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Tonight’s Research Points
. Brgakouts to a 50-day high that occur after a consolidation, like now, are more
. rl'er:IeaT?‘:i%t that the 50-day SPX high occurred on declining volume is short-term
. glliI:%STéaving 2 unfilled up gaps in conjunction with the 50-day high is also
. gl:rl(l)lrfg.breadth along with a 50-day high is bullish both short and intermediate-
term.

Short-term Outlook
The Bottom Line
Studies look bullish but we are extremely overbought short-term. I'm stepping aside for

now.
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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

July 30, 2012 SPY 2 unfilled up gaps & 50 high 1-3 days Bullish 1.00%
July 30, 2012 SPX 50-day high on 90% up vol 1-5 days Bullish 2.60%
Active - Long Term

July 30, 2012 SPX 50-day high on 90% up vol 1-50 days | Bullish

July 16, 2012 POMO modestly bullish int term Bullish

June 13, 2012 FTD with modest breadth & vol int term Bearish

February 1, 2012 Golden Cross int term Bullish

Dropped Tonight

July 25,2012 3 dn from 50-hi. Under 1o0ma > 10-|1-4 days Bullish 1.90%
July 24,2012 2 unfilled down gaps >200ma. 5 lo|1-5 days Bullish 1.80%

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

The Evidence

Thursday’s buying accelerated on Friday as the indices put in strong gains. The SPX
rallied 1.9%, the Nasdaq gained 2.2% and the Russell 2000 rose 2.4%. Breadth was very
strongly positive as the NYSE Up Issues % came in at 81% and the Up Volume % was
94%. Total NYSE volume came in just shy of Thursday's level.

The big news Friday was that the SPX made a new 50-day high. But it wasn't just the fact
that it made a new high, but how it did it that appears encouraging. The 50-day high was
achieved 1) on declining volume, 2) with the SPY leaving an unfilled up gap for the
second day in a row, and 3) on extremely strong breadth. As I will show in the studies
below, all of these things are bullish.

This was the 1st new high the SPX has made in over a week. The lower NYSE volume
may sound concerning to some technicians, but when you’re talking about the major
index breakouts low volume is actually favorable. | discussed this last in the 4/26/10
subscriber letter. Today I will go through it again and update all of the stats.

Below are 2 studies. They look at SPX breakouts to new highs. The only difference

between the two is that the 1st one requires a rise in volume and the 2nd one requires a
decline in volume.
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SPX closes at a 50-day high after not doing so for at least 5 days. NYSE volume is higher than
yesterday. Buy SPX on close. Sell X days later. $100k/rade. 1996 - present.
X AENet | S inningliosing AE% | Wiming | Winng | Losing | Losng Wintoss, A% | ALAV
Da‘,l"S I Trades Trades Trades s Trade Trade Trade Trade Ratio e
10 54 27 27 50.00 1,870.22| 472004 -1,83370| -4,162.56 1.02 1.02 18.26
5 54 25 28 4815 1,951.25| 463768 -1,81219| 461473 1.08 1.00 -0.18
g 56 prac] 27 5179 1691.56| 4,05340| -1,88517| -5,227.95 0.85 0.82 -81.14
T 56 28 28 50.00 1,851.40 633726 -1,663.81| -544425 1.12 112 9379
] 57 35 22 51.40 1,316.78 418872 1,73259 ) -433245 76 1.21 1359.83
5 57 K] 25 543% 1,35828| 523148 -1,32394| -4452.34 1.03 1.22 134.81
4 57 35 22 61.40 1,0228.88| 343324 -159533| -4407.48 0.54 1.03 16.02
3 57 32 25 3514 9r0.36| 383040 -131979| -5137.56 0.74 0.84 -34.08
2 57 27 30 47 3T 69740 1,998 .39 908.12| -3,134.16 0.77 0.69 -148.13
1 57 28 29 4512 35.35 1,606.89 -41599( -2279.83 1.05 1.0 221

What we see here is that there is no edge apparent when the breakout is accompanied by
an increase in volume. Now let’s look at the study with decreasing volume.

