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Tonight’s Research Points

e Monday's weak breadth suggests a downside edge since SPX closed below the
200 MA.

e The bounce is still not compelling since it failed to close above close of 3 days
ago and is < 200ma.

Short-term Outlook
The Bottom Line
Monday’s trading was a wash, but it led to a few studies triggering that negatively

impacted expectations. | intend to lighten up on my long position on Tuesday. There may
still be a small upside edge but it does not appear worthy of a large position.
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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

November 13, 2012 Up 2 from 20 low < 3 ago and < 200ma [1-2 days Bearish

November 13, 2012 SPX up. Up vol < 45%. SPX < 200ma. 1-3 days Bearish

November 12, 2012 QE Buying Power Swing Long 1-7 days Bullish 3.00%
November 8, 2012 20-low big drop high vol > 200 1-5 days Bullish

Active - Long Term

October 24, 2012 SPY dn 1% and SOX up 1-20 days  |Bullish

October 15, 2012 Breadth not diverging at top int term Bullish

September 17, 2012 QE3 int term Bullish

February 1, 2012 Golden Cross int term Bullish

Dropped Tonight

November 9, 2012 SPX < Bollinger. VIX < 5% stretch 1-2 days Bearish

November 6, 2012 Double big reversal days > 200 < 10 1-4 days Bullish 1.60%
November 9, 2012 33% Up Issue% 2x < 200ma 1-2 days Bullish

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

The Evidence

Monday’s movement was very muted, but the end of trading triggered a few studies that
impacted expectations in a negative way. The SPX finished up 0.01% while the Nasdaq
closed down 0.02% and the Russell 2000 dropped 0.14%. Breadth finished negative as
the NYSE Up Issues % was 46% and the Up Volume % came in just under 45%. Total
NYSE volume was very light thanks to Veterans Day.

There were a number of studies that triggered that considered the low volume. |
completely discounted them. The low volume was not due to complacency but to a
holiday.

One indicator |1 was keeping an eye on was the 200ma — waiting to see if the SPX
finished above or below it. In the end the SPX finished just fractionally below its 200ma.
In the 6/6/12 letter | looked at scenarios where the SPX bounced from 20-day lows over a
2-day period but failed to make up for the losses of the day just previous to the 2-day
bounce. 1 filtered this study by the 200ma and found a substantial difference in the
results. Had the SPX managed to close above the 200ma the study below would have
triggered. (Not updated).
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After closing at a 20-day low 2 days ago SPX closes up the last 2 days but still below the close of 3
days ago. Close = 200ma. Buy on close. Sell X Days later. $100k/trade. 2000 - present.

X All: Net All: All: All: L Al Avg All: Max Al Avg All: Max All:

- . : S S . . - All: Al A
Days | PO o aces g ot o | o0 | o2 | Lo MO ctiact Tade
5 18,945.54 13 10 3 7692 222078 4,52200| -1,085.07| -1,28037 2.04 B8.82
4| 18781.50 13 10 3 7692 211997 452865 -805.94 | -1,164.12 263 B77
3| 14370.22 14 11 3 7857 159188 28919 -1,2680.49 1.52 557
2| 11,761.73 14 9 5| 6429 159587 3 5 -1,557.71 3.07 552
1 1,407.00 14 8 § 5714 528.11 2 -2621.71 0.53 1.23

As you can see, implications of this setup when above the 200ma appear to be bullish.
But the SPX missed the 200ma. And when we flip that filter the results have been
substantially different.

After closing at a 20-day low 2 days ago SPX closes up the last 2 days but below the close of 3
days ago. Close =< 200ma. Buy on close. Sell X days later. $100k/trade. 2000 - present.
. Al All: All: _ Al Avg All: Max Al Avg Al Max All: . _
X ﬁ;lmr-:_:t Total |Winning |Losing Prufﬁable Winning Winning Losing Lo=ing |VinfLoss JerHAIJLdDr ﬁl.lfg;;g

