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Tonight’s Research Points

e SPX making its highest close in 20 days on the lowest NYSE volume in 20 days
has ordinarily been followed by a pullback over the next few days.

e The SPX and VIX closing higher on the same day has historically suggested
short-term bearish implications.

e Fed Days have historically had a bullish tilt, though it has been less bullish over
the last 17 years when SPY has had a strong close the day before.

e The Aggregator System turned flat.

e The NDX Aggressive Trend Timer remained flat.

Short-term Outlook
The Bottom Line
The rising VIX and the extremely low volume on Monday combined with the strong

close appear to be trumping the fact that tomorrow is a Fed Day. The long Aggregator
signal only lasted a day and the outlook over the next few days is now hazy. I’ll be
looking to reduce exposure ahead of tomorrow’s meeting.
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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

August 10,2010 VIX Up SPX Up on Monday 1 day Bearish

August 10, 2010 SPX 20-day high, NYSEvol 20-day low |1-2 days Bearish -1.20%
August 10,2010 Close in top 25% of range before Fed Day|1 day Bullish

August 9, 2010 2 Unfilled Down Gaps 1-5 days Bullish 2.46%
August 5, 2010 SPX 10-high on NYSE 10 low vol 1-5 days Bearish -2.10%
Active - Long Term

August 3, 2010 50 high 90% volume 1-25 days Bullish

July 20, 2010 Down 1 week after FTD int term Bearish

July 14, 2010 75% Up Issue twice in 3 days 1-20 days Bullish

July 13, 2010 5 higher close from a 50-day low int term Bullish

July 7, 2010 McClellan Oscillator Bottom Divergence|int term Bullish

Dropped Tonight

August 9, 2010 VIX:VXV < 0.85 Bearish

August 3, 2010 50-day breakout on lower vol 1-5 days Bullish 1.80%

If the avg max move is achieved the study will appear in bold italic blue and no longer be
active

The Evidence

The bullish tendencies played out today as the market rose on quiet trading. The SPX
gained 0.55% while the Nasdag closed up 0.75% and the Russell 2000 rose 1.4%.
Breadth was squarely positive as both the NYSE Up Issues % and the Up Volume %
came in at 71%. Volume was extremely light as the NYSE volume came in at what
appears to be the lowest level of the year according to my data provider.

Several studies appeared tonight that examined the low volume / high price combination
we saw today. Below is one was that was last updated in the August 14, 2009 blog.

SPX makes highest close in 20 days on lowest NYSE volume in 20 days.
Buy on close. Sell X days later. $100k/trade. 1978 - present.

X | Al netpron | A Total Al Winning| All Losing | Al % m:n’:‘;g ‘:*_'E;‘:g Wirﬂ;:lss Al All Avg
Days ’ Trades Trades Trades Profitable g g ) ProftFactor| Trade
Y Trade Trade Ratio
5 24 933 24 50 21 29 42.00 00474| -1581.82 0.63 045 -499 65
4 -25,013.20 51 19 32 37.25 902.09| -1,317.28 0.68 0.41 -450 .45
3 20,116.10 51 19 32 37.25 720,77 | -1,0558.58 0.68 0.41 -3594.43
2 -21,504 47 53 25 28 4717 52365| -1238.78 0.42 0.38 407 .44
1 -14,744 66 56 23 33 41.07 316.69 -657.53 0.47 0.33 -263.30

89% of instances closed below the entry price
at some point in the next week.
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This suggests the market is likely to pull back in the next few days. The size of the
pullback hasn’t been tremendous but the consistency has been impressive.

| did find that the edge has strengthened a bit in the last several years, especially over the
1°'1-4 days. Below is the same test run back to 1997.

SPX makes highest close in 20 days on lowest NYSE volume in 20 days.
Buy on close. Sell X days later. $100k/trade. 1997 - present.

