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Tonight’s Research Points
e Gap-n-Go formations at 50-day highs often pull back.
e Strong breadth and volume while hitting a new high has historically led to further
upside follow through.
e The Aggregator System is flat.
e The NDX Aggressive Trend Timer is flat.

Short-term Outlook
The Bottom Line
The studies continue to suggest the market is likely to go higher. Unfortunately the

recent rise has kept it overbought. 1’m waiting for a better entry opportunity.

Summary of Recent Active Studies (seehttp://QuantifiableEdges.blogspot.com_ or
Letters from listed dates for details)

Study Date Description Time span |Bias Avg Max Move
Active

November 5, 2010 Gap-n-Go to a 50-day high 1-3 days Bearish -1.00%
November 5, 2010 Strong breadth and vol at a 10-day high |1-5 days Bullish 1.30%
November 5, 2010 Very string breadth & 50-day high 1-5 days Bullish 2.00%
November 4, 2010 Outside day 50-high, strong volume. 1-3 days Bearish -0.90%
November 4, 2010 SPX 100-day high on Fed Day 1-8 days Bullish 2.10%
Active - Long Term

October 25, 2010 SPX Golden Cross int term Bullish

October 20, 2010 20-high to 5 -low after persistent rise  |1-12 days Bullish

October 18, 2010 SPX up. Issue% and Vol% very low 1-25 days Bearish

September 20, 2010 Nas/SPX RS favors Nasdaq int term Bullish

Dropped Tonight

October 28, 2010 1st Day Down After 5 up. Close > 2d1-9 days Bullish 2.10%

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 a large gap up to start the day the market never looked back. It charged hard into
the close and made new 52-week highs in most indices. The SPX rose 1.9%, the Nasdaq
was up 1.5%, and the Russell 2000 gained 2.6%. Breadth was strongly lopsided as the
NYSE Up Issues % came in at 83% and the Up Volume % registered 90%. Total volume
came in strong.

Quantifinder studies that triggered were mixed. | saw negative studies related to pure
price action, but breadth and volume studies suggested bullish implications.

Just recently in the 9/27/10 Subscriber Letter I looked at patterns of large unfilled gaps
that made new highs and closed above their opens. 1’ve updated those studies below.

This first one simply requires a 10-day high during an uptrend.

SPY gaps about 1% above yesterday's close and never fills. It makes a 10-day intraday high
and close = open. Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1994 - present.
_ v - _ . . Al Avg All: Avg All: _ .
X |avepon | 4170 ot vorog ALLosts| A% g | Losns | watoss it A
DEWS Trade Trade Ratio
5 5,945 66 21 11 10 5238 1671.23| -1243.69 1.34 1.48 28317
4 422111 22 11 11 50.00 1,579.38| -1,195.64 1.32 1.32 191.87
3 -4 956,45 22 11 11 50.00 948.93| -1,399.52 0.68 0.58 -225.29
2 -5 66217 22 10 12 45.45 417.62 -503.20 0.46 0.39 -302.83
1 -3,085.24 22 10 12 45.45 586.39 -745.10 0.79 0.585 -140.42

Implications aren’t terribly strong but risk does outsize reward by a sizable amount over
the 1% couple of days. Of course Thursday wasn’t just a 10-day high. 1 also updated the
study that required a 50-day high.
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SPY gaps about 1% above yesterday's close and never fills. It makes a 50-day infraday high
and close = open. Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1994 - present.

All Avg All: Avg All:

X _ All: Total  |Al: Winning | All: Losing All: % S . . All: Al Avg
Days Al Net Profi Trades Trades Trades Profitable Winning Losing WWLPS‘% ProfitFactor| Trade
i3 Trade Trade Ratio

5 -4 054 56 10 4 6 40.00 557.13| -1,047.18 0.53 035 -405 .45

4 -3,281.89 11 5 6 4545 513.34( -1,058.10 0.58 0.48 -298.35

3 -5,60068 11 3 2 i 30458 81431 0.37 014 -508.15

2 -2,998.27 11 5 & 4545 271.90 -T726.30 0.37 0.31 -272.57

1 -To1.77 1 6 5 +4.55 352.47 -586.32 0.62 074 -53.34

10 of 11 instances (91%) posted a close below the open at
some point in the next 3 days.

