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Tonight’s Research Points

e 5 gaps lower in a row often suggest an upside edge.

e 2 consecutive unfilled gaps down during a long-term uptrend also seems to favor
the bulls.

e A strong rise from open to close without a positive close suggests follow through
over the next 1-2 days.

e Numerous lower lows and consistently weakening breath suggest the selloff is
becoming overdone and the market is likely to bounce.
Fed Days that fare poorly are often followed by bounces.

e The Aggregator System is long.

e The NDX Aggressive Trend Timer is flat.

Short-term Outlook

The Bottom Line

Lots of bullish evidence and a very oversold market has me interested in adding more
exposure.
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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

March 16, 2011 5 Gaps Down 1-3 days Bullish

March 16, 2011 2 Unfilled Down Gaps > 200ma 1-5 days Bullish

March 16, 2011 McClellan 50-day Bounded Low 4 days [1-5 days Bullish

March 16, 2011 SPY 1% > open but down on day 1-2 days Bullish

March 16, 2011 VIX100-high. SPXno 100-low 1-6 days Bullish

March 15, 2011 Unfilled gap 10-low. Close > open. 1 day Bullish

March 14, 2011 Sweet spot bounce 1-5 days Bullish 3.10%
March 14, 2011 Outside day frm sh-term low in uptrend |1-6 days Bullish 2.00%
March 14, 2011 March Op-ex Week 1-4 days Bullish 1.70%
March 11, 2011 20-day low. High vol. Lrg drop. >200. [1-7 days Bullish 2.65%
Active - Long Term

March 11, 2011 Triangle Breakdown > 200ma 3-4 weeks Bullish

March 2, 2011 Outside 2 days and 3-day low close 4-10 days | Bullish

November 22, 2010 High number of POMO Days recently int term Bullish

October 25, 2010 SPX Golden Cross int term Bullish

Dropped Tonight

March 11, 2011 Triangle Breakdown > 200ma 1-3 days Bullish

March 15, 2011 Unfilled gap down pre-Fed Day 1 day Bullish

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

The Evidence

Another bad day for the market, but not nearly as bad as it started. The SPY gapped
down over 2.5% to open the day but quickly made its low. It spent most of the day
stepping higher. At the close the SPX finished with a 1.1% loss, the Nasdag was down
1.25%, and the Russell 2000 lost just 0.85%. Breadth was again strongly negative as the
NYSE Up Issues % came in at 21% and the Up Volume % was 18%. Total NYSE
volume spiked to the highest level since February 22" and 23".

The volatile action over the last few days helped trigger a large number of studies on
Tuesday. Every one of these studies suggested bullish implications. They were based on
price patterns, oversold readings, sentiment, and seasonal edges. | will review several of
the more compelling ones below along with some new material.

Perhaps the most interesting of the studies was last seen in the 2/16/11 subscriber letter. It
examined other times where the SPY opened the day with a gap down five days in a row.
| have updated that study below.
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http://quantifiableedges.blogspot.com/

SPY gaps lower at the open for exactly the 5th day in a row.
Buy on close. Sell X days later $100k/trade. 1993 - present.

X _ All Total |All Winning| Al Losing | A% | “EAv8 | AlAvg Al Al All Avg
All: Met Profit Winning Lo=ing Win/Loss
Days Trades Trades Trades Profitable Trade Trade Ratio ProftFactor| Trade
5 50,782.26 22 13 5 59.09| 550012 -1,33548 419 6.06| 2752.83
4 5291256 sl 12 10 54 55| 5,04283 -760.25 663 705 240512
3 52,569.05 22 16 & 7273 356419 -T43.00 4.20 1279 2,389.50
2 5459.94 22 16 & 7273 318220 -935.87 4 9510| 2,0556.36
1 26,8653 22 15 7 6818 2176.356 -325.63 264 5685 122138

20 of 22 instances (91%) posted a close above the entry price at some point in the
next 3 days. 21 of 22 did it within a week. The 1 that failed occured on 6/24/2002.

