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Tonight’s Research Points

e Very low volume reversals off of a 50-day low have consistently led to further
upside over the last 40 years.

e Unfilled gaps that close higher on the day following a 50-day low are dependent
on the long-term trend to establish an edge. When above the 200ma no bearish
edge exists.

e The Aggregator System remains long.

Short-term Outlook — updated 2/2

The Bottom Line

The bounce on Monday has started to relieve oversold conditions. Despite the low
volume and the unfilled gap up, indications suggest more upside is likely. The
Aggregator system remains long.

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

February 2, 2010 50-low followed by low volume rally 1-2 days Bullish 1.10%
February 1, 2010 4 Lower Lows & 20-day low 1-8 days Bullish 2.50%
February 1, 2010 Failed Gap Up Bottom 10% Close 1-8 Days Bullish 4.50%
January 29, 2010 Outside day down bottom of range 1-6 days Bullish 2.40%
January 28, 2010 False Breakdown >200ma & <10ma 1-5 days Bullish 2.30%
January 25, 2010 VIX, price, or breadth studies 1-7 days Bullish 4.20%
January 22, 2010 2:1 negative breadth for 2 days 1-8 days Bullish 2.10%
Active - Long Term

February 1, 2010 McClellan -60 for 6 days in a row 1-20 days Bearish

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

Dropped Tonight

February 1, 2010 1st Day of Month 1 day Bullish

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

The market actually put in a decent move higher on Monday. It did so by gapping up to
start the day and then never looking back. The SPX rose 1.4%, the Russell 2000 was up
1.2% and the Nasdaq rose 1.1%. Breadth was very strong. The NYSE Up Issues % was
78% and the Up Volume % was 89%. Total volume came in at the lowest level in over 2
weeks.

Based on the low volume bounce | expected to find some bearish studies tonight. What |
found surprised me. The Quantifinder noted a study today from 1/27/09 that looked at
SPX rises on low volume. I’ve updated that study below:

SPX closes higher on the lightest NYSE volume in 10 days.
Buy on close. Sell X days later. $100k/trade. 1999 - present.

X ) ) Al Avg | AL Avg AL
Al ket Al Total AL Winning | Al Losing All: 9% YWinning Losing WinlLoss

D All: Al &g
ays Prafit Trades Traces Trades Profitakle

PraftFactor . Trade

Trade Tradle Rstio
5|-48,020.55 140 EE 74 4714 1 BEOT4 | -2308.51 08 072 -343.00
41-39,801.05 144 EG 78 4583 162533 188683 086 073 -277.09
3|-35,439.34 150 72 7 4300 132652 -1,739E0 07eE 0.7 -256.26
2|-2817136 155 72 a3 4645 106349 -1 261096 084 073 -181.75
1| -9678.02 176 g9 ar S0.57 7re.E0 -907 95 0.86 0.88 -54.99

Implications here seem to suggest a mild bearish edge over the next few days based on
the low-volume bounce. | decided to dig a little deeper, though. Today wasn’t just any
low-volume move higher. Today we were coming off a 50-day low for the SPX.

I’ve seen it written several places tonight that the bounce cannot be trusted because of the
low volume. So | decided to put this to the test.

Yesterday SPX closes at a 50-day low. Today it rises on the lowest NY5SE volume in 10 days.
Buy on close. Sell X days later $100k/trade. 1970 - present.

