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Tonight’s Research Points
e A move from a 5-day low to a 10-day high has often been followed by weakness
over the last 15 years.
e A positive 1% day of the year frequently leads to more upside in the very short
term but that is often followed by weakness.
e The Aggregator System remains flat.

Short-term Outlook — updated 1/5

The Bottom Line

Based on tonight’s studies, Tuesday could get some follow through, but we’re likely to
see a bit of pullback shortly after that. The Aggregator is flat but would likely turn
bearish on any close higher.

Summary of Recent Active Studies (see http://QuantifiableEdges.blogspot.com or
Letters from listed dates for details)

Study Date Description Time span [Bias Avg Max Move
Active

January 5, 2009 1st Day of Year closes up 1 days Bullish

January 5, 2009 5-day low to a 10-day high 1-5 days Bearish -1.90%
Active - Long Term

December 23, 2009 SPX and TNX hit 50-day high 1-10 weeks Bearish

December 23, 2009 Low p/c without strong SPX rise 1-5 weeks Bearish

December 7, 2009 Nasdag Leading S&P int. term Bullish

December 2, 2009 VIX:VXV crosses below 0.9 2-5 months  |Bearish

Dropped Tonight

January 4, 2009 1st Day of Month 1 days Bullish

December 31, 2009 SPX rises. Up Vol % & Up Issue % < 45 1-2 days Bearish -2.45%

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

A large gap up that never looked back made for a strong start to the new year. The major
indices all finished substantially higher with the SPX closing up 1.6%, the Nasdaq 1.7%
and the Russell 2.4%. Breadth was strongly positive with the NYSE Up Issues % at 80%
and the Up Volume % at 86%. Total volume rose as traders returned from vacation.

One bearish study that appeared in the Quantifinder tonight looked at other times since
1994 that the SPX went from closing at a 50day low to closing at a 10-day high the next
day. I’ve updated that study below.

Yesterday the SPX dose at a 5-day low. Today it dosed at a 10-day high.
Buy on close. Sell Xdays later. $100kitrade. 1994 - present.
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20 of 24 instances (83%) closed below the
entry price at some pointin the next week.

Over the last 15 years there appears to be a downside edge over the following week.

| received a note today from a subscriber who had seen something suggesting the 2™
trading day of the year is the most bullish. | did some studying of it myself. The initial
tests suggested there was a possible upside edge but recent years have a seen a
deterioration in that edge. Further testing revealed some more interesting tendencies. |
decided to filter performance over the few days and weeks based on whether the 1st day
of the year closed positive or negative. First let’s look at times like Monday where the 1%
day of the year was positive.
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SHX closes higher on the 1st day of the year.
Buy on dose. Sell X days later. $100k/trade. 1961 - present.
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19 of the 21 instances (90%) closed higher than the entry price on either day 1 or day 2.
Interestingly, the 2 instances that didn’t also didn’t manage to post a profitable close at
any point during the rest of the month. The basic pattern that is evident among the
instances above is that immediate follow through is often followed by weakness.

Interesting, while a close lower on the 1* day of the year leads to a slower initial rebound,
the evidence suggests over the next few weeks the market is more likely to perform well.

SPX doses lower on the 1st day of the year.
Buy on dose. Sell X days later. $100k/trade. 1961 - present.
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I have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Index ) OEX
FSPH K - Daily CBOE B=113265 A=113330 i= = =
i 1,130.00

112000

T + ! 1,110.00
T I 1,100.00
T 1,000.00
QE Aggregator 10 (3,A0E Barinterval "OESLPDA3" MYCLASS" .. -0.22 0.05
0ED
0.40
g /\r
/ vV ./ - \
\/ \/\N 040

T T
30 Dec T 14 bl 28 10

< >

Today’s strong move up caused everything to flip. The current net expectations are for
more upside as can be seem by the positive green Aggregator line. Unfortunately the
strong move on Monday sent the black Differential line sharply lower. The SPX has now
outperformed the market versus expectations over the last few days. So the Aggregator
chart configuration is completely opposite last night. Rather than being oversold with
negative expectations the market now has positive expectations but is overbought. This
again places both lines on opposite sides of zero and is considered a neutral
configuration. The Aggregator System remains flat.

Looking ahead to tomorrow the green Aggregator line is schedule to turn negative
barring additional bullish studies. For the black Differential line to flip back positive the
SPX would need to close below 1,122.85. This suggests a possible short trade setting up.
I’ll be looking to take advantage the anticipated weakness should we first get more
strength on Tuesday.

Intermediate-term Outlook (2 weeks — 2 months)— updated 1/4 —neutral

Nothing popped up this week in terms of studies with significant intermediate-term
implications. Frankly 1’d be a bit hesitant to use the holiday week as a reliable indication
of the intermediate-term anyway.

On the positive side the Nasdaq is still exerting leadership and the intermediate-term
uptrend for all indices remains in tact.

Bearish indications still remain based on studies related to options, volatility, and bond
yields. In all the trend is up but indications remain mixed. 1’ll wait to see how the action
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looks this week now that light holiday trading should be over. Should there be no further
indications of downside then I’ll probably increase the intermediate-term outlook to the
bullish side since the trend remains up.

Subscribers will notice on the systems page that | have now included the Nasdaqg Trender
signals. 1 will be releasing more information on this model in the next week or so. For
the time being | just wanted to get the model running so that all of 2010 is live. It
basically looks at leadership and trend. It will go both long and short.

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.

SPY — short ¥ position at $113.83 LIMIT ON OPEN. Order should be cancelled if not
filled on open. If the market overdoes it early then a large gap up could provide a nice
entry price. Also of note from MasterTheGap.com tonight in the free email it was
mentioned that ““Today's large unfilled up gaps increase the probability of gaps in either
direction filling on Tuesday.” This would further suggest a substantial up gap may
provide a nice short entry price.

SPY - short ¥ index position @ $113.34 LIMIT ON CLOSE - Bullish studies aren’t
likely to exert themselves on a move higher tomorrow. 1I’ll look to short a close higher in
anticipation of an Aggregator System short signal.

Active Trades Table
None
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