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Bearish Bullish

Tonight’s Research Points
e Very low volume while hitting a 50-day low has often been followed by market
rallies in the past.
e The spike in the Put/Call ratio suggests traders are getting worried enough that we
should see a bounce.
e The Aggregator System remained long again tonight..

Short-term Outlook — updated 2/9

The Bottom Line

The low-volume drop and spike in the CBOE put/call ratio seem to be setting the market
up for another bounce attempt. One of these bounce attempts should provide a decent
move up. Indications are that it will be in the next few days.

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 9, 2010 50-day SPX low on 20-day NYSE vol low 1-5 days Bullish 2.00%
February 9, 2010 Put/Call Ratio 3-day spike 1-4 days Bullish 2.50%
February 8, 2010 SPX bounces on weak breadth 1-2 days Bearish -3.50%
February 5, 2010 2% Drop 10 low bottom 10% range 1-7 days Bullish 4.50%
February 1, 2010 Failed Gap Up Bottom 10% Close 1-8 Days Bullish 4.50%
Active - Long Term

February 8, 2010 Worden %>200ma - %>40ma > 40 3 - 7 weeks Bullish

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

Dropped Tonight

February 5, 2010 3% Up Vol 1-2 days Bullish 3.00%
February 8, 2010 SPX & VIX up on Friday 1 day Bearish

February 8, 2010 Equity Put/call 25% above normal 1 day Bullish

February 3, 2010 75% Up Issue 2 in a row. SPX >200ma. 1-4 days Bullish 2.50%

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
Monday’s action was fairly dull for much of the day. As the close approached some
selling kicked in and we closed near the lows. The SPX finished down 0.9%, the Nasdaq
lost 0.7% and the Russell dropped 1.1%. Breadth was weak as the NYSE Up Issues %
came in at 36% and the Up Volume % was 23%. Volume came in at the lowest level in
over a month.

It’s quite rare to see the SPX close at a 50-day low at the same time as a 20-day low in
NYSE volume. In fact, the last time it happened was 2002. | ran a test back to 1970 to
see performance after all other instances. Below are those results.

SPX closes at a 50-day low on the lightest NYSE volume in 20 days.
Buy on close. Sell X days later. $100k/trade. 1970 - present

D;{‘_\{S Al Net | AN Totsl Al Winning | Al Losing | Al % m;_mg ’“ﬁ'gs’?n"gg WHTDSS Al Al Av
Profit Trades Trades Trades Profitakle Trads Trads Ratin ProfitFactor Trade

11| 34,099.48 18 15 3 §333| 245389 -906.3 271 1354 189356
10 30,202.96 18 13 5 7222 24207 -B237 318 g2a| 157794
9| 28817 66 20 14 g 7000 2E7E35| 144188 186 433 144088
8| 23,264 .64 20 13 7 B500 250445 132780 138 350 118323
7| 19,356.48 20 11 3 5500 296593 1470487 202 248|  oEaaz
B| 23,7421 20 14 B 7000 243901 -1,711.93 142 332| 119371
5| 2344420 21 14 7 BEE7| 222228 -1,09533 203 406| 111639
4| 0920592 22 13 g 5800 163286 -1,32550 123 178 42250
3| 502918 22 14 8 6364 148257 1,34 38 0.8 141 27405
2| 416194 23 13 10 s552 117706 -1,1393 108 137 18095
1 18.74 24 13 11 5417 7433 88033 085 100 078

83% of instances closed above the entry price at some
point in the next 3 days.

While instances have been fairly rare, there seems to be pretty strong indications of
bullish tendencies.

One study the Quantifinder identified tonight was from the 6/5/2008 Subscriber Letter. It
looked at sharp spikes in the 3-day average of the CBOE Total Put/Call Ratio.

J-period average of the CBOE Total Put/Call Ratio spike at least 0.25 points in the last 3 days.
Buy on close. Sell X days later. $100k/trade. 1996 - present.

X Al Net | Al Totsl AL Winning| Al Losing | Al % | ok AvE Al Avg All Al Al Ay
DEYS Profit Trades Trades Trades Profitable G Losing Win.l'l.pss ProfitFactar | Trade
Trade Trade Ratio

52192483 3v 21 16 5576 | 552464 299325 1.11 1.46 59257

4| 3519386 kT 25 12 BFST| 2 M1EB| -2 71E5S2 1.00 208 5119

3 29042560 kT 25 12 G757 | 219387 | -2160.76 1.02 212 75494

2003 87285 42 24 15 57A4| 24399 | 145249 1.65 218 7o8 .85

1 2077543 a6 35 | G250 128484 151597 112 1.86 37104
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The put/call ratio is showing some evidence of fear and a likely bounce in the near term.
There was also a study in the Quantifinder tonight that looked at elevated VIX readings
when the market was at a 50-day low. The 2008 market wreaked havoc on this study and
eliminated most of its edge. 1’ve therefore removed it from the Quantifinder altogether.

