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e Very light SPY volume as SPY hits new highs suggests short-term bearish
implications.
e Back to back strong breadth days at a new high suggest short-term bullish
implications.
e When bond rates and stocks hit new highs together it often means an
intermediate-term pullback for stocks.

The Aggregator System remained short at the close.

e The NDX Aggressive Trend Timer changed to flat at the close.

Short-term Outlook — updated 4/6

The Bottom Line

Mixed evidence tonight keeps the short-term outlook favoring the bears. Additionally we
are seeing more evidence suggesting an intermediate-term pullback.
looking to get shorter.

I’m short and

Summary of Recent Active Studies (seehttp://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

April 6,2010 70%Up Issues 2 daysinrow 50 high  |1-8 days Bullish 2.30% 1.60%
April 6,2010 SPY 10 high and low vol 20 1-2 days Bearish -1.30% -0.80%
April 5,2010 High breadth 10, vol lower,SPX hi10 |1-3 days Bearish -1.10% -0.70%
March 31, 2010 SPXup 3. Vol lower. Pct gain low. 1-5 days Bearish -1.70% -1.30%
Active - Long Term

April 6,2010 SPXand TNX hit 50-day closing highs |int. term Bearish

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 Nasdaq/S&P RS Indicator Positive int. term Bullish

Dropped Tonight

March 31,2010 Lowvol 20. SPX>10ma &200ma 1-3 days Bearish -1.20% -0.80%

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

The market put in nice gains on Monday but the action basically all took place in the first
hour and a half. From 11 — 4 trading took place in a tight range. At the end of the day
the SPX was up 0.8%, the Nasdaq 1.1% and the Russell 2000 was up 2%. Breadth was
strong as the NYSE Up lIssues % came in at 74% and the Up Volume % was 82.5%.
Total volume declined to very low levels. The only day in the last month with lower
NYSE volume was the 2" lowest in a month behind last Wednesday’s reading.

Studies were a bit mixed tonight. Again we are seeing bearish volume stats — this time
using SPY volume. Breadth was strong for the 2" day in a row and it triggered a bullish
study identified by the Quantifinder. Lastly, the action in bonds suggested the potential
for the market to struggle intermediate-term.

The bearish volume-based study | mentioned above was last seen in the 11/10/09
Subscriber Letter. 1’ve updated that study below:

SPY posts highest close in 10 days on lowest volume in 20 days.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
he _ Al Total |AlL Winning| All Losing | A% | “~FAve | AllAvg | Al Al All Avg
All: Net Profit Winning Losing Win/Loss

Days Trades Trades Trades Profitable Trade Trade Ratio ProftFactor| Trade
5 -35027.20 70 3 39 4479 994 64| -1,68898 0.59 0.47| -500.39
4| 4450142 72 &Y 41 43.06 848.12| -1,729.10 0.49 0.37| -619.46
3| 4154545 73 37 48 3659 749.78| -1,345.43 0.58 0.33| -570.49
2| 43176.70 75 25 50 3239 55384 -1,155.45 0.51 025 -558.11
1] -19,505.51 749 37 52 3418 BES48|  -T15.45 0.92 048 -245.91

I broke this one down a few ways but it didn’t seem to matter much. For instance |
looked at longer-term requirements, such as SPY and SPY volume coming in at 50-day
extremes. A big part of why further slicing didn’t seem to make such a substantial
difference is thanks to the strong consistency seen over time. Below is an equity curve
using a 2-day exit that illustrates this point.
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SPY posts highest close in 10 days on lowest volume in 20 days.
Buy on close. Sell 2 days later. $100kitrade. 1993 - present.

10000

0

-10000
£

£ _20000
o
w

-30000

40000

-50000

S/TI96 316199 11725102 3806 6/16/09
111715993 - 4572010

In this case the consistency of the edge is what makes it so compelling.

We also saw a bullish study appear in the Quantifinder. It last appeared in the 11/17/09
Letter and it focused on breadth. 1’ve updated the study below:

NYSE Up Issues % closes above 70% for the 2nd day in a row. SPX makes a 50-day intraday
high. Buy SPX on close. Sell X days later. $100k/trade. 1970 - present.

All: Avg All: Avg All:

All: Total Al Winning | All: Lesing Al % Winning e Win/Loss

Trades Trades Trades Profitable

All: Al Avg

X '
All: Net Profit ProfitFactor| Trade

Days Trade Trade Ratio
10 35 24 11 68.57 -1,895.49 1.27 277
5 37 22 15 55.46 -1,435.04 1.50 275
] 37 25 12 67.57 -1,768.24 1.28 254
7 38 23 15 60.53 -1,736.53 1.35 207
L] .76 39 s 17 56.41 -1,514.67 1.25 162
5 14,4591.33 39 23 16 58.97 -1,472.43 1.12 1.62
4 12,865.18 40 23 17 57.50 -1,215.35 1.20 1.62
3 7,215.53 41 22 19 53.66 -1,109.63 1.16 1.34
2 14,843.40 42 28 16 61.90 -559.58 1.57 255
1 12,758.71 47 31 16 65.96 400.89 1.54 299

87% of instances closed above the entry price at some
point in the next week.

