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Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Short 100% Short SPY Flat Flat

Tonight’s Research Points
e Consistent closes near the upper end of the day’s range have often led to
downside over the next few days.
e When an overbought market pulled back as little as it did today, it may not want
to pullback at all, and has often continued higher over the next 1 to 2 days.

Short-term Outlook
The Bottom Line
The outlook remains bearish. | have a small short position. I will add another small short

position on Tuesday if the market closes even a point higher.
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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

August 20, 2012 8-day avg %R > 75 1-2 days Bearish

August 20, 2012 SPX lower but RSI(2) > 90 1-2 days Bullish

August 17,2012 SPY high close before OpEx 1-5 days Bearish -1.80%
Active - Long Term

August 16,2012 SPY 50-high on 20-low vol 1-10 days Bearish

August 15,2012 SPY 50-high then 5-day inside range 1-10 days Bullish

August 10, 2012 SPX & TNX 50-day highs. 1-20 days  |Bearish

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

August 18, 2012 VIX:VXV < 0.85. SPX 50-high 1 day Bearish

August 17,2012 SPY > sma for 10 days. 10-high today. |1-2 days Bearish -1.20%

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

The Evidence

As it has done for most of the last 2 weeks the stock market imitated a statement savings
account on Monday. The SPX lost 0.03 measly points (but SPY gained $0.01), the
Nasdaq fell 0.38 points (or -0.01%), and the Russell 2000 actually moved a little with a
drop of 0.4%. Breadth was moderately negative as the NYSE Up Issues % was 43% and
Up Volume % came in at 48%. VVolume again came in very light.

The market has seen a lot of finishes near the top of its daily range lately. When the
market consistently closes near the high of the day it suggests optimism on the part of
traders. This end-of-day optimism is now at a level that suggests it is a bit overdone and
there is a good chance of a pullback. The study below was last seen in the 2/13/12
subscriber letter and it exemplifies this concept. | have updated all of the statistics.

8-day Average Closing Range of SPY crosses over 75%. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1999 - present.
. All: All: All: . All: Avg All: Max All: Avg All: Max All: . .
X ;gt;:? Total |Winning| Losing Pr;U\ITI'.rt:T:I:Ie Winning Winning Losing Losing Win/Loss Prufi\F"éctur ﬁ#lé:;\-;g
Days Trades | Trades Trades Trade Trade Trade Trade Ratio
5)-25,534.51 30 14 16 4587 426,72 -2428.858| -4837.61 0.39 0.34 -851.158
4|-21,43597 30 13 17 43.33 6 290783 202387 480735 0.49 0.38 71453
3|-20475.42 3 12 19 3871 33.67| 2,60454| -1560434| -3,618.23 0.52 0.33 -560.59
2(-23626.14 35 12 23 34.29 T45.67| 2,186.14| -1418.79| -4,548.40 0.53 0.27 -§75.03
1| -8,739.55 35 15 20 42 86 33224 1,029.30 -736.16| -2,738.12 0.45 0.34 27827
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While the downside edge appears to remain in place for a full week, most of the edge has
been realized over the 1% 2 days. Below is an equity curve showing how the edge has
played out using a 2-day exit strategy.

8-day Average Closing Range of SPY crosses over 75%. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1999 - present.
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It hasn’t always been a consistent edge but it has moved from upper left to lower right
and it appears well worthy of consideration.

But for the first time in several days there was one study that triggered tonight that
suggested bullish implications. The recent string of positive closes has some oscillators
strongly overbought short-term. With such a small decline on Monday the SPX is still
strongly overbought as measured by the 2-day RSI. The 2-day RSI is a very sensitive
indicator so it would take a very small decline from a very overbought position in order
for it to remain above 90 on a down day. This is what happened on Monday. It therefore
triggered the below study from the 2/7/12 letter, which | have updated.
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SPX closes down but RSI(2) = 90. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1997 - present.