Results here appear very strongly bullish. One reason | find this study so interesting is
that it only uses opening prices. It doesn't even take into account how the SPY closed on
the day of the entry trigger. While the reason SPY gaps down at the open is often due to
overseas or pre-market news, it may also sometimes be fabricated by large institutions
using pre-market illiquidity to press down prices so that they may buy at a lower level
when the market opens and liquidity is flush. Even if the gap down is entirely due to
foreign events, it's possible these premarket games lead to overshoots on the downside.
Tuesday may have been a good example of this. Futures were under pressure all morning,
and they took a dip in the 20 min. leading up to the open. Once the market opened at 9:30
AM, selling gave way to buying and the low for the day was made almost immediately.
It's somewhat unusual to see this kind of action take place day after day. Since there are
only 22 examples of five consecutive gap down openings. But when futures are being
pushed lower each morning so that institutions can buy near the open on a consistent
basis, it certainly seems to suggest an upside edge going forward.

Below is an equity curve showing how this edge has played out over time using a 3-day
exit.
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SPY gaps lower at the apen far exactly the 5th day in a row.

Buy on close. Sell 3 days later. $100kitrade. 1993 - present.
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While the slope of the curve has consistently been up, there are two huge outlier trades
that took place in 2008. | decided to also take a look at the equity curve without these
trades included so as to get a better sense of the edge.

SPY gaps lower at the open for exactly the 5th day in a row.
Buy on close. Sell 3 days later. $100k/trade. 1993 - present. (Excludes Oct -Nav. of 2008)
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From what | see here it appears that with or without the outliers, bulls have the upper
hand. | should note that the outliers don't make the edge any less appealing, but when
generating expectations more accurate estimates can likely be generated by excluding
them. This is what | have chosen to do.

Two consecutive unfilled downside gaps is another pattern I've examined a number of
times in the past. It also appears to suggest an upside edge. In the 11/15/10 subscriber
letter | found that a close at a 5-day low but above the 200ma seemed to make the edge
even more compelling. | have updated that study below.

SPY leaves an unfilled gap down for the 2nd day in a row. It closes at a 5-day low but = 200ma.
Buy on close Sell X days later $100k/trade. 1993 - present.

Al Avg All: &vg Al

X All: Total |Al: Winning | Al Lesing Al % o . . Al Al Avg
Days AL et Profi Trades Trades Trades Profitable Winning Losing WWLPSS ProfitFactor| Trade
Trade Trade Ratio
| 5 18,732.10 21 17 4 B0O5| 144214 144505 1.00 424 292.00
4 15,649.66 21 16 5 7619 1,331.11| -1,129.562 1.18 377 T45.22
3 13,017.14 21 15 & 7143 1,162.84 -T37.57 1.58 354 519.86
2 6,814.02 21 15 & 71.43 951.57 | -1,243.25 0.77 1.91 32448
1 3,130.04 22 14 8 63.64 692.11 819.94 0.84 1.48 14227

Only 1 instance failed to close above the entry price at some
point in the next 5 days. That instance occured on 9/14/99.

Here again bullish inclinations appear strong. And while the numbers suggest a consistent
edge I also felt it worthwhile to take a look at the equity curve.
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SPY leaves an unfilled gap down for the 2nd day in a row_ It closes at a 5-day low but = 200ma.
Buy on close. Sell 5 days later. $100k/trade. 1993 - present.
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The steady equity line suggests the edge has been consistent and is likely to persist.

Another study that took into account Tuesday's unfilled gap looked more at the
magnitude of the gap and the reversal than the consistency or the positioning. It was from
the 2/26/10 Subscriber Letter and | have updated it below.

