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Tonight’s Research Points
e Strongly negative breadth 2 days in a row suggests a bullish edge.
e Such sharp pullbacks from 50-day highs are often followed by a bounce.
e The VIX spiking more than 20% above the 10ma at also suggests an upside edge.
e The Aggregator System went long at the close on Thursday.

Short-term Outlook — updated 1/22

The Bottom Line

Indications of breadth, volume, price action and sentiment are all suggesting the market
should bounce. 1I’m positioning myself long.

Summary of Recent Active Studies (see http://QuantifiableEdges.blogspot.com or
Letters from listed dates for details)

Study Date Description Timespan |Bias Avg Max Move  |Avg MM - 1/3 Std Dev
Active

January 22, 2010 2:1 negative breadth for 2 days 1-8 days Bullish 2.10% 1.70%
January 22, 2010 50 high to 8 low in 2 days 1-4 days Bullish 1.60% 1.20%
January 22, 2010 VIX 20% ahove 10ma. 1-7 days Bullish 2.50% 1.90%
Active - Long Term

January 13, 2010 No bearish divergence at high int. term Bullish

December 23, 2009 SPX and TNX hit 50-day high 1-10 weeks  [Bearish

December 23, 2009 Low p/c without strong SPX rise 1-5weeks  |[Bearish

December 7, 2009 Nasdaq Leading S&P int. term Bullish

December 2, 2009 VIX:VXV crosses below 0.9 2-5months  |Bearish

Dropped Tonight

January 21,2010 Unfilled gap dn with open & close high1-3days  [Bearish -1.60% -1.10%
January 19, 2010 10 high drop on highestvoland%  |1-3days  |Bearish -1.40% -1.00%
January 21, 2010 1% drop from 50 high. 2:1 neg breadth 1day Bullish

If the avg max move minus 1/3 std deviation is achieved the study will appear in bold
italic blue and no longer be active.
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The Evidence

After opening flat the market experienced it biggest selloff in months today. The S&P
fell 1.9%, the Nasdaq 1.1% and the Russell 2000 lost 1.8%. Breadth was stronglt
negative as the NYSE Up Issues % came in at 21% and the Up Volume % was 13%.
Total volume rose to the highest level in over a month.

Several studies appeared in the Quantifinder and | examined this selloff a number of
ways. First let’s look at it from a breadth perspective. The study below last appeared in
the 10/27/09 Subscriber Letter. 1’ve updated the stats.

NYSE Up Issues % = 33.3% for the 2nd day in a row.
Buy SPX on close. Sell X days later. $100k/trade. 1999 - present.
X Al Net | A Totsl &K Winning Al Losing | A% | L AvD AlAvg All Al Al Ay
DEWS Profit Trades Trades Trades Profitakle \hinning Losing 't-'\ﬁn.ﬂ_pss ProfitFactor Trade
Trade Trade Ratio

10| 3332893 57 25 29 4912 405994 277067 147 1.41 53472
9 B0S09.03 B0 39 1 B500 335307 -3,331.36 1.0 1657 101348
6 7435096 &0 36 22 G333 3EETAT 277276 132 2.28| 1305598
T B4 50560 &1 42 13 G385 281361 -3,195.11 .51 243 106238
6 B9817.53 B3 4 22 BS08 303224 247201 125 229| 1,0850
5 B2797 B3 B3 40 73 B349 272101 -200186 136 236 99579
4 B5TT2T0 65 39 25 BOO0 | 288452 -1,947.05 153 230 1,011.89
3 4187183 69 44 25 B377 | 247044 -2 FE9.10 045 163 B0E.29
2 BIA35.84 1 47 24 BE20 | 233979 193560 1.2 236 §93.50
1| 5457077 an 55 54 E222 150882 137420 132 217 B06 .34

Indications from this suggest a strong bullish sedge is now in play. Tonight I also
decided to break this one out by uptrends vs. downtrend. First, using the 200ma as a
filter, let’s look at uptrending tendencies like now.

MNYSE Up Issues % = 33.3% for the 2nd day in a row. SPX = 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1999 - present.

