack of Active studies. It can be tough to find
reliable short-term edges under such conditions. With the Aggregator now flat 1 am
looking forward to increased and more meaningful trading action beginning this week.

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

January 4, 2009 1st Day of Month 1 days Bullish

December 31, 2009 SPX rises. Up Vol % & Up Issue % < 45 1-2 days Bearish -2.45%
Active - Long Term

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

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

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

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

Dropped Tonight

December 30, 2009 SPY close dn with higher h & lo post 3up 1-2 days Bullish 1.20%
December 18, 2009 SPX down 1% & Declines 2x Advancers 1-9 days Bullish 3.40%
December 21, 2009 Low HV with no new highs 1-8 days Bearish -3.50%
December 31, 2009 Strong finish makes for a weak gain 1 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

After waiting almost a week and a half for a pullback, we finally got one on Thursday —
and most of it took place in the last half hour of the day. The SPX and Nasdaq closed
down almost exactly 1%, while the Russell dropped about 1.3%. Breadth was strongly
negative. The NYSE Up Issues % was 33% and the Up Volume % was 22%. Total
volume was again low thanks to the holiday.

One study that appeared in the Quantifinder tonight looked at drops of more than 1%

with decliners doubling advancers.

Subscriber Letter (not updated).

Below is a copy of that study from the 5/12/09

SPX drops 1% and decliners more than double advancers. Buy SPX on close. Sell X
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This study suggests bullish implications over the next couple of weeks. There are a few

problems in considering this study with regards to the current action.

First of all,

Thursday’s SPX action just barely qualified on both the % change and the up issue %.
The SPX dropped almost EXCATLY 1%, and the Up Issue % was JUST under

33.3333%.

Rather than simply saying greater than 1% | decided to examine a range.

changed the requirement to look at 0.75% to 1.25%.
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SPX drops between 0.75% and 1.25% Dediners more than double advancers. Buy SFX an
dose Sell Xdays later. $100kitrade 10/20/87 - present.
X Al Met | Al Totsl &M Winning| A Losing | Al es | ok AvE | Al Avg Al Al Bl By
Days Profit Trades Trades Trades | Profitable | *anning Losing | WInLoss o eector|  Trade
Trade Trade Fistio
10123 630,25 139 94 45 67.63 249061 | -2474.07 1.01 211 559.43
9/130,014.85 145 10 44 B9.65 228002 -2278.81 1.00 230 GB9RES
& 123,839.23 149 104 44 B9.80 216579 -2304.60 .94 222 &34
7 125057 .82 154 95 56 B3.64 240050 196505 1.22 213 &1.83
612239739 158 104 54 6562 220712| 198413 1.11 214 TT4ET
5| 95,803.35 161 95 B3 6057 197349 15333 1.29 200 GO1.26
4| 8576516 167 99 B s9.25 173402 126328 1.37 200 51358
3| 6204716 175 108 E7 B1.71 | 140773 134310 1.05 169 35458
2| 3693095 180 103 77 s7.22 | 1,25473] 119879 1.05 140, 20517
1 B0M9.04 194 116 78 s9.79 77080 106268 0.72 1.07 .03

The edge here appears to be slightly diminished. In May | also found that the original
setup above had a diminished edge when the SPX had closed at a 20-day high the day
before. Wednesday was not a 20-day high but it was in the upper end of the recent range.
| therefore filtered to see how results were affected if the SPX closed above its 10ma the
day before.

SPX drops between (.75%and 1.25% Dediners more than double advancers. Yesterday's close
was above the 10ma. Buy SPX on dose. Sell X days later. $100kftrade. 10/20/87 - present.
X Al Net | Al Total AL Winning| Al Losing | Al % | S AvE | Al Avg All Al Al Ay
DEYS Profit Trades Trades Tradesz Profitakle Winning SEI) 'n-'\ﬂn.ﬂ.pss ProftFactar . Trade
Trade Trade Ratio

