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Tonight’s Research Points

e Several indicators including the VIX, SPY range and SPY volume are suggesting
complacency. In a downtrend these would suggest bearish implications. At this
point they simply serve as a warning sign that the market may struggle to move
higher.
With the 3/10 Offset HV extremely low, ORB’s carry an edge for daytrading.
A large gap higher from a high area suggest intraday downside tendencies.
The Aggregator System remained flat.
The NDX Aggressive Trend Timer remained flat.

Short-term Outlook — updated 6/21

The Bottom Line

Evidence is neutral. The Aggregator system is flat. The NDX timer is flat. The systems
triggers spreadsheet is blank. For the swing time-frame | am not seeing a convincing
edge. The current environment does suggest some possible day-trading edges which 1
discuss below.

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

June 18, 2010 1.5% up days then 2 flat days 1-5 days Bearish -2.30%
June 16, 2010 2nd 90 % up day 1-10 days Bullish 5.40%
Active - Long Term

June 21, 2010 Nas/SPX Relative Strength favors Nas _|int. term Bullish

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

Dropped Tonight

June 16, 2010 VXO15%below 1oma 1-3 days Bearish -2.60%

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 was open for trading on Friday but nobody seemed to notice. After gapping
up a little, prices oscillated all day and generally finished just over breakeven. The SPX,
Nasdag, and Russell 2k all gained between 0.1% and 0.2%. Breadth was mildly positive
as the NYSE Up Issue % and the Up Volume % both came in at 55%. Total volume was
up slightly — partially thanks to options expiration. SPY volume was extremely light,
though.

Friday’s action was unusual in a number of ways and this was noted by several
Quantifinder studies. Options expiration tends to come with strong volume and relatively
high volatility. To see an op-ex day that had extremely narrow range was unusual, as was
the low SPY volume. In addition to the narrow range and low SPY volume we also saw
the VIX fall further. It is now stretched nearly 20% below its 10ma. All this while the
SPX was closing at a 20-day high.

When the market is in a long-term downtrend much of the above would suggest a selloff
is imminent. At times the market is trading above the 200ma, the downside influence is
not evident with the studies shown by the Quantifinder. Below are a few examples from
the 11/23/09 Subscriber Letter.

This first one looks at the low range/volume combination in the SPY without a trend
filter applied.
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SPY posts lowest volume in 20 days on lowest range in 20 days.

Buy on close. Sell X days later. $100k/trade. 1999 - present.
X _ Al Total Al Winning| All Losing | Ao | AkAve | AltAvg Al Al All: Avg

All: Net Profit Winning Lo=ing Win/Loss
Days Trades Trades Trades | Profitable Trade Trade Ratio ProfitFactor| Trade
20| -54,205.33 51 24 27 4706 272553 -445256 0.61 054 -1,07463
19|  -56,512.18 51 25 26 49.02| 254885 -4562437 0.55 0.53 -1,108.08
18| -54,891.66 53 25 28 4717 254280 -4230.78 0.60 0.54| -1,03569
17| -61,792.60 54 25 28 4630 2,569.08| -4,500.70 0.57 0.51 -1,14431
16| -58527.43 54 28 26 51.85| 2,347.64| -4779.28 0.49 0.53 -1,083.84
15| -55,576.90 c4 28 28 £1.85| 2,126.44| 442759 0.48 0.52 -1,029.20
14| -42195.58 c5 34 60.71 203761 -5330.75 0.28 0.59) -25064
13| -40,227.04 55 35 20 5429 203285 -5570.49 028 085  -T1834
12 -30,713.91 57 34 23 5965 107318 -425228 0.46 069 -53284
11| -2801268 L] 34 25 5763 192763 374208 0.52 070 -47479
10 -28531.47 &0 33 27 5500 2,12523| -3 58385 0.59 072 -44385
9| -20,067.62 50 34 26 56.67 | 2,102.04| -3,520.66 0.60 078 -33446
2 -3,805.46 63 37 26 53.73| 2,082.56| -3,110.00 0.67 0.85 -60.40
7 -8,277.56 63 34 29 53.97 | 2.212.33| -2,879.1% 0.77 0.80 -13139
& -5,322.03 64 34 30 53.13| 1,965.07| -2,404.48 0.82 0.83 -83.16
5 -21,140.23 &7 30 7 4478 185353 -2074.22 0.89 072 -31553
4| -31,75455 &7 0 a7 4478 146857 -204296 0.72 0.58  -473.9%
3| -19,409.65 71 2 29 4507 143796 -1677.55 0.86 070 -27338
2| -16,541.34 73 33 9 4521 109087 -134718 0.81 089  -22559
1 1285857 74 33 4 4459 75508 -1,070.15 0.71 057 -25520

It appears to suggest bearish implications both short and intermediate-term. But if we
break it out based on the long-term trend you see there is a substantial difference. First
let’s look at instances above the 200ma.

