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Tonight’s Research Points

e Monday’s wide range down move was followed by a narrow range Tuesday.
Historically this has provided an upside edge.

e The slowing rate of decline in SPY has been a 100% reliable sign of an imminent
bounce over the last 16 years.

e The McClellan Oscillator is hitting extremely low levels. This has provided
strongly positive risk/reward for longs historically when the SPX is in an uptrend.

e The Aggregator System remains long.

Short-term Outlook — updated 10/28

The Bottom Line

Another down day is triggering more buy signals. Breadth is extremely oversold. The
market is in a place where it has almost always bounced in the past. Odds appear to
strongly favor upside in the next few days. Should the selloff continue to worsen much
more without a relief bounce, it would raise concern about the intermediate-term.

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

October 28, 2009 McClellan < -225, SPX >200ma 1-9 days Bullish 3.40%
October 28, 2009 SPY selloff decelerating 1-6 days Bullish 2.50%
October 27, 2009 SPX drops 1% while SOX gains 1-6 days Bullish 3.00%
October 27, 2009 Up Issue % < 33.3% 2nd day in a row 1-2 days Bullish 2.40%
October 26, 2009 4th Friday under 200ma drops 1% 1-2 days Bullish 2.10%
October 26, 2009 1% Dn Decliners double advancers 1-9 days Bullish 3.00%
Active - Long Term

October 26, 2009 Nasdag/SPX Rel Strength Favors Nas Bullish

October 19, 2009 VIX:VXV drops below 0.9 2-5 months  |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 selling off fairly hard the last 2 days, the market spent Tuesday consolidating in a
narrow range. It oscillated from positive to negative several times before finally settling
lower. The SPX closed down 0.33%. With the SOX selling off hard today the Nasdaq
was hit harder and fell 1.2%. Breadth was again strongly negative. The NYSE Up Issue
% was 35% and the Up Volume % only 32%. Total volume declined just slightly from
the previous day but was still above average.

There were some hints that the selling might be waning. One study that looked at this
was the WR7 Down followed by an NR7. (WR7 = widest range in 7 days, NR7 =
narrowest range in 7 days.) This study last appeared in the 10/5/09 Letter. Stats are
updated below:

SPX makes a WRT down followed by an NR7.
Buy at close. Sell X days later. $100k/trade. 1978 - present.

X ) . Al Awg | AL Avg AL
Al et Al Tatal &1 Winning | &I Losing Al % Winning Lr Windass

D All: Al &y
ays Profit Trades Trades Tradesz Profitshle

ProftFactor  Trade

Trade Trade Reatio
10 B3 54553 SE 41 15 rache| 237318 -226672 1.05 287 113474
9| B4 975352 Bl 39 16 G964 | 245757 1892947 1.27 3N 1,160.33
3 E91E3.20 SE 36 20 B429| 277012 -1 52806 1.81 326 123506
7 oadF22Ts Bl 35 * G250 252257 159544 1.58 263 97719
6 43219.72 1] 34 X 6071 2189751 1431 81 1.53 237 Tr1.7E
5| 43588244 Bl 36 20 G4.29| 202620 41435304 1.39 23 TE3 62
4 2572442 1] 34 X 6071 1.821.03) 150567 1.21 1.87 212484
3| 15958.79 Bl 35 * G250 132834 145396 0.9 1.52 254 93
21718185 1] 37 19 GEOF | 114480 1 32524 0.86 1.65 30652
1 E,290.32 Bl 32 23 5714 g51.94 -92572 0493 1.30 11233

86% of instances posted a close above the entry price
att some point in the next 5 days.

This study suggests a bullish edge. Another study from the Quantifinder tonight with
even more compelling results that also looked at slowed selling was from the 6/18/09
blog. I’ve updated that study below as well.
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SPY closes lower at least 3 days in a row. Close = 200ma. The rate of decline has
slowed the last 2 days. Buy on close. Sell X days later. $100k/trade. 1993-present.
X ANt | A Totsl AN Winning Al Losing | Ak % | ok AvE Al Avg All Al All: Avy
Days Profit Trades Trades Trades Profitakle LR Losing 'n-'\ﬂn.ﬂ.pss ProfitFactar | Trade
Trade Trade Ratio
12 44522135 23 16 T B9 5T 342397 142304 241 5580 1594579
11| 3657386 23 17 B i 28584 00 -2355.01 127 359 1,590.43
10| 41 78477 23 17 g 7381 271512 TIET 373 1056 181673
9| 3592560 23 17 B 73 2373ET TIRGE 322 912 156193
& 2954771 23 15 g B5.22 243082 -354.32 2.8 527 1728453
7| 325862E3 24 17 T TOE3 2328497 -1,006E63 231 562 1,356.75
6| 3250245 24 17 T 083 226885 -066.36 262 G.36 1,394 .27
5| 2458395 24 16 g 7500 152355 13566 1.34 403 102850
4| 2141293 24 19 s 7947 151358 -1 459.00 103 382 89221
3| 2051014 24 16 g BGGT 152433 B3SO0 237 474 85459
201212108 25 16 a B4 .00 QR3 87 =452 61 217 435 404 84
1 B 706 85 27 18 9 BG 6T 57473 =404 25 1.42 2.04 24340
ALL 27 instances closed above the entry price at
some point in the next 4 days.

