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Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer
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Tonight’s Research Points
e The weak price & breadth on Friday suggest an upside edge over the next several
days.
e The next 3 days are seasonally bullish.
e POMO activity will be very negative this week, culminating this upcoming Friday
in the 1% negative reading since February for the QE Buying Power Index.

Short-term Outlook
The Bottom Line
Expectations remain positive. But while studies are bullish, the market is no longer

oversold. The CBI is no longer suggesting an upside edge. And finally, the QE Buying
Power Index is not aiding the bulls. I have a small long position, but will not be getting
aggressively long under these circumstances.
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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

April 16,2012 Down 1% on 2:1 negative breadth 1-3 days Bullish 1.90%
April 16,2012 Op-ex & Tax Time seasonally bullish 1-3 days Bullish 1.90%
April11, 2012 System 110524 1-7 days Bullish 2.30%
April1o, 2012 4 down. Biggest drop today. SPX>200m{1-5 days Bullish 2.10%
April 2, 2012 SPX 3-day high. Nas/Rus down 3 days. [1-10 days |Bullish 4.30%
Active - Long Term

March 14, 2012 SPX & TNX hit 50-day highs 1-50 days  |Bearish

March 14, 2012 50-day high on strong breadth 1-50 days Bullish 8.00%
March 5, 2012 Negative breadth divergences int term Bearish

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

April12, 2012 Low vol bounce after RSI(2) < 2 1-2 days Bullish

April1o, 2012 Worst breadth & lowest volume 15 days |1-4 days Bullish 1.90%

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

The Evidence

After two pretty good days the market had a bad day on Friday. The SPX lost 1.25%, and
the NASDAQ and the Russell 2000 each lost 1.5%. Breadth was strongly negative as the
NYSE Up Issues % came in at 24% and the Up Volume % was 14%. Total NYSE
volume rose a little from Thursday's level.

Selling as strong as we saw on Friday is typically enough to suggest an upside edge over
the next several days - especially when the market is not at an intermediate-term high.
The study below exemplifies this. It has been shown many times in the Subscriber Letter.
I most recently published it in the 11/17/11 letter, and have updated the statistics below.

SPX closes down at least 1% and decliners double advancers. Yesterday did not close ata
20-day high. Buy on close. Sell X days later. $100k/trade. 1991 - present.
X | ANet | 2 inning | Losing | ® | Winning | Wining | Losing | Losng Winoss, AL | ALAY
Dal_.rs AL Trades | Trades |Trades FOLETE Trade Trade Trade Trade Ratio PINLFZED  TMELE
10 218 144 T4 65.06| 3,04284| 18319.18| -29859.93 -16758.40 1.02 1.99 1,001.68
9 226 158 638 6991 2924 37| 1087566 -297417|-18373.16 0928 228 114958
B 237 156 80| 6582 2929.91| 15738.88| 2904531768500 1.01 1.97
7 255 159 o7 8211| 288528 -2,29958 | 1285400 147 191 797,
L] 288 164 104 81.19| 252272 14533.73| -231412 1914034 1.09 1.72 545.74
5 261 174 117 5979 2238264 1140573 -200568| -335164 1.19 177 618.26
4 313 180 133 57.51 2,241.43| 1402011 -1,95837|-14 82058 1.14 1.55 455 42
3 349| 213| 136 6103) 186560 853160 -1,85199)-1050645  1.01 158 41682
213 399 219 180 54,89 1,797.10 343478 -1,43581 -3857.72 1.25 1.52 338.28
1(119,378.66 445 283 186 5857 1,216.16| 10716.03| -1,077.80 -?.E??_UE 1.80 265.88
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Prior to the Crash of *87 very weak breadth days like this were often followed by more
weakness. That changed after the crash. As you can see there have been a large number
of instances over the last 20 years. The edge appears to be very solid as well. While the
edge may persist as far out as nine days, | find the 3-day equity curve to be more
appealing, and decided to show that below.

SPX closes down at least 1% and decliners double advancers. Yesterday did not close ata

20-day high. Buy on close. Sell 3 days later. $100k/frade. 1991 - present.
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Other than a brief dip a while back this curve has been incredibly steady over time,
suggesting an upside edge.

