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Tonight’s Research Points
e Strong breadth and volume at a new high are nice, but not terribly compelling
when not emerging from a basing pattern.
e 100-day highs on Fed Days have often led to follow-on buying.
e QE3is here and the rules are going to change some...

Short-term Outlook
The Bottom Line

The market looks strong but is strongly overbought. I’m waiting the next compelling
opportunity.
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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 14, 2012 20-high on 20-high vol 1-3 days Bullish

September 14, 2012 100 day high on Fed Day 1-8 days Bullish 1.90%
September 10, 2012 %b > 115 2 days 1-5 days Bullish 1.80%
September 10, 2012 200-high on 1st Friday 1-6 days Bearish

Active - Long Term

September 11, 2012 Key Reversal from high 1-12 days Bullish

September 10, 2012 POMO liquidity temporarily contracting|int term Bearish

September 5, 2012 Russell up 1%. SPX down 1-10 days Bearish

August 20, 2012 Nasdaq leading SPX int term Bullish

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

February 1, 2012 Golden Cross int term Bullish

Dropped Tonight

September 12, 2012 Inside day with unfilled gap up 1-2 days Bearish

September 7, 2012 50-high break strong breadth &vo|1-5 days Bullish

September 7, 2012 Breakout with unfilled gap up 1-5 days Bullish

September 11,2012 |20-high poor close 1-8 days |Bullish 2.00%

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

The Evidence

Boom. The Fed announced QE3 and the market loved it. The SPX rose 1.6%, and the
NASDAQ and the Russell 2000 each rallied 1.3%. Breadth was extremely positive as the
NYSE Up lIssues % was 77% and Up Volume % came in at 91%. Total NYSE volume
came in at the highest level since early August.

Lots to cover. Let’s first start with the price/breadth/volume stuff and then I’ll discuss
the Fed.

The study below is from just a week ago in the 9/7/12 letter. It examined breakouts to
new highs on the highest volume in a month. Op-ex Fridays were excluded because they
typically have very high volume. Results are updated. (But note that Thursday did not
quite qualify.)
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SPX closes at a 20-day high after not having done so for at least 10 days. Close = 200ma.
NYSE volume is the highest in 20 days. It is not op-ex Friday.
Buy SPX on close. Sell X days later. $100kitrade. 1993 - present.

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

X RIELE Total |Winning|Losing ) Winning Winning Losing Loging |Afin/Loss bk RELST
Days PIoft  rades | Trades Trades '°'20F  Trade Trade Trade Trade Ratip | Crtractor  Trade
200 2522181 11 5 2| 8182 3217.90| 6645.00| -1,389.75 -1518.22 2.35 1057 2,383.78
19 2872721 11 9 2| 81.82 3,45497| 6957.50| -1,183.76| -2,336.29 2.92 13.13| 2,611.58
18| 33,817.48 11 9 2| 81.82| 395576 662250 -896.69 | -1,503.43 4.41 19.86| 3,074.32
17| 34,943.80 11 10 1 50.91 3,673.34| 6003.20| -1,789.57| -1,789.57 2.05 2053 3,176.71
16| 36,364.59 11 9 2| 8182 421160 350887.44 -769.89| -1,470.65 5.47 2462| 330587
15| 3474748 11 k] 2| 8182 4181.26| 6,1035.00| -1441.52) -23593.24 2.50 13.05| 3,158.86
14| 31,910.80 11 k] 2| 8182 3775.70| 6,007.40| -1,039.77| -1,680.36 3.63 16.35| 2,500.58
13| 25,4589.88 11 10 1 80.91 3,013.77| 5,741.66 -H37.78 -H37.78 473 4725 2,681.81
12| 25,781.83 11 10 1 8091 | 2,585.75| 5978.75 -55.66 -550.66| 39.38 393.81 234471
11| 27,294 53 11 11 0| 100.00| 2481.32| 525000 0.00 0.00| 100.00 100.00| 2.481.32
10| 23,913.43 11 10 1 8091 247697 4,835.00 -856.26 -856.26 2.89 2893 217385
9| 2504510 11 1 0| 100.00| 2276.83| 545125 0.00 0.00| 100.00 100.00| 227683
8| 2124056 11 k] 2| 8182 241503 384250 24717 -450.24 9.77 4397 1,931.00
7| 1959544 11 k] 2| 8182 233873 444312 -867.79 -811.85 3.50 1575 1,790.49
6| 1554532 11 5 2| 8182 208584| 465380| -110811) -2054.42 1.89 851 1513.30
5| 1908818 12 10 2| 8333 208180| 462384 -783.91 ) -1,380.77 270 13.4%| 155088
4| 14,958.20 12 10 2| 8333 181333 451875 -588.55 | -1,043.858 274 1371 124835
3| 10,457.41 12 10 2| 8333 122218 2403.80 -282.17 | -1,369.04 1.39 6.93 271.45
2| 5,308.33 12 T 5| 5833| 1,055.14| 1,998.39 -£15.94 ) -1,301.14 253 3.55 44235
1 8,681.39 12 10 2| 8333 580.38| 1,606.89 -461.21 -545.21 213 1063 74012

