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Therle is a substantial risk of loss in trading futures and options. Past performance is not indicative of future
results.

Any stock, options or futures symbols displayed are for illustrative purposes only and are not intended to portray
recommendations.

*IRS Circular 230 Notice: These statements are provided for information purposes only, are not intended to
constitute tax advice which may be relied upon to avoid penalties under any federal, state, local or other tax
statutes or regulations, and do not resolve any tax issues in your favor.
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* Market Structure EDGE: The
New Way to Trade

*Sister Co ModernIR.com largest
provider of quantitative equity
Market Structure Analytics to US
issuers

* Market-structure experts, build
software, algorithms, based on
market rules

TRACK
record

We are nationally recognized
experts on US equity market
structure, and have grown
into industry educators

and thought leaders. We
frequently serve as financial
media experts and have
provided written testimony on
market structure for Congress.

= * Longtime top
n I I 1 national, chapter
sponsors of the
investor-relations
professional
association, NIRI.
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Market Structure

The behavior of money behind price and volume, in context of rules.




...And Here’s How It’s Changed

Active Investment (80%) « Active Investment (10%)

(This is Benjamin Graham)

circa 2000:
Winning stocks: The ones
the best stock-pickers buy.

This is 2023: :

Passive Investment (20%)
The ones the best Index Funds, ETFs, Quant Funds
stock-pickers buy have
a 1-in-10 chance of
winning. R ' 8%

() . , . g de
Ot h er ( 10 A)) Sources: 2000 data are estimated based on firms making
markets at the time, Investment Co Institute data on fund
assets. 2023 data from ModernIR models.
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. . MARKET
Market Structure makes winning harder smucru;‘

EDGE
Stock-pickers
seek OUTLIERS,

& rules force
* The prices toward
Average the AVERAGE
Passive Investment
tracks averages, e The

prices between Bid = Average Tracking the Mean

and Offer

e The
Average

Sources: ModerniR reviews of market rules, data, analysis
2005-2023.
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Long Secular Decline for Stock Pickin

Page 54, ICl 2022 Factbook:

“...Demand for ETFs has
been very strong over the
past decade. Domestic
equity ETFs had net
creations in every month of
2021, which resulted in
$520 billion in net share
issuance. In contrast,
domestic equity mutual
funds had net outflows of
$419 billion over the same
period.”

Confidential

FIGURE 3.16

Some of the Outflows from Domestic Equity Mutual Funds Have Gone to ETFs
Cumulative flows to domestic equity mutual funds and net share issuance of index domestic equity ETFs,
billions of dollars, monthly
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Note: Mutual fund data include net new cash flow and reinvested dividends; ETF data for net share issuance include reinvested
dividends.
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Wilshire 5000: 90+% in Top 1000

Stability of Size Segments through time

For both schemes one could argue that the breakpoints are somewhat arbitrary, however, the choice of one or the
other has dramatic consequences for the stability of what constitutes the Large, Small and Micro Cap universes.
Figure 3 shows how the split of the total US market has varied over the last two decades for count-based and
cumulative market cap-based schemes:

Index characteristics - Weights

Number of;tot'ks\

Figure 3: Segmentation of the US Market by Stock Count and Cumulative Market Capitalization
FT Wilshire 5000 Index

Segmentation by stock count FT Wilshire US Large Cap
100% FT Wilshire US Mid Cap
3 FT Wilshire US Small Cap
= 95%
‘EU FT Wilshire US Micro Cap
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©
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(a1
o MOST of the
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wilshire.com 1299 Ocean Avenue, Suite 700 ' Santa Monica, CA90401 | 1-855-626-8281 ' managedportfolios@wilshire.com

SOURCE: Wilshire Associates. https://assets.website-files.com/60f8038183eb841e628c14df/62ceec895218¢c176d80032c8 WiIshire-SeeiniThriiihTheiiziMiraiilniiiEiuitiii-RisiarchNoii Juni2ii22%2iiFlNAL.idf
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* DIJIA fell 54% 2007-09

* Nasdaq fell 77% 2000-02

* Markets 2023-4?