Instances are low here, but the results are consistent enough for me to take them under
consideration. It would be unusual to see the market continue higher over the next few
days without any pullback.

Notable about today though was not just the price action. Breadth and volume can often
suggest directional clues and they both came in very strong. In the 8/24/09 Letter |
looked at other times the SPX made a new short-term high during an uptrend and breadth
and volume both came in at the strongest levels in 2 weeks. 1’ve updated that study
below.

SPX closes at a 10-day high and above its 200ma. Today's rise came with the highest
NYSE Up Issues % in 10 days on the highest NYSE volume in 10 days.
Buy on close. Sell X days later. $100k/trade. 2000 - present.

All: Avg All: Avg All:

X . All: Total |AlL Winning | Al Losing All: % . . : Al Al Avg
Days Al Net Profi Trades Trades Trades Profitable “_;T;::g I_}T_:Eg w';":;;ﬂ ProfitFactor| Trade
5 9,328.61 17 11 6 6471 122620 -593.26 1.77 324 548.74
4 10,042.40 17 13 4 76.47 960.89 512,29 1.57 510 590.73
3 TA75.21 18 12 6 6667 1,00851 -321.16 1.23 248 398 62
2 110.41 18 ] 10 44 44 575.87 -449.65 1.28 1.02 6.13
1 4,399.6 19 13 6 58.42 471.20 -287.66 1.64 3.55 231.56
18 of 19 instances (95%) posted a close above the entry

price at some point in the next 4 days.

In the 8/24/09 Letter I ran this test back as far as 1970 as well as back to 2000. The 1970
results were also positive, though the edge was not as pronounced during the 70s. Since
instances are low here | decided to run it back a bit further and see where the edge began
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to accelerate. It appears around 1987/1988 it began to gain some steam. So | reran the
results back to 1988.

SPX closes at a 10-day high and above its 200ma. Today's rise came with the highest
NYSE Up Issues % in 10 days on the highest NYSE volume in 10 days.
Buy on close Sell X days later. $100k/trade 2000 - present.

Al Avg All: Avg All:

A . All: Total | Al Winning | All: Losing All: % s . : All: All: Avg
Days Al Net Profi Trades Trades Trades Profitable Winning Losing WIHILFSS ProfitFactor| Trade
¥ Trade Trade Ratio

5 2243773 39 25 14 6410 1,337.10 -724.99 1.70 304 575.33

4 18,904.95 39 25 13 6667 112715 800.08 1.41 282 423474

3 10,892.05 41 24 17 5854 1,068.33 -857.52 1.23 1.74 265.66

2 12,2685.10 41 27 14 65.85 72373 519.68 1.39 269 299.15

1 11,262 56 2z 29 15 6591 554 84 321.85 1.72 333 25597

While the results don’t appear quite as consistent, the larger sample size adds some
comfort and may also generate better estimations.

The NYSE Up Volume % was also notably strong today as it just eeked out a 90% up
day. First introduced by Paul Desmond of Lowry’s, 90% days have long been viewed as
a sign of exceptional breadth. (Desmond’s definition also had a few nuances beyond
simply looking at greater than 90% upside volume, but I’m simplifying for my own
study.) I’ve used the 90% level as a benchmark in many studies and a few of those
triggered today. The most compelling looked at times the SPX made a 50-day high in
conjunction with a 90% up volume day. It was most recently shown just a month ago in
the 10/6/10 Subscriber Letter. 1’ve updated the results below.

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




SPX closes at a 50-day high. The NYSE Up Volume % = 90%.
Buy on close. Sell X days later. $100k/trade. 1970 - present.

