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Market Overview

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 Std Dev
Active

March 18, 2009 Fed Day Spike 1-8 days Bearish

March 18, 2009 Appel Daily Breadth 1-20 days Bullish

March 17, 2009 2 Up In Chop 1-4 days Bearish

March 18, 2009 Lowest vol and highest close in 15 1-4 days Bearish -1.40% -3.70%
March 17, 2009 Gap Up 1% then close negative 1-3 days Bearish -5.80% -10.70%
March 16, 2009 4 Up From 200 Low 1-10 days Bearish -4.10% -8.40%
Active - Long Term

March 13, 2009 2 90% Up Days 1-25 days Bullish 8.00% 11.40%
Dropped Tonight

March 18, 2009 Overbought going in to Fed day 1 day Bullish

February 26, 2009 SPX down 1% while SOX up 1% 1-15 days Bullish 4.60% 7.10%

If the avg max move is achieved it will appear in bold and brown. If the avg + 1 std
deviation is achieved, the study will in bold italic blue.

Short-term Outlook (1-5 days) — updated 3/19 — approaching bearish

Another strong day as the market popped higher following the Fed announcement. The
S&P and Nasdaq closed up close to 2%. Breadth was again very strong — just missing a
4™ 90% Up Volume day in the last few weeks. Total volume came in fairly high as well.

A few quick things I’m looking at. First, from the intraday update sent on Wednesday:

Below are a couple of past studies looking at Fed day spikes:

http://quantifiableedges.blogspot.com/2008/08/fed-day-spikes-historical-
aftermath.html

http://quantifiableedges.blogspot.com/2008/12/when-fed-sparks-rally-to-10-day-
high.html

The theme shows some additional follow through over the next 1-2 days followed by
a pullback over the next couple of weeks as excitement wears off.

Today | decided to look at other times the 10-day %R was over 90 the day before

the Fed day (as it was yesterday) and then the market rose at least 0.5% more on
the day of the Fed announcement. Results below:
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1) Of the 11 instances, ALL of them closed higher either on day 1 or day 2.
2) Eight days out, 9 of 11 closed below the Fed day close at some point.
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Same theme here. This study is suggesting we could see more follow through over
the next day or two. After that, a pullback should ensue.

Secondly, In Gerald Appel's book "Technical Analysis - Power Tools for Active Investors"
he publishes a system called the "Daily Breadth Impulse Signal". Essentially it looks to enter
the market when the 10-day exponential average of advancers/decliners hits an extreme. The
trade closes when the same measure eventually declines to a certain number. (Since it’s not
my system I’m not comfortable revealing it in whole but for those interested it can be found
in chapter 6 on page 142.)

Anyway, Mr. Appel’s system signaled today. The last time it signaled was January 2" —
which turned out to be one of the biggest failures ever. Below are updated performance stats
for the system:
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Another notable about today’s move is that the S&P traded over 20% above its recent
lows. | looked at other times back to 1960 where the S&P rose 20% or more within a 2-
week period. There have only been 3 other instances: November 2008, October 2008 and
Following the Crash of 1987.

While the Dow hasn’t managed a 20% gain yet | did use it to look back to 1919. As can
be seen in the table below, results were inconsistent. (Note: results based on
$1,000,000/trade rather than normal $100k/trade.)
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Over half of the instances came between 1931 and 1933. Below is a chart of the period
with buys marking the entries after a 20% runup in under 10-days:
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The last thing to note tonight is that today marked the 2" day up in a row. This is the
trigger for the simple “2 days up in chop system”. The last entry on 3/11 led to the
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biggest failure. It also comes on the heels of two failures for the “2 days down in chop”
system. For more detailed discussion on this recent move away from choppy behavior
you may want to check out Monday’s Subscriber Letter following the intermediate-term

overview. (link below)

2009-03-16 QE Subscriber Letter.pdf

I’m not ready to throw out 2 Days Up In Chop just yet. Below are updated stats:
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Here’s tonight’s Aggregator chart:
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The green Aggregator line is basically even suggesting the studies are now net neutral
over the next few days. The black differential line remains squarely negative. This
illustrates that the S&P has strongly outperformed expectations over the last few days.

Between “2 Days Up In Chop” and today’s Fed study it appears a pullback should occur
in the next few days. Overall there are now 5 active bearish studies and only 2 bullish. 1
would also expect we’ll see more short-term bearish evidence if the market continues
higher again tomorrow. As extended as this runup has become, a pullback could be quite
sharp. Therefore 1 am going to start looking to begin a short position should the SPY
close higher tomorrow. | will scale in as | frequently like to do. | anticipate take a fairly
quick exit on this should it reverse and go our way. See trade ideas section below for
details.

Intermediate-term Outlook (2 weeks — 2 months)—neutral -updated 3/16

So I’ve been saying for a while now that | expect a rally to emerge here at some point
that will likely last a few months and could see a rise of 30% or more. The current
bounce gives some hope that this rally could already be underway. When a market
makes a move off a low you’d like to see it quickly become overbought and then stay that
way for a while and continue to move higher. So far so good as none of the bounce from
the lows has been given back yet.

I looked at the 4 higher closes from a 200-day low in more detail to see how many of

those instances went on to further gains and how many fell apart. In order to determine
success | simply said they would have to rally as much as they already had from their
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lows. A failure would occur if the lows were taken out before the trade was deemed
successful.

Looking at it this way | found the following:
1) Eight of the 18 instances led to a successful continuation move higher.
2) Of the 8 successes, 5 of them marked long-term lows. These occurred in 7/62,
7165, 5/70, 11/71, and 10/02.
3) Ten of 18 trades would have failed.
4) Of the 10 failures, 6 of them failed almost immediately.

I’m going to continue to watch price and volume action for clues. I anticipate we’ll see
some further evidence as the week unfolds. Ideally we want the first pullback here to be
relatively mild.

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 Ideas

SPY —short ¥ index position at $79.93 limit ON CLOSE. Based on short-term market
outlook above, I am looking to begin a short position on a close higher.

Active Trades Table

Symbol Entry Date |Entry Price]Current Price |% Gain/Loss |Stop Notes
RTN(1/3) 3/3/2009 $37.71 $35.32 -6.34% sold on open
RTN(1/3) 3/4/2009 $36.45 $35.32 -3.10% sold on open
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