In addition to price and breadth action suggesting a possible pop, the first few days this
upcomin week show strong seasonal bullish inclinations. April expirations week has
historically been very bullish. 1 showed this in the 4/11/11 Subscriber Letter and have
updated it below.
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Buy SPX Friday befare April op-ex week. (Thurs if Fri is a holiday.)
Sell X days later. $100k/trade. 1984 - present.
. All: All: All: . Al Avg Al Max All Avg All: Max All: . .
X ﬁ;lr.ur\:_:t Total |Winning | Lo=ing Prﬁgr.t:ale Winning Winning Losing Loging [Win/Loss DrDFJ:\I-llalactnl ’B.‘Il.lé:;:g
Da]."'S Trades | Trades |Trades Trade Trade Trade Trade Ratio
5| 24,457.99 28 17 11| 6071 2,361.00| 5393.97| -142535| -3580.15 1.66 256 873.50
4 2573318 28 18 64.28| 220122| 589512 -1,388.87| -3,58757 158 285 91804
3| 2825848 28 19 9| 67.86| 1598448 5215.85| -1,04962| 274505 1.89 399 1,009.23
2| 20,104.12| 28 23 5| 8214 1,26357| 624515 -1,79161| -4,54553 0.71 3.24 718.00
1, 8,38380 28 20 B 7143 72048| 332223 B2827| -2,339.26 1.15 287 335.13

The consistency has been very impressive. It suggests an upside edge the first few days
of this week. Below is a profit curve that assumes a 3-day holding period.

Buy SPX Friday before April op-ex week. {Thurs if Fri is a holiday.)
Sell 3 days later. $100k/trade. 1984 - present.
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Part of the reason that April may perform so well is that tax day often occurs this week.
The reason tax day may be important is that it is the last day that people can make IRA
contributions to count for the previous tax year. This can create a last-minute rush and
you will often have an inflow of funds heading into the market right around and on April
15th. Fund managers will often put this money to work immediately and it creates a
positive bias for the market.

My research has found that some of the strongest influence occurs on tax day (normally
April 15th) and the day immediately after. Below are some studies that demonstrate this.
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All Trades

Total Net Profit
Gross Profit

Total Mumber of Trades
Winning Trades
Even Trades

Avg. Trade Net Profit
Avg. Winning Trade
Largest Winning Trade

SPX Tax Day Performance.
$100k/trade. 1981 - 2011.

radeStation Performance Summary Collapse =

%10,656.95  Profit Factor
$15,852.71 Gross Loss

31 Percent Profitable
22 Losing Trades
0

Ratio Avg. Win:Avg. Loss
$720.58 Avg. Losing Trade

$3,322.23 Largest Losing Trade

(3.05]
($5,195.76)
0.97%)

9

1.25
($577.31)
($1,601.32)

SPX day after Day Performance.
$100k/trade. 1981 - 2011.

radeStation Performance Summary Collapse %

All Trades

Total Met Profit $17,326.59 Profit Factor

Gross Profit $22,705.25  Gross Loss ($5,378.66)
Total Number of Trades 31 Percent Profitable
Winning Trades 22  Losing Trades 9
Even Trades 0

Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 1.73
Avg. Winning Trade %$1,032.06 Avg. Losing Trade (3597.63)
Largest Winning Trade $2,842.84 Largest Losing Trade ($1,602.28)

As you can see, both of these days seem to contain very solid upside edges. The study
below looks at what happens if you hold for both days instead of just one.
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Buy SPX onthe day before Tax Day. Sell X days later..
$100k/frade. 1981 - 2011,

radeStation Performance Summary Collapse 2

all Trades

Total Net Profit $28,153.20 Profit Factor (4.88
Gross Profit $35,403.74 Gross Loss (57,250.54
Total Number of Trades 31 Percent Profitable  70.97%
Winning Trades 22 Losing Trades 9
Even Trades 0

Avg. Trade Net Profit $908.17.7 Ratio Avg. Win:Avg. Loss 2.00
Avg. Winning Trade %$1,609.26 Awvg. Losing Trade (5805.62)
Largest Winning Trade %$6,245.15 Largest Losing Trade (51,518.64)

As you would expect, numbers here are nicely impressive. With Sunday being the 15th
this year and Monday being Emancipation Day in Washington DC, Tax Day does not
happen until Tuesday the 17th. So this study would suggest a bullish tendency for
Tuesday and Wednesday.

| have updated the Aggregator chart below.

4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl o=
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

The short-term studies are all bullish so the green Aggregator Line remains strongly
positive. Readings above 0 mean net expectations from the Active List are for upside
over the next few days. Meanwhile, despite Friday's selloff the black Differential Line
declined to just below zero. A negative Differential reading means the SPX has
outperformed expectations over the last few days. So net expectations are quite bullish
but the SPX is mildly overbought versus recent expectations. This is considered a neutral
configuration. Neutral configurations are visible on the chart whenever both lines close
on opposite sides of 0. This meant the Aggregator System changed from long to flat at
the close. This was projected on the systems page before the bell.