A All Avg | AL Avg Al

Days 'al;"roP::J[ ’ﬂ}l:'-a-rdc:: | Allfr:dnenslng A&rgzzzg F‘rﬂlﬁ:lile Winning Losing 't-"aﬂn.ﬂ_pss Prof?l—l;u:tor A;Lﬁ-“;;@
Trade Trade Ratic
10 2351024 23 15 10 5552 | 358559 225414 1457 204 103525
9 1522683 24 14 10 5533 2596475 232748 1.27 1.75 753 .45
B 18,3738 24 14 10 5833 29350 -22EETY 1.29 1.8 YE5 .58
T 1027506 24 16 g GEEF| 227ES9 -3 26960 o.7a 1.39 42813
B 1210853 25 15 10 gOO0 | 2475497 -2E07.63 099 1.45 454 .35
5 831174 25 15 10 gOO0| 211875 -234605 0.9a 1.35 33247
4| 5435514 25 12 13 400 203691 -1 46060 1.39 1.29 8.2
3 BoEsAaT 25 14 10 S5O0 146374 1443485 1.02 1.42 24342
2 809273 25 16 q G400 124565 120953 1.05 1.54 3637
1 1,384.70 25 16 q F4.00 7O07a7 | 110476 0 Ed 1.4 5539

23 of 25 instances (92%) closed above the entry price
at some point in the next week.
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From this standpoint it doesn’t appear that the low volume is any kind of a warning sign.
In fact it appears this setup has a bit of a bullish edge. Of course everyone always wants
to see high volume on the bounces, so we might as well take a look at that for
comparison.

Yesterday SPX closes at a 50-day low. Today it rises on the highest NYSE volume in 10
days. Buy on close Sell X days later. $100k/trade. 1970 - present.
X Al Met | Al Totsl |4 Winning| Al Losing | Al s | D AvE | AL Avg Al Al Al Ay
DEi‘_th Profit Trades Trades Trades Profitable winning Losing Nnﬂ.pss ProfiFactor Trade
Trade Trade Ratio
10 4397738 4 a7 14 B5.85 324023 -3107.78 1.04 201 107262
9| 4894171 44 24 20 5455 3830979 -2 32066 168 201 108688
& 2630054 45 26 19 s778| 308158 -280530 1.08 149 53448
7| 3043997 45 22 23 4889 372823 2724265 168 159 BTG4
6 1846316 45 22 23 4589 309534 -2158.01 143 137 41029
5| 3582368 45 29 16 G444 249476 -2282.78 1.09 198 79608
4| 4473899 45 26 19 5778 289437 1 BOG.O3 1.0 247 89420
3| 4595550 47 30 17 6383 237388 148383 160 282 orE4
2 3244124 49 29 20 5918 180397  -99369 182 263 EE2O7
1) 2414615 49 25 o 5714 173282 16061 148 199 49278

When volume comes in at the highest in 10 days, statistics aren’t greatly different from
the lowest volume in 10 days.

Lastly I looked at times volume fell between these extremes when bouncing from a 50-
day low.

Yesterday SPX closes at a 50-day low. Today it rises on neither the highest nor lowest NYSE
volume in 10 days. Buy on close. Sell X days later. $100k/trade. 1970 - present.
' ' ) ] ) . ) Al Avg Al &y All: ' '
Days ’”;LDP:? ﬂ'\l'"r.aTdc::l A"'ll'::ﬂdnensmg '&l'::rla_gzgg Prﬂlilts?éle Whinning Lesing) 't-'\ﬂn.ﬂ.p&s Prufﬁl-lla.actur g'll'ta":'ﬂ\;g
Trade Trade Ratic

100 25151 .03 125 63 a6 0520 2B85B65 -2859.83 0594 1.16 20121
9 2825739 130 TG a4 oedE 273253 -3322s0 052 1.16 2T 36
g 40135893 154 77 a7 o746 2855975 -53159.035 0.9 1.22 28952
Y 1678570 140 74 =] 2643 2B6004| -322262 0.55 1.08 119.80
6| 3665051 145 a0 e B0.&1 239790 -3 08597 0.v3 1.20 247 B4
2| 2126745 156 95 [=10] B090 216423 307224 0.y 1.12 136.33
4 -7a7 Bl 165 103 ] E1.51 185991 -2959.51 0.55 1.00 -4.75
3 -6094 .85 181 105 g5 2487 158081 | 202458 0.75 0.88 -3
2| 521646 205 102 101 5025 156446 -1E31 .60 096 0487 -2570
1 562986 203 106 a7 0222 92518 -952.98 087 1.06 273

Interestingly, these appear to be the worst results of all. It appears very strong volume
can attract strong follow through. It also appears that perhaps very weak volume may
leave just enough doubters that they end up chasing the market higher over the next
several days.
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An examination of unfilled gaps higher might lead someone to believe that Monday’s
unfilled gap following a 50-day low is likely to be followed by downside. Below is a test
that examines this.