SPX closes at a 50-day high after not doing so for at least 5 days. NYSE volume is lower than
yesterday. Buy SPX on close. Sell X days later. $100k/rade. 1996 - present.
. All: All: All: . Al Avg All: Max All Avg Al Max All: . .
X ’T:!Ir;:_;t Total [Winning|Losing Prl:grltahle Winning Winning Lo=ing Losing  |Win/Loss Prnanl:ILdDr ﬁ.‘ll.ll'_:;;g
Da‘,l"S Trades Trades Trades Trade Trade Trade Trade Ratio
10| 22,2 a7 prac] 18 61.70| 2,03869| 5950.00| -2,047.58| -8,724.80 1.00 1.60
5| 29,97 47 34 13 7234 180888 514720 -242489| -7308.56 0.75 1.85
8 258 47 H 16 6596 1,718.06 5,085.00 1,714.58 421582 1.00 184
7178 47 28 18 §1.70 1,432.51 4 112.00 1,310.33 3,581.76 1.09 1.78
§| 299239 43 30 18 §2.50 1,511.33 415860 -B56.45 | -3334.80 1.76 254
5| 33,100.8 43 K] 17 6458 1,545.02| 3,6387.08 -87212) -3,070.40 1.77 323
4| 25878.8 43 33 15 6875 1177.15| 3,349.50 -0G4.43 ) -2913.85 1.36 3.00
3| 25910.63 43 33 15 6873 1,177.94| 380354 -864.10) -2,125.44 1.36 3.00
2| 1286554 48 34 14 70.83 758.81 221288 92385 -275274 0.82 1.99
1 5,171.85 48 32 16 8667 43344 141570 -54385 ) -1,821.32 0.20 159
42 of 48 instances (87.5%) closed above the entry price
at some point in the next 3 days.

These stats are substantially better and suggest a decent upside edge over the next few
days.

The requirement that the market has not closed at a new high for 5 days was included to
show that this is a fresh breakout and not a market that is already extended upwards and
has been making new highs for multiple days. To see the effect of this filter | ran a few
tests that demanded different periods without new highs. This first one looks at a 1-day
holding period.
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SPX closes at a 50-day high after not doing so for at least X days. NYSE volume is lower than
yesterday. Buy SPX on close. Sell 1 day later. $100k/trade. 1996 - present.
X | AGNet | S inning Losing  AE® | Winng | Wiming | Losig | Losng |wiLess, AL | AtAve
Da‘_nl'S Frofit Trades| Trades Trades e Trade Trade Trade Trade Ratio ProfitFactor)  Trade
10| 219311 28| 18] 11 6207 40687 138402 -466.41| -192132| 087 1.43 75.62
o/ zi9311| 28] 18] 11| 6207 40687 138402 -466.41| -192132| 087 1.43 75.62
8| zzrazi| 30 19| 11| 63.33] 38967| 138402 46641 -1921.32| 084 1.44 75.77
7| 54699 36| 25] 11) e9.44) 48402| 141570 -486.41| -192132 089 226 17972
6 777325| 38 28] 1| 7179 4s08s| 141570 46641 -182132) 089 252 199.31
5 517185 48 32 16 66.67 433.44 1,415.70 -54385 ) 182132 0.80 1.58 107.74
4| 5025838 57 35 21 §3.18 409.28 1,415.70 45221 182132 0.29 1.52 28.19
3| 59597593 G4 39 25 50.94 48577 220420 48757 182132 0.96 1.48 93.37
2 -35.78 [ 45 33 57.69 455.33 220480 -62383| -2373.73 073 1.00 -1.15
1 -2825.15 111 &0 =l 5405 457.01 3,358.35 -50050| -2373.73 0738 0.9 -23.85
0-1282890) 253 124) 123 4801 47344 335338 -55454| 244708 08S 082 5071

Here you see that fresh breakouts tend to do better than extended conditions. The “0-2
days” rows show slight negative expectations. Stats once you get out about 5 days look
pretty strong and remain so as you go farther out.

| also ran this same test with a 3-day holding period.

SPX closes at a 50-day high after not doing so for at least X days. NYSE volume is lower than
yesterday. Buy SPX on close. Sell 3 days later. $100kitrade. 1996 - present.

X ANt | g Losng A5 | Wiming | Wimng | Losng | Losng winloss, AL | AEAY
Da‘_f'S Profit Trades Trades Trades e Trade Trade Trade Trade Ratio ProfiFactor|  Trade