Results are very strong. But while most filters are met, Thursday was not preceded with
a 10-day basing period. So tonight I looked at instances like Thursday that were not fresh
breakouts. Those results are below.
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SPX closes at a 20-day high. It also made a 20-day high at least once in the previous
10 days. Close = 200ma. NYSE volume is the highest in 20 days. It is not op-ex Friday.
Buy SPX on close. Sell X days later. $100k/trade. 1993 - present.
X | AENet | g Losing L™ | Vioning | Winnng | Losing | Losig WinLoss, AL | ALAW
Da!l’S Frofit Trades | Trades |Trades e Trade Trade Trade Trade Ratio Profitfactor) - Trade
20| 4887180 22 19 3 86.36| 292897 644784 2259862 413771 1.30 821 222144
19| 48,350.31 22 19 3 8638 254120 837518 -249748 453228 1.18 746| 215955
18| 41,828.89 22 19 3| B86.36| 281750 599788 -253454| -5186.38 0.99 6.29| 1,901.31
17| 4234503 22 19 3| B86.36| 270276 566558 -3,00249| -49938.59 0.50 570 192477
16| 40,889.15 22 19 3| B86.36| 248623 531664| -2/116.38| -3,266.28 117 744 1,85850
15| 41,578.29 23 17 6 T39| 279564 528054 -9594.09| -2,585.30 2.81 787 1,807.75
14| 3928285 23 20 3 86965 22559 4599968 184509 227370 1.16 Tr3 170785
13| 38283819 23 19 4 2281 235084 478550 158480 -278287 1.47 T.00 1,684.70
12| 3151519 23 18 5 78268 220344 453121 162934 255208 1.35 487 137023
11| 27 887.55 23 18 5/ 78.26| 204068 5026595 -180858 -3877.70 113 406 1,203.81
10| 23,327.85 23 16 7 89.57| 213502 430404 -1547.50 -3411.50 1.38 315 1,014.25
9 2445223 23 17 5 Tio 199160 394195 -1,567.50 -3,097.47 1.27 360 1,083.14
8| 2283268 23 17 &5 TIay 182624 450368 -1552.24) -2963.67 117 3.30 992.73
7| 19591830 24 18 5 75.00 143983 2580720 -g8e7a 226824 1.44 432 82993
6| 1809737 24 19 5 797 144180 272185 185838 -4891.70 078 285 754.08
5 10913.07 24 16 2 8667 130572 248551 124731 -255532 1.05 209 454711
4 127172 25 16 5 6400 132724 327808 -940.45 | -2,560.74 1.41 2.51 510,87
3 14211.44 27 18 9| B667F| 119575 357864 -812.46| -1,553.21 1.47 294 526.35
2| 693346 28 19 9| &7.86 686.27| 159378 -572.40 -1,421.00 1.0 214 24762
1 201.57 33 17 16 51.52 396.17| 1,109.66 -£08.34 | -1,089.82 0.57 1.03 .11

The edge does not appear as pronounced here but there still appears to be an upside
tendency — for both the short and intermediate-term.

