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Tonight’s Research Points
e Strong breadth 2 of the last 3 days is not bullish without an accompanying 10-day
high.
¢ Volume while weak was not weak enough to trigger bearish studies.
e The Aggregator System went flat at the close.
e The NDX Aggressive Trend Timer remained flat at the close.

Short-term Outlook — updated 5/13
The Bottom Line
While the market ran against our position, we are back to flat tonight as expected.

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
Active

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

May 13, 2010 2 of 3 75% Up Issues. No 10-high. 1-2 weeks Bearish

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

Dropped Tonight

May 11, 2010 Nas up 3% on lowest volume in 5 days |1-2 days Bearish

May 11, 2010 VXOdrops 20% today 1-2 days 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 market bucked the odds a bit on Wednesday and put in a strong day higher. When it
was over the SPX gained 1.4%, the Nasdag 2.1% and the Russell 2000 rose nearly 3%.
Breadth was again very strong as the NYSE Up Issue % came in at 82% and the Up
Volume % at 86%. Total volume declined for the 4" straight day.

Today’s action did bring about a few studies from the Quantifinder, but nothing with a
real strong directional edge. | noted breadth in my intraday Quantifinder note and for the
2" day in the last 3 it was quite strong. In the 2/12/10 Subscriber Letter | showed some
studies that looked at other instances where the Up Issues % was at least 75% in 2 of the
last 3 days. What | found was that the setup was generally positive unless the market
failed to make a 10-day high on the 2™ strong breadth day. Below are updated results
showing instances that made a 10-day high.

NYSE Up Issues % = 75% in 2 of last 3 days. High = highest high of last 10 days.
Buy SPX on close. Sell X days later. $100k/trade. 1970 - present.
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As you can see these results suggests a solid upside edge.

NOT make a 10-day high today. Below are results from times like now.
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NYSE Up Issues % = 75% in 2 of last 3 days. High < highest high of last 10 days.
Buy SPX on close. Sell X days later. $100k/trade. 1970 - present.
X _ Al Total |Al: Winning| All Losing | Al % | ~-AvS | AllAvg Al Al Al Avg
ElE Trades Trades Trades Profitable LT ] LD ProfitFactor| Trade
Days Trade Trade Ratio
10| -24,084.16 14 4 10 2857| 242257 337744 0.72 029 -1,720.30
g -25100.34 15 5 g 40.00| 238807 -4,380.57 0.55 0.3 -1673.38
8| -22911.44 15 [ 9 40.00| 1,909.19| -3.818.51 0.50 0.33| -1,527.43
7| 1475138 15 5 g 40.00 273537 -3.4624% 0.79 053 -983.45
6 -10,851.43 15 5 10 33.33| 2,55351| -2,361.90 1.08 054 -723.43
5 23 15 7 8 4567 153907 281638 0,59 060 -547.00
4 46 15 10 5 6667 1,517.92| -2,103.42 0.72 1.44 310.81
3 55 15 g 8 §0.00| 225485 _2 46044 0.92 1.37 36873
2 7 15 10 g 62.50| 1.430.05 -2252.25 063 1.06 49.18
1 10,1 17 10 7 58.82| 1,31277| -42299 3.10 443 593.05

Short-term it’s pretty much a tossup. Once you get out a couple of weeks there actually
appears to be a bit of a downside edge. Instances are a bit low, though. These results
seem to suggest that strong bounces from VERY oversold levels will often pull back. It
doesn’t help greatly in timing the pullback though.

We saw just 2 nights ago a study that looked at strong Nasdaq moves on 5-day volume
lows. Below is a copy of that study (not updated).

Masdag Compaosite rises at least 3% while volume comes in at the lowest level in 5 days.
Buy SPX on close. Sell X days later. $100k/trade. 1971 - present.
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5 -41 225 54 17 5 12 2041 253820| 449313 0.56 024 242508
4 -£2 71838 17 3 14 1765 3,08574| -3708.47 0.83 018 -251225
3 -2, 445 22 17 2 14 11.76| 3,590.65| -3,40218 1.06 015 -2,379.37
2 -356,743.97 17 4 13 2353 1,081.12| -3,152.98 0.24 00 -2181.41
1 -5,962.30 17 6 11 3529 75623 -454 52 079 0.43 -350.72

We didn’t get a 3% gain tonight, but we did see the Nasdaq gain 2%. 1 therefore ran a
similar test to examine rises between 2% - 3%.

Nasdaq closes up between 2% and 3% while volume comes in at the lowest levelin &
days. Buy on close. Sell X days later. $100k/trade. 1971 - present.
. g . . . All: Avg All: Avg All: . .
D | AENtpro | AL koo ALLosts| M| g | Lo | v |t A
ays Trade Trade Ratio
5 11,184 45 35 18 17 51.43| 372385 -3284.44 113 1.20 319.84
4 4 T08.29 36 15 17 5278 280218 -2 85487 0.98 1.10 130.79
3 &,467.67 37 15 18 51.35| 2,851.27| -2,539.25 1.12 1.1% 228.86
2 8,.291.23 37 22 15 5945 189203 -222222 0.85 125 22405
1 5,434 45 33 24 15 6154 120065 -155374 0.77 123|  139.34
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Obviously the downside edge is no longer evident on these less pronounced one-day
rallies.

So we are still in a bit of a nowhere land. There doesn’t appear to be too strong of an
edge present in either direction and it is a bit of a waiting game. | have added the breadth
study to the intermediate-term list so as to keep it in mind over the next couple of weeks.

I’ve updated the Aggregator chart below.
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With the short-term bearish studies expiring tonight the green Aggregator line flipped
back to positive. This indicates net positive expectations over the next few days. The
black Differential line shows that the SPX has handily beaten expectations over the last
few days. So while expectations are positive the market is already overbought versus
recent expectations. This shows up on the chart with both lines on opposite sides of zero
and suggests a neutral configuration. The Aggregator System changed back to flat at the
close.

Looking ahead if the green Aggregator line is to flip negative we will need to see more
bearish evidence emerge. Meanwhile the pivot value for the black Differential line will
be 1,160.44 on Thursday. This means in will take a close at or below this level for the
Differential line to turn positive.
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The system is back to neutral, the triggers list is quite small tonight, and I’m content to
wait for a more substantial edge.

Intermediate-term Outlook (2 weeks — 2 months)— updated 5/10 neutral

| actually discussed most of the intermediate-term implications in the short-term section
above, so I don’t have a lot more to add here tonight. One notable is that Nasdagq/S&P
Relative Strength indicator which is tracked on the charts page, flipped this week so that
the S&P is now leading for the 1*" time in a few months. This isn’t necessarily bearish,
but rather a neutral position.

There were also 2 bearish studies that were eliminated from the active list on Thursday
night as they met their targets with the big selloff Thursday.

As shown above, breadth and price action are suggesting new highs. Meanwhile the VIX
stretch charts seen above are suggesting a bit of a consolidation is likely. In any case,
judging the intermediate-term is more difficult when the short-term is so in flux. I’ll be
watching the bounce closely this week and evaluating further based on the implications
suggested by the bounce.

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 (filled @ $60.74)

Catapult for ETF’s Trades
None

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

None tonight.

Active Trades Table

Symbol Entry Date |Entry Price|Current Pri% Gain/LogStop Notes

MON(1/3) 4/29/2010 $62.60 $56.83 -9.22% Catapult

MON(1/3) 5/5/2010 $60.74 $56.83 -6.44% Catapult

SPY (1/4)(s) 5/12/2010f $116.29 $117.43 -0.98% short open cover close
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