X Al Net | Al Total AL Winning Al Losing | Al % | AAvd Al Avg All Bl Al Ay
DEYS Profit Tradesz Trades Tradesz Profitable inning Lo WHLFISS ProftFactor.  Trade
Trade Trade Ratic
10 17 34033 25 12 13 45.00 235983 -544 53 274 258 EO3 61
9 2094964 25 17 5] 65.00 1,/9485| -1,189535 1.50 319 837899
8 23132017 25 17 g 65.00 1599409 | -1,343.66 1.48 315 926.01
T| 1623518 26 18 g E9.23 1E3964| -165943 0493 222 E24 .55
E| 11,595.57 26 15 11 5769 153818 111128 143 145 44610
5| 922640 26 13 13 50000 1,71663| -1,00697 1.70 1.70 354 .86
4 545573 26 14 12 53.85 1, 71380 -1,29473 1.32 1.54 32522
3 551347 27 17 10 E2.9E 103522 -908 .52 114 1.94 31531
2 2B27.71 27 15 12 55.56 58430 =511 .41 1.14 143 97.32
1| 401584 34 20 14 58.82 73853 -FES.20 096 137 11811

79% of instances closed above the entry price at some point in
the 4 days. All instances posted a close above the entry price
within 12 days.
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The edge is also evident in this study, though seemingly not as powerful. So how’s this
one look when SPX is below its 200ma?

NYSE Up Issues % < 33.3% for the 2nd day in a row. SPX < 200ma.
Buy SPX on close. Sell X days later. $100k/rade. 1999 - present.

D;(YS Al Net | Al Total A1 Winning Al Losing | Il % ﬁ\:;-.:i:g ’?:'E;‘n”gg WHT;SS Al Al Avy
Profit Trades Trades Trades Profitakle . ProftFactar | Trade
Trade Trade Ratic

10 14,454 44 33 20 13 B0E1 420061 | -5 345828 0va 1.21 43592

9| 3938002 36 21 15 9833 489370 -4 23254 1.16 1.62 1,09359

G S4411.59 36 23 13 B389 4E51598 -3981.22 116 205 151143

7| 453941 .49 36 24 12 EEEY | 385007 -3E21.63 1.06 243| 1,35949

6| B2,09353 35 27 11 105 351983 -373050 1.02 251 1,634.21

5| 53,599.549 35 29 3 T632 286030 -3533.27 0.53 2EB6 141051

4| 5538831 40 26 14 E5.00 3531897 -2E03.07 1.36 252 1,384

3 35A74T 43 26 17 E04Y | 3482584 -3210.69 1.03 1.66 836 .62

2| B2E3723 45 32 13 A1 314586 -23910.02 1.03 2E6| 1,396.35

1) 5291529 56 36 20 B429 239191 -1EB59E67Y 1.44 259 944 92

98% of instances closed above the entry
price at some point in the next 4 days.

The edge here is very pronounced. Worth noting for future reference.

So breadth is suggesting a bounce is likely. What about a price-based study? Below |
have updated one last seen on 9/25/09.

SPX closes at a 50-day high and then 2 days later closes at an 8-day low.
Buy on close. Sell X days later. $100k/trade. 1987 - present.

X Al Net | Al Total | AL Winning| Al Losing | Al % | S Ave Al Avg All Al Al Ay
Days Profit Trades Trades Trades Profitable winning Losing 't-'\ﬁn.ﬂ_pss ProfitFactar | Trade
Trale Trade Ratio
10 30,193 60 1 > q Fo87| 185255 117370 1.55 3.86 973589
9 2883963 il 20 11 B452| 215750 -1,30045 1.E6 302 93031
g 3297663 il * 10 G774 | 220395 -1341.14 1.65 3.46| 106376
T3 ,5394.23 ) byl 10 Brrd] 212127 43524 1.61 339 1 m2rz
E| 2877778 31 x5 g 7419| 192949 152507 1.06 3.04 95057
5 ¥ E2ZE3 il 2 q 7087 19032 | -158312 1.20 204 &91.05
4| 2539095 il 23 g 74419 150983 -791.89 1.9 .45 91584
3 1558959 1 byl 10 G774 111246 STTT23 1.45 3m L0285
2| 5568555 31 20 11 G4 52 FEG19 -565.44 039 1.62 159.22
1 G,385.84 32 20 12 G250 g81.70 -562.34 1. 202 2518

90% of instance closed above their entry price at some
point in the next 3 days.

Indications here too are quite strong that we will see a bounce shortly.
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The VIX provided some other notable action today. It closed up over 19% and is now
stretched over 20% above its 10ma. Below is a test of other times we saw such a sharp
VIX spike while the SPX was trading above its 200ma.

WX crosses more than 20% above its 10ma. SPX = 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1990 - present.

Al Ay Al A All:

Al Met Al Tatal AL Winning | &I Losin All: %% . . All: Al A
Days Profit Trades Trades ¢ Trades ! Profitable Tpan;;g I#:LTS W;;;SS ProfitFactar Trsu:ﬂegl
10 3953599 27 20 v 7407 267009 -1 95053 1.35 3.85 0 1468430
9| 3Y 39366 27 22 5 81458 224632 -240506 0483 4.11 1,354 95
5 4019104 28 21 v va00 256042 -1 93967 1.32 3896 143539
7 44 85804 28 22 G 7857 233575 108434 215 7480| 160287
5| 4052417 28 21 7 7Aoo, 2340583 -1,190.46 1487 5800 14550
5 33,2493 28 20 =] 7143 197639 -754.52 252 .30 118745
4| 1996375 28 14 2] G786 1,74280 -1 46050 1139 2.52 71317
3 11 EE9.16 Kl 21 10 G774 1,24019 -1 437.438 0.56 1.51 G376 42
2| 2396552 32 23 2] 788 1,321.04 T35 1.85 473 74592
1) 1854275 32 24 i] 7500 99213 -658.55 1.51 4.52 57945

84% of instances closed above the entry
price at some point in the next 3 days.