SPY posts an unfilled gap up and close above the open. Yesterdays close was lowestin
50 days. Buy on close. Sell X days later. $100ki/trade. 1993 - present.
¢ X Al Met | AN Totsl AlWinning Al Losing | Al % | ok Avd Al Avg Alk Al Al vy
Da'_.,rs Profit Trades Tradesz Trades Praofitshle Winning Lo Nn'ﬂ'PSS ProftFactar | Trade
Trade Trade Rstio
10| -20 52052 30 12 18 4000 27TO2 0 -295185 082 061 -654.02
9 -43377.53 3 12 149 387 21725 -3,989.19 .63 043 -1,339.25
& -49,240 54 32 15 17 4688 183905 -4519.20 0.41 036 -1,538.77
7| -38,656.58 33 15 18 4545 250341 | -4,28988 0.58 048 -1,202.02
6| -16,451.24 33 17 16 5152 220647 -347008 066 070 49943
5 -10,867 .24 33 16 16 4845 242492 310412 0.ya 0va -329.3
4 .15 259522 34 19 15 2588 1,79V.28 0 3293507 0.53 059 -443. 77
3| -8,565.74 34 14 15 5588| 149478| -2,464.44 0.1 077 25193
2|17 504 .56 a4 18 18 4706 152645 -232934 066 058 51485
1 -4100.05 34 15 18 4412 94263 1,013 0.83 07 -120.58

While the win % isn’t too telling the Average Trade appears quite compelling for the
downside case. It really isn’t this cut and dry, though. This is one of those cases where
the results differ greatly depending on whether the market is in an uptrend or a
downtrend. Below I break out this test by times the SPX was above or below its 200ma.

First let’s look at instances below the 200ma.

SPY posts an unfiled gap up and closes above the open. Yesterdays close was lowest in
50 days. Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.
+ X Al Met | Al Totsl |&IWinning| Al Losing | Ao | SlAvg Al Avg Al Al Bl Ay
Days Profit Trades Trades Trades | Profitakle B Lt NHLPSS ProfitFactor|  Trade
Trade Trade Featio
10| -22 58543 21 v 14 3333 364339 345623 1.05 053 -103969
9 -4303417 22 G 16 2727 430616 -442945 08y 036 -2047.0
& | -51,448.06 22 g 13 4091 | 228664 -5540.60 0.41 029 -2,338.55
7| 42,372 24 23 11 12 47E3| 259207 -5998.75 045 041 184227
B |-21,302.50 23 11 12 4783| 280189| -4,343.63 0ES 05 -oz6.21
5 -11,26385 23 12 10 5217 277588 445745 0E2 075 -459.74
4 17 B16.55 23 12 11 2217 2299035 -4109.56 0.56 0.61 -765.94
3| 996998 23 12 11 5217 191754 299822 064 070 43343
2|17 540 54 23 10 13 4348 184496 -2768.50 0E7 051 -7E265
1) -5,024 57 23 11 11 47 83 vansz | 1,247 .32 063 063 -25.47