Al Avg Al Avg All:

A Al Met Profit All: Total | Al Winning | All: Losing All: % Winning Losing Win/Loss All: All: Avg
Days Trades Trades Trades Profitable Trade Trade Ratin ProfitFactor| Trade

50 29,622 05 15 15 0 j00.00| 59 0.00 100.00 100.00| 5397420

40 83,4559.18 16 14 2 8750 6,13 -1,240.61 4.95 3464 521620

30 7283655 17 16 1 0412 45 -4138.88 10.93 17488| 428450

5 57,046.71 18 15 3 8333 48 2, 065.88 2.35 11.81| 372482

20 58,300.07 19 14 5 7363 5.0 2 74550 1.82 510 25983.16

15 42 47168 19 14 5 7363 472 3,316.01 1.27 356 223535

10 31,360.26 21 13 2 6190 3,564 1,872.32 1.90 309 145335

] 23,531.03 21 13 7 6190, 31 2 439,65 1.28 238 112053

] 2235169 21 13 ] 6190 3,153 2 330,07 1.35 220 1,084.37

T 22.317.05 21 14 7 6667 283345 247374 1.14 220 1068272

3 26,546 .97 21 14 7 6667 253555 -1,273.68 1.88 357 126414

] 5 30,036.90 22 17 5 27 211243 117487 1.80 611 13650

4 2371267 23 18 5 7826 177069 -163183 1.09 391 103099

3 159,092.21 23 15 2 6522 168502 -T72.88 218 4.09 830.10

1 2 19,965.82 23 18 5 T826| 1,198.37 -320.58 373 13.44 858.05

1 12,190.15 24 14 10 5833 1,11917 -347 .82 322 4 50 507.92

22 of 24 instances (92%) close above the entry price at
some point in the next week. All within 8 trading days.

As with most of my studies instances decline because | don’t allow for overlap. As I look
further out the possibility for overlap increases and the number of tracked instances
decreases. | find it interesting that this setup has shown strong results both short and
long-term. For those that would like to review examples below is the list of instances
using the 50-day exit criteria.

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




SPX closes at a 50-day high. The NYSE Up Volume % = 90%.
Buy on close. Sell X days later. $100k/trade. 1970 - present.

. . Run-up

Date/Time Signal Price % Profit DrawDown
11/30/70 Buy $87.20 11.69% $11,815.26
02/10/71 Sell $97.39 $0.00
01/27/75 Buy $75.37 9.91% $14,108.64
04/09/75 Sell $82.84 $0.00
01/05/76 Buy $92.58 9.01% $10,2581.60
03/16/76 Sell $100.92 $0.00
04/14/78 Buy $92.91 1.82% $9,597.92
06/26/78 Sell $94.60 ($172.16)
08/02/78 Buy $102.91 1.91% $4,990.94
10/12/78 Sell $104.88 {$2,184.75)
08/20/82 Buy $113.02 19.86% $27,722.24
11/01/82 Sell $135.47 ($928.20)
11/03/82 Buy $142.86 2.65% $4,347.78
01/14/83 Sell $146.64 {$7,535.22)
08/02/84 Buy $157.99 3.91% $7,362.80
10/12/84 Sell $164.17 $0.00
01/04/88 Buy $255.94 3.98% $5,779.80
03/15/88 Sell $266.12 ($6,154.20)
05/12/89 Buy $313.84 6.38% $7,488.90
07/25/89 Sell $333.87 $0.00
05/11/90 Buy $352.00 1.08% $5,049.52
07/24/90 Sell $355.79 ($542.44)
02/11/91 Buy $368.58 3.85% $6,146.28
04/24/91 Sell $382.76 ($1,734.40)
05/04/09 Buy $907.24 2.80% $5,388.90
07/15/09 Sell $932.68 ($4,171.20)
08/03/09 Buy $1,002.63 7.04% $7,674.48
10/13/09 Sell $1,073.19 ($2,387.88)
08/02/10 Buy $1,125.86 3.90% $4,111.36
10/12/10 Sell $1,169.77 ($7,582.08)

The results are outstanding across the board, and based on these numbers a case could be
made for loading the boat to the long side whenever this setup occurs. But there is a
potential issue with this study.

