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Tonight’s Research Points
e Strong selloffs on strong breadth will often bounce over the next few days.
e A failed Turnaround Tuesday often just means a delay to the turnaround.
e The Aggregator System remained long.
e The NDX Aggressive Trend Timer remained long.

Short-term Outlook
The Bottom Line
Though the market got hit hard today the studies are still suggesting a rebound is

imminent. I’m long and getting longer.

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 25,2010 SPX down 1%. Decliners 2x advancers |1-9 days Bullish 3.00%
August 24, 2010 3 lower closes into Turnaround Tuesday|1-9 days Bullish 3.70%
August 24,2010 HV low SPX no highs 1-8 days Bearish -3.20%
Active - Long Term

August 16, 2010 1 (borderline) Hindenburg Omen Day _ |int term Bearish

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

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

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

Dropped Tonight

August 20, 2010 SPY gap dn no fill sell 1% more < 200 1-3 days Bearish -3.00%

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

Another tough day for the market as it gapped down to start the day and never made it up
much higher than the open. The major indices all took big hits. The SPX dropped 1.5%,
the Nasdagq fell 1.7% and the Russell lost 1.2%. Breadth was very weak as the NYSE Up
Issues % came in at 25% and the Up Volume % was just 13%. Total volume spiked to
the highest level in over a month.

Not much showed up in the Quantifinder tonight but that doesn’t mean there wasn’t much
to look at. One study that did appear in the Quantifinder last appeared just a few days
ago on 8/20. It looked at strong selloffs on very negative breadth. 1’ve copied the study
below (not updated).

SPX closes down 1% and decliners double advancers. Yesterdayu did not close at a 20-day
high. Buy on close. Sell X days later. $100kftrade. 10/20/87 - present.
. v . . . All: Avg Al Avg All: . .
D | Aotk | ALl AL ALLosts| ALY | ignny | Lo | wioss ot | ALAD
ays Trade Trade Ratio
| 10 233,726.92 235 154 81 6553 20958574 -2,73553 1.08 205 554 58
| 5 272 596.55 244 171 73 70.08| 2,796.80| -2,817.22 0.99 233 1,117.20
] 240,557.70 257 171 85 66.54 27765.40 -2,755.33 1.01 203 936.02
T 226,654 34 275 172 103 6255 264045 -220887 1.20 2.00 82423
§ 204,965.93 pacy| 182 109 62.54 251678 -2,321.51 1.08 1.81 704.35
5 194 87211 316 181 125 60.44| 233289 -2,00537 1.16 178 616.68
4 153,332.25 337 198 139 58.75 211404 -1,502.28 1.11 1.58 45495
3 161,625.88 370 230 140 6216, 1817.72) -1,831.78 .89 163 436.83
2 151,871.85 422 240 182 5687 171680 -1,43029 1.20 158 35541
1 111,539.54 474 279 193 58.86 1,155.04| -1,082.03 1.07 1.53 235.32
85% of instances closed above the entry price at some
point in the next week.

I’ve reset this study in the Aggregator.

Last night I looked at some studies related to Turnaround Tuesday. | showed that when
the market makes 3 down days going in to Tuesday there has been a decided upside edge.
Well, that edge certainly did not play out Tuesday. So what happens when Turnaround
Tuesday fails to ignite a turnaround? | went back to 1980 for this test to get a good
number of instances.
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Today is Tuesday. SPX closes lower for exactly the 4th day in a row.
Buy on close. Sell X days later. $100k/trade. 1980 - present.
. T . . . Al Avg Al Avg Al . .

X Al Net Profit All: Total Al Winning | All: Losing All: % Winning Losing Win/Loss Al All: Avg

Days Trades Trades Trades Profitable Trade Trade Ratio ProftFactor| Trade
10 51,837.87 33 27 5 8182 236598 -2,007.25 1.18 530 1,570.24
] o7, 487.70 33 29 4 8r.88| 224481| -1,801.52 1.18 8.596| 1,742.05
8 82,734.72 33 28 5 8485| 252411| -1538.08 159 890 15801.05
T 54,749.93 33 27 ] 81.82| 2411.07| -1,724.85 1.40 6.29 1,659.09
6 54 950.89 33 26 T T8T9| 248566 -138233 1.80 663 166518
5 50,913.59 33 26 T 78.79| 240168 -1647.17 1.46 542 154224
4 46,860.00 33 25 ] 7o.78| 236661 -1,538.17 1.54 4.81 1,420.00
3 28,825.74 33 25 ] 7576 1633.08| -1,500.17 1.08 3.40 373.51

2 18,339.30 33 20 13 60.61 -559.94 2.04 314 5557
1 14,352 .80 33 22 11 6567 -522.21 155 3.10 43524

28 of 33 instances (85%) closed above the entry
price at some point in the next week.

Tuesday’s failure to turn around simply appears to be a delay rather than a bad omen. |
did not include this study in the Aggregator since it basically mimics last night’s
Turnaround Tuesday study criteria.

