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Tonight’s Research Points
e VIX up & SPX up for a 2" day in a row suggests short-term bearish implications.
e Hitting a new 15-day high on high volume no longer appears bullish as it once
did.
e The Aggregator System remains flat.
e The NDX Aggressive Trend Timer remains flat.

Short-term Outlook — updated 3/11
The Bottom Line
Too overbought to buy. Not enough compelling downside evidence to short.

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

March 11, 2010 SPX up VIX up > 200ma twice 1-3 days Bearish -1.20% -0.80%
March 9, 2010 After 5 up, down today but > 200ma 1-10 days Bullish 2.10% 1.60%
March 9, 2010 SPY 10-high low vol 20 > 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%
Active - Long Term

March 10, 2010 Ttl Put/Call 40-low. SPX no 0.5% up. 1-5 weeks Bearish -4.90% -3.30%
February 22, 2010 VIX:VXV Ratio falls below 0.9 int. term Bearish

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

February 8, 2010 Worden %>200ma - %>40ma > 40 3-Tweeks [Bullish

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

Dropped Tonight

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

February 12, 2010 IBD Follow Through Day int. term Bullish

March 10, 2010 SPX higher high, NH's contract. CI>200 |1 day 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

The buying continued on Wall St. Gains were seen in all the major indices. The S&P
rose 0.5% while the Nasdaqg and Russell posted 0.8% gains. Breadth was solidly positive
as the NYSE Up lIssues % came in at 66% and the Up Volume % at 75%. Total NYSE
volume rose to the highest level in over 3 weeks. Also notable is that the VIX rose along
with the market.

Most often the VIX and SPX move in opposite directions, but today marked the 2" day
in a row where they both closed higher. Since 1998 such setups have carried a bearish
edge. And although there were just a small number of instances that occurred with the
SPX below its 200ma, | felt it important to separate them since results have been so
extreme below the 200ma. First let’s look at other times like the present where the SPX
is trading above its 200ma.

SPX and VIX both close higher 2 days in a row. SPX closes = 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1998 - present.

X _ | Ak Total |Al Winning| A Losing | Ak s | SlAve | Al Avg i Al Al By
Days All-het Profi Trades Trades Tracdes Profitakle Winning Losing 'L-‘\ﬁn.l'l.pss ProftFactar | Trade
Trade Trade Riatio
5 -TYEET 14 =] 5 G429 103462 -210765 051 0493 -5549
4 -5 506,75 14 7 7 s0.00 91940 -1, 70578 0.54 0.54 -303.34
3 -5,186.82 14 G g 4286 78653 | -1,239.50 063 0.45 -371.20
2 -4 26543 14 4 10 28457 EG5.12 -roz2.09 085 0.39 -304.89
1 -3.544. 21 17 g 11 35.29 22062 -442 54 050 027 -208.48

All 17 instances posted at least 1 close below the entry
price within the next 3 days.

While the average trade stats aren’t huge, the tendency to sell off soon after is 100%
accurate. Now let’s peek at those times in which the setup occurred with the SPX below
its 200ma.

SPX and VIX both close higher 2 days in a row. SPX closes < 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1998 - present.

X _ | an Total |ak winning| Al Losing | A oe | AL AvE | Al Avg HiE Al AT
Days All- et Profi Trades Tracdes Tracles Praofitable Winning Losing Nnﬂ.pss ProftFactor|  Trade
Trade Trade Ratio

5 -16,342. 4 a 4 0.00 000 -408555 i} 000 -4 08555

4 -19,235.00 4 u} 4 0.00 000 -4809.50 o.on 000 -4.809.50

3 17313683 4 u} 4 0.00 000 43254 agal} 000 -4 52541

2 -15014 458 4 u} 4 0.00 oao| 375362 oon 000 -3 75362

1 -5 956.26 4 1 3 25.00 91233 | -2,299.53 040 013 -149657

While it’s too few instances for statistical significance, inclusion of the above results into
the original test dramatically alters the results. By segregating the results | believe you
are seeing a more realistic expectation.
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One study that appeared in the Quantifinder that I am now removing looked at a 15 day
price high occurring along with a 15-day high in volume. The original test looked all the
way back to 1960. Results were not scrutinized closely at the time of the original test
since it was actually low volume rises that were being examined then. The original test
suggested bullish implications. Unfortunately the setup was only really bullish up until
mid 1998. This can be seen clearly by breaking the study down by time period.