SPY closes over 1% higher than it opens but still down on the day.
Buy on close. Sell x days later. $100k/trade. 1993 - present.
. Crn . . . Al Avg All: Avg All: . .
X | Atepron | AL oo AL Losta| ALK | g | Loans | wintoss B | AL
Da&-'S Trade Trade Ratio
5 40,340 88 pal 13 & §1.90 4721.00| -2828.01 1.80 292 152095
4 37,130.71 23 15 8 65.22 403324 -259209% 1.38 259 161438
3 30,164.73 23 16 7 69.57 | 2,795.07| -2,079.49 1.34 3.07( 1,311.31
] 2 53,725.54 23 20 3 B6.96| 295737 -1,807.25 1.64 10.91 2,335.89
1 41,505.42 23 17 G 73.81 2,808.57 | -1323.20 2.20 623 180463

Results here seem to strongly suggest further gains are likely over the next 1 to 2 days.
Below is the equity curve using a 2-day exit strategy.
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SPY closes aver 1% higher than it opens but still down on the day.
Buy on close. Sell 2 days later. $100k/trade. 1993 - present.
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This equity curve has consistently been moving higher, and it appears the edge has
become even more pronounced over time.

But it's more than just the gaps that are suggesting the market is ready to rally. It has now
dropped lower for several days and is beginning to get stretched to the downside. This
can be seen a few different ways. This next study was last seen in the 2/1/10 Letter. |
have not taken the time to update it tonight. While I do find it somewhat compelling |
prefer the study that follows it and am including that one on the Active List instead.
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SPX makes 4 consecutive lower lows and today is the lowest low in 20 days. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. March, 1983 - present.

X ) . Al Avg | Al Avg All
Al Met Al Total A1 VWinning | All: Losing Al % Winning Losing WinlLoss

All: Al Avy
Days Profit Trades Trades Trades | Profitable

ProftFactor Trade

Trade Trade Ratio
10 45139.33 38 27 12 §9.23 2,29724| 140719 163 367 115742
9 45043.05 39 29 10 7436 2,27339| -1,788.54 127 369 123187
G 50,790.91 38 30 9 7692 2.24780| 154923 122 405 1,302.33
7 45057.64 39 27 12 §9.23| 220337 -952.78 23 5200 1,232.25
6 39656.17 40 30 10 7500 1,72570| -1,211.49 1.42 427 991.40
S| 2774447 40 26 14 6500 167572| -1,130.30 148 275 593 .61
4 26626.07 40 25 15 6250 1,64366 -964.36 1.70 2.84 665 65
3 945392 40 21 19 52500 128074 -917.98 1.40 1.54 236.35
2 9070 40 23 17 57.50 917 .55 -707.90 1.30 1.75 22675
1 264161 40 26 14 55.00 57430 -077 .87 065 1.21 66.04

35 of 40 instances (87.5%) closed above the entry price at
some point in the next week.

Good consistency and solid returns up to eight days out. But it isn't just price that is
oversold right now. Breadth measures are also beginning to suggest the selloff is
becoming overdone. A while back | developed an indicator that took the McClellan
Oscillator and did a percent rank calculation on it. From a visual standpoint this allows
me to more easily see how extreme oscillator readings are on a relative basis. The
indicator can be seen in the chart below.
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The red indicator in the middle of the chart is the standard McClellan Oscillator (using
Tradestation data). The indicator at the bottom of the chart applies a percent rank
calculation to the McClellan Oscillator. | often view the indicator using a few different
time frames, including 50-day, 200-day, and 252-day. | sometimes even look at it on a
20-day basis. The setting in the chart is a 50-day. As you can see, over the last four days
the McClellan Oscillator has been either at or very close to its 50-day low. Over the last
30 years when this has happened for a number of days in a row during a long-term
uptrend, it has consistently suggested a bounce. This is demonstrated in the study below.