Also notable about today’s action was that the SPY gapped down large from an already

low level and then failed to ever fill that gap.

After closing at a 10-day low yesterday, SPY gaps down over 1% and fails to fill the gap .
Buy on close. Sell X days later. $100k/trade. 1993 - present.

Trades

X Al Net Profit All: Total |All: Winning | Al Losing
DEi‘}'S Trades Trades
10 41 85075 15 11
9 39,235.09 15 12
i) 38,681.07 16 13
7 22 85817 16 12
6 3535028 16 11
5 38,210.33 17 12
4 15,646.63 17 11
3 12,258 30 18 13
2 15,805.73 18 12
1 5444 62 18 10

o @ |on e fen o de o | Ll | de

All: %
Profitable

73.33
80.00
81.25
75.00
B68.75
T70.59
6471
7222
66.67

55.55

All: Avg

Winning

Trade

521502
4 801.32
432621
3,660.41
432853
405399
331497
2 4568 18
2 640.56

201017

88% of instances closed above the
some point in the next week.
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Ratio

1.35 370 279272
0.78 313 261567
0.79 344 2459257
0.70 2.08| 1423854
262 576 245939
1.893 464 224767
0.96 1.75 920.40
0.83 183 683.27
1.00 2.00 878.10
1.51 1.89 52470
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Risk/reward seems to favor the bullish case here. When | saw these initial results I
figured this study would be worth including among the active studies. But when |
examined it closer | realized that the upside all came between 1993 and 2002. There
were no trades from 2003-2007. Since 2008 there have been just 4 instances but the
market has not reacted as it did in the past. Below are the stats from 2008 — present.

After closing at a 10-day low yesterday, SPY gaps down over 1% and fails to fill the gap .
Buy on close Sell X days later. $100k/trade. 1993 - present.
5 Cva - 5 . _ All: Avg Al Avg All: _ 5
X . All: Total |Al: Winning| All: Losing All: % S ) - All: Al Avg
DBYS Al Net Profi Trades Trades Trades Profitable Winning Losing WWLF‘“ ProftFactor| Trade
Trade Trade Ratio
5 3725004 4 0 4 0.00 0.00] -2,062.74 0.00 0.00| -2,06274
4| -16799.70 4 1 3 25.00| 1,067.20 -595563 0.18 0.08| -4,199.93
3| 1570528 4 1 3 2500  BE320| -552948 018 0.05| -3925 32
2| 731545 4 1 3 2500 160008 297185 0.54 018| -132887
1 -5,603.98 4 0 4 0.00 0.00| -1,401.00 0.00 0.00| -1,401.00

I never try and extrapolate much from just 4 trades, but the recent struggles have me
leaving this study alone for now. I’ll continue to monitor it in the future.

| have updated the Aggregator chart below.
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With tonight’s studies the green Aggregator remains above 0. The positive value
indicates the net expectation from the Active Studies over the next few days is for upside.
Meanwhile the black Differential line is strongly above 0. This means the SPX has
underperformed expectations over the last few days. So we have positive expectations
and a market that is oversold versus recent expectations. This has historically suggested
a bullish edge and can be seen on the chart whenever both lines are above zero. Due to
this the Aggregator System remained long at the close.

Currently the green Aggregator line is again set up to remain positive tomorrow. This
could change depending on what studies emerge. Meanwhile the Differential pivot will
be 1,068.70 tomorrow. This means the SPX would need to close about 17 points higher
in order to flip the black Differential line back to negative.

Intermediate-term Outlook (2 weeks — 2 months)— updated 8/23 — neutral to bullish

It turned out to be mostly a week of churning in the market. The SPX finished down
slightly and the Nasdaq and Russell were up slightly. No compelling studies emerged
with intermediate-term significance. Intermediate-term studies are now split. If | had to
bet, | would bet that the market will continue its move up from the early July lows rather
than continue down and make another substantial leg lower. I don’t have to bet for or
against that though. At this point the market is in a position where I'm comfortable
taking short-term trades on either the long or the short side. And until I have stronger
intermediate-term conviction, that’s just what I intend to do.

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. |

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.

UTX — buy @ $65.66 limit — A substantial number of stocks and ETFs triggered
numbered systems at the close. UT X triggered 80509, which has been one of the best
numbered systems when the Aggregator was positive as well. A few others triggered
80509 as well. 1 decided to just track one of them tonight.

SPY — buy % index position @ $105.00 limit ON CLOSE. Lots of bullish indications
have me looking to continue to scale in if the market pulls back further.

Current Open Trade ldeas

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

R 8/9/2010 $57.50 $52.92 -7.97% System 90609
SPY(1/4) 8/12/2010[ $107.65 $105.58 -1.92%

SPY(1/4) 8/24/2010( $105.58 $105.58 0.00% Aggregator
CMCSA 8/24/2010 $17.29 $17.01 -1.62% System 80402
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