First, pre-1998.

SPX makes highest close in 15 days an highest NYSE volume in 15 days.
Buy on close. Sell X days later. $100k/ftrade. 1970 - 6/98.
X , Al Totsl AL Wnning| Al Losing | Al % | Sk Awg Al Sy Al Bl Al By
DaYS A 1z et Trades Trades Trades Profitable U] g NHLPSS ProfitFactor|  Trade
Trade Trade Ratio
10 75067 57 173 102 1 5596 216574 205405 1.05 151 433.92
g BESMGTT 173 101 il 5535 207EE4 | 201157 103 147 556 61
& 5527519 175 95 &0 5429 205054 175472 117 139 586
7 B5 820,86 179 105 74 5566 184531 172887 1.07 151 36771
B BE 505 61 189 10 75 S520 174441 A B07.00 1.09 155 351 66
5 5771453 199 110 &9 5525 152722 -1,23909 123 152 290,02
4 B0 263 64 202 16 86 5743 129896 -1,051.35 1.24 167 293.33
3 51 24677 214 124 59 5794 104689 88292 119 165 239.47
2 50,815 36 224 125 a5 55 &0 89726 | -E25.93 143 185 276 G5
1 38,702 58 262 147 114 5611 BO2.27 | 43711 138 178 14772

Results here are plainly bullish. Now let’s look at the same parameters from mid-98
through the present.

SPX makes highest close in 15 days on highest NYSE volume in 15 days.
Buy on close. Sell X days later. $100k/trade. 6/98 - present.
X Al Tatal &I Winning| Al Losing | &l % | o Avd Al Avg All Al Al By
DEYS AR [z it Tr.ades :Frades 'I:rades Pruf&able W] LS Nn'ﬂ'!:'ss F‘ruf'rtFédor Tt.'ade
Trade Trade Ratio
10 10,999.57 34 Al 13 B176 201355 -2,408.54 054 135 52352
9 9,211.40 34 20 14 5882 193463 -2,10581 0592 1.3 27092
8 5,661.85 34 18 16 5284 179063 -1,649.34 1.08 1.21 166.53
7 -2 TE2 56 54 15 19 4412 193206 157073 116 09 1 26
6 1314065 54 14 20 #M18  151969 -1,93062 0 54 06 -386.49
5 -4,961 .40 54 16 16 4706 142367 41,5412 052 n&z 14542
4 -3,200.54 36 15 2 M ET 149018 -1,216.54 122 0a7 5891
3 218687 3T 14 23 3784 152853 -1,02549 148 091 5310
2 -5,487.30 35 17 | 4474 E78.91| -T156G 045 077 77
1 - 3772 44 23 | 5227 B58.45|  -TEE.7G 054 0592 -3 30

As you can see, there is no longer a bullish edge evident.

I’ve updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index
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Again we are seeing the same message from the Aggregator chart. This green
Aggregator line in positive territory illustrates the expectation for upside from the studies
over the next few days. Meanwhile the overbought condition of the market versus
expectations can be easily seen with the black Differential line remaining solidly below 0.
Overbought with positive expectations is considered a neutral configuration. The
Aggregator System is again flat tonight.

Looking ahead the Aggregator line is set to remain positive for the next several days
unless new studies are added or bullish target are achieved. The pivot level for the
Differential line on Thursday will be 1,141.08. In other words, a close at or below this
number would flip the Differential line positive.

Patience is required under the current circumstances. Just because the market is
overbought doesn’t mean it is a good short. The studies have kept me safely sidelined for
the last several days and I’ll continue to wait for a better risk/reward opportunity before
putting capital to work.

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 | 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
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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 1’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 — Patience remains key.
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