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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 Short-term highs on a Fed Day are often met by a pullback over the next few
days.

e SPX hitting a 10-day high while the VIX also rises tends to lead to wekness the
next day.

Short-term Outlook

The Bottom Line
Evidence has turned bearish again and the SPX is overbought. While that would

normally indicate a short-side edge, the QE Buying Power Index remains strong. And the
bearish evidence is very short-lived. So I’m not inclined to short here, but an aggressive,
nimble traders could have a downside edge to take advantage of.
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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

December 13, 2012 VIX up SPX 10-high MidWeek 1 day Bearish

December 13, 2012 10-Day Hig on Fed Day 1-2 days Bearish

December 12, 2012 5 days up > 200ma & < 50-high 1-10 days Bullish 2.00%
Active - Long Term

December 12,2012 5 days up > 200ma & < 50-high 1-15 days Bullish 2.80%
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

December 11, 2012 VIX up SPX 10-high Monday 1-2 days Bearish

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

The Evidence

Wednesday was strong for most of the day, but most profits were given back late in the
day. The SPX ended with a 0.04% gain while the NASDAQ fell 0.3%, and the Russell
2000 lost 0.7%. Breadth was mixed as the NYSE Up Issues % was 43% and the Up
Volume % came in at 56%. Total NYSE volume rose came in just slightly below
Tuesday’s level.

As most subscribers are no doubt aware, the VIX and the SPX will most often move
opposite each other. But on Wednesday they both closed up. In the 11/23/12 Letter |
showed one study that suggested a possible downside edge for the next day. Below I
have updated the stats.

SPX and VIX both close higher. Today is Tues, Wed, or Thurs. SPX = 200ma and at a
10-day high. Buy on close. Sell next day's close. $100k/trade. 1999 - present.

radeStation Performance Summary Collapse 2
All Trades

Total Met Profit (59,975.61) Profit Factor @

Gross Profit $12,208.61 Gross Loss ($22,184.22)
Total Mumber of Trades 75 Percent Profitable (45.33“!5:
Winning Trades 34 Losing Trades 41
Even Trades 0

Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 0.66
Avg. Winning Trade $350.08 Avg. Losing Trade ($541.08)
Largest Winning Trade %$1,286.52 Largest Losing Trade (51,721.70)
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Numbers here suggest a mild downside inclination. They are good enough to take a look
at the profit curve.

SPX and VIX both close higher. Today is Tues, Wed, or Thurs. SPX = 200ma and at a
. 10-day high. Buy on close. Sell next day's close. $100k/frade. 1999 - present.
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The steady downslope here is impressive despite the big jump on the last instance. | have
therefore elected to include this study on the Active List.

When the SPX is not also making a long-term high, then moves to new short-term highs
often get reversed over the next few days. (Long-term highs are another story for another
day.) This is exemplified by the study below, which was last seen in the 3/17/10 Letter.
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SPX closes at 10-day high BUT NOT a 100-day high on a Fed Day.
Buy on close Sell X days later. $100k/trade. 1994 - present.
X All Total |AE Winning| &1t Losing | &% | A% Avg | All Avg A Al Al A
DE].‘}'S Al B Pt Trades Trades Trades | Profitakle Uiy -y \Mnn_pss ProftFactar|  Trade
Trade Trade Ratio
10 -22 428.25 23 10 13 4345 1652108 297222 025 0.42 -a7514
9 -26 B27 .76 23 10 13 4345 158223 -326539 043 037 45773
o] -21 07600 23 10 13 4345 132316 -2E3805 .50 039 -316.35
v -10,459.04 23 12 11 9247 17257 2535342 051 066 -434 74
=] -11,454 53 23 11 12 4783 1556071 238154 065 0.E0 -495 03
5 -22 91676 23 9 14 39413 152438 -2EI6EY 058 037 -995 35
4 -20 034 37 23 =] 14 3943 114614 216753 0.53 0.34 -571 06
3 -13125.70 23 11 12 4783 137239 2391483 0.5 053 -570 65
2 -21.554.72 23 g 15 3475 B26.35 | -1,771.05 035 019 -FET A6
1 -12017.7 23 G 17 26.09 92491 | -1 03336 .50 032 -522 51
i 0
22 of 23 instances (96%) closed below the Fed Day close at
some point in the next 4 days.

The numbers here all point to a downside edge, primarily over the 1% 2 days. Below is a
profit curve showing how the edge has played out over time.

SPX closes at a 10-day high but NOT a 100-day high on a Fed Day.
Buy on close. Sell X days later. $100k/trade. 1982 - present.
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Not the smoothest curve, but | prefer a steepening one like this to a flattening one. 1 think
this study is compelling enough to include on the Active List.

| have updated the Aggregator chart below.

#4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] 5&P 500 Index Bl ale=d

SSPX.X - Daily CBOE B=1425.33 A=1430.05 Hi=1434.27 Lo=1418.55 V=2,684,414
|:| i |j -I- [.I:I _|_ IJ_-| F1,420.00
T + Iﬂl:l ﬂ] + + LT.I F1,.410.00
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The studies tonight caused the green Aggregator line to cross back 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 in negative territory. This means the
SPX is overbought versus recent expectations. So net expectations are negative 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 caused the Aggregator
system to turn from flat to shorr at the close.

Based on the current studies, expectations are set to turn back to bullish on Thursday. Of
course this could easily change if more bearish studies emerge. The Differential Pivot
will be 1,422.23 on Thursday. This is about 0.4% below Wednesday’s close. So the
SPX will need to close down at least this much in order to move from overbought to
oversold.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

Evidence is pointing lower, but like a couple of days ago the downside edge appears to be
short-lived. A short could be taken by a nimble trader, but I’m not inclined to try it this
time. While the Aggregator is bearish the QE Buying Power Index is still at 3. So
liquidity is flush. Over the last 5 years or so trying to short when the QE Buying Power
Index was this strong has been a very difficult task.

While the Aggregator short signal may be short lived, I am not inclined to fight it with
the current XIV position. VIX futures contango has weakened. It is now about 6.5% for
the front 2 months. If we get a pullback in the SPX over the next few days, there is a
good chance we could re-enter the XIV trade at a better price. Risk is high right now
with the directional edge gone and the contango edge reduced. So I’ll look to get flat and
then re-assess over the next few days. Details are in the Trade Ideas section at the bottom
of the Letter.

Intermediate-term Outlook (2 weeks — 2 months)— updated 12/10- bullish
The intermediate-term outlook was last updated in the 12/10 Letter. Link below:

2012-12-10 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
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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.

None tonight.

Current Open Trade Ideas

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

XIV(1/2) 12/5/2012 $18.48 $19.13 3.52% sell @ $19.00 limit

Il look to sell X1V at a price of $19.00 or higher. If it opens below $18.50, | will lower
my limit to $18.50. If it opens between $18.50 an $19.00, Il use $18.50 as my stop and
still use $19.00 as my limit price.
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