McClellan Oscillator 50-day Bounded Value for the last 4 days sums to < 5%. SPX = 200ma.
Buy SPX on close. Sell X days later. $100k/ftrade. 1981 - present.
5 e - _ . . Al Avg All: Avg All: . 5
X Al Net Profit All: Total (Al Winning | All: Losing All: % Winning e Win/Loss All: Al Avg
Days Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade
10 12,158.11 19 9 10 4737 326041 171856 1.90 1.71 539.90
] 8,101.68 19 10 9 5263 256361| -1,853.33 1.31 1.45 42540
] 8,768.36 19 12 7 63.16| 1,711.2% -1,681.02 1.02 1.75 451.49
7 14 38845 19 13 5 88.42| 1742580 -1,37853 128 274 TET.18
[ 18,338.03 19 17 2 89.47| 1,32045| -2,054.82 0.64 5.45 0965.16
5 20,370.22 19 13 & 6842 190720 -F37.42 250 560 107212
4 19,193.12 20 14 5 T0.00 1,898.99 1,232.13 1.54 360 950,66
3 16,547.85 20 14 g 70.00 1,884.08| -1,6838.21 115 263 827.39
2 9,133.96 22 14 ] 63.64| 1342311 -1,217.45 1.11 1.04 41518
1 12,805.00 32 22 10 68.75 855.33 -581.22 1.45 3.18 403.28
All 32 instances posted a close above the entry
price at some point in the next 6 days.

The consistency of some bounce occurring over the next six days, along with strength of
the moves is very impressive. | also looked at how results might be affected if I required
today to mark the lowest SPX close of the 4-day period. This can be seen below.

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




McClellan Oscillator 50-day Bounded Value for the last 4 days sums to < 5%.
SPX posts the lowest close of the last 4 days. Close = 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1981 - present.

X Al Net Profi | Al Total Al Winning| Al Losing | Al % ﬁ:ﬂ’:‘;g ’:"_'I'J: :I‘:gg Wi ;;‘&55 Al All Avg

Days Trades Trades Trades Profitable Trade Trade Ratio ProftFactor| Trade
10 12, 15 ] 7 5333 312327 183065 1.71 1.85 811.44
5 10, 15 2 7 5333 254228 -1805.05 1.63 1.86 72455
] 12,677. 15 10 5 66.67| 205896 -158247 1.30 2.60 845.15
7 15,307, 1 M B 73.33 1,832.07) 154124 1.27 348( 1,020.52
6 16,457 25 18 13 2 3667, 158164 -205206 077 50 1,087.15
3 15,588.16 15 ] § 60.00| 2,302.83 -354 .55 2.69 4.04| 103888
4 22 919.55 15 13 2 86.67| 1,99020| -147851 1.35 876 1527597
3 20,411.40 16 13 3 81.25 1,%60.18| -1,680.33 1.16 503 127571

2 - 16 10 g 62.50| 137080 -1223.02 1.12 1.87 397
1 19 13 5 53.42 0a7.24 -T87.55 1.25 272 42715

These results are even stronger and seem to confirm upside edge. | also ran an equity
curve to further confirm these results.

McClellan Oscillator 50-day Bounded Value for the last 4 days sums to < 5%.
SPX posts the lowest close of the last 4 days. Close = 200ma.
Buy SPX on close. Sell 4 days later. $100k/trade. 1981 - present.
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Nothing wrong with this curve. It's about as steady as they get.
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I mentioned last night that | would like to see a VIX spike or a CBI spike before | would
likely consider taking on more exposure. The VIX did spike on Tuesday, and it brought
about this study from the 10/20/2008 Letter (updated).

WIX closes at a 100-day high. SPX does not close at a 100-day low.
Buy SPX on close. Sell X days later. $100k/trade. 1991 - present.
he _ Al Total |Al: Winning| Al Losing | Ar % | AEAVE | AllAvg e Al All Avg
All: Net Profit Winning Losing Win/Loss
DE].‘}‘S Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade
15 a7 28 7568 332571 -3,049.25 1.09 3.39
14 37 28 g 75.68| 333382 -3,412862 0.93 3.04
13 a7 27 10 7297 3509831 -3748.09 0.95 259
12 28 27 11 7105 371157 -3,509.99 1.03 253
1 38 25 13 6579 3,532.52| -2,836.46 1.25 238
10 40 25 15 8250 3,370.42 -228288 1.48 245
9 40 29 11 7250 291083 -2598.79 1.12 285
3 43 29 14 67.44| 292080 -2243.19 1.30 270
7 44 20 14 68.18| 281977 -1419.31 1.88 3.95
[ 52,081.34 45 34 12 7391| 243384| 255578 0.95 270
5 43 742 48 47 29 13 61.70| 2757.40| -175067 158 2585
4 4598337 51 34 17 8667 2,387.78 -2,070685 115 2.3
3 45 761.42 54 41 13 75.93| 178138 -2,088.10 0.85 268
2 47,060.51 59 39 20 6610 172085 -100265 172 3.35
1 4187176 75 47 27 6267 1.485.40| -103564 1.43 250

Much of the bullish inclinations are exhausted in week one, but they do seem to persist to
some degree a bit longer.

