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Tonight’s Research Points
e The SPY closing on a new high while SPY volume makes a new low is typically a
losing combination.
e 5 SPX days up followed by a down day often leads to continuation of the upmove.
e The Aggregator System remains flat.
e The NDX Aggressive Trend Timer remains flat.

Short-term Outlook — updated 3/9

The Bottom Line

Conflicting studies tonight are keeping the market in a position where it is short-term
overbought but with positive expectations. I’m still waiting for a better entry point.

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 - 1/3 Std Dev
Active

March 9, 2010 After 5 up, down today but > 200ma 1-10 days Bullish 2.10% 1.60%
March 9, 2010 No up vol pattern 3 up days > 200ma 1-4 days Bearish -1.70% -1.30%
March 8, 2010 90% Up Vol on at least 3rd day up 1-7 days Bullish 3.10% 2.20%
March 5, 2010 5 up close >200ma & no 50-day high 1-10 days Bullish 2.00%

March 4, 2010 2-days gap up close pos but under open 1-5 days Bullish 2.20%

March 3, 2010 No up vol pattern 3 up days > 200ma 1-4 days Bearish -1.40%

Active - Long Term

February 22, 2010 VIX:VXV Ratio falls below 0.9 int. term Bearish

February 22, 2010 Good 5 days after FTD int. term Bullish

February 16, 2010 Nasdag/S&P RS Indicator Positive int. term Bullish

February 12, 2010 1BD Follow Through Day int. term Bullish

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

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

Dropped Tonight

March 2, 2010 75% Up Issue % on 1st day then up 1-5 days Bearish -1.70%

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 essentially opened flat, did nothing, and closed flat. The numbers amounted
to a fractional loss for the S&P while the Nasdag and Russell gained about 0.2%.
Breadth was mildly positive as the NYSE Up Issues % closed at 57% and Up Volume %
at 56%. Total volume was the lowest in about a month.

Tonight brought about a couple of conflicting studies. On 11/10/09 | examined other
times the SPY posted the highest close in 10 days on the lowest volume in 20 days.
Tonight I again ran this study but this time | added a long-term trend filter.

SPY closes at a 10 day high on the lowest volume in 20 days. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.

X Al Avg | AL Avg AlL

Days A1 Met Profit All: Tatal Al wWinning | Al Losing All: % Winning ez Winloss All: Al Avg

Trades Trades Tracles Praofitable T, Tl Reafio ProftFactor|  Trade
5 -22 15693 5B 24 32 42 86 99937 | -1.44193 0ga 052 -395 BB
4 -35,655.63 a7 22 33 3560 0341 | -1,523.63 053 0.33 -§23.59
3 -27 661.94 av 2 36 36.54 TE5.40| -1,23285 063 0.35 -485.30
2 -28.931 B4 EO M 35 35.00 SE384| 10730 053 0239 -43219
1 -13,260.91 E2 13 43 3065 53664 -545 51 nas 0.43 -213.89

This would seem to suggest a bit of a downside edge over the next few days.

On the positive side, Monday was the 1* lower close in the S&P 500 in over a week. 1’ve
updated a study from the 10/14/09 Letter that examines other such occurrences.

After closing higher for at least 5 days in a row, the SPX closes lower but above its 200ma.
Buy on close Sell X days later. $100k/trade. 1995 - present.
X Al Total & Winning Al Losing | Ak % | ok AvE Al Avg All Al Bl By
Days All- it Profit Trades Trades Trades Profitable \hinning Losing Nn.ﬂ.pss ProfitFactar | Trade
Trade Trace Ratio
10 2317729 44 40 9 163 1,628.30 -1466.06 1.13 203 1058325
9 53,210004 54 44 10 8148 180552 -1,743.29 0.9z 4.05 95537
g 47 363.589 54 38 16 7037 1,81202 -1,343.30 1.35 320 5771
7 37 E9 .04 25 35 17 G9.09 1544586 -1224.33 1.26 282 B55.93
] 3497673 ar 35 14 G667 | 143222 -1123.56 1.32 2.64 E13.63
5 27 574.80 57 37 20 G4 .91 1,252 69 -938.74 1.33 247 45377
4 26421.52 ar 35 22 G61.40 1,237 .71 -799.83 1.57 2430 453.24
3 11,280.03 ar 33 24 2789 103575 -9324.20 1.049 1.49 187.80
2 559557 57 33 24 57.889 865 .42 -952 52 0.91 1.25 9983
1 3 E83.33 57 33 23 57.89 556 .52 -638.33 057 1.25 G4 B2
o . .
88% of instances closed above the entry price at some
point in the next 5 days.