10| 20,001.69 st} 21 8 7241| 1,30065 2641.80 -914.01| -1,802.37 1.42 374

9| 20,001.69 28 21 8 7241| 130066 2641.80 -914.01 -1,802.37 1.42 3.74

8| 20,6941 30 et 8 7333 127301 264180 91401 -1,802.37 1.39 3.83

7| 28, 2 35 27 9 75.00| 1,343.03| 380364 -904.83| -1,802.37 1438 4.45

& 27, 72 39 28 11 71.79| 1,308.12| 3,803.64 -818.59| -1,802.37 1.60 408

5| 25, 63 48 33 15 6B.75| 1,177.94| 380364 -B64.10| -2,125.44 1.36 3.00

4| 238 8 57 35 18| 6342 1,150.08| 380354 -500.90| -2,125.44 1.28 277

3| 2593618 64 43 21 6719| 114008 380364 -1,09040 -260055 1.04 212

2| 20,773.62 78 48 30 6154 113958 380364 -113087 -38B784 1.01 161

1| 1493138 107 61 45 EFO01| 113335 474713 117833 484817 0.96 128

0| 7,553 42 183 h a5 53.55( 1,006.97| 474713 -1,07211| -4,84817 0.54 1.08

Results here suggest a similar conclusion. You are better off buying breakouts that
haven’t made a new high for at least a week or so than you are buying any random new
high. Anything beyond a week shows fairly consistent results.

| did get a note from someone who observed the breakout was not accompanied by a
breakout in either the NASDAQ or the Russell 2000, and wondered whether this
presented a problem. So | took the low-volume breakout study above and filtered to see
only those times, like now, where the SPX broke out without confirmation from those
other indices.
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SPX closes at a 50-day high after not doing so for at least 5 days. NYSE volume is lower than
yesterday. Both the Nasdag and the Russell 2000 failed to confirm and have still gone == 5
days since a 50-day high. Buy SPX on close. Sell X days later. $100kitrade. 1996 - present.

X All Net Al _AIIE AI!: Al % AI!: A.vg AI!: r.'l_ax Al ﬁ_wg Al r._'lax _AII: All All Avg
Total [Winning|Losing Winning Winning Lo=ing Losing  |Win/Loss
Days Profi Trades|Trades Trades R Trade Trade Trade Trade Ratio ProfiFactor|  Trade
10| 4,635.95 17 10 7 5882 171285 595000 -1,78465| 409024 0.96 1.37 272.70
9 T7171.07 17 12 5 7059 150243 514720 -217176| -4101.68 0.69 166 421.83
8| 10,188.50 17 12 5 7059 189693 509500 -2,03533| -3,718.00 0.83 2.00 59921
7| 528217 17 ] 3 5294 144903 411200 -959.89 | -3,202.32 1.49 1868 310.72
6| 5,054.62 17 11 & 6471 1,181.53| 3,535.00 -655.36 | -2,060.40 1.20 33 533.21
5| 8,937.30 17 11 5 6471 130634 27552 -905.41| -3,070.40 1.44 265 525.72
4| 6,458.01 17 11 6 6471 1,08566 1,979.34 -930.71| -2913.85 1.18 216 380.47
3| 7,05528 17 11 6 64.71| 107380 227040 -792.75 ) -1,414.00 1.35 248 415.02
2| 286510 17 ] 3 52.94 D57 63| 221208 73044 -1,350.00 1.32 1.49 168.54
1| -2,002.76 17 7 10 4118 527.50 550.40 -569.53| -1,721.70 0.93 0.85 -117.81

Day 1 was a bit weaker, but looking out beyond that results were very comparable to the
non-filtered sample set. So I'm not worried about this non-confirmation.

Another positive about the breakout was that it occurred with SPY posting its 2™ unfilled
up gap in a row. In the 10/25/11 subscriber letter | looked at other instances where SPY
posted a 50 day high in conjunction with two unfilled up gaps. | have updated that study
below.

SPY posts an unfilled gap up today and yesterday and closes at a 50-day high.
Buy on close Sell X days later. $100k/frade. 1994 - present.

All: All All Avg Al Max All Avg All: Max All:

X ELE 'I,':l‘{lél Wi,:krllling Losing . Winning Winning Lo=ing Losing  Win/Loss — e
Dat.fs AL Trades Trades Trades FELELE Trade Trade Trade Trade Ratio ProfiFactor|  Trade
5 9512390 28 | 2 7241 910.02 1927688 -124765| -4508.40 073 1.91 31479
4| 1486667 28 24 5 8276 00025 247556 -1347.89( -2720.25 067 321 51264
3| 13,163.54 28 23 6 7931 88134 241024 -417.82| -150960 163 6.25 453193
2| 685635 28 | 7 72.41 1277 1,858.87 -587.41 -047 24 0.27 282 22053
1 -1,89255 33 17 16 51.52 304,40 020.45 42021 | -1 04224 071 075 -51.29

31 of 33 instances (94%) closed above the entry price
at some point in the next 4 days.

Results here appear extremely consistent and suggest an upside edge. In looking at the
profit curves, the 3-day stood out to me, and | have posted it below.
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SPY posts an unfilled gap up today and yesterday and closes at a 50-day high.
Buy on close. Sell 3 days later. $100k/ftrade. 1994 - present.
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The strong, steady upslope serves as confirmation of the bullish tendency.