The breadth was also remarkable, and another study from the 9/7/12 letter examined 50-
day highs on 90% up volume. It is also updated below.
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SPX closes at a S0-day high. NYSE Up Volume = 90%.
Buy SPX on close. Sell X days later. $100k/trade. 1970 - present.
X | At | Lo oning|Losing, “E® | Wimng | Wining | Losng | Losing |Wioss, A | ALAW
Days Profit Trades | Trades Trades P Trade Trade Trade Trade Ratio ProfitFactor|  Trade
50| 87,19679) 17 16 1| 9412| 5791.93| 19,84580| -5474.10| 547410 1.06 16.93| 5,120.22
45 85,183.83) 18 16| 2| 8889 5830.07| 17,94520) 404858 505236 144 11.52| 473244
40| 83,320.35 18 15 4 7895 598919 2085080 -1829.3%| -2937538 3.638 1378 438528
35| 26,807.69 15 16 3 2421 5695.52| 189581.80| -1,5068.83 -2194.38 378 2018 455830
30| 7421035 19 17| 2| 2047 441197 1102074 38852 41888 1113 0458 200581
25 8473787 2 18 5| 7619 467071 1204567 -1,09388 -302454 234 748 308278
20| 5880367 22 16| 6| 7273| 4654.12] 1330377 261037 677072 178 475 267289
15| 50,114.85 22 17 5 TP2T) 3982324 815048 331801 B277.02 1.18 402 227785
10| 33,202.72 24 15 9| 6250 328346 10,507.25 -1,728.18 -402024 139 315 1,291.40
9| 2846336 24 16 7| e667| 284631 541373 243986 520755 117 Z67| 1,185.97
8| 28.430.04| 24 18 8| e667| 294248 852475 233007 408216 126 253 1,184.96
T| 26,187.48 28 16 ] 8400 2284823 802880 -21537% -395480 1.32 235 1,047.50
§| 2556522 25 17 2 §3.00 223122 881980 -142088 -410670 157 3.34| 1,08281
5| azc4o01| 28| 22| & 7857 182858 551832 -1,270.87 323650 143 524 118248
4| 2308527 29 7| 7588 185138 &71BT1) -1,80435 -423450 037 274 7OE35
3| 1574161 29 19| 10| es52| 1,483.02] 6740.50) -120557| 510587 1.21 23| 54231
2| 1726574 28 20 ] 6897 113888 402844 512,44 240833 1.86 413 58537
1) 1082514 &l 17 14 5424 98096 | 275552 -383.88| -1255.50 244 2586 34820

While returns are very strong, this study does not have a basing period requirement. |1
added a filter similar to the last study to see how the short-term has played out if it was
not a fresh breakout.

SPX closes at a 50-day high. NYSE Up Volume = 90%.
Buy SPX on close. Sell X days later. $100k/trade. 1970 - present.
X | AN | L g Losing AL | Winng | Wining | Losng | Losng |iidoss, AL | ALAYS
Days Proft | rrades | Trades Trades” °T20®| Jrage Trade Trade Trade Ratip | TCTtractor  Trade
10| 496823 13 8 5| 6154 1721.37| 4217.92| -1760.55| -3,453.06| 0.98 156 38217
9| zoe060] 13 9| 4| 6923 138398 3,17420| -261630| 520755 0.53 120)  160.05
8| 578428 13 9| 4| 69.23| 168619 483570 -2370.36| 408216 0.72 161 44494
7| 546754 15 9| & 60.00| 1789.57| 47%6.01| -1773.10| 272473 101 151 36450
6| 583374 15 8| & 60.00] 1,369.57| 3,077.36| -1,082.07| 241472 127 180 3esez
5 B41874 16 13 3 81.25 88418 2350.02| -1,088.20 -180488 0.84 3.63 52623
4 28332 18 14 4 TITF8| 114588 241880| -1,850.84 -3585.13 082 217 478.90
3 487145 18 9 9 50.00 545,40 1,154.34 | 1 187.79| -5105.87 054 0.54 -276.15
2 187.89 18 10 2 55.58 506.75| 1,351.80 B0870 240833 0.83 1.04 10.99
1| -1,038.05 18 T 1 38.89 52435 1848238 -428.39 ) -1,255.50 123 0738 -57 .87

In this case there no longer appears to be a substantial short-term upside edge.
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The move higher has a better chance to continue thanks to the strong volume and the
strong breadth, but the upside edge is greatly reduced (and nearly eliminated) being that
the market was already extended.

In “The Quantifiable Edges Guide to Fed Days” I discussed Fed Days that close at new
highs. The basic finding was that when the market closed at a short-term high on a Fed
Day, then it was likely to pull back over the next few days. But when it closed at a long-
term high, then the rally was likely to continue. Below is a study from the guide that last
appeared in the 3/14/12 Subscriber Letter.

SPX closes at a 100-day high on a Fed Day.
Buy on close. Sell X days later. $100k/trade. 1994 - present.

