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Signals Overview
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Tonight’s Research Points

e SPX 2-period RSI < 2 and a 50-day closing low suggest a 1-2 day bounce.

e When SPY has consistently closed in the lower end of its daily range for at least
five days, that has typically been followed by a move up the next day.

e The 3-day pullback / 20-day low in the SPX appears to suggest a bounce.

Short-term Outlook

The Bottom Line

The market is oversold to a point now where a bounce would typically ensue. | am long
and will look to get longer on Friday, hoping to take advantage of the upcoming bounce.
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The Evidence

After a lot of back and forth the market finished down a rather mild amount on Thursday.
The SPX declined 0.2%, the Nasdaq lost 0.4%, and the Russell 2000 dropped 0.5%.
Breadth was negative as the NYSE Up Issues % was 32% and the Up Volume % came in
at 41%. Total NYSE volume was a little lighter than Wednesday.

With the market now oversold by several measures the studies all came in bullish tonight.
The poor close meant the study below from last 2 nights triggered again. It examined
consistent closes in the lower half of the daily range. Thursday was the 7th day in a row
that SPY closed in the lower half of its daily range. Results below are updated and
consider other instances where there have been numerous low closes and SPY has also
been below its 200ma.

SPY closes in bottom 50% of daily range for at least the Sth day in a row. Close < 200ma.
Buy on close. Sell next day's close. $100k/trade. 1993 - present.

radeStation Performance Summary Collapse %
All Trades
Total Net Profit %$14,318.47 Profit Factor @
Gross Profit £21,206.00 Gross Loss (56,887,
Total Number of Trades 19 Percent Profitable
Winning Trades 14 Losing Trades 5
Even Trades 0
Avg. Trade Met Profit Ratio Avg. Win:Avg. Loss 1.10
Avg. Winning Trade $1,514.71 Awvg. Losing Trade (31,377.51)

The numbers here remain strong. Below is a profit curve to see how the edge has played
out over time.
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SPY closes in bottom 50% of daily range for at least the 5th day in a row. Close < 200ma.
Buy on close. Sell next day's close. $100k/trade. 1993 - present.
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The last 2 triggers did not work out, but at this point it just looks like a blip along a strong
upslope. This study seems to be providing a favorable suggestion for Friday.

| like using short-term RSI to measure overbought and oversold. 1 have found the 2-
period and 3-period RSI to be especially useful. The 2-period RSI for the SPX closed at
1.94 on Thursday. Combined with the 50-day low, this triggered the below study, which
I last discussed in the 5/17/12 subscriber letter. All stats are updated.

SPX 2-day RSl closes at 2 or lower while SPX closes at 50-day low.
Buy on close. Sell X days later. $100k/trade. 1985 - present.

¥ All: Nat All: All: All: Al All: Avg All: Max All: Avg All: Max All:

L . : S S ) . - All: Al A
Days | Pom | e o TS | IS | Leend | L MLt uracn Tisae
5| 12,166.02 35 24 12| ©66.67| 315573 557231 | -5297.83|-27,309.65 0.60 1.18 337.54
4| 33116.36 7 25 11 70.27| 263790 10,385.16| -3,224 45| -10632.61 0.82 1.93 295.04
3| 3954466 7 25 11 7027 | 235214 10,388.48| -1596453| -4,879.68 1.20 283 106877
2| 47 026.07 42 3 11 7381 236518 1489176 -2,39042| BE57.72 0.8% 279( 111967
1| 4676572 54 v 17| 6852 201154| 1155843 -162714| -7577.02 1.24 269 866.03

Only 2 instances failed to close above the entry price at
some point in the next 4 days: 3/25/94 and 5/16/12.
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The positive implications are primarily seen in the first 2 days. And while we often see
studies with larger expectancies, the consistency of this one has been remarkable. | say
this because of the stat noted in red at the bottom of the table. Below is a profit curve
using a 2-day holding strategy.

SPX 2-day RSl closes at 2 or lower while SPX closes at 50-day low.
Buy on close. Sell 2 days later. $100k/rade. 1985 - present.
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The consistency of the edge is also demonstrated by this equity curve.