Al Avg Al Avg Al

X All Net Profit All: Total |All Winning | All: Loging All: % Winning B Win/Loss All: Al Avg
DEWS Trades Trades Trades Proftable Trade Trade Ratio ProftFactor| Trade
5 -10,216.00 24 8 16 3333 1,2%816| -1,287.58 1.01 0.50 -425.57
4 -12,758.02 25 7 18 25.00 103257 -1,110.33 0.93 0.36 -510.32
3 -12 376.55 25 9 6 35.00 21951 4. .66 0.37 -455.08
2 -18,511.27 27 11 16 40.74 512.18| -1,321.58 0.39 0.27 -574.49
1 -9,650.54 prac] 11 18 3793 239.39 -582.44 0.35 021 -332.78

88% of instances closed below the entry price
at some point in the next 4 days.

Also notable on Monday was that the VIX ended higher along with the SPX. 1It’s a bit
unusual for the SPX and the VIX to close in the same direction. Historically, when they
both close higher there has been some giveback from the S&P over the next few days.
One quirk with the VIX though is that it has a tendency to fall on Fridays and rise on
Mondays. Therefore this setup is more common on Mondays than any other day of the
week. | discussed this and broke out the results based on Mondays, Fridays, and mid-
week occurrences in the 8/3/09 Letter. | updated the Monday results in the 10/20/09
Subscriber Letter. Below | have updated them again.

SPX and VIX both close up on a Monday.
Buy on close. Sell X days later. $100k/trade. 1998 - present.
5 e - _ . . Al Avg All: Avg All: . 5
DX AL et Profi J\?'I"llaa-g::t:?a.l All'i'::il:ln;:g A'Ill'.rls;gig ’ Prj;ilr-t::lle Winning Losing Win/Loss Prnf:tkl-lla-ac’mr J\!"‘II'Il-':::I‘l;lg
ays Trade Trade Ratio
5| 4532365 112 52 B0 4543| 175708 -229584 077 066  -£1350
4| 3952721 115 51 64 4435| 1,577.33| -1,874.55 0.84 067 -34371
3| 4230185 115 51 84 4435 1,223.81| -1,636.19 0.75 060 -367.84
2| -35553.43 115 49 B8 42 61 963.18| -1,253.78 077 057 -309.15
1 30,965.89 115 45 70 39.13| 70275 -894.14 0.79 051 -269.27
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As you can see there has been a bit of a downside edge. 1 thought tonight it might be
worthwhile to break down this data by uptrends vs. downtrends as | often do. First let’s
look at times like now when the SPX is trading above its 200ma.

SPX and VIX both close up on a Monday. SPX = 200ma.
Buy on close. Sell X days later. $100k/frade. 1998 - present.
) i ) . . All: Avg All: Avg All: . )
DX Ao | ALTO (ALt Ablosts| ALK | Uiy | Losna | walloss |, AL | ALA

ays Trade Trade Ratio

5 990.36 24 43 41 5119 1487.03) -1,868275 0.94 0.88 -11.79

4 2,502 48 36 41 4t 4787 128313 -1,34179 0.4 085 -599.91

3 -13,3659.24 86 40 45 45.51 1,023.53| -1,180686 0.87 075 -155.46

2 -16,395.48 86 37 45 43.02 74991 -500.86 0.83 063 -180.54

1 -19,875.11 26 33 53 38.37 438362 £76.12 0.72 0.45 23111

The uptrend does not eliminate the upside edge. It does appear to shorten it though as the
edge primarily exerts itself on day 1.

Now let’s examine instances that occurred during a downtrend.

SPX and VIX both close up on a Monday. SPX < 200ma.
Buy on close. Sell X days later. $100k/trade. 1998 - present.
X _ Al Total |All Winning| AE: Losing | Ar% | AkAve | AllAvg e Al Al Avg
All: Net Profit Winning Losing Win/Loss
Days Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade
] 5| 4533330 28 g 19 3214| 314808| -3877.18 0.31 0.38 -1,519.05
4|  -30,33475 29 10 19 3448 286557 -3,136.34 0.91 0.4 -1,088.72
3|  -28,93261 29 11 18 37.93| 1,95212| -2,800.33 0.70 043 -997.68
2 -19,158.02 28 12 17 41.38| 162077 -2,271.02 0.71 050 -660.62
1 -11,080.728 pras} 12 17 4138 130538 -1573.33 0.83 059  -382.44

Day 1 isn’t a whole lot different, but the instances that pull back do so much harder and
for a longer period of time. If the market was trading below the 200ma then we could
view this as a 5-day bearish edge rather than a 1-day bearish edge.