Da‘_l"S Trades | Trades Trades Trade Trade Trade Trade Ratio
5|-16,535.41 16 T 9 4375 2125485 413850 -349354| -7353.33 0.81 047 -1033.45
4| -918412 16 ] ] 50.00 1,736.03 4 87143 -288155| -454454 0.60 0.60 -572.78
3| -10274.51 17 5 12 2541 2,138 45 555847 -1,783.11| -3535234 1.24 0.52 -504 .41
2(-13,314.81 17 [+ 11 3529 1689565 325101 -213207| -442400 0.79 0.43 -783.22
1| -5703.35 17 T 10 4118, 1,713.45 388325 -1,789.75| -5253.30 0.87 0.63 -335.45

Instead of bullish implications the setup appears to suggest a bearish edge. | have
included below an equity curve.
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After closing at a 20-day low 2 days ago SPX closes up the last 2 days but below the close of 3
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The downslope here is fairly consistent and seems to support the suggestion of a bearish

edge.

Another study that emerged examined the weak breadth on an up day. That too was
something | have shown above and below the 200ma in the past, and results were
strongly different. 1 last showed this study in the 3/31/10 letter. Let’s review it again.

First are results above the 200ma.

NYSE Up Vol % < 45% and SPX closes up on the day. SPX = 200ma.
Buy on close. Sell X days later. $100k/rade. 1999 - present.

X Alnet | At

10| 22,626.37 38
8 1543514 38
8| 1522891 38
¥ 14,407.38 39
6| 3,258.55 39
5| 5,190.35 40
4 -521.45 41
3| -5,1387% 42
2 4443 44
1) -1,851.73 44
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Results here don’t suggest an edge.

But now let’s look at the same setup below the

200ma.
NYSE Up Vol % = 45% and SPX closes up on the day. SPX < 200ma.
Buy on close. Sell X days later. $100k/trade. 1999 - present.
X | awnet | oning|Losing ™ | Wining | Wining | Losng | Losing iLoss, AL | AUAY
Da‘fS Profit Trades | Trades Trades s Trade Trade Trade Trade Ratio frofitfactor  Trade
10| -51,580.78 18 5 13 2778 260894 519480 -497118|-25773.42 0.52 0.20| -2,8585860
9| -47 93258 18 4 14 2222 418185 504343 | -451360/ -24 35802 0.91 028 -2852892
8| -35,995.67 19 5 14 2832 4,009.02| 10,740.40| -4002.91 -1874438 1.00 038 -1,88451
7| -3482892 19 [ 13 31.58| 3,529.93| 64009 -4 308.34 | -17 81860 0.82 0.38| -1,833.10
6| -25,097.80 20 5 15 2500 397543 66T0.40| -2993.33 1284448 1.33 044 -125485
5| -24942.32 20 5 15 25.00 Z8 5,057.80| -2615.30| -8372.60 1.09 036 -1,24712
4| -24 652,43 20 7 13 35.00 5 3,703.44 -2835.64 -8138.50 0.67 036 -1,23312
3|-26,116.16 21 5 16 2381 3,56400| -235240| -5354 44 0.53 0.31| -1,243863
2|-34,309.20 21 T 14 33.33 288210| -3,05198|-12374.88 0.35 0.20| -1833.77
11-21,014.80 21 L] 15 2857 242780 -1821.75| -8783.02 0.58 023 -1,00070

These numbers are strongly negative. But when I looked in more detail at the results |
found that much of the downside, especially in the first two days, was due to three trades
between September and November of 2008. They seemed to skew the profit curves
greatly. So | also reran the results excluding that wild period of time.

NYSE Up Vol % < 45% and SPX closes up onthe day. SPX < 200ma.