As you can see, the implications here are substantially more bearish. So where does that
leave the > 200ma instances?
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SPY posts an unfilled gap up and closes above the open. Yesterdays close was lowest in
50 days. Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.
¢ X AN Met | AN Totsl &M Winning Al Losing | e | o AvE | Al Avg Al Al All: B
DEi.‘}'S Profit Trades Trades Trades Profitakle inning Losing Nnﬂ.::uss ProfitFactor | Trade
Trade Trade Ratio
10 236291 g 5 4 5556 142227 118711 1.20 150 26255
9| 1F5664 g & 3 BG.E7 112834 170447 .66 132 18407
& 220752 10 & 4 6000 116767 -1,19963 0.97 146 22075
7| 270566 10 4 B 4000 193462 -E7214 228 152 27057
6 452156 10 & 4 6000 136085 -549.42 161 242 43218
5 30671 10 4 B 4000 137204 -B4E5E 1.62 1 106 3967
4| 235836 1 7 4 6364 93711 -1,050.36 .89 156 21440
3 140424 1 7 4 B354 77005 09653 077 135 127EE
p 35.95 1 & 5 5455 99561 -1,187.53 .54 1.m 327
1 924 52 1 4 7 3636 136085 -64557 211 1.20 34.07

Instances are low here and they aren’t exactly strongly bullish. But as you can see, there
doesn’t appear to be a bearish edge when the market is in a long-term uptrend.

I have updated the Aggregator chart below.

TradeStation Chari Analysis - $55PX.X Daily [CBOE] S&P 500 Index B EER
FEPE L - Daily CEOE L=10899 1532 1 43% B=1088 67 A=103952 O=107350 Hi=1089.38 Lo=1073.89 C=108010 W=0
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The rally on Monday didn’t do much to change the look of the Aggregator this evening.
The green Aggregator line remains well above zero, showing that net expectations from
the active studies is bullish over the next few days. Meanwhile the black Differential line
is also well above zero, illustrating that the SPX has substantially underperformed
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

expectations over the last few days. Oversold with positive expectations has historically
provided an upside edge. The Aggregator System remains long.

Looking ahead to tomorrow the green Aggregator line is scheduled to remain strongly
bullish. 1t would take some very strong bearish studies to change this. The black
Differential line won’t take much to flip though. The pivot number for tomorrow is
1,092.74. In other words the SPX need only close a little more than 3.5 points higher to
turn the black Differential line negative and cause the long Aggregator signal to close
out.

Intermediate-term Outlook (2 weeks — 2 months)— updated 2/1 —neutral to bullish
Other than the McClellan Oscillator study mentioned in the short-term section tonight,
there were a few other notables from an intermediate-term perspective.

First, the extremely sharp selling in the Nasdaqg this week cause the Nasdag/S&P 500
Relative strength indicator to move on Friday. The S&P is now exhibiting relative
strength over the Nasdaq. This is not necessarily a bearish configuration, but rather
neutral. Most of the market’s gains over the years have come with the Nasdaq leading.
One study that popped up in the Quantifinder tonight looked at the fact that the 10-day
average true range of the SPY had now increased to greater than 1.25 times the 100-day
average true range. In the 9/29/08 Letter | looked at range expansions above certain
levels. I’ve copied those results below (not updated):

SPY 10-day average true range crosses over X times the 100-day average true range. Buy on close. Sell 20 days Later. $100k/trade. 1993-present.
X * Normal |Net Profit [Trades [Wins  [Losses |%Wins [Max Win |MaxLoss |AvgWin |AvgLoss |WIL Ratio |Profit Factor |Avg Trade

2 58,894.13 4 4 0 100.00] $3.071.64 50.00 [ $222353 $0.00| 100.00 100.00]  $§2.22353
1.75 344,244,680 12 10 2 83.33[$13,07055| (§1304.86)] $4.701.15 | ($1,38343) 340 18.99]  §3,687.05
15 548,433.58 23 15 B 65.22[513,380.02 | (57534.80)| $4.728.97|($281262) 1.68 315 5210581
1.25 353,265.08 47 2 18| 61.70]$12,088.76 | ($19,949.25)| §3,867.86 | ($3,272.39) 1.18 190  $1,133.30