Yet another positive about the day’s move up to new highs was that it was accompanied
by very strong breadth. The study below was last seen in the 3/14/12 subscriber letter. It
considered what has transpired after other instances of the SPX making new
intermediate-term highs on extremely strong breadth. Results are all up to date.
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SPX closes at a 50-day high. NYSE Up Volume % = 90%.
Buy on close. Sell X days later. $100k/trade. 1970 - present.
X | Aunet | S ning|osing, 5% | Wining | Wimng | Losng | Losing Wiess, AL | AUAW
DaYS Frofit Trades|Trades Trades e Trade Trade Trade Trade Ratio Frofitfactor)  Trade
50| 87,196.79 17 16 1 9412 579193 1984580 -547410| -5474.10 1.06 1693 512922
45| 85,183.93 18 16 2 28.89| 583007 1794520| -4,048.58 | -5052.35 1.44 1152 473244
40| 83,320.35 19 15 4 7895 55989.19| 2095080 | -1629.39| -2937.98 3.68 13.78| 4,385.28
35| 86,607.69 19 16 5] 84.21 5695.52| 18,961.80| -1,506.89| -2194.85 3.78 20.16| 4,558.30
30| 74,210.36 19 17 2 8947 441197 1182074 -396.52 -418.88 11.13 89458 3,905.81
25| 63,253.85 20 15 =] 75.00 4,883.16 1204567 -1898.68 -3,02454 244 F.33| 316270
20 55,5952.14 21 15 -] 7143 484383 1338377 281037 -5,770.72 1.88 464 271381
15| 4779727 21 16 5 7619 402358 815048 -3.316.01| £5277.02 121 388 227506
10| 31,960.92 23 14 9 60.87| 3,393.90  10,507.25 -4 05024 96 3.05 3896
9| 27,.251.60 23 15 7 6522 295528 B.413.73 - 5 21 260 1,184.85
8| 27,.269.04 23 15 8 6522 306064 85 3 - 6 31 246 118561
7| 25,080.10 24 15 9 6250 296428 6,026.80 - 0 35 229 1,045.00
6| 25970.50 24 16 8 6667 233350, 6,819.80 - 0 54 329 1,082.10
5| 28.208.05 25 19 ] T6.00 154144 B516 -1,279.87 | -3,295.50 1.52 480 1,16832
4| 23430.24 26 20 6 7692 1,75825 661N 0.90 299 901.16
3| 158611.72 26 17 9 65.38 158239 6,740.50 126 2.38 600.45
2| 1721874 28 19 T 7308 116011 402844 168 457 66226
1| 10,853.10 27 15 12 55.56 104707, 275552 258 324 401.97
92% of instances posted a close above the entry price at some point
in the next week. All within 8 trading days.

Implications appeared to be strongly positive both short and long-term. For those that
would like to review examples, below is a list of instances assuming a 50-day exit
criteria.
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SPX closes at a 50-day high. NYSE Up Volume % = 90%.
Buy on close. Sell 50 days later. $100k/trade. 1970 - present.
Date/Time Signal Price 9% Profit Run-up
Drawdown
11/30/70 Buy £87.20 11.69% $11,815.26
02/10/71 Sell $97.30 $0.00
01/27/75 Buy $75.37 9.91% $14,108.64
04/09/75 Sell $82.84 $0.00
01/05/76 Buy $02.58 9.01% $10,281.60
03/16/76 Sell $100.92 $0.00
04/14/78 Buy $92.91 1.82% $9,597.92
06/26/78 Sell $94.60 ($172.16)
08/02/78 Buy $102.91 1.91% $4,000.94
10/12/78 Sell $104.88 (£2,184.75)
08/20/82 Buy $113.02 19.86% £27,722.24
11/01/82 Sell $135.47 ($928.20)
11/03/82 Buy $142.86 2.65% $4,347.78
01/14/83 Sell $146.64 ($7,535.22)
08/02/84 Buy $157.99 3.91% $7,362.80
10/12/84 Sell $164.17 $0.00
01/04/88 Buy $255.94 3.98% $5,779.80
03/15/88 Sell $266.12 ($6,154.20)
05/12/89 Buy $313.84 6.38% $7,488.90
07/25/89 Sell $333.87 $0.00
05/11/90 Buy $352.00 1.08% $5,049.52
07/24/90 Sell $355.79 ($542.44)
02/11/91 Buy $368.58 3.85% $6,146.28
04/24/91 Sell $382.76 ($1,734.40)
05/04/09 Buy £007.24 2.80% $5,388.90
07/15/09 Sell $032.68 (%4,171.20)
08/03/09 Buy $1,002.63 7.04% $7,674.48
10/13/09 Sell $1,073.19 ($2,387.88)
08/02/10 Buy $1,125.86 3.90% $4,111.36
10/12/10 Sell $1,169.77 (£7,582.08)
10/18/11 Buy $1,225.38 3.07% $5,440.68
12/29/11 Sell $1,263.02 (£5,404.32)
03/13/12 Buy $1,395.96 (5.52%) $1,875.82
05/23/12 Sell $1,318.86 ($7,382.58)

