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

Flat 50% Long XIV Flat Flat

Tonight’s Research Points

e Consistent closes in the upper part of the daily range are signaling the SPY is
overbought and due for a pullback.

e Mega-outside days with the open & close beyond the previous day’s low & high have
often led to a short-term pullback on the past.

Short-term Outlook

The Bottom Line

Evidence remains bearish and the SPX is still a little oversold. So no strong edge. |
closed out the last of my Catapult positions on Wednesday and am now waiting for a
more substantial edge to put money back to work.
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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 27,2012 1 day dn after 5 up 1-9 days Bullish 2.10%
November 27, 2012 Unfill gap dn after unfill gap up > 200 [1-3 days Bearish

November 23, 2012 Tight closes after big move day 1-5 days Bearish -2.30%
Active - Long Term

November 26, 2012 90% up vol studies. 1-15 days Bullish

November 19, 2012 CBI >=11 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 23, 2012 Bounce from low then narrow range 1-3 days Bullish 2.10%
November 21, 2012 RSI jumps 85 points in 4 days 1-4 days Bullish

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

active.

The Evidence

What looked like another day of selling in the morning turned into a decent rally in the
afternoon. The SPX and Nasdaq both rose 0.8% while the Russell 2000 rallied 0.9%.
Breadth was solidly positive as the NYSE Up Issues % was 66% and the Up Volume %
came in at 79%. Total NYSE volume rose for the third day in a row

The Quantifinder showed a mix of studies tonight, but as you'll see, they leaned more
bearish than bullish. The most compelling and noteworthy ones | will discuss below.

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 8/21/12
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.

_ Al Al All: . Al Avg Al Max
X ;;LUI:_:t Total |Winning|Losing F‘rﬁ:lfl'-rt:{tl:-le Winning Winning
Days Trades | Trades |Trades Trade Trade

52752311 3 14 17 4516 242672

42174378 M 13 18 4194 2,307.38

3| 2542800 32 12| 20| 3750 2,604.54

2| 2001849 35 11| 24 3143 2,186.14

1| -8,062.65 35 15 20 42 36 1,0258.30

Al Avg All: Max Al
Losing Losing |Ain/Loss
Trade Trade Ratio
-2,401.12| -5,169.85 0.40
-1,928.53 ) -4837.61 0.52
-1,771.64| -4 3807.85 0.47
-1,205.45 ) -3,980.40 0.57
-70231| -2,738.12 0.47

All: Al Avg
2rofitFactor] Trade
0.33 -B87 .85
0.37 -701.41
0.28 -794.65
0.3 -571.85
0.35 -258.93
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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 1st 2-3 days. Below is an equity curve showing how the edge has
played out using a 3-day exit strategy.

8-day Average Closing Range of SPY crosses over 75%. Close = 200ma.
Buy on close. Sell 3 days later $100k/trade. 1999 - present.
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The strong downslope appears to confirm the bearish edge.

The wide price action in SPY also triggered some interesting studies. Wednesday's action
had the characteristics of what | have referred to in the past as a "mega-outside day". This
means that not only did make a lower low and a higher high, but it opened below the low
of yesterday, and closed above yesterday's high. In the past | have shown that mega-
outside up days have often led to a move lower the following day. This inclination has
been even stronger when SPY closes near the top of its daily range. This is something |
last showed in the 7/21/10 subscriber letter. | have updated the statistics table below.
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SPY opens below yesterday's low and closes above yesterday's high. Close in top
10% of daily range. Buy on close. Sell X days later. $100k/trade. 1993 - present.
. All: Al All: . All: Avg All: Max Al Avg All: Max All: _ .
X ﬁ;lr.DNr:t Total \Winning |Losing Prjzl‘ltl'-rt:li;rle Winning Winning Los=ing Lo=sing |NinfLoss :‘rﬂfﬁﬁF"E.l:-‘tDr ﬁill'_;‘;;g
Da‘_-l'S Trades | Trades Trades Trade Trade Trade Trade Ratio
5 729054 20 12 & 60.00 750020 -2,21515| -499173| 0.9 142 28098
4| m2m72] 20 1 9 55.00 733060 -257263| -T084.40) 0.80 0.92 -26.34
3| 482285 20 11 9| 5500 148722 5950.00) -235355 431293 063 077 -241.13
2 -1087363 20 9 11| 4500 67760 103840  -1552.00 -£31432| 0.44 036 -SLgER
1/-1075275| 20 5/ 14| 2500 26071 46168 -861.17| -1,784.85| 0.30 011 -537.64

The numbers suggest a fairly strong inclination to close lower the following day. Here's a
look at the profit curve.