SPY posts lowest volume in 20 days on lowest range in 20 days. Close = 200ma.
Buy on close. Sell X days later. $100k/rade. 1999 - present.
X Al Net Proft | Al Total |l Winning| All Losing | All % 3.::5’:;3 ’T_';;‘:; w"ﬂ;&s All All: Avg
Days Trades Trades Trades Profitable Trade Trade Ratio ProftFactor| Trade
20 381.31 2 15 17 45.83| 281844 246443 1.14 1.01 11.92
18 7,696.50 32 18 14 5825 240878| 254727 0.95 122 24052
18| 14,600.15 33 19 14 5758 2,575.38| -2,452.29 1.05 143 44243
17 475458 34 15 14 5588 2415.28| -283827 0.82 112 135.84
16 10,744 37 34 21 13 §1.76| 2320.08| -2582134 078 1.28 316.01
15| 11,735.890 34 22 12 6471| 2,01833| -2,72228 0.74 138 34547
14 11,726.18 35 23 12 6571 1,987.34| 283188 0.70 1.35 335.03
13| 1551975 35 25 10 71.43| 1,852.87| -3,080.19 0.60 150 443.42
12 §617.33 35 Pl 15 5833 1,907.53| 222933 0.25 1.20 183.81
1 2,083.63 7 20 17 5405 205068 -2,28971 0.90 1.05 56.45
10 -5,281 .84 37 15 18 51.35 1,970.58| -242505 0.81 0.85 -189.78
9 -5,406.23 37 20 17 54.05 1,859.80| -2 56483 073 0.85 -173.14
8 -386.32 40 23 17 57.50| 1,886.93| -254857 0.73 0.99 -9.66
7 -5,711.93 40 22 18 55.00 1,683.68| 237517 0.71 0.87 -142.20
6 252735 41 20 21 4378| 165195 -1,69363 0.98 093 5164
5 -2 854 25 43 Pl 22 43 24 1,381.18| -1,4358.08 0.95 0.92 5174
4| 287472 43 21 22 43.84| 123509 -1,30982 0.94 0.90 -56.85
3 -313.70 45 22 24 47.83 1,100.11| -1,021.51 1.08 0.99 -5.82
2 6,143.95 43 25 21 5417| 83878 -74568 1.12 138  128.10
1 283482 45 24 25 45.98 54275 -503.85 128 123 57.85
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What | see here does not suggest bearish implications but rather a market that struggles to
make headway. So not real bad news, but certainly not good news for the bulls.

Now let’s examine those times the setup occurs below the 200ma.

SPY posts lowest volume in 20 days on lowest range in 20 days. Close = 200ma.
Buy on close. Sell X days later $100k/trade. 1999 - present.
X _ Al Total |All Winning| All: Losing | Al % | ~bAve | AllAvg Al Al AlL Avg
All: Net Profit Winning Lo=ing Win/Loss
Days Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade

20 55,541.20 20 g 11 4500 257068 -7,161.57 0.35 029 -2732.06
19| -54,159.55 20 8 12 40.00| 255027 -7,047.64 0.35 024 -3,208.43
| 18| -59,351.05 21 7 14 33.33| 211123 -5,009.25 0.35 0.18| -3,302.43
| 17| -57,389.57 21 5 15 2857 3,056.10| -5715.74 0.53 021 -3,209.50
| 16| -70,030.34 ped| 7 14 33.33| 243031 -5217.32 0.39 020 -3,33478
15|  -58,204.28 21 5 15 2857 2,522.86| -5,556.10 0.45 0.18 -3,247.82
14| _51,185.14 22 1 1 50.00| 214274 -7,703.21 0.28 028 -2730.23
13|  -58,757.49 22 11 1 50.00 244191 -7,783.50 0.31 0.31 -2570.80
12| -39,653.78 22 13 59.08| 2,079.24 -7,409.32 0.28 0.41 -1,202.44
1| -31,751.33 23 14 80.87| 1,751.83 -5253.00 0.28 0.44| -1,380.49
10| -23,34459 24 14 10 5833 2,335.11 -5,603.62 0.42 058  -372.70
g 1714911 24 14 10 5833 244811 -5142.28 0.48 067 -T1455
g -5,766.10 24 14 10 5333 243680 -4,038.14 0.60 0.83  -231.32
7 -5,537.23 24 12 12 50.00 3,181.49 -3,642.33 0.87 0.87  -230.72
5 -4,163.18 24 14 10 5833 241238 -3,79385 0.64 083 -173.47
5 18,485.34 24 g 15 37.50 295573 -3,005.79 0.98 058 77022
4| 2887983 24 9 15 37.50| 2,013.36 -3,133.34 0.64 039 -1.203.33
3| -19,095.35 25 10 15 40.00| 218123 -2,727.21 0.80 053  -TA3.24
2| _22,80.28 25 7 18 28.00) 2,027.18| -2,04882 0.99 038  -90781
1) -21,793.39 25 9 18 35.00| 1,05462| -1,955.31 0.54 030 -271.74

