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Bearish Bullish

Tonight’s Research Points

e A gap down and partial reversal up is a bullish reversal pattern when occurring
after a down move.

The Aggregator System remained long at the close.
e The NDX Aggressive Trend Timer stayed long at the close.

Short-term Outlook — updated 5/6

The Bottom Line

Evidence continues to favor the bounce scenario. Now with some exposure I’ll continue
to add on further declines. | expect to see at least a short-term rebound in the next few
days.

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

May 6, 2010 Gap & partial reverse from 5-day low 1-10 days Bullish 3.30%

April 29, 2010 1.75% drop then bounce of 1/4- 3/4up.  |1-6 days Bullish 3.50% 3.00%
April 28, 2010 2% drop to hottom 10% of range in uptrd  [1-7 days Bullish 4.00% 3.20%
Active - Long Term

April 26, 2010 No breadth divergence at new high int. term Bullish

April 19, 2010 1st drop below 10ma in long time int. term Bullish

April 13, 2010 Ttl Put/Call 40-low. SPX no 0.5% up. 1-5 weeks Bearish -4.90% -3.30%
April 6, 2010 SPX and TNX hit 50-day closing highs int. term Bearish

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

Dropped Tonight

May 5, 2010 1.5% drop > 2nd time 10 low 1day Bullish

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 gapped down quite a bit on Wednesday after Tuesday’s big drop. Though
several indices rose from open to close, they also still closed down on the day. The
finishing numbers showed the SPX down 0.7%, the Nasdaq down 0.9% and the Russell
2000 down 1.5%. Breadth was solidly negative as the NYSE Up Issues % came in at
20% and the Up Volume % at 21%. Total volume didn’t change much from Tuesday.

What struck me most about Wednesday’s action was the fact that the market closed
above it’s open but still down on the day. This little pattern can be bullish under the right
circumstances. It will often signal a reversal after there has been a move down.

One way to define a “move down” would be to say that the market must have lost at least
1.5% the day before. | examine this below.

Yesterday SPY closed at least 1.5%. Today it gapped down then closed
abaove the open but below yesterdays close. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
X | Al Total |A¢ winning| A Losing | aree | SkAve | Al Avg A i Al Ay
DEI.YS b (=S et Trades Trades Trades Profitable R Losing Nn'ﬂ'PSS ProftFactor | Trade
Trade Trade Ratio
10 2593010 Fi G 1 85.71 548554 6893313 0ra 475 3,711 .44
9 2176617 Fi G 1 8571 499318 -§192.92 0E1 366 310945
g 2286953 Fi G 1 8571 456146 -4499.25 1.01 G.03 326708
T 18,027 83 K G 1 85,71 368738 409646 090 240 257540
6 1956220 & & 2 7500 370530 1,334.79 278 833 244528
5 10,008 .51 a 5 a E2.50 325100 -2081.584 1 56 260 125118
4 55659 a 4 4 50.00 339324 200176 170 170 B95 74
3 537358 a ) a E2.50 214384 -1 44688 1438 247 Ta7 .32
2 526555 a ) a E2.50 2,244 350 -1 98540 113 1.88 ES3.19
1 17682 g ) 4 50.00 156533 152113 1.03 1.03 2210

Results here appear quite bullish but the number of instances is quite low.

Instead of requiring the previous day to be a big drop, what if | just required it to close at
a low point?
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Yesterday SPY closed at a 10-day low. Today it gapped down then closed
above the open but below yesterdays close. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
X i ; ) o ; All Ay | AL Avg Al ; ;
Days Antetpot ot e Mot | poftae | VNG | oSG s o lo S
Trade Trade Ratio
15 11 BF2.63 5 5 i] 10000 233453 0.00 100.00 10000 2353455
14 13,530,532 5 5 1] 10000 270806 0.0 100.00 10000 270506
13 10,794 .56 ] ] 1] 10000 2158897 0.0 100.00 10000 215397
12 10,540.83 3 3 1] 10000 216819 0.0 100.00 10000 216319
11 11,803 67 5 5 i] 10000 2353073 0.00 100.00 10000 238073
10 10,627 .59 5 4 1 80.000 269135 -137 52 1957 T828 212558
9 11,3477 B 4 2 EBE.6T 319660 -T19 61 4.44 855 1,891.20
g 1217147 5] 4 2 BG.67 325460 -423.47 B3 1937 202358
T 10974.56 5] 3 1 83.33 2430500 117792 2.06 1032 1,5329.09
5] 10,745.52 5] 5 1 83.33 224950 -495 85 4.51 225840 1,791 .42
5 9,037.00 ] 5 1 8333 1597915 -858 .80 2.0 11582 150617
4 7E12.80 5] 5] 1] 10000 126552 0.0 100.00 10000 126352
3 G,596.19 5] 5] 1] 10000 1149357 0.0 100.00 10000 1149357
2 4,509 60 B 5 1 8333 @9412| 46070 216 1079 75163
1 324773 7 ] 1 85.71 542 65 -85 BE .34 395.035 453 96

Results here are similar in that they are consistently bullish but the number of instances is
very low. | therefore loosened the requirement so that only a 5-day low was required
instead of a 10-day low. Those results are below.