SPY opens below yesterday's low and closes above yesterday's high. Close intop
10% of daily range. Buy on close. Sell X days later. $100k/trade. 1993 - present.
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While the bearish edge appears evident throughout the whole chart, it has been even
stronger as of late.
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But there was also a seemingly bullish study that looked at today's wide reversal. It hasn't
been seen since the 12/17/10 subscriber letter, so | took a fresh look tonight. It looked at
times where SPY made a 4-day intraday low and then closed at a 4-day high, but below a
20-day high. Below is the results table.

SPY makes a 4-day intfraday low and closes at a 4-day high. The close is below a 20-day high.
Buy on close. Sell X days later. $100k/trade. 1993 - present.

X | Aunet | g osing AL | g | Wining | Losng | Losing Witoss, AL | ALAW
Da‘."'s Profit Trades | Trades Trades s Trade Trade Trade Trade Ratio frofitfactor  Trade
5| 27,218.57 25 18 2| 64.000 235713 5,47360| 133218 -2793.02 1.78 355 1,088868
4| 29,831.12 25 18 7 7200 2,031.43| 7,340.80 05222 -2 28535 21 543 1,193.24
3| 27,564.10 25 18 7| 72000 205173 10,006.50( -1353.87 -2614.08 1.51 389 110256
2| 12,631.82 25 17 8 68.00 132128 475960.00| 122375 -222040 1.08 229 50527
1 1,452.14 25 14 11 55.00 71279 4377.20 -851.54| -1,758.74 0.91 1.16 38.09

22 of 25 instances (88%) closed above the entry price
at some point in the next week.

The table appears to suggest a strong bullish edge. But a closer look at the profit curve
tonight gave me pause.
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SPY makes a 4-day intraday low and closes at a 4-day high. The close is below a 20-day high.
Buy on close. Sell 3 days later. $100k/trade. 1993 - present.
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The y-axis here is time-based, rather than normal instance based. | did this to more
clearly drive home the point that most of the gains occurred in a very short time period.
In fact, it was just three trades during 2001-2002 that generated most of the profits. After
a fair amount of consideration, | decided to leave this study off the active list tonight.

| 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 green Aggregator line tonight dipped a little lower below zero. Negative readings
mean net expectations from the Active List are for downside over the next few days.
Meanwhile the black Differential Line is still positive. This means the SPX is oversold
Versus recent expectations. So net expectations are bearish but the SPX is already
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 remain flat at the close.

Based on the current studies, expectations are set to close at nearly breakeven on
Thursday. So Thursday's action and the studies that emerge will have a large impact on
whether expectations finish positive or negative. The Differential Pivot will be slightly
inverted at 1,409.53 on Thursday. An inverted pivot simply means that a flat close would
cause the differential line to cross through zero (in this case into negative territory). The
inversion here is only slight because the pivot is less than ¥z point below Wednesday's
close. So just about any lower close would leave the market oversold, while any close
higher would push it into overbought territory.

Not much excitement right now. Mixed studies and choppy action simply don't seem to

be creating much of an edge. Of course that won't last forever. So I'll just wait until a
more favorable edge appears before putting money back to work.
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Intermediate-term Outlook (2 weeks — 2 months)— updated 11/26— bullish
The intermediate-term outlook was last updated in the 11/26 letter. Link below:

2012-11-26 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.

Current Open Trade Ideas

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

ETR(1/3) 11/20/2012 $62.55 $62.31 -0.38% sold on open
ETR(1/3) 11/21/2012 $62.49 $62.31 -0.29% sold on open
ETR(1/3) 11/23/2012 $62.28 $62.31 0.05% sold on open
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