I have updated the Aggregator chart below.

TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index E ) X
FEPE - Dally CBOE L=1056.74 -9.43 -0.83% B=1036.30 A=1057.12 O=1063.91 Hi=1071.20 Lo=103631 C=1036.74 =0
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With both studies tonight suggesting positive implications over the next few days, the
green Aggregator line rose higher. The fact that it is above 0 illustrates the positive net
expectation from the Active Studies. The black Differential line remains extremely
stretched as the SPX has severely underperformed expectations over the last few days.
Oversold versus expectations and positive expectations going forward have historically
been a bullish combination. With both lines above zero the Aggregator System remains
long.

The most likely scenario to change the long bias is a multi-day rally at this point. The
green Aggregator line is set to remain above zero for the next few days. Meanwhile the
SPX would need to close at or above 1074 tomorrow to flip the Differential line. This
would require nearly a 2% gain.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

Intermediate-term Outlook (2 weeks — 2 months)— updated 2/8 —slightly bullish

Two useful breadth statistics that are tracked by Worden Bros. are the % of Stocks
Trading Above the 200ma (T2107) and the % of Stocks Trading Above the 40ma
(T2108). At the current time the difference between these two readings is very large.
72% of stocks remain above their 200ma, but only 24% stocks are above their 40ma. The
only other time since 1986 when Worden Bros. began tracking these statistics that the
difference has been this large was late October / early November of 2009. To get such a
large difference between the readings you would need to have a strong pullback occur in
a strong uptrend. 1 was curious to see whether such a strong pullback was likely to derail
the long-term uptrend and lead to further selling. To get a better sense I lowered the
required difference between the 2 to 40. Below are those results.

Worden Bros T2107 (% stocks = 200ma) minus T2108 (% stocks = 40ma) crosses
over 40. Buy SPX on close. Sell X days later. $100k/trade. 1986 - present.

X Al Met | A Total A Winning &l Losing | Al se | Sk Avd Al Avg AL All

D&FS Profit Trades Trades Trades Profitable Ry LSl Nnﬂ.pss ProfitFactor
Trade Trade Ratio

" a5 2147558 4 4 0 10000 536890 ooo 10000 10000
30| 2321960 4 4 o 10000 530490 000 10000 10000
25| 21,7408 4 4 o 10000 543527 000 10000 10000
20 2057242 5 5 o 10000 411442 000 10000 10000
15 19,107 91 5 5 o 10000 332158 000 10000 10000

The 5 dates shown for the 20-days out test are:
10/27/97, 3/11/04, 3/2/07, 10/27/09, and 11/27/09.

In general returns were positive from day 1. From a long-term perspective, such sharp
pullbacks have been followed by additional buying. Any uptrend strong enough that such
a large number of stocks were trading above their 200ma that the difference could be as
large as 40 simply didn’t fall apart when a strong selloff occurred. The 2004 instance
saw a retest of the highs before the market underwent a lengthy but shallow selloff. The
other instances all rallied through their old highs and kept rising. Instances are definitely
low but results couldn’t be any more bullish.

While we are now way above a difference of 35, | also ran that to get a few more
instances.
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Worden Bros T2107 (% stocks = 200ma) minus T2108 (% stocks = 40ma) crosses
over 35. Buy SPX on close. Sell X days later. $100k/trade. 1986 - present.
) ) ) ) _ . _ Al Aviy Al Avy All: _ _
Al Met Al Total AL Winning | Al Loging Al %% . . All: Al Avg
DEIYS Prafit Trades Traces Trades Profitakle Wnning S Nn.ﬂ.pss PraftFactor . Trade
Trade Tradle Rstio
. 35 2308819 10 9 1 9000 540287 -25557 BB 021 1890 230852
300 2228375 10 9 1 000 51570 -24 40014 021 1.91 2228538
25| 3348055 10 & 2 8000 427210) 34813 1227 4908 334806
20| 2472647 10 a 1 8000 27602 115770 248 2336| 247265
15| 3545269 12 11 1 @167 332018 108930 311 3416 295439

This seems to confirm the previous findings and suggests the current breadth differential
is indicative of not a market about to fall apart, but rather a market that is likely to resume
its uptrend.

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 @ $105.89 limit. I’ll look to scale in to the 3" ¥4 tomottow in
anticipation of a rally. Based on short-term market outlook above.

Active Trades Table

Symbol Entry Date|Entry Price |Current Price/% Gain/Loss |Stop Notes

SPY (1/4) 2/5/2010 $106.56 $105.89 -0.63% Aggregator
SPY(1/4) 2/5/2010 $106.44 $105.89 -0.52% Aggregator
VXX(s) 2/8/2010 $33.31 $33.31 0.00%
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