Based on the current studies, expectations are scheduled to remain positive on Monday.
It would take strongly bearish evidence to change this. Meanwhile, the Differential Pivot
will be again be inverted. It will be 1,377.47 on Monday. An inverted pivot means the
Differential line will cross zero if the SPX breaks even. In this case the pivot is about
0.5% above Friday's close. So the SPX would need to close up at least this much in order
to prevent it from shifting from overbought to oversold versus expectations.

The inverted pivot means that unless the market rallies tomorrow, there is a strong chance
the aggregator signal will go back to long. While | took off some of my long index
position, I still hold a small lot because of the positive expectations and the inverted
pivot.

I won't be looking to add anymore to my long index position on Monday. Despite bullish
studies based on breadth, volume, and price action, as well as the positive seasonality
early this week, 1 still have some concerns. For one, my intermediate-term outlook
remains neutral. With a neutral intermediate-term outlook, | tend to play positions a little
more conservatively. Additionally, the QE Buying Power Index continues to provide
weak readings, and the CBI is at a neutral 2. Since the beginning of 2008 oversold SPX
readings that have not been accompanied by a QE Buying Power Index of 3 or above
have shown little or no upside edge. So while there is a decent amount of evidence
suggesting we could move higher over the next few days, | don't believe it's a great time
to be getting aggressively long.

Intermediate-term Outlook (2 weeks — 2 months)— updated 4/16 — neutral

This was the worst week since mid-December. It was the first time the SPX has closed
down two weeks in a row since November and also the first time it has closed below its
5-week moving average since November. Evidence remains split in the intermediate-
term, and nothing new and terribly compelling triggered this past week.
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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
500. The middle (purple) pane is the net rolling number of days in the last 20 that have
been POMO days. In other words, a day the Fed buys on the market will add +1 while a
day of selling will count as -1. The bottom pane is the total amount of money infused into
(or taken out of) 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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This past week saw moderate inflows in the amount of just over $3 billion. This was
accomplished with 3 days of buying, and 2 days of selling. This kept the intermediate-
term POMO indicators in the top end of their recent range.
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This upcoming week is scheduled to be about as bad as we have seen from a liquidity
flow standpoint since the beginning of Operation Twist. Monday, Wednesday and Friday
are all scheduled to see outflows, while POMO buying is scheduled in smaller amounts
on Tuesday and Thursday. The net estimated total for the upcoming week amounts to a
$17 billion outflow. It's important to remember the daily flows do not have an immediate
impact on the market. Rather, it appears to be a cumulative effect over a period of several
days. This cumulative effect is what the QE Buying Power Index looks to measure.

The QE Buying Power Index is currently at 1, and is slated to stay there through
Thursday. On Friday (op-ex) the Index is scheduled to provide its only negative reading
of the month at -1. If the SPX does manage to take advantage of the price, breadth,
volume, and seasonality edges we identified early in the week, and closes Friday in the
top 20% of its 10-day range, then we would see the QE Buying Power Index Swing
System trigger short at Friday's close.

Aside from the poor POMO schedule, we also need to be mindful of breadth divergences,
and possible negative impacts from rising interest rates. Intermediate-term bullish studies
are still active, but they no longer appear to substantially overwhelm the bearish ones. |
remain neutral this week, waiting for more compelling evidence before taking a strong
stance. | will likely play both the long and the short side fairly conservatively.

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

BAX @ $57.67 — not filled

KO @ $72.02 —filled @ $72.02

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI - 2/2(BAX, KO)
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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.

No new trade ideas tonight. 1’ll see how things play out on Monday before considering

new positions.

Current Open Trade Ideas

Symbol Entry Date |Entry Price|Current Price |% Gain/Loss |Stop Notes
SPY(1/4) 4/5/2012 | $139.38 $137.14 -1.61% sold on close
SPY(1/4) 4/9/2012]  $138.03 $137.14 -0.64% Aggregator
KO(1/3) 4/11/2012 $72.02 $71.94 -0.11% Catapult
QCOM(1/3)[ 4/11/2012 $66.25 $68.13 2.84% Sold on open

The 1% lot of SPY was sold at the close as per the intraday update sent to gold
subscribers on Friday.

SPY — I will exit the last lot of SPY if the SPX closes >= the differential pivot of 1,377.47.
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