There were also a few studies that looked at the 3-day pullback and certain characteristics
of it that suggested a possible upside edge. The fact that Friday's drop was the mildest of
the decline was one of those characteristics. The study below is from the 11/21/11 Letter
and it combined the mild decline with the fact that the SPX also closed at a 20-day low.
Results are updated.
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SPX closes down for at least the 3rd day in a row, at a 20-day low and < 200ma. Today's drop
was the mildest of the decline. Buy on close. Sell X days later. $100k/rade. 1992 - present.
X | AuNet | Sl inning|Losing A5 % | Wining | Wining | Losng | Losng wioss, AT | ALAV
Da*_.fs S Trades Trades [Trades R Trade Trade Trade Trade Ratio e ———
10 18 14 4 TIF8| 281543 ¥, 73375| -366279| -8951 0.77 269
9| 333 20 15 5 75.00 32 1214460 -307052| -118 1.08 3.17
8| 28, 20 14 8 T70.00 3.2 3611.45| -2285504 -110 1.15 2869
7| 38,3 20 14 § T70.00 35 10,870.00| -2194.88| -87 1.81 3.76
6| 28, 20 13 7 65.00 3.2 14,240.00( -1,83467 -44 175 325
5 22, 20 12 8| 60.00| 289563 13,135.00| -1471.87| -2863.5 1.97 2895
4| 21, 20 13 7 65.00| 264552 -1,908.70 467235 1.39 257 1,051.81
3 109 20 12 7 65.00 2,043.30 56,8925 -2,235.04| 568134 0.91 1.70 54588
2| 13173.24 21 13 ] 61.90 1,904.80 512250| -144831| -23887 1.32 214 627 30
1| 18,343.29 22 14 3| 6364| 180599 571625 -867.57| -1,858.594 208 3564 833.79

Here it appears there is a decent upside edge both right off the bat and over the next
couple of weeks. | looked at several of the profit curves though, and the most compelling
was the 1-day curve. | have included it below.

SPX closes down for at least the 3rd day in a row, at a 20-day low and < 200ma. Today's drop
was the mildest of the decline. Buy on close. Sell 1 day later. $100k/trade. 1992 - present.
22000 ————————— —_—

20000

18000

16000

14000

12000

10000

Equity(F)

8000

G000

4000

2000

0

-2000
2 3 4 3 6 7 ] g 10 11 12 13 14 15 16 17 18 19 20 21 22

Trade Number

Despite the decline on the last instance the upslope appear intact.
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| discussed the CBI last night and it jumped again on Thursday — up to 9. Typically 10 or
higher is where | like it to be to suggest a strong probability of a bounce. If the SPX fails
to bounce on Friday then we will almost certainly exceed 10 (and we could even with a
mild bounce). Should this happen, then | will share some more detailed CBI stats in the
weekend letter.

| have updated the Aggregator chart below.

4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl o=
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Tonight’s studies lifted the green Aggregator line further above zero. Positive readings
mean net expectations from the Active List are for upside 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 bullish and the SPX is
oversold. This is considered a bullish configuration. Bullish configurations are visible on
the chart whenever both lines close above 0. This caused the Aggregator system to
remain long at the close.

Based on the current studies, expectations are set to finish positive again on Friday. Of
course this could change if bearish evidence emerges. The Differential Pivot will be
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

1,376.19 on Friday. This is 1.7% above Thursday's close. That would be a very large 1-
day gain. More likely we will need to see a multi-day rally or consolidation to work off
the oversold condition.

| like the long side over the next few days. | also like the fact that the current studies are
all very short term. We often learn a lot about a bounce in the first day or so. So it will
be interesting to see how the bounce acts when it finally arrives. In general, strong
bounces tend to follow through short-term and weak ones will often see another quick
dip. So there is no telling where short-term expectations will be a few days from now,
but there is enough evidence currently to keep me interested being long.

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)

CVX - ($102.50) — (bought @ limit)

DD — ($42.26) — (bought @ limit)

EXC — ($29.37) — (bought @ limit)

MDLZ — ($25.15) — (bought @ limit)

New

CVX — ($101.62) — buy 1/3 at limit (2" lot)
DD — ($42.10) — buy 1/3 at limit (2" lot)
EXC — ($29.37) — buy 1/3 at limit (2" lot)
MDLZ — ($25.11) — buy 1/3 at limit (2" lot)

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI - 9(ALL, CVX -2, DD-2, EXC-2, MDLZ-2)
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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.

SPY — buy ¥ index position @ $135.50 LIMIT ON CLOSE. Still looking for a 3" Jot.
This is based on the short-term outlook above.

CVX —($101.62) — buy 1/3 Catapult position at limit
DD — ($42.10) — buy 1/3 Catapult position at limit
EXC - ($29.37) — buy 1/3 Catapult position at limit
MDLZ — ($25.11) — buy 1/3 Catapult position at limit

Current Open Trade Ideas

Symbol Entry Date |Entry Price|Current Price |% Gain/Loss |Stop Notes
ALL(1/3) 11/5/2012 $38.21 $38.28 0.18% Catapult
SPY(1/4) 11/8/2012| $139.70 $135.70 -2.86% Aggregator
SPY (1/4) 11/14/2012] $135.93 $135.70 -0.17% Aggregator
CVX(1/3) 11/15/2012| $101.99 $101.62 -0.36% bought on open
DD(1/3) 11/15/2012 $42.25 $42.10 -0.36% bought on open
EXC(1/3) 11/15/2012 $29.31 $29.37 0.20% bought on open
MDLZ(1/3)| 11/15/2012 $25.03 $25.11 0.32% bought on open
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