Of course tomorrow is a Fed Day. I’ve discussed many times before that Fed Days tend
to be bullish. As I mentioned last night though, a big determinant in the size of the edge
is where the market closes in relation to its daily range. Strong closes in the top 25% of
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the daily range have greatly reduce the upside edge in the past. This was shown in The
Quantifiable Edges Guide to Fed Days and it was also discussed in the 1/27/10
Subscriber Letter. A link to that letter is below.

2010-01-27 QE Subscriber Letter.pdf

| have updated the Aggregator chart below.
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The low volume and rising VIX on Monday helped to sink the green Aggregator line
back below 0, though just barely. The negative value indicates the net expectation from
the Active Studies over the next few days is for some downside. Meanwhile the black
Differential line is above zero, indicating the SPX has slightly underperformed
expectations over the last few days. So we have mildly negative expectations but a
market that is already a little oversold versus recent expectations. Both lines on opposite
sides of 0 is considered a neutral configuration. Due to this the Aggregator System
turned flat at the close.

Currently the green Aggregator line is set up to flip back to positive tomorrow. Of course
new bearish studies could change this. Meanwhile the Differential pivot will be 1,126.88
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

tomorrow. This means it would take an SPX close at or below this number to keep the
black Differential line positive.

So even with a Fed Day on tap the Aggregator couldn’t manage to remain positive.
Sometimes when it appears the Aggregator signal is likely to turn off I will send out an
email alerting subscribers that | will be exiting the trade idea at the close. In this case |
had no interest in exiting the long SPY position at the close. This is due to 2 studies from
the Quantifiable Edges Guide to Fed Days. These studies show 1) that since 2003 there
has been a strong upside tendency in the overnight from the day before the Fed Day until
the morning of, and 2) of the 20 instances that saw the SPY gap down since 2003, 18
filled the gap by 2pm and all 20 by the 4pm close. Based on these bits of information it
seemed worthwhile to hold overnight and try to exit in the morning. I’ll detail my plan in
the Trade Ideas section below.

Intermediate-term Outlook (2 weeks — 2 months)— updated 8/9 — bullish

Monday’s SPX breakout on strong breadth led to a few studies with intermediate-term
implications that appear in the August 3" Letter Monday night. They both looked at
times the market hit new 50-day highs on extremely strong breadth. The first one simply
looked at any 50-day high on a 90% or greater NYSE Up Volume %.

SPX closes at a 50-day high while the NYSE Up Volume % close = 90%.
Buy on close. Sell X days later. $100kitrade. 1970 - present.
X Al Mt | AL Totsl &I Winning| Al Losing | AL % | ok AvE Al Avg Al Al Al Ay
Days Profit Trades Trades Trades Profitakle I LioEtg] Win.l'l.pss ProfitFactor | Trade
Trade Trade Ratio
21 16 13 3 §125 531480 94729 561 243 414066
20/ 59,416.79 17 13 4 TEAT | 500566 -1,739.19 2.04 954 349511
19| 56,188.99 17 14 3 6235 456872 -2591.04 176 823 330523
18| 52,597.01 17 13 4 TEAT | 476823 234749 2.03 EEO0 309394
17| 4562834 17 13 4 TEAT | 444224 _3030.20 147 476 258402
16| 43,642.00 17 12 5 7059 474443 255751 1.79 428 256716
15| 45653 45 17 13 4 TEAT | 439120 285802 1.54 408 258550
14 | 35151 48 18 13 5 7222 414255 374034 111 288 1,05286
13| 30,920.05 18 13 5 7222 A7TIAG EE26.26 1.04 271 1,717 TS
12| 3316524 15 11 7 E111 450007 -233365 183 303 154251
11| 3750451 15 11 7 B111 426455 134360 317 493 208350
10| 35,501.76 16 12 B BEE7 | 352466 173236 221 442 197232
9 2526504 16 11 B 6141 347645 246266 151 285 140351
& 2457322 18 12 B BEET | 3,305.37 | 246520 1.34 2E8 1,381 85
72422047 18 12 B BEET | 319744 235814 1.3 271 134558
6 2504314 18 12 B BEET | 279762 -1421.39 147 384 1,391 29
5 2913918 19 15 4 7585 233105 145662 1,60 600 153354
4 2352324 19 16 3 8421 193510 237047 0.81 434 1725385
3| 20051655 19 14 5 736G 177835 85606 2.08 582 1,08508
2| 20,593 52 19 17 2 8947 126172 27TET 4.54 3660 109966
1135531 20 14 B 000 141947 -35245 318 741 BTT 69
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These results suggested bullish tendencies both in the short-term and the intermediate-
term.