Here again we see a strong inclination to bounce.

So breadth, price action, and sentiment (as measured by the VIX) are all suggesting this
pullback is getting overdone and a longside edge is beginning to emerge.

I don’t have time to get into the volume but I will say that Volume Spyx levels over 100
as we saw Thursday tend to be solidly bullish indications.

I have updated the Aggregator chart below.

TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Index EE= EEIxE
FSPHH - Daily CBOE L=1116.45 -21.56 -1.59% B=111577 A=111652 O=113565 Hi=1141.55 Lo=1114.84 C=1116.45 V=0
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

Thursday’s action caused spikes in both the green Aggregator and black Differential
lines. The green Aggregator line represents the net expectations of the active studies.
Expectations are strongly positive over the next few days. The black differential line
illustrates the large underperformance of the SPX versus expectations over the last few
days. Positive expectations in an oversold market have historically provided an upside
edge. The Aggregator System went long at the close on Thursday.

Barring some extreme movement tomorrow it appears likely that the green Aggregator
line will once again close positive on Friday. Meanwhile, for the black Differential line
to drop into negative territory it would have to close at or above 1149.05 — an unlikely
scenario. These numbers will soften over the next few days but a quick 1-day turnaround
appears quite unlikely at this point.

Intermediate-term Outlook (2 weeks — 2 months)— updated 1/19 —somewhat bullish
When the SPX hit a new high on Monday the 11", it was also accompanied by a new
high in the advance/decline line and a new high in the % of new 52-highs on the NYSE.
I discussed last week that every major top since 1970 has seen a divergence lasting a
minimum of 2 months in at least one of these breadth measures before the ultimate top
was hit in the SPX. | provided a link to that study last week and have included it again
below. It can be found in the intermediate-term section of the letter.

2009-10-12 QE Weekly Research Letter.pdf

The one major difference between all the tops | examine in the study and the current
situation is that the others all took place at all-time highs. While the SPX has run up
close to 70% from the March bottom, it is still nowhere near an all-time high. A top here
could exhibit different characteristics than those previous tops. Still, the evidence would
seem to suggest to me that the market is not yet ripe to undergo any type of major
correction and we will probably be hitting new highs again before any major correction
occurs.

While these broad breadth measures are arguing for a continuation of the rally, there has
been what could be perceived as a lack of buying conviction lately. Enthusiasm seems to
be waning. The last time there was a 90% up volume day was early November. And it’s
not just breadth, but total volume has also been failing to spike on up days. It was this
strong buying conviction that kept the Aggregator positive for most of the fall, and it’s
the lack of this type of action that has allowed for negative Aggregator readings over the
last few weeks. Positive Aggregator readings will also typically arise when the market
gets overdone to the downside. And in uptrends like we are in now, even mild pullbacks
often suggest a bullish edge. But there haven’t been any. Since Thanksgiving there has
only been once instance where the S&P pulled back two days in a row. That was
December 7" and 8". Other than that, every down day has been followed by an up day.
Generally, it would seem that that lack of enthusiastic breadth and volume on up days
leaves the market more susceptible to a minor pullback. | wouldn’t expect we’ll see a
whole lot more than that, though — even with the bearish intermediate-term studies that
may be found on the studies list near the top of this letter.
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http://www.quantifiableedges.com/linklokipn.php?llauth=MjAwOS0xMC0xMiBRRSBXZWVrbHkgUmVzZWFyY2ggTGV0dGVyLnBkZiwwLDEyNjMwOTE5MjIsMC4wLjAuMCwwLDIyZjZiMGQ0YzBiZTY4NzA3ZTVlNzEyZWRlNzMyMjFi/2009-10-12%20QE%20Weekly%20Research%20Letter.pdf

Also contributing to the bullish outlook is the fact that the Nasdaq continues to lead the
S&P in terms of relative strength.

I won’t be betting against this uptrend on an intermediate-term basis until | see real
evidence of weakness.

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

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.

SPY — buy ¥ index position @ $112.
SPY — buy ¥4 index position @ $111.70.

I want to get long and if we gap up Friday I’ll be looking to enter even prior to a gap fill.
The 2" lot I will demand a decent price for.
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