Most impressive about this one is the fact that it has led to a bounce that took it above the
trigger price in every instance. An impressive feat with a sample size so ample.

Some of the weakest readings of the current selloff have come with regards to breadth.
One breadth measure that | like that | haven’t discussed in a while is the McClellan
Oscillator. The McClellan Oscillator looks at up issues vs. down issues in its calculation.
Depending on the data provider you use, you will get slightly different readings. | ran
tonight’s test using Tradestation’s standard Advancers and Decliners data, which goes
back to 1970. While numbers will vary some , the McClellan Oscillator should be useful
as long as you consistently use the same source.

On Tuesday the McClellan Oscillator fell to -237. It’s fairly unusual to see readings
below -200 or -225 when the market is locked in an intermediate to long term uptrend.
More often you’ll see large negative numbers during capitulative selloffs in downtrends.

Below I look at all instances going back to 1970 where the McClellan Oscillator crossed
down negative to such a degree as the present and the SPX was trading above its 200ma..
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McClellan Oscillator crosses under -225. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1970 - present.

X Al Awg | Al Avg Al

' DayS | ot | Tress | Tiages | Tredes | proftaie | VNG | Losha | winoss o ogb |
Tracde Trade Ratio
10| 3896567 15 13 B T222 3385849( 101019 335 g.M 216475
9 3964936 15 15 3 8333 255364| 105172 27 13.57 0 220274
g 5009532 15 135 3 T222 27X E1| 105752 257 G669 16571583
Y 2954130 15 13 5 T222 253504 -786.65 330 5§59 1EB5785
E| 28079493 19 14 5 T3E3 250084 -1 41156 1.78 495 147789
o ZF 28563 19 9 9 4737 362156 -589.79 E.14 614 143624
4 19,745.35 19 11 g o759 240376 -837.00 287 385 103923
3 1862263 21 14 T EEEY  1,79917 -937av 1.92 3.84 8679
219,001 7 22 16 E 7273 138020 -513.58 2E9 77 BE3 T
1 145584 63 22 17 B TrAT 108605 -FTaGa 1.40 476 EEZ2 34

82% of instances closed higher than the entry price
within the next 2 days. (100% within 12 days.)

This suggests a pretty strong chance of a short-term bounce along with a decent
possibility of some additional upside. 1 also decided to look at instances that were above
their 50ma’s.

McClellan Oscillator crosses under -225. SPX close = 50ma.
Buy on close. Sell X days later. $100k/trade. 1970 - present.

A _ _ A Bwg | Al Avg ALl
All: Met All: Total (&L Winning | Al Losing Al 9% Winning | meE windoss

D All: Al Ay
ays Profit Trades Trades Trades Profitahle

ProftFactor . Trade

Trade Trade Ratic
10 20509 96 g 7 1 g7.50 0 313882 146376 214 1496 256375
9| 19,831 50 & T 1 8750 308746 -1 73032 178 1249 248524
8 177558 a T 1 g7s0 270182 119714 226 1580 221445
71714814 a 7 1 g7s0 258770 -965.76 268 1876 214352
B 1704552 g 7 2 Tr78 257933 -503.59 512 17.893 ) 189428
5 1247900 g 4 4 4444 371419 -594 44 E.25 6.25| 1,386.56
4| 10,801 16 ] B 3 BEEY 227482 -549 25 240 479| 1,20013
31021153 10 g 2 8000 1 E2504  -1,.394.39 147 466| 102115
2010191 82 11 g 3 7273 143136 -419.68 341 9.09 92653
1) 830775 11 9 2 g1.82 947 85 -111.46 g.50 38.27 75525

10 of 11 instances (91%) closed higher than the entry
price within the next 2 days. (100% within 7 days.)

