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Tonight’s Research Points

e This upcoming week is the most bearish from a seasonal standpoint.
e When the market is short-term overbought going into September post op-ex then
it has performed even worse.
e The narrow range and relatively weak rally on Friday combined with the
overbought condition suggest a downside edge.

Short-term Outlook
The Bottom Line

The market is overbought and action is suggesting a downside edge. It is also coming at
the most probable time of the year for a short to succeed. I’m partially short and looking

to up my position further.
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Summary of Recent Active Studies (see Letters from listed dates for details)

Study Date Description Time span [Bias Avg Max Move
Active

September 19, 2011 Overbought low range, under 200ma. |1-2 days Bearish -1.70%
September 19, 2011 Overbought post Sept opex 1-4 days Bearish -2.40%
September 16, 2011 3/10 HV < 0.25. RSI(2) > 90. 1-2 days Bearish -2.40%
September 16, 2011 3 70% Up Issue Days 1-2 days Bullish 2.20%
September 15, 2011 3 up days. Today biggest. Close < 200 |1-3 days Bearish -3.00%
September 13, 2011 SPX up. VIX up. Monday < 200ma 1-5 days Bearish -3.60%
Active - Long Term

September 12, 2011 Nasdaq leading SPX int term Bullish

September 6, 2011 1% drop prior to 3-day US weekend 1-20 days  |Bearish

August 24, 2011 IBD Follow Through Day strong breadth|int term Bullish

August 16, 2011 SPY up 3. Vol down 3 days. 1-20 days  |Bearish

July 5, 2011 QE2 Over int term Bearish

March 22, 2011 3 Days Up Issues % > 70% 8 months Bullish 19.00%
Dropped Tonight

September 15,2011 |SPY up 1% but 1% below high 1-2 days Bullish

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

The Evidence

It was a clean sweep this past week for the bulls, as the market closed higher all 5 days.
On Friday the SPX and Nasdaq gained 0.6% while the Russell 2000 rose 0.1%. Breadth
was moderately positive as the NYSE Up Issues % came in at 50.3% and the Up Volume
% was 55.6%. With a big boost from options expiration activity, total NYSE volume
spiked higher.

While the market kept rising the last few days | continue to see indications that a pullback
is likely. And with regards to seasonality, there isn’t a more reliable time of the year to
have a pullback. Since 1961 the week following the 3™ Friday in September has
produced the most bearish results. In the 9/20/10 subscriber letter 1 showed a table with
the best and worst weeks of the year. | have updated that table below.
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SPX weekly performance for based on the month specified after the Friday specified.
$100/rade. 1961 - present. Top 10 and bottom 10 results shown.
F . . e _ . _ Al Avg Al Avg All: . _
Month | Friday |atnetport | 45 A5Mamns AL Lors| A% | ey | Losns | winkoss | it 400
1 [} Trade Trade Ratio
1 1 4 44 781 48 51 32 19 8275 -1,268.47 1.68 224 85826
2 10 4 37, 731.45 50 30 20 50.00 -1,701.57 1.41 21 755.03
3 4 2 38,178 51 34 17 56.67 -1,455.70 1.27 2.54 748.61
4 12 4 3,017 50 33 17 55.00 1.34 280 §20.35
5 5 4 31,197 51 30 21 58.82 1.52 218 611.71
[ 9 2 30,4289, 50 33 17 56.00 1.08 210 609.79
o 3 2 25 612. 51 &yl 20 50.78 1.43 222 580.63
3 11 3 24 300. 50 | 19 §2.00 118 1.93 496.01
5 12 2 23 755. 50 £ 19 52.00 153 250 47511
10 3 1 21,475, 51 28 22 56.86 1.40 1.84 421.08
39 5 1 -5,325.00 51 20 k| 39.22 1.28 0.83 12404
40 T 3 -8,030.71 51 28 25 50.98 25 0.20 033 -157.48
41 1 3 -8,261.87 51 27 24 5254 54 0.72 081 -162.00
42 [ 2 -8,382.71 51 26 24 50.98 87 0.76 0.82 -163.97
43 2 3 -10,968.16 51 23 28 4510 .55 0.86 070 -215.08
44 5 3 -14 28287 51 28 25 50.98 ,809.98 0.86 088 -280.05
45 9 1 -15,801 81 51 26 25 50.93 -2,060.44 0.67 0.69 -3059.84
45 g 3 21,415.58 51 22 29 43.14 -1,638.54 0.72 0.55 -418.91
47 10 3 50.96 50 Pl 29 42.00 -1,855.55 0.78 057 -493.22
48 5 3 ,933.53 50 Ly 33 34.00 -1,763.71 078 0.40 598 .67