There were also a couple of studies that noted the fact that Tuesday was both a Fed Day
and a loser. The premise with these studies is that the fed action either leads to a selloff or
at least fails to inspire a rally. Today's action didn't seem to suggest this in my eyes. After
the gap down open, which seemed more attributable to events in Japan than to any
worries about the Fed, the market generally moved higher. Action both leading up to the
announcement and following the announcement was positive. The study below was last
seen in the 6/24/2010 Subscriber Letter. While it appears compelling 1 am not
incorporating it into my analysis. | simply don't feel Tuesday's action represented the
spirit of this set up. Since I'm not incorporating it into determining my bias, | have not
updated these results.
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Today is a Fed Day. SPX closes lower for the 2nd day in a row.
Buy on close. Sell X days later. $100k/trade. 1982 - 4/30/2010

Al Avg All: Avg Al

at some point in the next week.

)( . All: Total (Al Winning | All: Losing All: % C . ) Al All: Avg
D st Trades Trades Trades Profitable sl ] w'""".”"""‘ ProfitFactor| Trade
ays Trade Trade Ratio
10 42 674.80 40 28 12 FO.00| 252860 -2343.84 1.08 252 108687
9 37.281.20 40 30 10 75.000 2201.48 -287832 077 230 932.03
a 3533265 40 31 9 T80 194591 277116 0.70 242 8234 57
Ti 37 576.96 40 32 8 80.00| 1,764.30| -2350.05 0.75 2599 9359.42
6 3813479 40 31 9 Fr.50| 1,7837.31| -1,919.09 0.93 M 953.37
5 33,481.40 40 25 11 7250 1538865 -140812 1.20 3.16 837.04
4 20,588.33 40 24 16 60.00| 1597.09| -1108387 1.44 2186 51471
3 13,757.91 40 25 15 6250 1,183.44 -105521 1.12 1.87 342895
2 20,705.29 40 28 12 TO.000 115278 -954.38 1.20 279 517.63
1 17 679.10 40 28 12 T0.00 %37.39 -713.98 1.31 3.06 44193

34 of 40 instances (85%) closed above the Fed Day close

No matter how I slice it or what I include, the evidence today all seems to strongly favor
a short term bounce.

| have updated the Aggregator chart below.
Bl TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index 's -1 - N E=n|E=R
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

The green Aggregator line is again very strongly above 0. The positive value means the
net expectation from the Active Studies List is for upside over the next few days. As has
been the case lately, all the active short-term studies remain bullish. Meanwhile the black
Differential line is still very high. Readings above 0 mean the SPX has underperformed
expectations over the last few days. So net expectations are for upside and the SPX has
underperformed recent expectations. Historically this has provided an upside edge. It can
be seen on the chart whenever both lines are above zero. Due to this the Aggregator
System remained long at the close.

Based on the current active studies the green Aggregator line is set to stay above 0 on
Wednesday. This could change should strong bearish evidence emerge. Meanwhile, the
Differential Pivot will be 1,313.22. This is nearly 2.5% above Tuesday's close. For the
Differential Line to flip negative the SPX would need to close up at least this much.

Evidence is becoming too strong and the market is becoming too overdone for me to
ignore. | didn't look for additional exposure in last night's letter, but if 1 can get a
favorable entry price | will look to take on a bit more exposure on Wednesday.