Markets do not deliver the
results you think, especially if

you need your savings when
stocks are falling.

Publicly available data




So, what are we traders and investors to do?




Price, Fundamentals, Technicals, aren’t by themselves
reliable.




Demand
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Three rules:

1. Beware Broad Sentiment because of Market Structure.

2. Beware Context: Options-expirations, earnings, month-ends.

3. Trade diverqging Supply/Demand.

Confidential
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What Are “Supply” and “Demand”? EDGE

Demand. An algorithm called “Market Structure Sentiment”

metering buying and selling by investors under rules governing

quotes and trades in US stocks. It's a predictive mathematical calculation of

the velocity of short-run price-movement driven by behavioral change and normalized to a
scale of 1-10 with 1 being negative but oversold and 10 being positive but overbought. It's
the DEMAND read, and Demand over 5.0 tends to produce rising stocks and markets, and
vice versa.

Supply. Short volume is the percentage of trading volume

predicated on borrowed stock. it derives from 2010 Reg SHO modified-uptick
rules for shorting stocks, is regulated by Finra, and includes market-making exemptions to
short-locate rules under Reg SHO Rule 203b(2).
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Broad Sentiment for Risk Management 2

Broad Sentiment, the EDGE risk-management tool, reflects average Market Structure Sentiment™ (Demand) for composite S&P 500 stocks
versus the price of-the -S&P 500 ETF. Green squares show monthly options and futures expirations.

] January 30, 2023 - April 28,2023 ¥

Options M Broad Sentiment: 5.2 W 415.93  Trade Date: 4/28/2023
10 , $420.00

@ $415.00

|
|
: $410.00
|
|

$405.00

$395.00

$390.00

Demand Demand
30/23 fa I I i ng’ 3/7/23 3/19/23 3/3‘1/23risi ng‘lZ/ZS

Short \ antage of daily volume in S&P 500 stocks that's short (borroweJcreate
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3
2
1 $385.00
/

1 4/24/23

by market-makers).

52%

48%
1/30/23 2/11/23 2/23/23 3/7/23 3/19/23 3/31/23 4/12/23 4/24/23
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Rule #1

Manage Risk with
Broad Sentiment
(the engine of the
stock market).

Prices constantly
change, always
RELATIVE.

Source: Market
Structure EDGE LLC.
Data are illustrative,
not advice.




January

S M T W

@34
8
15‘17m

T

5

12

F S
6 7

14
@21

22 23 24 25 2628

2 D
April

S M T W

2 3 4 5
9 10 11 12
16 17 18

T

F

S

6@8

13

15

19| 22
23 24 25 @ 29

30

July
S M T W

23@5

9 10 12

16 17 18 [

T

6
13

F

7
14

S

1

8
15
22

23 24 25 26 29

Source: Data compiled by ModernIR.com from S&P, Russell FTSE, Nasdaq, CBOE, MSCI

Confidential

S

5
12

February
M T W T F S

678@1011

13 14 18

19.21 22 2325
‘o

S

7
14
21

May
M T W T F S

1 2 6

8 10.12 13

15 16
22 23 24 25 27

28 @

6
13
20
27

August
M T W T F S

1 4 5

7 8 9.11 12
1415 19

21 22 23 24 25 26

» B 1@

March
S M T W T F S

[1] 2 3 4

5 6 7 8 9 10 11

12 13 14 15 (@) s

19 20 21 23 24 25

26 27 28 @

4 5 6 7 8 10

11 12 13 14 17

20 22 24

g.[.1

September

S M T W T F S

1] 2
3@5 6 7 8 9
10 11 12 13 016

17 18 1921 2 23

24 25 20 el B €D 30

Ooonm

éoonm

MARKET
STRUCTURE
EDGE

Rule #2: Context
Matters

MarketStructureEDGE.com,
under “Resources”