I mentioned before that 90% days have become associated with exceptional breadth. And
for most of history 90% upside volume was exceptional. In the last couple of years,
though, it has become much more common. Historically a 90% day would register in the
top 1% - 2% of all days in a given year. Today’s 90% day ranks “only” in the 92™
percentile. This can be seen on the charts page of the QE website. A copy of the chart is
below.
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NYSE Up Volume / Down Volume

TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index
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The top line and circled value represent the NYSE Up Volume % for the day. The
bottom line represents the percentile rank of that reading over the last 252 trading days.
Percentile ranking of an indicator is something | first learned from David Varadi of CSS
Analytics, who does it with many indicators. So you can see above that today was a 90%
day with a 92.83% ranking.

Let’s take a look at the 92.8% reading to get a different perspective of today’s breadth.
Rather than look at the raw Up Volume % as | did in the 1*' test, below | set up a study
that looked at 50-day highs occurring with breadth strong enough to place it in the 90% -
95% ranking.
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SPX closes at a 50-day high. The 252-day Up Volume % Rank falls between 90% - 95%.
Buy on close. Sell X days later. $100k/trade. 1970 - present
X _ Al Total Al Winning| Al Losing | Al % | AFAvo | AlbAvg | Al Al All: Avg
All: Met Profit Winning Lo=ing Win/Loss
DEWS Trades Trades Trades Profitable Trade Trade Ratia ProfitFactor| Trade
30 74,054.08 89 54 35 6067 371663 -3518.40 1.03 158 832.07
5 45 177.89 95 51 44 5368 3.492.82| -3021.72 1.18 1.34 475.56
20 27,463.19 101 54 47 53.47| 2,984.02| -2,844.13 1.05 121 271.91
15 64,768.00 107 83 44 58.88| 272420 -2,428.58 1.12 181 B05.31
10 4428229 119 72 47 60,50 1,851.54| -1,309.69 57 1.49 372.12
g 30,568.11 120 70 49 58.33| 1,814.57| -1,9688.41 0.92 1.32 254,73
8 34,534 58 125 70 =5 56.00| 1,747.49| -1596.18 1.08 1.39 775.28
7 33,195.93 130 59 51 53.08| 1,585.48| -1,362.33 1.24 1.40 255.35
& 15,182.40 134 71 52 5299 146935  -1421.64 1.03 1.18 120.76
5 8,302.28 137 76 B1 55.47| 1,23427| 140168 0.88 1.10 B0.50
4 15,629.66 137 78 59 56.93 | 1,053.42| -1,127.75 0.93 123 114.09
3 22 581.48 142 7 65 5423 104935 -895.68 1.17 1.39 158.02
2 21,828.57 147 81 85 55.10 75387  -503.80 1.25 1.56 148.50
1 12,840 26 150 82 87 54 57 49093 -£09.25 1.20 1.47 8550

Results here, while mildly positive, are nowhere near the eye-popping figures seen when
using the raw 90% Up Volume criteria. You can also see just how much more frequent
instances become.

To use a percentile rank that would put the number of occurrences more in line with the
raw 90% upside volume study, | would need to require a % Rank of about 99%. I’ve
done that below.

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




5PX closes at a 50-day high. The 252-day Up Volume % Rank = 99%.
Buy on close. Sell X days later. $100k/frade. 1970 - present.
X | Ak Netpront | Al Total Al Winning| Al Losing | AlL % mn’:‘;g ’t';:l‘:gg Wirﬁ‘ﬂ;“ Al All: Avg
Days Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade
30 80 23094 22 18 4 81.82 4 146 69| -3 58933 1.18 520 2 740.04
25 53,062.23 22 17 5 7727 400549 -3,006.21 1.33 453 2.411.92
20 41 833.05 24 18 6 75.00 322198 -2B93.77 1.20 359 1,743.04
15 39 68383 24 16 3 6667 328103 162407 2.03 405 1,652 67
10 20,895.29 24 16 ] 66.67 243617 -2,260.44 1.08 216 a70.64
9 17 71481 24 14 10 58.33 270571 -2,01653 1.34 1.88 738.11
] 18,193.79 24 14 10 58.33 259779 -1,817.53 1.43 2.00 758.07
T 22.333.02 24 14 10 58.33 283247 1,732.15 1.64 229 930.54
6 17,891.82 24 17 T 70.83 1,801.98| -1,820.26 99 240 745 49
5 17,045 22 26 17 9 65.38 1,738.19 1,389.33 1.25 236 655.59
4 1087847 27 18 g 6667 1,442 72| -1 BB561 0.87 173 406 61
3 11,506.16 27 19 2 7037 1,132.13| -1,250.55 0.91 215 426.15
2 11,582.25 27 20 T 74.07 947.79( -1,053.37 0.90 257 428 97
1 9 318.25 28 19 9 &7.86 75274 EE3.76 1.38 287 33279
25 of 28 instances (89%) posted at least 1 close above the
entry price at some point in the next week.