Intermediate-term Outlook (2 weeks — 2 months)— updated 3/14 - bullish

It was a difficult week for the market. From a technical standpoint the big news was the
triangle breakdown on Thursday. This was seen by many as a potential topping event
indicating further selling. This is not what my research showed though. The triangle
breakdown study | published Thursday night suggested a strong intermediate-term upside
bias. All (non-trial) subscribers can find the triangle studies, as well some additional
performance reports and Tradestation code in the downloads section of the website.

I’ve been updating the POMO chart most weekends in the letter. For those who may not
recall below is a brief refresher on POMO. Beneath that | have updated our POMO
indicator chart.

POMO stands for Permanent Open Market Operations and it is how the Fed goes into
the open market to buy securities. The net effect of this buying is an influx of cash into
the system. It appears a portion of that cash makes its way to the stock market and works
as a bullish influence. A “POMO Day” is simply a day where these operations take
place... The chart below (shows a couple of POMO indicators). The top pane is the S&P
500. The middle pane is the rolling number of days in the last 20 that have been POMO
days. The bottom pane is the total amount of money infused into the system over the
previous 20 days. Information on acquiring the data and constructing the chart can be
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http://www.quantifiableedges.com/members/memdownloads.php

found in the January 3™ POMO presentation linked below. (Not available for trial
users.)

http://lwww.quantifiableedges.com/members/pomo.php

M TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl =

SSPX.X - Daily CBOE B=1303.3% A=1303.82 Hi=1308.35 Lo=1281.99 V=0

11,500.00
11,400.00
11,200.00
11,100.00
11,000.00
Le00.00
L800.00

F1.80
r0.80

r5.00

POMO Symbel Cluster (20,0) 12.00

r-5.00

R
:40.000.00

r0.00

POMO Volume Cluster (20,0) S7300.00

:—40.000.00

r-80,000.00

T T T T T T T T T T
08 Apr Jul Oct 09 Apr Jul Oct 10 Apr Jul Oct 11
4 b

The POMO Days indicator is still extremely elevated at 18. The Fed released the new
tentative operations schedule on Thursday. It doesn’t appear quite as busy as the last
couple of months but there is still buying scheduled for around 4 days per week. This
upcoming week Tuesday is the only non-POMO day. The POMO Volume indicator has
dipped a little bit but is still at a very elevated level, with plenty of money having gone in
to the system over the last month. | expect POMO to continue to provide a steady wind
at the market’s back. For those that would like to view the upcoming schedule | have
provided a link below.

http://lwww.newyorkfed.org/markets/tot_operation_schedule.html

| still feel odds favor a continued rise over the next several weeks. POMO, trend,
momentum, and price patterns (including the new triangle breakdown study) all suggest
the rally is not over. There also continues to be a complete lack of intermediate-term
bearish evidence. Due to this, | still favor a bullish outlook. From my standpoint this
means I’ll trade the long side more aggressively and the short side more conservatively.
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Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

HPQ -1/3 @ $43.59

HPQ -1/3 @ $42.17

XOM - 1/3 @$81.31

NEW

CSCO-1/3 @ $17.39

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI — 3 (HPQ-2, XOM)

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.

CSCO —buy 1/3 position @ $17.39. This is a catapult setup.

SPY — buy ¥ index position @ $128.56 LIMIT. If not filled in the 1% 15 minutes of
trading, cancel order and look for the same $128.56 limit price at the close. This is based
on the short-term outlook above. If I can get a decent fill early in the morning, then
great. If not, I’ll step aside rather than jump into the action during a mid-day selloff. I’ll
instead look to get a fill on the close.

Current Open Trade Ideas

Symbol Entry Date|Entry PricelCurrent Price |% Gain/Loss |Stop Notes
HPQ (1/3) | 2/24/2011 $43.16 $40.93 -5.17% Catapult
SPY(1/4) 3/8/2011| $131.43 $128.56 -2.18% Aggregator
SPY(1/4) 3/11/2011] $129.52 $128.56 -0.74% Aggregator
HPQ (1/3) | 3/11/2011 $41.42 $40.93 -1.18% Catapult
XOM(1/3) | 3/11/2011 $81.02 $81.39 0.46% Catapult
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