To make it a little neater and to keep the number of instances consistent I did not include
weeks after the 5 Friday in these results. Just Fridays 1-4. If you look at the bottom line
you will see we the worst results occur following the 3™ Friday of the 9" month. That is
this upcoming week. 1 also ran the study back to 1988 to get a more recent picture.
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SPX weekly performance for based on the month specified after the Friday specified.
$100/trade. 1988 - present. Top 10 and bottom 10 results shown.
S 1 . g ) . ) Al Avg Al Avg Al § .
Month | Friday | aevetpon | ATosl AbMeris Atiests| ALK | g | Loy | wiass |y i, 27
I 1 Trade Trade Ratio
1 1 4 28,907.81 24 15 9 52.50 -1,141.13 228 38
2 10 2 23,191.73 23 16 T §9.57 -2,456.88 1.08 245
3 4 2 25859815 24 15 9 §2.50 -1,464.72 1.78 2585
4 10 4 23 867042 23 16 7 §9.57 147 2858
5 5 4 2381828 24 16 ] 66.67 1.60 320
[ 3 2 18,651.23 24 16 ] 56.67 1.21 242
T b 3 16,3 3 23 13 10 56.52 210 273
3 12 2 18,3 23 18 5 78.26 1.03 372
5 ] 2 14 54 23 16 7 69.57 0.59 227
10 11 4 1464439 23 16 T §9.57 1.34 3.05
39 ] 1 -5 424 37 24 11 13 4533 0.85 072
40 3 3 -5,765.99 24 T 17 2917 1.88 077
41 g 1 -7,127.50 24 10 14 41.67 0.88 0.83
42 10 3 -7,385.83 23 10 13 4348 052 070
43 1 1 -5,450.11 20 11 L 55.00 0.57 0.589
44 2 3 -14,275.58 24 10 14 41.67 0.52 0.37
45 g 3 -15,413.79 24 ] 16 33.33 § 081 0.40
45 1 3 15,583.99 24 11 13 45.33| 103038 -2070.62 0.50 042
47 10 q -15,368 64 23 12 11 E247| 1858137 -342774 0.54 0.59
48 ] 3 -16,065.09 23 5 18 21.74| 256525 -1,605.08 1.60 0.44

As you can see, looking at the more recent time period the week following the 3" Friday
in September is still the worst. Other notable bearish weeks that are coming up include
the weeks after the 1% and 3" Fridays in October.

| also reproduced a graphic to show how this upcoming week has played out over time.
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Today is September Op-ex Friday.
Buy SPX on close. Sell 5 days later. $100k/trade. 1961 - present.
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As you can see the bearish tendency has been pretty consistent over the last 50 years.
There was a stretch in the late 80’s where there was a series of mild up years. Since 1990
it has been pretty much all downhill. Below is a table showing results of buying Sept.
op-ex Friday and then selling X days later from 1990 — 2010.

Today is September Op-ex Friday.
Buy SPX on close. Sell X days later. $100k/trade. 1990 - present.

All Avg Al Avg Al

X 5 All: Total |All: Winning | All: Lesing All: % S . . Al All: Avg
Davys Al Net Profit Trades Trades Trades Profitable Winning Losing WIHJLFSS ProftFactor| Trade
Y Trade Trade Ratio

5 -16,315.48 21 4 17 19.05| 3,062.7% -1,680.39 1.82 0.43 -T76.93

4 -16,927.41 21 4 17 19.05| 2287.06| -1,533.85 149 0.35 -806.07

3 -12,296.51 21 5 16 2381 210070 -1,42500 147 0.45 53555

2 -11,414.45 21 7 14 3333 1,092.14| -1,361.39 0.80 0.40 -543.55

1 -7,425.88 21 [ 15 2857 1,0683.45 -520.45 1.18 0.48 -353.81

The only year that did not post at least 1 close below the
entry price during the week was 2001.