The last instance disappointed but still the results appear outstanding across the board.
This study is included on both the short and intermediate-term active lists.

The bottom line is that Friday's breakout appears to have a number of positives associated
with it, both short and intermediate-term. Additionally, we are completely void of short-
term bearish studies at the moment.
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| have updated the Aggregator chart below.

4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index BN wle=-
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Despite the older studies reaching their targets and falling off the Active List, tonight’s
new studies kept the green Aggregator Line squarely above 0. Positive readings mean net
expectations from the Active List are for upside over the next few days. Meanwhile the
black Differential Line took a dive and is now extremely far below 0. This means the
SPX is very short-term overbought versus expectations. So net expectations are bullish
but the SPX is now showing its strongest “overbought” reading so far in 2012. 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
remained flat at the close. This was indicated on the systems page shortly before the bell.

Based on the current studies, expectations are slated to remain bullish on Monday. Of
course that could change if bearish evidence emerges. The Differential Pivot will be
1,345.13 on Monday. This is nearly 3% below Friday's close. A 1-day, 3% drop has not
happened in a long time, and it would be pretty surprising to see it happen tomorrow. A
more realistic scenario would be a multi-day pullback or consolidation to work off the
overbought condition.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

The news was good for the bulls but with the market now very stretched short-term, risk
of a pullback is elevated. To me this means it may be a good time to step away for a day
or two and see what emerges. I’ll be on the lookout for additional evidence. And as I'll
discuss below, | am very interested in the POMO schedule for August, which is to be
released on Tuesday.

Also notable this upcoming week is that the Fed is scheduled for a 2-day meeting on
Tuesday and Wednesday. Fed Days have historically been very bullish. I've done an
awful lot of studies related to Fed Days over the years. Many | have posted to the blog.
The most complete compilation of the studies can be found in The Quantifiable Edges
Guide to Fed Days.

Intermediate-term Outlook (2 weeks — 2 months)— updated 7/30 — bullish

Though choppy, the move up off the June lows has persisted and we are now getting
fairly close to the April highs. The gain this past week for the SPX was about 1.7%. The
one intermediate-term study that was added was the “50-day high on strong breadth”
study that | showed in the short-term outlook above.

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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As expected there were four days of POMO buying and one day of selling this past week.
The net result of this was about a $5.5 billion liquidity inflow. This brought the
intermediate-term indicators back up to the middle of their recent range. It also put the
volume indicator back in positive territory.

This week’'s POMO activity is currently a bit of a mystery. Monday and Tuesday are both
scheduled for buying, and the sum is expected to be close to $6.4 billion. Beyond that, the
schedule has not yet been released. The August schedule is supposed to be released on
Tuesday around 2 PM. | will be sure to update the QE Buying Power Index projected
value chart for August on Tuesday night. As I mentioned above, Wednesday is a Fed
Day. Historically, the Fed has rarely conducted POMO activity on Fed Days. For the QE
Buying Power Index a blank on Wednesday would result in a reading of 2, and the
reading would not be able to get back up to 3 until at least Friday.

The current POMO schedule for July can be accessed using the link below. The same
link will show the schedule for August after 2pm EST on Tuesday.

http://www.newyorkfed.org/markets/tot_operation_schedule.html
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Intermediate-term evidence remains a little mixed, but Friday's strong breadth breakout
study is encouraging. POMO is a wildcard, but we will learn more about what the Fed is
planning on Tuesday and Wednesday. While choppy, the trend also appears to favor the
bullish case. So as has been the case recently, | am still more willing to buy oversold
than | am to short overbought.

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.

None tonight. The triggers spreadsheet showed nothing but bearish setups. Between the
bullish studies and positive liquidity | have no interest in attempting shorts.

Current Open Trade Ideas
None

The RTN catapult trade idea from Thursday night's letter gapped up and never filled, and
it already hit its exit target on Friday.
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