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Tonight’s Research Points

Quantifiable Edges 3-day Risk/Reward Outlook

Bullish

e  QQQQ double outside days have led to short-term moves higher in the past.
e The Aggregator System is long.
e The NDX Aggressive Trend Timer is long.

Short-term Outlook

The Bottom Line

Bullish studies are dominating and we have the 1* two-day pullback in over a month.
This is providing the 1* long entry opportunity in some time.
some small exposure which | will add to if the SPY fills its gap from last Thursday.

Summary of Recent Active Studies (seehttp://QuantifiableEdges.blogspot.com.

Letters from listed dates for details)

I’m looking to take on

or

Study Date Description Time span |Bias Avg Max Move
Active

November 9, 2010 Low volume drop from 50-day high 1-6 days Bearish -1.80%
November 9, 2010 SPX 5+ up days then 1 down 1-6 days Bullish 2.10%
November 8, 2010 %b > 1.15 2 days in row. 20-day high 1-6 days Bullish 2.20%
November 5, 2010 Strong breadth and vol at a 10-day high |1-5 days Bullish 1.30%
November 5, 2010 Very strong breadth & 50-day high 1-5 days Bullish 2.00%
Active - Long Term

November 5, 2010 Very strong breadth & 50-day high 1-30 days Bullish

October 25, 2010 SPX Golden Cross int term Bullish

October 18, 2010 SPX up. Issue% and Vol% very low 1-25 days Bearish

September 20, 2010 Nas/SPX RS favors Nasdaq int term Bullish

Dropped Tonight

November 8, 2010 SPY volume decline twice at 50-hij1-2 days Bearish -0.90%
November 9, 2010 Unfilled gap down from 50-day hid1-2 days Bearish -1.10%
Novembers, 2010 Gap-n-Go to a 50-day high 1-3 days Bearish -1.00%

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

A morning gap up to new highs couldn’t hold and the market sold off for much of the
day. If not for a bounce in the last 5 minutes it would have closed at its lows. In the end
the SPX lost 0.8%, the Nasdag was down 0.7%, and the Russell 2000 dropped 1.5%.
Breadth was squarely negative as the NYSE Up Issues % came in at 26% and the Up
Volume % was 19%. Total volume rose from Monday’s levels.

The action didn’t inspire many new studies tonight but it did cause several of the bearish
studies to meet their targets and come off the Active List. One interesting study that did
trigger was from the 3/23/10 Subscriber Letter. It looked at the expanding ranges in
QQQQ. I’ve updated the study below.

QQQQ posts 2 outside days in a row.
Buy on close. Sell X days later. $100k/trade. 2000 - present.
o ) All: Avg Al Avg All:
X Ateirnn | AL AUNog Ablsno| ALY | ey Lasmg | waloss o A | ALAS

Days Trade Trade Ratio
5 34,866.39 18 14 4 T78| 282372 -1,166.42 242 847 18937.02
4 33,517.37 18 15 3 83.33| 254845  -1589.31 1.62 812 1,862.08
3 33,44873 19 14 5 7368 274843 -1,005.59 2.73 7.65 1,760.46
2 17,174.33 19 15 4 78.9% 1862344 -1794.32 0.50 339 503.91
1 15,232.78 19 14 5 7368 125824 -478.50 Z2.64 739 801.73

Implications are quite strong for the QQQQ. Interestingly, | also checked to see how SPY
did when QQQQ set up this way. Results were not nearly as consistent and struggled to
suggest an edge. QQQQ’s bullish setup won’t necessarily drag the S&P up as well. 1 also
sliced this a few different ways (above/below 200ma, up/down close, etc.) and found
little difference in the results. This makes the setup compelling despite the low number
of instances.

So while I am not adding any new S&P 500 studies to the active list tonight, we already
have a decent amount of bullish evidence in place from the last few nights. Additionally,
as | mentioned earlier, several bearish studies have reached their targets and been
removed.
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| have updated the Aggregator chart below.

Ml TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index 's -7 - | = e

SSPX X - Daity CBOE L=1213.40 -8.85 -0.81% B=1213.01 A=1213.99 0=1223.59 Hi=1226.74 Lo=1208.94 C=1213.40 V=0
H I::I —I— - 1,220.00

1,200.00

1,180.00

1 0
epfrrA T

1,170.00

1,160.00

* + q:l H * 1,150.00
Long signal with
[F * both lines above 0. 1.140.00

QE Aggregator 1D (2 ADE Barinterval, "QESLPDTE" "MYCLASS,... 0.26 0.09

1.00

0.80

The green Aggregator line tonight remains above zero. The positive value indicates the
net expectation from the Active Studies over the next few days is for a move up.
Meanwhile the black Differential line has now also moved above 0. The positive value
means the SPX has underperformed expectations over the last few days. So we have
positive expectations and a market that is oversold. Historically this combination has
provided and upside edge. This can be seen on the Aggregator chart whenever both lines
are above 0. Due to this the Aggregator System turned long at the close.

The green Aggregator line is set up to remain positive tomorrow. Of course that could
change if enough bearish evidence emerges. Meanwhile, the Differential Pivot will be
1,227.17. Any close at or above this level would move the black Differential line back
into negative territory. This means the SPX would need to gain over 1.1% in order to be
considered overbought versus expectations.

From a technical standpoint, we’ve still got the open gap from Thursday that goes down
to $120 in the SPY. There is a chance that it will try and fill. The studies are suggesting
the market should bounce here soon, but it may not be immediate. With what may be
some room to scale in | am going to start with a small piece. 1’1l look to add exposure
should the pullback worsen.
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Intermediate-term Outlook (2 weeks — 2 months)— updated 11/8 — bullish

The acceleration to new highs on strong breadth produced some strong intermediate-term
studies in Thursday night’s letter. | won’t repeat that whole discussion here, but it seems
to provide another bit of evidence that the move up may have further to go. We also
went another week without any bearish studies of intermediate-term significance
emerging.

The Nasdag/SPX relative strength indicator continues to favor the Nasdaq. A leading
Nasdaqg has historically been a good sign. The Advance/Decline line hit another new
high and the number of NYSE new 52-week highs is approaching its spring peak.
Momentum is certainly favoring the upside and the market is trading above important
moving averages. As I’ve been saying, until the market begins to falter and more bearish
evidence emerges I’1l continue to trade with a bullish bias. For my own trading a bullish
bias means | tend to trade the long side with a little more aggressiveness and | will be
extra selective with short trades.

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.

SPY — buy ¥ index share @ $121.61 limit. Based on Aggregator and short-term outlook
above.

SPY — buy ¥ index share @ $120.00 LIMIT ON CLOSE . Should the gap fill and we see

a poor close tomorrow, I’ll look to add a 2™ lot at the close.

Current Open Trade ldeas
None.
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