X Al Net All: lAII:_ AI!: All AI!: A_vg AI!: r.'I_a:-c All: ﬁl\vg All: r.l'Ia:-c lAII: Al All Avg
Total |Winning|Lozing Winning Winning Lo=ing Losing | NVin/Loss
Da‘_l"S I Trades | Trades |Trades AL Trade Trade Trade Trade Ratio R P
100 26,212.88 25 19 6 76.00| 1,799.18| 549211 -1,32857| -2,161.08 1.35 429 104852
9| 28,164.35 25 20 5 80.00| 1,315.2%| 5703.74) -162830 -2,345.69 1.1 446 112657
B 2918727 25 21 4| B4.00| 147230 398565 -432.78 -854.00 3.40 17.86| 1,167.49
7| 2220284 25 20 5 20.00 127368 3,198.09 -554 14| -1,280.24 1.95 779 328 11
6| 22,151.30 25 21 4 24.00 1,139.00 3,147 85 -704 43| -1500.38 1.69 5.86 836.05
5| 1893044 25 20 5 20.00 1,085.50 2,353.88 -58593( -1,077.30 1.84 7.35 TeT22
4| 16,185.00 25 18 T T2.00 1,1681.24 3,173.92 -878.77| -1,024.50 1.72 441 545.50
3| & 25 16 5 B400 88058 222750 -503.67 -§78.00 147 282 352.00
2 5 25 16 9 B4.00 95603 2314.87 -5896.75| -1,562.33 1.60 285 397 60
1 5 25 16 9 B4.00 617.08| 2,073.34 -491.62| -1,393.25 1.26 223 217.95

The only instance not to close above the entry price in the
next week triggered on 1/25/12. It took 7 trading days.

This suggests further upside is likely over the next 1-2 weeks. Below | have listed all the
instances assuming an 8-day exit strategy.
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SPX closes at a 100-day high on a Fed Day.
Buy on close. Sell X days later. $100k/trade. 1994 - present.
Date/Time Signal Price % Profit Run-up
Drawdown
08/16/94 Buy $465.01 1.80% $2,072.60
08/26/94 Sell $473.81 ($762.25)
03/28/95 Buy $503.90 0.50% $841.50
04/07/95 Sell $506.42 ($1,623.60)
05/23/95 Buy $528.58 1.33% $1,729.35
06/05/95 Sell $535.62 ($1,360.80)
07/06/95 Buy $553.99 0.81% $1,611.00
07/18/95 Sell $558.46 ($169.20)
11/15/95 Buy $593.96 2.10% $2,008.32
11/28/95 Sell $606.45 ($73.92)
01/31/96 Buy $636.01 4.00% $4,229.58
02/12/96 Sell $661.46 ($361.10)
07/02/97 Buy $904.05 2.40% $2,431.00
07/15/97 Sell $925.78 ($172.70)
02/04/98 Buy $1,006.90 1.58% $2,090.88
02/17/98 Sell $1,022.77 ($656.37)
07/01/98 Buy $1,148.56 2.53% $2,714.40
07/14/98 Sell $1,177.59 ($484.59)
12/22/98 Buy $1,203.56 3.42% $3,755.75
01/05/99 Sell $1,244.78 $0.00
06/320/99 Buy $1,372.86 1.51% $2,460.96
07/12/99 Sell $1,393.56 ($871.20)
11/16/99 Buy $1,420.03 (0.86%) $366.80
11/29/99 Sell $1,407.83 ($1,460.20)
12/21/99 Buy $1,433.43 1.52% $3,075.33
01/03/00 Sell $1,455.22 ($302.22)
03/21/00 Buy $1,493.82 0.32% $3,897.30
03/31/00 Sell $1,498.58 ($1,266.54)
05/06/03 Buy $934.39 1.06% $1,525.82
05/16/03 Sell $944,30 ($1,569.69)
12/14/04 Buy $1,203.38 0.13% $895.57
12/27/04 Sell $1,204.92 ($831.66)
10/25/06 Buy $1,382.22 (0.18%) $520.56
11/06/06 Sell $1,379.78 ($1,529.28)
05/09/07 Buy $1,512.58 0.83% $1,141.14
05/21/07 Sell $1,525.10 ($1,396.56)
03/16/10 Buy $1,159.46 0.61% $1,825.78
03/26/10 Sell $1,166.59 ($565.88)
11/03/10 Buy $1,197.96 (0.02%) $2,416.96
11/15/10 Sell $1,197.75 ($322.04)
12/14/10 Buy $1,241.59 1.28% $1,424.00
12/27/10 Sell $1,257.54 ($699.20)
01/26/11 Buy $1,296.63 1.73% $2,018.04
02/07/11 Sell $1,319.05 ($1,657.81]
04/27/11 Buy $1,355.66 (0.69%) $1,089.16
05/09/11 Sell $1,346.20 ($1,932.77)
01/25/12 Buy $1,326.06 1.38% $1,446.00
02/06/12 Sell $1,344.33 ($1,917.75)
03/13/12 Buy $1,395.96 0.08% $1,280.84
03/23/12 Sell $1,397.11 ($645.39)
The average run-up ($1,958) is bigger than the largest drawdown ($1,934).
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In addition to the strong consistency, risk/reward also clearly favors the bulls. So the
strong reaction on the news out of the Fed appears to be a good thing when the market is
already locked in an uptrend.