Instances are low, but it appears the chance of a bounce occurring in the next day or two
is quite good based on this study.

Rather than using a time-based exit | also looked at exiting based on a rebound in the

Oscillator. For this study I went back to the 200ma filter, since that gave more instances
than the 50-day study.
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McClellan Oscillator crosses under -225. Close = 200ma.
Buy on close. Sell on cross up through -100. $100k/trade. 1970 - present.

radeStation Performance Summary Collapse %
All Trades
Total Met Profit £20,748,91  Profit Factor ( 23.81
Gross Profit £31,053.29  Gross Loss (£1,304738)
Total Mumber of Trades 18 Percent Profitable 83.33%
Winning Trades 15 Losing Trades 3
Even Trades 0
awg, Trade Met Profit £1,652.72 Ratio Avg. Win Avg. Loss 4.76
Awg, Winning Trade £2,070.22  Avg. Losing Trade (43
Largest Winning Trade £7,070.28 Largest Losing Trade ($630.00)

With a strong winning % and the average gain dwarfing the average loss, waiting for a
move back up in the McClellan Oscillator would seem to be a viable exit strategy.

Also notable about the McClellan study is that the last two times the McClellan Oscillator
crossed below -225 were 9/2/09 and 10/2/09. Both instances marked the low of those
pullbacks.

The Aggregator chart is updated below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

The Aggregator chart isn’t changed much from yesterday. The green Aggregator line is
strongly above 0, suggesting strong bullish implications from the studies. Meanwhile the
black Differential line is showing the SPX has strongly underperformed expectations
over the last few days. Both lines strongly above 0 has historically provided a bullish
edge.

With another % SPY position being entered at the close | am now % in. | will wait one
day and see how the studies shape up tomorrow before entering the final ¥2. There is a
Catapult trade that triggered today which is listed below.

Intermediate-term Outlook (2 weeks — 2 months)— updated 10/26 — slightly bullish
The last few weeks we’ve had a decent amount to explore from an intermediate-term
perspective. This week I’m simply not seeing much.

The market did post a slight decline for the week and the action has turned choppier but |
don’t see any evidence pointing to a deep or sustained intermediate-term drop at this
point in time.

One issue that several people may point to as a warning sign is the fact that there has
been high volume occurring on the down days recently. This is often seen as institutional
selling and considered a negative. In the past my research has shown that clusters of
distribution days are more likely to lead to higher prices over the next 1,2 and 3 months
than they are lower prices. One detailed study from August that addresses this may be
found using the link below.
http://quantifiableedges.blogspot.com/2009/08/distribution-days-quantified.html

One potential positive from this past week is that the Nasdag/SPX Relative Strength
model saw strength shift back to the Nasdaqg. 1’ve noted this in the active studies list
above.

At this point I’m viewing this past week’s choppy action as just that. From a short-term
perspective the Aggregator has suggested a bullish edge currently exists. Since the
March bottom there has been only one Aggregator buy signal that has lost more than
0.3% on a closing basis. That signal occurred in late August / early September and
suffered a 1.22% loss. Should the current short-term bullish configuration not play out as
expected, that may suggest a change of market character which could lead to a deeper
correction. It’s something I’ll have in mind this week when examining action. | see no
reason to try and catch a top just yet, though.

Catapult and Capitulative Breadth Statistics

(Catapult Presentation Part 1) (Catapult Presentation Part 2)
Open Catapult Triggers

WAG(1/3) @ $37.70

Catapult for ETF’s Trades
none
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http://quantifiableedges.blogspot.com/2009/08/distribution-days-quantified.html
http://quantifiableedges.googlepages.com/CatapultandCBI.ppt-voice2.ppt

Broad Market Large Cap CBI - 1 (WAG)

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.

WAG - buy 1/3 position @ $37.70 limit. Catapult trade. Traders should keep in mind the
extreme volatility of Catapult trades when considering position size.

Active Trades Table

Symbol Entry Date |Entry PricdCurrent Pr|% Gain/Lo{Stop Notes

SPY (1/4) 10/26/2009] $108.08 $106.42 -1.54% bought at limit
SPY (1/4) 10/26/2009] $106.91 $106.42 -0.46% bought on close
SPY (1/4) 10/27/2009] $106.42 | $106.42 0.00% bought on close

Average price of the SPY position is currently $107.14.
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