The consistency and net results appear quite strong. | note the only instance that didn’t
post a lower close at some point during the following week was in 2001. And the 9/11
attacks certainly made for unusual circumstances that year.
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Not only are we looking at the worst week of the year coming up, but the market is
overbought short-term. Seasonal edges combined with overbought/oversold readings will
often produce strong results. The study below looks at any time since 1990 you bought
op-ex Friday when both Friday and Thursday closed up.

Today is September Op-ex Friday. SPX has closed up at least 2 days in a row.
Buy SPX on close. Sell X days later. $100k/trade. 1990 - present.
. T . . . Al Avg All: Avg All: . .

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

Days Trades Trades Trades Proftable Trade Trade Ratio ProftFactor| Trade
5 1422152 8 0 ] 0.00 0.00| -1,777.69 0.00 0.00 -1,777.59
| 4| 1420622 g 0 g 0.00 0.00| -1,775.78 0.00 0.00| -1,775.78
3| 1320227 8 0 8 0.00 0.00| -1,650.28 0.00 0.00 -1,850.28
2 -10,073.34 ) 2 B 25000 108.07| -1,714.82 0.06 0.02 -1,25917
1 -5,149.51 8 2 B 2500 26290 -945.88 0.28 0.09 54369

Instances are lower than | prefer but the results are extremely bearish. In no case was
there an instance where the SPX closed above the entry price on Wednesday, Thursday,
or Friday. Most of the damage was done by Thursday. Below is the list of instances.

Today is September Op-ex Friday. SPX has closed up at least 2 days in a row.
Buy on close. Sell 4 days later. $100k/trade. 1990 - present.
Date/Time Signal Price %% Profit Run-up
Drawdown
09/20/91 Buy $387.91 (0.37%) $164.48
09/26/91 Sell $386.48 ($889.22)
09/18/92 Buy $422.92 (1.05%) $0.00
09/24/92 Sell $418.47 ($1,633.12)
09/20/96 Buy $687.01 (0.17%) $561.15
09/26/96 Sell $685.86 ($870.00)
09/19/97 Buy $950.50 (1.32%) $1,059.45
09/25/97 Sell $937.91 ($1,377.60)
09/17/99 Buy $1,335.42 (4.09%) $231.62
09/23/99 Sell $1,280.77 ($4,300.88)
09/17/04 Buy $1,128.55 (1.79%) $263.12
09/23/04 Sell $1,108.36 ($1,804.00)
09/16/05 Buy $1,237.87 (1.88%) $0.00
09/22/05 Sell $1,214.62 ($2,601.60)
09/19/08 Buy $1,255.08 (3.65%) $0.00
09/25/08 Sell $1,209.27 ($5,947.91)
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Notable above is that 3 of the 8 instances never rose above Friday’s close during the next
4 days, and only 1 instance (1997) rose as much as 1% above the entry price. | think I’ve
taken this seasonal study about as far as it can go tonight, and 1’m sure you all get the
point by now.

The Quantifinder also indentified a number of studies that combined Friday’s action with
the overbought condition of the market to suggest a strong downside edge. Below are a
couple of the more compelling ones.

In the 9/3/10 subscriber letter I combined a few conditions that are apt to suggest a
downside edge. These include fact that the bounce has not originated from an
intermediate-term low, a long-term downtrend is in place, and that Friday was an NR7
day. An NR7 day is a day that shows the narrowest range of the last 7 days. | have
updated all results.

SPX closes higher for at least the 3rd day in a row. It is NOT coming off a 50-day low.
Today's range is the smallest of the last 7 days. Close < 200ma.
Buy on close Sell X days later $100k/trade 1978 - present.

