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Tonight’s Research Points
e The extremely low TICK Tomoscillator is suggesting a short-term bounce.
e 3 down days, a gap down, and a 10-day low have combined for a substantial

upside edge in the past.

Short-term Outlook

The Bottom Line
Evidence is now more strongly bullish and the SPX is now very oversold. 1’m bullish

short-term and have begun to aggressively buy.
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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

March 7, 2012 3 donw. Unfilled gap. 10-low. 1-2 days Bullish

March 7, 2012 TIC TomOscillator extreme 1-2 days Bullish

March 6, 2012 SPY 5-day low 1st time in 10 days 1-4 days Bullish 1.35%
February 29, 2012 Russell down 3 days. SPX 3-day high. |1-6 days Bullish 3.95%
Active - Long Term

March 5, 2012 Negative breadth divergences int term Bearish

March 1, 2012 10-high then outside day down > 200 [1-12 days Bullish 2.70%
February 29, 2012 Russell dn 3 days. SPX 3-day high. 1-10 days Bullish 5.10%
February 1, 2012 Golden Cross int term Bullish

January 17,2012 Nasdaq leading SPX int term Bullish

December 5, 2011 POMO activity flat to negative int term Bearish

Dropped Tonight

March 5,2012 Small drop from 50-high on bad b11-2 days Bearish

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

The Evidence

A big gap down led to the market’s worst day so far of 2012. The SPX lost 1.5%, the
Nasdaq declined 1.4%, and the Russell 2000 dropped 2.1%. Breadth was extremely
negative as the NYSE Up Issues % came in at 9% and the Up Volume % was 4%. Total
NYSE volume rose quite a bit from Monday’s level.

There were a good number of studies that triggered tonight and appeared in the
Quantifinder. 1 went through all of them and took the most interesting and compelling
ones to discuss below. As you will see the upside edge is largely based on short-term
oversold readings using several metrics. The one metric | did not cover tonight that did
appear in the Quantifinder was the extremely negative breadth. There were a few studies
that looked at days with Up Volume % < 5%. | found them marginal and decided to
exclude them for tonight since the studies below that involve price action and the TICK
were all more powerful and more compelling.

In the 6/6/11 subscriber letter I examined unfilled gaps and new lows that happened on at
least the third down day in a row. | also included a long-term trend filter. The results
table is updated below.
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SPY leaves an unfilled gap down, makes a 10-day intraday low, and closes lower for at least the 3rd
day in a row. Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.

X All: All: All: All % All: Avg AI!: h'l_ax All: ﬁ_\vg All: r._'lax _AII: Al All Avg
All: Net Profit| Total [Winning  Losing Winning | Winning Losing Losing  |Win/Loss

DEYS Trades | Trades |Trades T Trade Trade Trade Trade Ratio ProfitFactor|  Trade
5| 1258095 20 14 § 7000, 153445 323974 -1 T1213| 477073 0.95 223 530.48
4 1145312 20 13 7 6500 1,764.31) 5381.02 154042 -4430.01 1.08 2.00 5 5
3| 18,015.85 20 15 5 7500 145480 424544 -881.24| -1,847.47 1.70 5.09 500.79
| 2| 2060279 20 16 3 80.00| 141260| 5477.88 56629 | -1,118.38 212 11.31| 1,030.14
1 13,800.68 21 16 5 76.19 §73.03| 5764.38 -353.57| -1,057.08 275 8.81 657.18

The only instance not to close > the entry price on either
Day 1 or Day 2 triggered on 6/3/11.

Twenty of twenty-one instances quickly bouncing is an impressive %. This suggests a
very high probability of an almost immediate bounce. Below is the equity curve using a
2-day hold.

SPY leaves an unfilled gap down, makes a 10-day intraday low, and closes lower for at least the 3rd
daﬂy ina row. Close > 200ma_ Buy on close. Sell 2 days later $100kftrade 1993 - present.
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Trade Number

It appears that the upside edge remains in place, but perhaps it is not as powerful as it
once was. It will be interesting to monitor this study going forward. For now | have
decided to include it on the Active List.
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There was also a study that used the TICK TomOscillator. The TICK TomOscillator is
an indicator that uses recent closing TICK values to determine buying and selling interest
at the end of the day. It was developed by Tom McClellan, and | made a minor % Rank
adjustment for 1 type of readings. For those who would like to learn more about the
TICK TomOscillator, including exactly how to calculate it, the link below is a good place

to start.

http://quantifiableedges.blogspot.com/2011/05/how-nyse-closing-tick-can-be-

utilized.html

The study below looks for an extremely low reading in conjunction with a short-term
oversold price condition during a long-term uptrend. It last appeared in the 8/1/11 letter.

| have updated it below.