We see in the table that 1.25 times does suggest bullish implications, but if we see range
expand even further then those implications would become even more bullish. Below is
an updated detailed breakdown of the 1.25x level.
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SPY 10-day average true range increases more than 1.25 times the 100-day average
true range. Buy on close. Sell X days later. $100k/trade. 1993 - present.
X AL Net | AL Totsl AL Winning Al Losing | Al % | S Ave Al Avg All Al Al Ay
Days Profit Trades Traces Trades | Profitable | ' anning Losing | WILOSS o o ieactor  Trade
Trale Trade Ratio

20 42,402 69 51 32 149 6275 402562 -4,548.28 089 143 83143
18| 59,194.70 52 33 14 BIA6| 421949 -421307 1.00 174 113836
18| 59,315 66 53 32 21 6035 421730 -3 60189 147 178 111913
17| 97 372358 a3 32 21 G035 351666 -3053.54 1.24 1.89 ) 1,052.:50
16| B3,374.77 55 34 21 6182 365679 -240267 126 204 115227
15| 55,542.46 55 36 20 6420 3,289.32| -3,12866 105 188 99719
14| 5441512 58 38 20 G552 299647 2497254 1.01 1.82 93519
13| 2324029 [=10] 34 26 S667 332411 229921 1.45 1.589 88734
12| 50,746 57 63 8 24 6180 273922 2336749 147 180 80550
11| 34,126 50 64 a7 27 57.81| 258276 -2,275.38 114 156| 53323
10 2952316 G4 32 31 s0000 2592194 -20OB3E3 1.42 1.46 461.30
9 35803235 G4 35 29 2469 24920 16593435 1.47 177 294 .57
& 4182312 65 35 a0 5385 257657 161225 1 60 186 B43.43
7| 4415035 B 3 27 5009 251620 -1.89929 126 182 65895
6| 4293579 G5 41 27 G029 237634 20320 118 1.79 63145
5| 31,192.10 73 42 a1 5753 1,092.94| -1,556.44 1.21 165 42729
4| 4047115 77 44 28 6364 191509 -1,806.01 1.00 176 52560
3 46,59995 79 &1 27 G456 177034 -1 EB0OG95 1140 2.08 593 67
2| 2644719 g3 43 35 3783 1,563.73 -1,355.91 113 1.54 315 64
1] 2133625 83 50 33 6024 127174 128032 049 150 25706

Implications are bullish, but not overwhelmingly so.

This pullback so far has been quite extreme. We are beginning to run low on historical
comparisons. Additionally, we are now starting to see some signs that it could be
negative for the intermediate-term. These include the McClellan Oscillator study from
the short-term section and the switch in the Nasdag/S&P Relative Strength model.

Despite this, I’m still of the opinion that it is unlikely a new bear market has begun. In
the study of tops I referred to several times over the last few weeks we found that all
previous major tops showed sign of a weakening market prior to the ultimate price high.
This was seen using breadth indicators like the New 52-Week High % and the
Advance/Decline line. In every case there was a divergence in place prior to ultimate
high. There was no such divergence this time. It’s now looking very possible that this
current pullback may be a warning of things to come. The oversold studies should
eventually kick in here and lead to a very sharp bounce. | would be surprised if the
market didn’t manage to hit new highs in the next few months. What very well may
happen, and what traders should be careful to watch out for, is that the next high may
come with a breadth divergence. Damage is already being done to the A/D line. When
the price rises again, if this damage in unable to correct itself, we may THEN have the
makings of a major top in place that could lead to the next big bear move.
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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

Still no Catapults — and not much is even close.

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.

No new trade ideas tonight.

Active Trades Table

Symbol Entry Date|Entry Price |Current Price|% Gain/Loss |Stop Notes
SPY(1/4) 1/26/2010 $109.31 $109.06 -0.23% Aggregator
VXX(s) 1/25/2010 $31.89 $30.16 5.42%

SPY(1/4) 1/25/2010 $109.50 $109.06 -0.40% Aggregator
SPY(1/4) 1/22/2010 $111.20 $109.06 -1.92% Aggregator
SPY(1/4) | 1/22/2010]  $111.20 $109.06 -1.92% Aggregator
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