But the Fed threw a little wrench in my works today. As I have been mentioning, POMO
flows are currently in a short-term contraction. In fact, the QE Buying Power Swing
System triggered short today as the QE Buying Power Index closed at 0. Below is a
study based on similar parameters to the system.

QE Buying Power Index <= 0. 5PX closes in top 20% of 10-day range.
Buy on close. Sell X days later. $100k/trade. 2008 - present.

QE POMD All Net All: lAII:_ AI!: . AI!: A_vg AI!: I'.'I_ax All: avg All: MEx lAII: Al All Avg
trﬂdf?. Profit Total |Winning|Losing Proftable Winning Winning Losing Losing Mn.ﬂ.pﬁs rofitFactr Trade
daysin Trades | Trades |Trades Trade Trade Trade Trade Ratio

5| -40,088.18 40 17 23| 4250 048.55| 2,386.08| -2444058 -4932.90 0.39 0.2 -1,002.20
4|-37415.33 45 20 25| 4444 108181 2,044.02| -2,34591| 557881 0.45 0.36 -B831.45
3|-25,035.49 52 23 20 4423 0281.26| 4,441.44| 154153 -4353.44 0.60 0.47 -431 .48
2|-39,477.96 &5 30 35| 4545 768.63| 3,811.00( -1,737.14| 998513 0.44 0.37 -598.15
1|-41,785.55 109 51 58| 4679 557.71| 4,063.35| -1,210.84| -8583.33 0.46 0.41 -333.35

But now we have QE3. And what was looking like a temporary liquidity squeeze no
longer appears so. Unfortunately (for our own tracking), the Fed is not using POMO to
implement QE3. Instead of treasuries they are going to be buying agency mortgage
backed securities. And it does not appear a schedule will be immediately ready, but it
may be released in the near future. From the Fed’s website:

How much will the Desk purchase each month in agency MBS associated with the
reinvestment program and how will this be communicated?

On or around the eighth business day of each month, the Desk will publish a tentative
amount of reinvestment-related purchases expected to take place between the middle of
the current month and the middle of the following month. This amount will be
approximately equal to the amount of principal payments from agency debt and agency
MBS expected to be received over that period, adjusted for any variations from prior
periods. Adjustments for any deviation between anticipated and actual agency MBS
purchases over a given monthly period will be made by modifying the following month's
agency MBS purchases. For example, if actual agency MBS purchases were $1 billion
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http://www.newyorkfed.org/markets/ambs/ambs_faq.html

smaller (larger) than previously announced, the Desk would increase (decrease) the
following month's anticipated agency MBS purchases by $1 billion.

I’ll need to see what the schedule looks like when it is released (if it isn’t already). My
initial thought is simply to combine the two schedules to measure total flows. If anyone
sees additional information on this please let me know. | will not be including the
POMO study above on the Active list, since it may already be stale (or will likely be in a
few days).

| have updated the Aggregator chart below.

4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl ole=s

SSPX X - Daily CBOE B=1457.37 A=1454.04 Hi=1483.76 Lo=1435.34 W=3,084,178

1,459 99
H1,450.00
L1,440.00

I:l I |J__| d:l H1,430.00

11,420.00

=T * -|- L L L1.410.00
L
tu .

H1,380.00

QE Aggregator 1D (3,ADE Barinterval "QEAZ25" "MYCLASS" True) -0.54 0.0%

T T
30 Aug 6 13 20 27 Sep 10

The green Aggregator Line is again above zero. Positive readings mean net expectations
from the Active List are for upside over the next few days. Meanwhile the black
Differential Line dove sharply zero. This means the SPX is "overbought™ versus recent
expectations. So net expectations are bullish but the SPX is overbought. This is
considered a neutral configuration. Neutral configurations are visible on the chart
whenever both lines close on opposite sides of 0. This led the Aggregator to change from
long to flat at the close, as was indicated as likely on the systems page before the bell.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

Based on the current open studies, expectations are scheduled to remain positive on
Friday. Of course this could change if more bearish evidence emerges. The Differential
Pivot will be 1,435.30 on Friday. So it would take a close at or below this level in order
to turn the SPX back to oversold.

Unfortunately | was too conservative with my entries on this Aggregator signal and |
failed to take advantage of it. At this point I feel price is too extended to make new buys.
I’1l sit and wait for the next strong edge to avail itself.

Intermediate-term Outlook (2 weeks — 2 months)— updated 9/10- slightly bullish
The intermediate-term outlook was last updated in the 9/10 Subscriber Letter. A link may
be found below.

2012-09-10 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

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.

Current Open Trade Ideas

None
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