Options expirations

Plus: Fed, VIX, quad-witching,
index rebalances, LEAPS

Exchange holiday: markets closed

Options expirations: stocks, indexes, currencies, interest rates, treasuries

VIX (Volatility Index) options expirations

S&P quarterly rebalances: quarterly share updates to S&P 500, Mid-cap 400, Small-cap 600, Total Market

MSCI Barra Rebalances: announcement and effective date of quarterly changes to Morgan Stanley/Barra quantitative theme and strategy indexes
Russell Rebalances: annual reconstitution of Russell indexes; rankings May, estimates early June, final late June

Month-end portfolio balancing: poor time for good news/good time for bad news

LEAPS expirations: S&P futures for long term portfolio hedges

S&P 500 End of Month (EOM) options expire

-
=




TSLA Market Structure Sentiment™ (Demand) vs. Closing Price
] January 1, 2023 - April 28,2023 »
B Market Structure Sentiment ™: 9 M Closing Price: 208.31 Trade Date: 2/17/2023

T

10 $300.00

$200.00

1 $100.00

1/3/23

N/1 IzR l 2/2/23 2/17/23 3/4/23

Demand over 5.0,
Supply flat

4/18/23

3/19/23 4/3/23

TSLA Short Volume % (Supply)

M Short Vol %: 63.3 Trade Date: 2/17/2023
80% 80%

40% 40%
1/3/23 1/18/23 2/2/23 2/17/23 3/4/23 3/19/23 4/3/23 4/18/23
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Rule #3

Use diverging
Supply and
Demand for
entries, the
reverse for
exits.

Source: Market
Structure EDGE LLC.
Data are illustrative,
not advice.
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Trading TSLA EOGE

Tesla Motors (TSLA)

Returns Trading Period Market Structure Sentiment™

100% 90

Total Trading Days Active Trading Days

Trading Periods Avg Trading Days per

I . 2 Period a0 \0
pays

Trading Buy and Hold - 16 DaY®

50%

0%
be\O\N pay® a® o 20" ve > 0aye at

Days

TSLA o Mlustration: TSLA returns Dec 19-Apr 28 (90 days). Buying
e —— and holding TSLA: 10% (B8 9%). Past performance is not
12/19/2022 B | 04/28/2023 B | indicative of future outcomes.

Sentiment buy threshold

5 Buy uptick Buy 1's

Entry on rise over 5.0, exit on Demand downtick: 72% in

Sentiment sell threshold 32 days
Sell downtick Sell 10's

Source: Market Structure EDGE LLC.

Confidential Data are illustrative, not advice. -




Let’s go to marketstructureedge.com...




Momentum vs Low Volatility (EDGE math)

3 (MomentLD

Companies: 5

Leading Sector: Health Care
Leading Behavior: Fast Trd

M Sentiment: 7.6 Trade Date: 4/21/2023

3/18 3/24 3/30 4/5 4/11 4/17 4/23

M Short Vol %: 49.2 Trade Date: 4/21/2023

! 60%

40%

20%
3/18 3/24 3/30 4/5 4/11 4/17 4/23

/

'S QLOW Volz@

Companies: 12

Leading Sector: Consumer Staples

Leading Behavior: Fast Trd

M Sentiment: 4.9 Trade Date: 4/21/2023

| 10

_/\/—\6'?—— ;

Low Volatility
stocks exhibit
STABLE Demand,

. 1 falling Supply
3/18 3/24 3/30 4/5 4/11 4/17 4/23

M Short Vol %: 48.4 Trade Date: 4/21/2023

50%
M .
I
: 30%
3/18 3/24 3/30 4/5 4/11 4/17 4/23

Momentum typified by diverging Demand (Market
Structure Sentiment) and Supply (Short Volume)

Source

: app.MarketStructureEDGE.com




ivergences

Market Structure Sentiment™ (Demand) vs. Closing Price
9 March 20, 2023 - May 1,2023 v

B Market Structure Sentiment ™: 5 B Closing Price: 272.26 Trade Date: 4/27/2023

10 \ $300.00
1 $250.00
4/7/23 4/13/23 4/19/23 4/25/23 5/1/23

3/20/23 3/26/23 4/1/23

NVDA Short Volume % (Supply)