While not as strong, results here are a bit more in line with the 90% Up Volume test.
Keep in mind that with this adaptive % Rank method, there will be times where an Up
Volume % in the very high 90s would be required and there are times where it would
only require an Up Volume % in the 80s. Of course since the % Rank was only 92.8%
today, this test didn’t trigger.

So we are left with the question now of how best to interpret today’s breadth. Should we
rely on the raw Up Volume %, whose reading isn’t nearly as exceptional now as it has
been historically? Or should we look to the % Rank, whose comparative values mostly
all came on much weaker breadth days than this? My inclination is to take both under
consideration.

The breadth was strong no matter how you measure it and the studies all suggested that
strong breadth when making a new intermediate-term high is a good thing. So I’ll view it
as a positive. | don’t think it is as bullish as the 90% Upside Volume test might suggest,
but it’s probably a bit more positive than the 90%-95% Rank test suggests. For my short-
term estimates 1’m simply splitting the difference.

| 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 tonight remains mildly above zero. The positive value
indicates the net expectation from the Active Studies over the next few days is for a move
up. Meanwhile the black Differential line is now further below O than it has been in 2
months. The negative value means the SPX has strongly outperformed expectations over
the last few days. So we have positive expectations but a market that is strongly
overbought. This is considered a neutral configuration. This can be seen on the
Aggregator chart whenever both lines are on opposite sides of 0. Due to this the
Aggregator System remained flat at the close.

The green Aggregator line is set up to remain positive tomorrow. Of course that could
change if enough bearish evidence emerges. Meanwhile, the Differential Pivot will be
1,197.16. Any close at or below this level would move the black Differential line back
into positive territory. So for the SPX to move to oversold versus recent expectations and
possibly trigger a long it will need to close almost 2% lower tomorrow.

It’s sometimes a little frustrating sitting on the sidelines while the market is running
higher. This is especially true when my studies are suggesting the market is likely to go
up. One big enigma that 1’ve struggled to figure out is how to determine when it is ok to
ignore the Differential line and simply make decisions based on the Aggregator. Is there
an indicator | could apply to my trading that would suggest positive expectations on their
own are enough, and it’s ok to swing long even if the market is overbought? | haven’t
unearthed it yet, but it isn’t for lack of effort. And I remain optimistic that | will someday
solve (or stumble across the answer to) this problem. Until I do, I will continue to wait
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for pullbacks or underperforming consolidations in order to allow for a better risk/reward
entry.

Intermediate-term Outlook (2 weeks — 2 months)— updated 11/1 — bullish

Not much to discuss from an intermediate-term standpoint. The market again made new
rally highs this week. With the very tight action in the market over the past week, no
studies of intermediate-term consequence emerged. 1’m still not seeing strong evidence
that the uptrend is about to end.

The Nasdag/SPX relative strength indicator continues to favor the Nasdag. A leading
Nasdaqg has historically been a good sign. The Advance/Decline line hit another new
high this past week suggesting breadth remains positive. Momentum is certainly
favoring the upside and the market is trading above important moving averages. Until
the market begins to falter and more bearish evidence emerges, I’ll continue to trade with
a bullish bias. For my own trading a bullish bias means | tend to trade the long side with
a little more aggressiveness and | will be extra selective with short trades.

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

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.

Current Open Trade ldeas

None.
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