X | ARNet | b ining| Losing 5% | Wiming | Wming | Losng | Losing | Winfoss | ALAYD

Dafﬂ'S i Trades | Tradesz | Trades s Trade Trade Trade Trade Ratio L2
5| 345728 15 6 5 40.00 1,771.65 412128 -796.96 | -2,008.73 222 230.45
4| 5215585 16 ] 7 56.25| 120811 3,806 .45 -208.15 | -1, 717.70 1.45 326.00
3| 1108897 17 11 6 6471 1,139.00) 292344 -24501| -409.17 465  B50.53
2| 979315 17 13 4| T7647| 82749 261976| 24105 52507 343 576.07
1| 520832 17 14 3| 8235 46067 231088 41434 T04.76 1.11 306.25

The stats here are all appealing over the 1-2 day period. Winning %, win/loss ratio, and
profit factor all strongly favor the bulls. Below is a profit curve assuming a 2-day
holding period.

SPX closes down but RSI(2) = 90. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1997 - present.
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Results here are impressive.

So while the majority of the studies continue to suggest a pullback, there is now some
conflict to keep things interesting. No. Wait. | can't do that. Maybe we do have a little
conflict among the studies...but there is still no way this market is interesting.
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| have updated the Aggregator chart below.

# TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Index BN wle=-
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The studies remain tilted bearish and the green Aggregator Line is below 0. Negative
readings mean net expectations from the Active List are for downside over the next few
days. Meanwhile the black Differential Line is also still below 0. This means the SPX is
overbought versus recent expectations. So net expectations are bearish and the SPX is
overbought. This is considered a bearish configuration. Bearish configurations are
visible on the chart whenever both lines close below 0. This lead the Aggregator to
remain short on Monday's close. This was indicated as likely on the systems page before
the bell.

Based on the current studies expectations will remain negative on Tuesday. This could
easily change if solid bullish evidence emerges. The Differential Pivot will be slightly
inverted at 1,418.87 on Tuesday. This is less than one point above Monday's close. An
inverted pivot means that a flat close would cause the black Differential Line to cross
zero. In this case that would mean the SPX would no longer be overbought. To maintain
its "overbought" condition it would need to close positive by at least this much. So almost
any positive close will mean the SPX will remain in overbought territory, and any down
close would create an oversold reading.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

With the QE Buying Power Index set to close at 0 on Tuesday and liquidity contracting,
I've been talking about adding to my short position on Tuesday's close assuming the
market remained overbought that long. I will still look to do that, but it will take a close
above the Differential pivot. If | do add this second lot | may not look to add anymore.
One thing that bothers me about trading a market this quiet is that the potential reward for
being right seems pretty small.

While the Aggregator System would go flat (or long) on any lower close, the QE Buying
Power Swing System could trigger a short on any close above the 1414 level. I'll look
closer during the day tomorrow to see what studies are emerging, but for now my plan
would be to remain in the short position unless we close below that 1414 level.

Intermediate-term Outlook (2 weeks — 2 months)— updated 8/20— slightly bullish
The intermediate-term outlook was last updated in the 8/20/12 letter. A link is below:

2012-08-20 QE Subscriber Letter.pdf

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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http://www.quantifiableedges.com/linklokipn.php?llauth=MjAxMi0wOC0yMCBRRSBTdWJzY3JpYmVyIExldHRlci5wZGYsMCwxMzQ1NTIwNjU0LDAuMC4wLjAsMCw0MDg0MzZkMmQ2MzBlZDg4YzlhY2I1Mzc0OTUzYjAyYQ%3D%3D/2012-08-20%20QE%20Subscriber%20Letter.pdf
http://www.quantifiableedges.com/videos/QE20100621.html

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 on SPX close >= 1,419. Based on short-term outlook
above.

Current Open Trade Ideas

Symbol Entry Date|Entry PricefCurrent Price|% Gain/Loss |Stop Notes

SPY(1/4)(s)| 8/18/2012| $142.23 $142.19 0.03% cover close <= 1,414 Tues
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