Trade Date: 4/27/2023
60%

M Short Vol %: 47.3

60%

50% 50%

40%

40%
5/1/23

3/20/23

4/25/23

3/26/23 4/1/23 4/7/23 4/13/23 4/19/23

Source: Market Structure EDGE LLC. Data are illustrative,

arket Structure Sentiment™ (Demand) vs. Closing Price
) March 20, 2023 - May 1,2023 v

M Market Structure Sentiment ™: 8 M Closing Price: 65.96 Trade Date: 3/31/2023

— .- e $100.00
\

M\///ﬂv,,_/\,\

10 —

$80.00
1 '\/“/W $60.00
3/20/23 3/26/23 4f1/23 4/7/23 4/13/23 4/19/23 4/25/23 5/1/23
APLS Short Volume % [Supply)
M Short Vol %: 62.9 Trade Date: 3/31/2023
100% 100%

]

50%

0%
5/1/23

0%
3/20/23

3/26/23 4/1/23 4/7/23 4/13/23 4/19/23 4/25/23

not advice.
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Are Banks in Trouble?

I Financials
Companies: 532
Leading Sector: Financials

Leading Behavior: Passive

M Sentiment: 4.6 Trade Date: 4/28/2023

10

T T T T

.
3/18 3/24 3/30 4/5 4/11e4/17 4/23

M Short Vol %: 48.8 Trade Date: 4/28/2023

55%

50%

45%
3/18 3/24 3/30 4/5 4/11 4/17 4/23
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o
(0]}
X*
—
c
hel

75.6% |
p

74.3% P

73.8%

$489.50 2.5%

$9,068 43.26K $6.28B Fast Trd Financials
$17.23 2.7% $666 19.69K $286.71M Passive Financials
$11.96 3.8% 3873 211.6K $1.65B Passive Financials
$96.30 1.6% $2,230 34.78K $3.59B Fast Trd Financials
$100.90 4.7% $3,310 69.25K $628.47M Passive Financials
$1,368.53 3% 38,477 52.26K $18.31B Fast Trd Financials
$18.26 3% $3,338 8.92M $17.07B Fast Trd Financials
$36.52 2.6% $1,908 577.29K $3.14B Active Financials
$68.98 3.4% 83,744 864.08K $5.23B Active Financials
$22.00 2.6% $633 1.84K $110.01M Active Financials

In Apr 2023, Financials don’t signal high
risk in Demand or Supply. But drilling
down, we can keep track of rising Short

Volume (Supply) in small banks (WAL
PACW, etc.).

Note: High Short Volume can reflect lack
of trading volume.

-
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FRC Market Structure Sentiment™ (Demand) vs. Closing Price

(9 January 1, 2023 - April 28,2023 ~
M Market Structure Sentiment ™: 10 M Closing Price: 136.21 Trade Date: 1/24/2023

10 $200.00

$100.00

1 / $0.00
1/3/23 1/18/23 2/2/23 2/17/23 3/4/23 3/19/23 4/3/23 4/18/23

FRC Short Volume % (Supply)

M Short Vol %: 68.4 Trade Date: 1/24/2023
80% 80%

40%
1/3/23 1/18/23 2/2/23 2/17/23 3/4/23 3/19/23 4/3/23 4/18/23

On May 1, 2023, FRC
became the 2" largest
bank failure in US history.

The trouble was apparent
at January options-
expirations when Short
Volume (Supply) neared
70%.

It was nearly 70% again
right before the early
March crisis wiping out
SIVB, SBNY.

And it remained high till
the bank was sold.




Why Market Structure EDGE Works

. Put math on your side.

. Time is risk.

Market Structure rules stocks.
Trading Supply and Demand is simple.

£ W N =

PS - Beware human nature!

Past performance is no guarantee of future
performance. Conclusions are not advice but
statistical observations in data from Market

Structure EDGE LLC.

Courtesy: lllustration 131636307 / Thinking Man © OneLineStock | Dreamstime.com
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