TICK TomOscillator = -200 and SPX closes at a 5-day low. SPX = 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1998 - present.
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There has been a strong propensity for the market to bounce over the next 2 days. Below

IS an equity curve that shows how the edge has played out over time.
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http://quantifiableedges.blogspot.com/2011/05/how-nyse-closing-tick-can-be-utilized.html
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TICK TomQscillator <-200 and SPX closes at a 5-day low. SPX = 200ma.
Buy SPX on close. Sell 2 days later. $100k/trade. 1998 - present.
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After an incredibly steady upslope, the last 2 instances have not fallen in line. 1’m not
inclined to get worked up about 2 instances, but of course I will continue to monitor the
shape of this curve going forward.

Subscribers that are Tradestation users and would like to place the TICK TomOscillator

on their own charts may find it among the QE Indicators/Functions for Tradestation.
code.

| have updated the Aggregator chart below.
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http://www.quantifiableedges.com/members/qeindicators.php
http://www.quantifiableedges.com/members/qeindicators.php
http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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With tonight’s bullish studies the green Aggregator line is now even more positive.
Readings above 0 mean net expectations from the Active List are for upside over the next
few days. Meanwhile, the black Differential Line is farther above 0 than it has been in
some time. A positive Differential reading means the SPX has underperformed
expectations over the last few days. So net expectations are bullish and the SPX is
strongly oversold versus recent expectations. This is considered a bullish configuration.
Bullish configurations are visible on the chart whenever both lines close above 0. This
caused the Aggregator System to remain long at the close. This was indicated on the
Systems page before the bell.

Based on the current evidence, expectations are scheduled to remain positive on
Wednesday. Of course this could change if solid bearish evidence emerges. Meanwhile,
the Differential Pivot will be 1,380.31 on Wednesday. This is a whopping 2.75% above
Tuesday’s close. That is unlikely to be achieved in one day. For the oversold condition
to be worked off it is likely going to take a multi-day bounce or consolidation.

I am glad | was able to exercise a little patience with this pullback. It now seems | may
be in good position to take advantage of it. According to tonight’s studies the
probabilities of a quick bounce appear quite high. 1 feel it is time for me to start taking
long index exposure, and because the edges appear very short-term | will do so a little
more aggressively than usual. Details are in the Trade Ideas section below.
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Intermediate-term Outlook (2 weeks — 2 months)— updated 3/5 — moderately bullish
The intermediate-term outlook was last updated in the 3/5/12 letter. A link is below:

2012-03-05 QE Subscriber Letter.pdf

Catapult and Capitulative Breadth Statistics

Catapult & CBI Presentation Link

Open Catapult Triggers

CAT — buy 1/3 position @ $112.49 limit (filled at $111.55)
CAT — buy 1/3 position @ $110.09 limit (filled at $106.57)
New

CAT — buy 1/3 position @ $105.93 limit

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI — 3/1(CAT-3)
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https://my.dimdim.com/view/all/quantifiableedges/default/9d0021f0-1eae-451c-8ba3-6b2f23ec2df3

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.

CAT — buy 1/3 position @ $105.93 limit. This is 3" and final entry for this Catapult.
SPY — buy % index position @ $134.95 limit. Based on the short-term outlook above.
This limit price is a bit above the Tuesday closing high. This will give me a better
chance at a fill if the SPY gaps up in the morning.

SPY — buy ¥ index position @ $134.75 limit Based on the short-term outlook above. If
| can get filled at Tuesday’s closing level then I will take this 2™ lot as well.

Current Open Trade ldeas

Symbol Entry Date |Entry Price|Current Price [% Gain/Loss [Stop Notes
CAT(1/3) 3/5/2012|  $111.55 $105.93 -5.04% Catapult
CAT(1/3) 3/6/2012|  $106.57 $105.93 -0.60% bought on open
XIV(1/2) 3/6/2012 $8.48 $8.35 -1.53% bought on open
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