10| B7 271 66 88 58 28 ET05 219063 -2137.18 103 208 TE445

9| BE554 95 30 B1 29 EF7S 210136 -212509 089 2.08 F39.50

8| 9626923 92 &1 Kl BG.30 0 196206 -204559 0.96 1.89 E11.62

7| 5435447 92 55 a7 sa7s| 224211 136363 1.20 179 59031

6| 3652372 a5 56 38 5885 1,86235| -1,737.64 1.07 154 39446

5| 2586219 a5 55 40 5789 153377 159968 102 140 27223

4| 1703193 95 51 45 5313 148408 -1302.35 114 1.29 17794

3| -1,842.26 39 23 465 2354 | 123257 -1460.19 0.54 0.97 -15.61

2| 396213 103 49 54 4757 111647 | 108647 103 083  -3547

1| -20847 07 104 56 48 5385 56780 -1,098.84 052 0E0  -201.4

From these results it appears the drop Thursday may not suggest an upside edge. But
these results don’t take the long-term trend into account. How about if we once again
filter using the 200ma?
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SPX drops between 0.75%and 1.25% Dediners more than double advancers.
Yesterday's dose was above the 10ma. Qose = 200ma.
Buy SPXon dose. Sell X days later. $100k/trade. 10/20/87 - present.
X Al Met | Al Totsl &M Winning| A Losing | Al es | ok AvE | Al Avg Al Al Bl By
DEiYS Profit Trades Trades Trades Profitable inning Losing U\ﬂnﬂ.pss ProfiFactor Trade
Trade Trade Ratio
10| 53,041.39 B9 46 23 B6.67 210462 180509 1.11 2.21 TEG.T2
9 5421222 71 50 | 7042 131425 187620 0.97 2.31 TE3.55
& 39,448.20 72 47 25 6528 1,798.34 | -1802.95 1.00 188 54789
7 &0,500.06 72 44 28 E1.11 211416 -1 51867 1.39 219 T01.39
6| 2583592 73 44 ] 6027 1,726.44 | -1 63405 1.02 1.55 a67 B2
2 18919.84 73 42 21 57.53 1516685 -1,444.49 1.05 1.42 25918
4| 844815 74 35 3 5135 132500 -1163.94 1.14 1200 11418
3| -14,495.45 77 35 39 4935 104252 13874 0.75 073 18823
2|11 862,74 a0 36 44 4500 957.85| 106157 0.91 075 14528
1| -19,050.06 1 44 aF 5432 52074 113437 .45 055 23530

The fact that the market is in a long-term uptrend doesn’t appear to help the results at all.
In fact they are actually a little bit worse.

Lastly, what if I run the above study but use a range for the Up Issue % around the 33%
level that appeared?

SPX drops between 0.75%and 1.25% Up lssue %= 28 33%and < 38.33%
Y esterday's close was abave the 10ma. Qose = 200ma.
Buy SPXon dose. Sell Xdays later. $100kitrade. 10/20/87 - present.
X AlMNet | AN Totsl AL Wnning A Losing | Al % o Ave Al Avg Al Al Al Avg
Days Profit Trades Trades Trades Profitakle Whinning Losing 't-'\ﬁn.ﬂ_pss ProftFactor . Trade
Trade Trade Ratio
10 B0,128.20 71 44 27 B107 225022 -1 44002 156 255 846&D
9 5220214 72 45 27 6250 140107 -1,23504 1.54 257 72503
8 3641767 73 42 3 5753 140856 -1,411.03 138 183 49847
7 3974425 73 43 30 5800 188623 15221 1.0 187 54444
6 2173006 7 43 33 8658 153320 -1 46952 1.11 145 285492
5 24,5303 77 44 33 5714 149968 125624 113 159 31658
4 1B05277 &0 44 36 5500 128639 -1126.35 114 140 20058
3 73420 & 41 40 S0E2 124775 -1 26050 099 1.01 908
2 435778 g2 40 42 4878 ORQSE | -1,041.43 093 0.89 -BI0.4E
114,645 62 &3 40 43 4319 E8G49  -97919 0.70 065 -17645

Here again I’m failing to see a significant edge. It appears the rebound edge after a
strong selling day is more prominent when the market has already been selling off. When
the market is coming off a higher level, it becomes more of a coin flip. So obviously this
series of tests is leaving us with nothing significant to include in the Active Studies List,
but does help to provide a better understanding of when strong selloffs are more likely to
lead to an immediate rebound.

Another idea | tested with somewhat interesting results this weekend was to look at

January performance based on how strong the previous year was. Below is a stats table
that breaks down the results in some detail.
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Buy SPX on the last day of the year if the year closes up X2eor more.
Sell 20 frading days later. $100k/trade. 1961 - present.
X% AlENet | Al Total AL Winning &l Losing | &I % mni:g ’i"gs’?‘n"g@' NHT;SS Al Al By
o Profit Trades Trades Trades Profitable i ProfitFactor Trade
Trade Trade Ratio

20 472 52 12 6 B 5000 351553 -3736.78 102 1.02 39,36
15| -8,559.94 16 7 g 4375 357E81 | 376640 045 074 55375
10/ 2573357 23 14 g BOST | 4,250.36  -3.766.40 115 176 111584
5 2554976 rd 16 11 5926 305024 342300 115 1 5 94529
0 4200870 34 22 12 G471 306876 377554 1.05 183 1,23555

There’s nothing significant here, but I did find it interesting that strong years have led to
weaker Januarys than years that were only mildly higher.

One study from the Quantifinder that | did find worthy of inclusion is the 1% day of
month seasonality study. January was interesting because over the last 23 years it had the
worst % profitable of any month but still one of the highest average returns. This
suggests when New Years optimism runs high it can create a sharp up move. Below is a
copy of the table from the July 1, 2009 blog post (stats not updated).