Al Avg All: Avg All:

X All: Total (Al Winning | All: Losing All: % S ) ] All: Al Avg
All: Net Profit Winning Lo=ing Win/Loss
DE].‘_\{S Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade
5 -28,172.90 35 18 17 5143 1,172.43| -289853 0.40 0.43 -204.94
4 -21,845.94 35 17 18 48.57 95222 -2,113.15 0.45 0.43 52426
3 -29,038.37 35 13 22 3714 117520 -2,014.35 0.58 0.34 -B29 67
2 -33,851.07 35 11 25 30.56 84693 -1,726.69 0.45 n.z2 -940.31
1 -5,973.20 kTl 17 20 4595 24573 -1,21753 69 059 -269.55

As you can see the results table suggests a substantial downside edge over the next 1-2
days. Below is an equity curve using a 2-day exit strategy that shows how the edge has
played out over time.
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SPX closes higher for at least the 3rd day in a row_ It is NOT coming off a 50-day low.
Today's range is the smallest of the last 7 days. Close < 200ma.
Buy on close. Sell 2 days later. $100k/rade. 1978 - present.
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The downward slope seems to confirm the bearish edge suggested by the results table.

Another study with compelling results included some of the same parameters, but also
considered the fact that Friday’s rise was the smallest of the recent run. It was last seen
in the 4/20/09 letter. | have updated that study below.

SPX makes at least 3 higher highs and closes at a 10-day high and < 200ma.
Today's range & % rise are the smallest of the runup.
Buy on close Sell X days later. $100k/trade 1978 - present.

X Al Net proft | 2\ Total Al Winning| Al Losing | Al % f‘,u':nm?g ’t'ﬁ ;‘:gg i rﬂ;:ss Al All Avg
DEWS Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade
5| -17,506.41 21 10 11 47.62| 1,187.79| -2,671.30 0.44 0.40  -833.64
4| 2373802 21 8 13 3810| 1,060.36| -2,432.99 0.43 026 113314
3| 2020748 21 5 16 2331 750.56| -2,060.02 0.36 011 -1,390.83
2| -23.119.08 21 4 17 19.05| 789.99| -1,545.83 0.51 0.12] -1,100.91
1 2,996.99 22 12 10 5455 54111 -948.03 0.57 068  -138.23

Here again we see a downside edge. Below is the equity curve using a 3-day holding
period.
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SPX makes at least 3 higher highs and closes at a 10-day high and < 200ma.
Today's range & % rise are the smallest of the runup.
Buy on close. Sell 3 days later. $100k/trade. 1978 - present.
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Always sloping down, the edge seems to be more potent recently.

So despite the strong run of the last week, short-term evidence all seems to be pointing
south.

| have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Today’s studies caused the green Aggregator line to drop even further into negative
territory. Levels below 0 mean net expectations from the Active List are for downside
over the next few days. Meanwhile, the Differential Line remains below 0. A negative
Differential reading means the SPX has outperformed expectations over the last few
days. So net expectations are strongly negative and the SPX is well overbought versus
recent expectations. Historically this combination has suggested a bearish edge. Bearish
configurations can be seen on the chart whenever both lines close below 0. Due to this
the Aggregator System remained short at the close.

Based on the current active studies the green Aggregator line is poised to close below 0
again on Monday. Of course this could change if bullish studies emerge. Meanwhile, the
Differential Pivot will be 1,179.93. This is 3.0% below Friday's close. A drop this large
is highly unlikely. A more likely scenario is a multi-day move lower.

| have a mid-sized short position on at the moment. Should the market defy the odds and

continue higher on Monday | will increase that short position even further. This seems to
be an opportune time for the market to drop a bit over the next few days.
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Intermediate-term Outlook (2 weeks — 2 months)— updated 9/12 — slightly bearish

The move higher this week was impressive. It did manage to (re)trigger one study with
intermediate-term bullish consequences. Tuesday, Wednesday, and Thursday all closed
strongly higher and the NYSE Up Issues % exceeded 70% each of those days. The study
below is one that I last showed in the 3/21/11 subscriber letter and it has been active since
then. Results are now updated to include the March instance as well.