Here we see a muted reaction at first that turns into a decent edge once you get out a few
days.
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I’ve incorporated both of these studies and updated the Aggregator chart below.

TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Index EFE X
L=1135.30 -0.20 -0.02% B=1135.03 A=1135.83 C©=1135.40 Hi=1141.05 Lo=113677 C=1135.50 =0

143000
1,120.00

1,110.00

+
# * l 1,100.00
— 1,090.00
1,080.00
T T 1,070.00
i 1,080.00

1,050.00

QF Aggregator 10 (3, ADE Barlnterval "OESLPDAS" WMYCLASS" 062 008
150

1.00

N e ——< &

-1.00

T T
25 Feh g 18 22 hdar g

K I

A nothing day with conflicting studies had little effect on the Aggregator chart tonight.
The green Aggregator line remains squarely above zero and only slightly changed while
the black Differential line remains below zero and only slightly changed. The
Aggregator line above 0 illustrates the net expectation from the active studies over the
next few days is for upside while the negative black Differential line shows the S&P has
strongly outperformed expectations over the last few days. Overbought with positive
expectations is considered a neutral configuration. This leaves the Aggregator System
flat once again.

Looking ahead the green Aggregator line is expected to remain positive. There is a
chance a strong upside move could both satisfy the bullish expectations causing the
removal of several bullish studies from the Active List, and trigger new bearish studies.
In order to see the Aggregator flip to negative in the next couple of days this type of
scenario would likely need to play out. Meanwhile the pivot level for the Differential
value will be 1,122.37 on Tuesday. In other words it will take a close at or below this
level to turn the Differential line positive.

Monday’s action lacked any real conviction. We’ll need to see more compelling
evidence in order to take an index position. Additionally the Systems Triggers
spreadsheet has been very low on trade ideas as well over the last couple of days.
Patience is important at times like this. Rather than try and use a marginal edge to scrape
out a gain it’s often better to wait for an opportunity with solid risk/reward.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

Intermediate-term Outlook (2 weeks — 2 months)— updated 3/8 — bullish

With some intermediate-term breadth studies being incorporated into the short-term
section this week I don’t have much additional to discuss here. 1 do find it noteworthy
that the follow through day study is very close to reaching its S&P target for a
“successful” FTD. Meanwhile the Russell 2000 is already hitting new highs.

In the last few years IBD has changed their rules and stated that a 1.7% rally on higher
volume should be required instead of a 1% rally. lronically the first index to actually put
in a 1.7% rally on higher volume since the February bottom is the Russell 2000, which
did it on Friday as it was hitting new highs. Not a great bottom call when you’re already
at new highs. Over the last few years I’ve suggested ignoring the new rule. In a study I
did a little over 2 years ago | showed how waiting for a 1.7% FTD would have missed
several rallies. The current instance now serves as yet another example. Not that | a see
a huge value in the 1% FTD rule, but it has been at least marginally effective and can be
used to set up a positive risk/reward scenario. Additionally, requiring a 1.7% FTD not
only puts you at risk of missing the rally but it also hasn’t proven to be any more
predictive than the original 1% requirement.

So short-term the market is overbought without convincing evidence suggesting an
immediate decline, and the long-term is also not showing any compelling signs of a
decline. I’ll continue to stick with my bullish outlook in anticipation of more indices
following the Russell 2000’s lead and heading to new highs.

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.

None tonight
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