Yesterday SPY closed at a 5-day low. Today it gapped down then closed
above the open but below yesterdays close. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
K i : ) o : Al Bvg | AL Avg Al i ,
Da‘j"S All- bt Profit 'L}I'"r-aTd?:sal A”'-I':I;ﬁdn:;ng AI‘::rIa;Ez:g Prﬂft:ﬁ{;le WAinning Losing Nn'ﬂ'PSS Prnf?l—lléctor 'arll'lfa’:;g
Trade Trace Ratio

10| 465971 20 17 3 85.00| 3,20084| -2572.4 1.24 705 2,334.86
a #3183 21 18 3 8571 283058 -3210.71 0.88 529 1,967 54
8 40,35005 21 16 5 7619 2,97830 146053 204 653 142143
7 322162 21 16 5 76.19| 2,52398| -1,932.42 1.38 441 148674
B 2418343 21 14 7 BEET| 2,27697 -1097.02 208 415 115231
5 1633482 15 B 7143 170415 145457 117 293 80166
4 1616240 21 15 B 7143 155024 143168 115 288 76D G4
3 161307 21 18 3 8571| 117763 -1 59660 070 418 7EA13
2 1443587 21 16 5 7619 119733 93237 1.28 411 E3I0.26
1 7,192.88 23 16 7 6957 B7963  -993.02 089 205 #1273

Loosening the requirements allowed the number of instances to increase substantially.
Still the results remained strongly suggestive of a move up over the next several days.

I’ve updated the Aggregator chart below.
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TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Indax EFE OEX
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No real change to the Aggregator configuration tonight. The green Aggregator line
remains squarely positive as net expectations from the studies is for upside over the next
few days. Meanwhile the black Differential line is high above zero as the SPX has
strongly underperformed expectations over the last few days. Both lines above 0 means
expectations are positive and the SPX has recently underperformed expectations. This is
considered a bullish configuration. The Aggregator System remained long at the close.

Looking ahead the green Aggregator line is currently scheduled to remain positive unless
some bearish studies emerge. Meanwhile the Differential pivot level on Thursday will be
1,212.47. In other words it will take a close at or above this level in order to see the
Differential line turn negative. The pivot level is expected to drop quite a bit over the
next few days.

While we are seeing continued bullish evidence traders need to keep in mind a couple of
things: 1) Several breadth-related indicators are still a good distance from reaching
strongly oversold levels. 2) With recent bullish studies all being run over it can be
assumed that risks are high at the moment. While it’s only been a few days, the market is
not conforming to norms and that should be considered when evaluating risk.

Intermediate-term Outlook (2 weeks — 2 months)— updated 5/3 somewhat bullish

Last week | looked at the lengthy amount of time the Nasdaq and Dow had spent above
their 10ma’s. Those streaks ended abruptly this week. History suggests we are likely to
see additional highs in these indices rather than an immediate intermediate-term top.

| also looked at breadth indicators such as the A/D line and the number of new 52-week
highs. The 52-week highs had lagged slightly but right on cue that made a new high
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early this past week as well. Breadth normally deteriorates well before the index price
top and so this too suggests there is more upside to come.

Another indicator that has been supporting the bull case since February is the Nasdag/
S&P Relative Strength. We are again seeing the Nasdaq leading this week. This is
formation that has led to almost all of the market gains since 1971.

There are a few intermediate-term studies active with bearish implications. They are
related to bond action and option ratios. To this point they haven’t made a difference.

I also noted the fact that the S&P posted its 2" consecutive outside week this week. This
is quite unusual but unfortunately doesn’t appear to be very predictive. | looked at it a
few different ways but did not come up with anything compelling enough for publication.

So the intermediate-term basically remains the same as last week. We will get a decline
at some point here but for now evidence appears to favor continued upside. It’s been a
tough trend to fight and I wouldn’t suggest it at this point.

Catapult and Capitulative Breadth Statistics

(Catapult Presentation Part 1) (Catapult Presentation Part 2)
Open Catapult Triggers

MON - 1/3 position @ $64.73 limit ( filled @ $62.60)

MON - 1/3 position @ $62.25 limit (not filled)

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI — 2 (MON-2)

The strong selling the last 2 days has not yet led to a spike in the CBI...
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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 @ $116.81 LIMIT ON CLOSE. Should the market close
down again I will continue to scale in.

Active Trades Table

Symbol Entry Date |Entry PricqCurrent Pr|% Gain/Lo|Stop Notes
MON(1/3) 4/29/2010 $62.60 $60.98 -2.59% Catapult
MON(1/3) 5/5/2010 $60.74 $60.98 0.40% Catapult
SPY(1/4) 5/5/2010] $116.56 | $116.82 0.22% bought on open
SPY(1/4) 5/5/2010] $116.82 | $116.82 0.00% bought on close
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