| also examined the implications of fresh breakouts to new highs versus a repeated new
high. Fresh breakouts typically provide a better edge and | found that was true in this
case as well. This 2™ study from the August 3rd letter demonstrated this.

SPX closes at a 50-day high after not having done so for at least 10 days.
NYSE Up Volume % = 90%. Buy SPX on close. Sell X days later. $100k/trade. 1970 - present.
X , All Total |All Winning| All: Losing | A% | ~Ava | AlbAvg Al Al All: Avg
All: Net Profit Winning Lo=ing Win/Loss
DEYS Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade
] 25 50,143.03 10 9 1 30.00| 5,867.85| -2,867.50 220 19.80| 5,014.30
20 45 876.72 10 7 3 7000 7,144.22| 137750 g 12.10| 4,587.67
15 38,685.53 10 7 3 70.00| 6,262.94| -1,718.35 3.64 850| 3,868.55
10 35,085 .45 10 g 2 B0.00| 485774 -1,083.25 4.30 17.20 3,509.55
9 29,807.00 10 7 2 70.00 451582 -1,255.38 168 12.87| 2,380.70
8 26,436.14 10 8 2 80.00| 3,968.24| -2,554.88 1.49 598 264361
7 25,054.35 10 & 2 B0.00 395085 -277183 1.43 570 280644
5 21,595.12 10 & 2 B0.00 338230 -273155 1.24 495 2159.51
5 24 81777 10 g 2 80.00 2,549.12| -1,787.58 1.99 794| 248178
4 17,452.07 10 & 2 B0.00 236770 -274475 1.04 418| 174521
3 21,710.82 10 9 1 90.00 243215, -178.50 13.63 12263 2,171.08
2 17,810.14 10 10 0 100.00| 1,781.01 0.00 100.00 10000 1,781.01
1 12,193.10 10 g 1 90.00| 1,352.43 -58.80 19.80 17823 1,219.31

Follow through so far has been weak. Wednesday (day 2) is the only day that the market
closed above Monday at this point. But down days have been muted and with the short-
term outlook now appearing positive we could get another leg up here soon.

Overall there are still a good number of intermediate-term studies in effect suggesting
upside. Meanwhile, very little is appearing that would favor the bears. 1°’m still feeling
more comfortable buying the dips than I am shorting the rallies.

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

None

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI -0
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Additional New Trade Ideas

A full listing of system triggers can be found at the system triggers page each night. 1
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. I'll see if we get a more substantial edge to play in the next couple of days.
Note due to Monday ’s strong finish neither Fed Day based SPY trade ideas triggered.

Current Open Trade ldeas

Symbol Entry Date [Entry Price|Current Price |% Gain/Loss |Stop Notes

SPY(1/4) 8/9/2010| $112.39 $112.99 0.53% sell @ $112.99 limit
R 8/9/2010 $57.50 $58.04 0.94% System 90609

I will look to exit SPY at Monday’s closing price. So if it gaps up as is often the case on
Fed Day, then | would get a better fill. If it gaps down, then I will give it until 2pm to fill
(90% of gaps down have filled by 2pm on Fed Days). If still not filled by 2pm, I will exit
the trade. Should it gap down and consolidate in the first half hour, there is a chance |
would place a stop below the consolidation. If so, | will send out an intraday update to
subscribers.
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