As you can see here the edge is substantial.

I went through many different iterations and combinations of volume, range, VIX
movement, and op-ex tendencies. The bottom line was that there was no clear and
substantial edge. 1 am therefore not using any new studies as Aggregator inputs tonight.

| have updated the Aggregator chart below.
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The green Aggregator line finished mildly positive again tonight. This shows the net
expectation from the Active Studies list is for slightly higher prices over the next few
days. Meanwhile the black Differential line illustrates the SPX has slightly outperformed
expectations over the last few days. So we have somewhat positive expectations and a
market that is a little overbought versus expectations. This is considered a neutral
configuration. Neutral configurations are visible whenever the lines are on opposite sides
of 0. Based on this the Aggregator System remained flat.

Looking ahead the green Aggregator line is set up to remain positive tomorrow. Of
course some additional bearish evidence could change that outlook. Meanwhile the
Differential pivot will be 1,116.72 tomorrow. This means it would take an SPX close at
or below this level in order for the black Differential line to turn positive. Note that this
is less than a point from Friday’s close, so a close lower on Monday would likely trigger
a buy for the Aggregator System.

A possible trading edge

One indicator that is giving a very extreme reading currently is the 3/10 Offset Historical
Volatility reading that can be found on the charts page. This indicator measures the
historical volatility over the last 3 days versus the 10 days prior to that. When extremely
low readings are reached it suggests a range expansion is likely to occur. We consider a
very low reading to be below 0.25. Historically, readings that low have occurred about
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9% of the time. The current reading is 0.05, which is especially rare. You may read
more on the indicator here:

http://quantifiableedges.blogspot.com/2009/07/what-happens-after-sharp-contraction-
in.html

So the indicator tells us that a big move is about to occur. It doesn’t tell us which
direction that big move is going to be. We’d need to rely on out other studies for that
information. Unfortunately, we’re not seeing especially strong evidence there for either
the bull or bear case at the moment. That doesn’t mean there isn’t a way to trade this
market, though. With the 3/10 Offset HV this low, and a relatively neutral Aggregator,
I’ll be ready to take an opening range breakout in either direction tomorrow should the
market exhibit a tight, well-defined range in the first 30 minutes or so of trading.

In the past | have found Opening Range Breakouts to have a quantifiable edge under
these types of circumstances. Subscribers may want to review the old ORB Study
detailing this research by using the link below.

ORBs Study.pdf

Thoughts on a possible gap higher

As | write this evening | note the futures are gapping substantially higher. When already
at a relatively high level, a large gap up will often lead to an intraday selloff. Below is a
link to a study that appeared on the blog last year that addresses such situations.

http://quantifiableedges.blogspot.com/2009/08/large-gaps-up-from-1-month-high.html

Readers should note that while the SPX did close up at a new 20-day high on Friday, both
the SPY and the futures were down slightly. Therefore, while in the spirit of this study,
there is no way tomorrow’s action will qualify for it.

Intermediate-term Outlook (2 weeks — 2 months)— updated 6/14 - slightly bullish
There has been some notable action as of late that is suggesting the market should
continue higher over the intermediate-term.

One positive indication is that the Nasdaq/S&P 500 Relative Strength indicator as tracked

on the website flipped back to favoring the Nasdaq this past week. More information on
this indicator can be found using the link below.
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The break above the high point of the possible double-bottom pattern this week is also a
potentially positive sign.

And as I’ve noted recently the recent strong breadth thrusts suggest positive implications
over the intermediate-term.

The low volume, narrow range, and extremely low VIX are worth monitoring, but for
now | favor the long-side when looking out over the next several weeks.

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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