NYSE Up Issues % = 70% for exactly the 3rd day in a row.
Buy SPX on close. Sell X days later. $100k/trade. 1967 - present.
X _ Al Total |All Winning| Al Losing | Ar % | AMEAvVE | AlbAvg e Al All Avg
All: Net Profit Winning Losing Win/Loss
DEYS Trades Trades Trades Profitable Trade Trade Ratio ProftFactor| Trade
200 180 454 87 11 g 2 81.82| 21258013| 107845 18.74 28884 1722315
1590 202, 11 11 0 100.00 | 1844925 0.00 100.00 100.00 | 18,449.25
180 211, 11 11 0 100.00 | 19200728 0.00 100.00 100.00 | 19,200.728
170 193, 12 12 0 100.00| 1812038 0.00 100.00 100.00 | 18,120.38
160 190,6 12 12 0 100.00 | 15887.85 0.00 100.00 100.00 | 15,887.85
150 12 12 0 100.00 J81.18 0.00 100.00 100.00 | 15,731.18
140 12 12 0 100.00 .93 0.00 100.00 100.00 | 14,568953
130 13 12 1 921 7| -5,635.69 2.38 28.58| 1185719
120 14 11 3 78.57| 1145704 432338 265 972 207613
110 14 13 1 9286| B8823.79|-10,711.47 0.82 10.71 742842
100 14 11 3 7857 10145631 412484 245 9.02| 708825
g0 14 12 2 85.71 5908.26| -3,065.58 323 19.3%| 8054285
a0 14 13 1 9286 &T1002) 522312 1.40 18.20 7.643.37
70 . 14 13 1 9286 69622 853218 0.81 1054 S3M1277
&0 79, 15 12 3 20.00 817087 -5,13798 133 5.32| 530910
S0 82 84562 16 13 3 81.25| 823264 -8,0558.5%9 1.02 443 517785
40 50 21837 18 13 3 81.25| 717585 1135538 063 274 3701158
30 51,386.67 17 12 5 7059 612003 443234 1.38 332 302275
20 55,8137 17 14 3 8235 5110685 5,245.36 0.97 455 328313
10 20 .308.43 18 14 4 7778 32927 -384032 0.a2 286 182325
We are currently between 120 and 130 days from the
3/21/11 instance when the SPX closed at 1,298.38.

While the March instance is still “active” this repeat occurrence on Thursday may be seen
as a positive sign.

I’ve been updating the POMO chart most weekends in the letter. For those who may not
recall below is a brief refresher on POMO. Beneath that | have updated our POMO
indicator chart.

POMO stands for Permanent Open Market Operations and it is how the Fed goes into
the open market to buy securities. The net effect of this buying is an influx of cash into
the system. It appears a portion of that cash makes its way to the stock market and works
as a bullish influence. A “POMO Day” is simply a day where these operations take
place... The chart below (shows a couple of POMO indicators). The top pane is the S&P
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500. The middle pane is the rolling number of days in the last 20 that have been POMO
days. The bottom pane is the total amount of money infused into the system over the
previous 20 days. Information on acquiring the data and constructing the chart can be
found in the January 3" POMO presentation linked below. (Not available for trial
users.)

http://lwww.quantifiableedges.com/members/pomo.php
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POMO indicators barely budged and remain relatively low. The purchase amounts over
the last month are extremely close to the $14billion number shown on the Fed’s website.
Stimulus still remains well below the levels that helped propel the market higher during
QE1 and QE2. We keep waiting for the market to prove it can rally without substantial
stimulus. So far it has not managed to do so.

While indicators remain mixed, I’m still inclined to slightly favor the short side. Bearish
studies are associated with volume, liquidity (POMO), and seasonality. Bulls may find
hope in the August FTD study, the breadth study that retriggered this week, and the
leading position of the Nasdag. At this point | remain inclined to play the short side a
little more aggressively and take a more conservative approach to longs.
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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

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 % index position @ $121.53 LIMIT ON CLOSE. Based on short-term
outlook above, I’l be looking to put on a 3" lot if the SPY closes higher again tomorrow.

Current Open Trade Ideas

Symbol Entry Date [Entry Price|Current Price (% Gain/Loss [Stop Notes
SPY(1/4)(s)| 9/14/2011| $119.37 $122.14 -2.32% current price div adjusted
SPY(1/4)(s)| 9/16/2011| $121.43 $121.52 -0.07% Aggregator
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