Buy on close. Sell X days later. $100k/trade. 1999 - present (excludes Sep-Nov 2008)

X | et |l nning Losing A5 | Winning | Wining | Losig | Losng winLoss, AL | ALAY
Dayrs Profi Trades | Trades |Trades e Trade Trade Trade Trade Ratio Frofifactor|  Trade

10 -26,795.9 15 4 11 2667 292420| 35,184.80| -34559.70 -5,491.84 0.54 0,30 -1,786.65
8 -26,753.1 15 3 12 2000 3 4 5,043.4 -3,214.03 ) -T137.76 1.23 0.31| -1,783.55
8|-230141 16 4 12 25.00 23261 3,97 -2693.24| 413400 0.86 0.29| 143833
T =27 717 18 4 12 25.00 2 3.8 -3,182.45 | -5758128 082 027 173232
6| -22 2366 17 3 14 17.65| 3297594 47877 -2,295.03 | -B04272 1.44 031 -1,308.04
5)-20426.8 17 4 13 23.53| 2,307.35| 3,586.80| -2281.25| -5,428.30 1.0 031 -1,201.58
4| -18,093.77 17 ] 11 35.29| 189053 3703.44| -2676.08 -511852 0.71 0,38 -1,064.34
] 3|-18523.18 18 4 14| 2222\ 198954 2871.18| -1891.52| -5351.36 1.05 0.30| -1,028.07
2|-11,555.48 18 T 11 3889 120265 283210 181582 | -2,840.84 0.66 0.42 -541 .97
1 2689 74 18 [+ 12 3333 105191 2427 80 -750.10| -1,968 .96 1.40 0.70 -148 .43

Even without those trades there appears to be a decided downside edge. Below is a profit
curve showing how the edge has played out over time.
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NYSE Up Vol % =< 45% and SPX closes up on the day. SPX < 200ma.
Buy on close. Sell 3 days later. $100k/trade. 1999 - present (excludes Sep-Nav 2008)
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Despite the last instance finishing higher, the downside edge appears to be intact.

Both of the studies tonight are pretty black and white. But while results are obviously
bearish they could be interpreted as gray. In order to qualify for both of the studies we
needed to see 1) an up close 2) below the 200ma. For that to occur the SPX needed to
close between 1379.86 and about 1381.3 - in other words, it needed to close within less
than a 1.5 point range. And it did so. If it closed anywhere outside of this very small
range neither of these bearish studies would have triggered, and the studies that would
have triggered would have left expectations positive. So while I'm including the studies
on the short-term Active List, others might be more inclined to simply throw them out.

| have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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The bearish studies tonight caused the green Aggregator line to drop 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 still squarely positive. This means the
SPX is oversold versus recent expectations. So net expectations are bearish but the SPX
is oversold. This is considered a neutral configuration. Neutral configurations are visible
on the chart whenever both lines close on opposite sides of 0. This caused the
Aggregator system to change from long to flat at the close.

Based on the current studies, expectations are set to remain bearish again on Tuesday. Of
course this could easily change if more bullish evidence emerges. The Differential Pivot
will be 1,384.66 on Tuesday. This is just 0.3% above Monday's close. So it won't take
much of a bounce to work off the oversold condition.

The aggregator is more bearish than | am personally. That happens sometimes. While the
results of the studies tonight were strongly bearish, it was very borderline that they
triggered all. And while the aggregator system is now flat, the QE Buying Power System
remained long. And no matter how | look at it, the market remains oversold. But with
studies triggering that | would normally view as firmly bearish, it seems like a good idea
to lighten up on my exposure some. So I will look to exit one of my two long index lots
on Tuesday. | will hold the other one for now since the QE Buying Power System is still
long. Details are in the trade ideas section below.
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Intermediate-term Outlook (2 weeks — 2 months)— updated 11/12— bullish
The intermediate-term outlook was last updated in the 11/12 letter. A link is below:
2012-11-12 QE Subscriber Letter.pdf

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

ALL - 1/3 @ $38.56 (bought @ limit)

T - 1/3 @$33.20 (bought at limit)

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI —2(ALL, T)

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

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

SPY(1/4) 10/22/2012| $143.15 $138.26 -3.42% sell @ $138.26 limit
ALL(1/3) 11/5/2012 $38.21 $38.55 0.89% Catapult

SPY(1/4) 11/8/2012]  $139.70 $138.26 -1.03% Aggregator

T(1/3) 11/9/2012 $33.02 $33.87 2.57% Catapult

For now I will look to exit the one lot of SPY at a limit equal to Monday's closing price. If
there is a gap down in the morning that consolidates but does not fill, I may place a stop
under the consolidation.
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