First day of month performaﬂ;:e. 1987 - present.
$100k/trade. Average profit by month.
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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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The green Aggregator line shows net expectations from the Active Studies remains
negative, though just barely. As I’ll discuss below the value of that line couldn’t be more
tenuous at the moment either. The black Differential line spiked higher as the SPX wiped
out several days of gains with the day’s selling. This leaves the Aggregator in a
formation where the studies are suggesting downside but the SPX is already oversold
versus expectations over the last few days. With the lines now on opposite sides of zero,
the configuration is considered neutral. The Aggregator System has closed out the short
trigger and moved to flat as indicated seemed probable near the close on Thursday. The
Aggregator System finished 2009 up 36.27%.

The Active Studies list is currently in a place that I don’t believe it has been in the 2 years
I’ve been tracking it in the subscriber letter. Effectively all active studies are set to expire
tomorrow. This means that Monday’s action and the studies it generates will wholly
determine the position of the Aggregator Monday night. Never has there been a time
where no studies were active. If action Monday is nondescript and nothing significant
appears then we would be in such a position. This would mean the Aggregator System
would be flat. Obviously I’ll be watching action extra vigilantly on Monday with an eye
towards the intraday Quantifinder.

The Differential pivot number is 1,125.67. The SPX would need to close at or above this
number in order to flip the black Differential line to negative. So barring a strong move
up on Monday the Differential will remain positive.

With no substantial short-term edge evident | am currently in wait and see mode.
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Intermediate-term Outlook (2 weeks — 2 months)— updated 1/4 —neutral

Nothing popped up this week in terms of studies with significant intermediate-term
implications. Frankly 1’d be a bit hesitant to use the holiday week as a reliable indication
of the intermediate-term anyway.

On the positive side the Nasdaq is still exerting leadership and the intermediate-term
uptrend for all indices remains in tact.

Bearish indications still remain based on studies related to options, volatility, and bond
yields. In all the trend is up but indications remain mixed. 1’ll wait to see how the action
looks this week now that light holiday trading should be over. Should there be no further
indications of downside then I’ll probably increase the intermediate-term outlook to the
bullish side since the trend remains up.

Subscribers will notice on the systems page that | have now included the Nasdaqg Trender
signals. 1 will be releasing more information on this model in the next week or so. For
the time being | just wanted to get the model running so that all of 2010 is live. It
basically looks at leadership and trend. It will go both long and short.

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 ldeas

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 PricdqCurrent Pr{% Gain/Lo{Stop Notes
SPY (1/4)(s) 12/23/2009] $112.00 $111.44 0.50% covered on close
SPY (1/4)(s) 12/29/2009] $113.01 | $111.44 1.39% covered on close

A brief assessment of my 2009 performance and a look forward to 2010.

The primary short-term decision tool available to subscribers and the one | use the most

is the Aggregator.

posted a 36% gain on top of 2008’s (Feb-Dec) 60% gain.
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http://quantifiableedges.googlepages.com/CatapultandCBI.ppt-voice2.ppt
http://www.quantifiableedges.com/members/systems.php

One way that | have managed risk over the years in some of my trades is to scale in.
Scaling in worked quite well in 2008 as it allowed me to take advantage of extreme
moves and reversals. In 2009 scaling did not work as well. The extreme moves
generally persisted longer and did not reverse as hard. Additional the moves that were
less extreme offered very little opportunity to get a 2" or 3" lot on. This meant scaling
led to making less on the good trades and losing more on the bad ones. This led me to
personally underperform the system in 2009.

In 2010 I will scale to a much lower degree. The standard entry will be at least %2 index
position on any Aggregator signal. 1 will still allow myself some additional capital to
increase the allocation should I decide the edge warrants it. Of course subscribers should
make all their own decisions. 1 will do my best to continue to provide enough
information for subscribers to be ale to incorporate substantial edges into their decision
making.  Subscribers could simply take the Aggregator signals and ignore my
commentary, ignore the Aggregator signals and just play it as | suggest in the Letter, or
independently interpret the studies in their own manner to make decisions about probable
market edges. In any case, consistently applying an edge has helped to produce positive
results over time.

Looking past the Aggregator, the Catapult trades performed well although they were
dormant for much of the year as compared to 2008. In the 2" half of the year we’ve only
seen about a dozen Catapults trigger but they’ve all been winners. The Catapults and
CBI typically offer some nice opportunities a couple of times per year. 1’d be shocked if
we get through 2010 without a significant market pullback at some point. Those are
normally the times when the Catapult trades excel.

While | tend to underemphasize the numbered systems on the systems page, those too
performed well in 2009. 1’ve chosen probably too few of them to use as “trade ideas” in
the Subscriber Letter, but | have had a few emails recently from subscribers who have
been using them successfully.

In 2010 I’ll be introducing additional research and systems, | expect to develop additional
tools for Gold subscribers, and am also excited to track the QE Big Time Swing System
(separately from Gold membership). There seems little doubt that 2010 will be another
interesting one from a trading standpoint. | will do my best to ensure gold subscribers
have plenty of tools to apply quantifiable edges to their trading and hopefully make it a
very profitable year as well.
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