Results here suggest a bit of an upside edge.
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Other than volume and breadth the fact that bond rates were hitting a new high along with
stocks on Monday is also notable. Below is a study that last appeared in the 12/23/09
Subscriber Letter that examined this.

SPX and TNX (10-yr bond rates) both close at 50-day highs.
Buy SPX on close. Sell X days later. $100k/trade. 1963 - present.

Al Avg Al Avg Al

® . All: Total | All: Winning | All: Lozing All: % C . : All: All: Avg
Al Net Profit Trades Trades Trades Proftable Winning Losing WIHILFSS ProfitFactor| Trade
DEYS Trade Trade Ratio
50 -35 477.15 34 15 19 4412 320243 -450598 070 0.55| -1,181.08
45 -28,864.11 35 15 20 42 86| 378760 4223390 0.22 0.66 -824.69
40 -16,168.40 35 17 19 4722 | 374880 420515 0.89 0.80 -445.12
35 20,843.10 38 17 21 4474 331807 -3,878.58 0.50 0.73 -548.50
30 15,944 15 39 16 23 4103 352772 -31472% 1.12 078 -408.82
25 -5,325.54 40 18 22 4500 288459 -2802.21 1.1 0.91 -133.15
20 -32,120.58 42 21 21 50.00 171655 -3,246.11 0.53 0.53 -TG4.78
15 -29,569.09 42 21 | 5000 1854932 -3057.37 0.54 0.54 -704.03
10 -11,142.03 47 27 20 5745 126019 -225836 0.55 0.75 -237.06
5 -6,513.85 63 33 30 5233 105083 -1,373.05 0.77 0.84 -103.35

Generally it seems that higher interest rates have often made bonds an attractive
investment. This may lead people to forsake stocks in favor of lower risk returns with
improved yield. Implications of this study appear to be longer-term in nature than we
usually see. It will need to be kept in mind in the coming weeks.

I’ve updated the Aggregator chart below.
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The green Aggregator line remains squarely below 0 tonight as the net expectations from
the active studies is for downside over the next few days. Meanwhile the black
Differential line is now far below zero as the SPX has outperformed expectations by a
wide amount over the last few days. When both lines are below 0 like this it means the
market is overbought versus expectations and current expectations are negative.
Historically this configuration has provided a short-term bearish edge. The Aggregator
System remains short tonight.

Looking ahead the green Aggregator line is set to remain negative tomorrow. This could
change if bullish studies emerge. Meanwhile the pivot level for the black Differential
value is 1,168.41. In other words it will take a SPX close at or below this level in order
for the Differential line to flip positive. That is a fairly substantial drop from Monday’s
close of 1187.

One other note is that while the fed met on Monday, no announcement was released.
Perhaps an announcement may shake things up a bit on Tuesday. In any case | am
positioned to take advantage of downside and will be looking to add to my short position.
With the bearish studies all expiring in the next couple of days the window for this trade
is looking fairly small at the moment. Therefore | am not wasting time in getting a larger
position on.

Intermediate-term Outlook (2 weeks — 2 months)— updated 4/5 slightly bullish

While the market hasn’t really done anything wrong yet, it has failed to do much right
recently. Volume is becoming a concern and we’ve seen studies this week suggesting
some downside may be expected. Momentum has waned. And while the Nasdag/S&P
500 relative strength indicator remains bullish, it’s weakened quite a bit over the last few
weeks. Below is a zoomed-in version of the chart that can be found on the charts page.
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As a quick refresher, since the inception of the Nasdaq in 1971, nearly all of the S&P’s
gains have occurred while the Nasdaq was in a leading position. When the Nasdag has
been lagging the market has struggled to make any headway.

The chart above shows that while the Nasdaq is still in a leading position, that lead has
been shrinking the last few weeks. It is at a point now where if the S&P outperforms this
week there is a very good chance it will take over leadership.

I’m still favoring the long side but will be keeping an eye on these potential cracks.

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 — short ¥ index position @ $118.76 limit. Based on short-term outlook above | am
looking to add a bit more short-side exposure.

Active Trades Table

Symbol Entry Date |Entry Price |Current Price|% Gain/Loss |Stop Notes
SPY(1/4)(s)| 4/5/2010 $118.25 $118.76 -0.43% short on open
SPY(1/4)(s)| 4/5/2010 $118.76 $118.76 0.00% short on close
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