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CHART OF THE DAY

September 20, 2011
DANGER AHEAD ???

Observations regarding the S&P 500 Monthly Chart shown below:
(1) The top part of the chart shows the monthly closing values of the S&P500 Index since 1993.

(2) The middle portion shows the MACD values. MACD stands for Moving Average
Convergence-Divergence. It is a market momentum oscillator developed by Gerald Appel. It
is a key indicator of probable market direction. The formula plots the point spread between
two different Exponential Moving Averages, a slower one and faster one. The
standard MACD is the 12-day Exponential Moving Average (EMA) less the 26-day EMA.
Closing prices are used for these moving averages. This is the first line (Blue), and shows as
MACD (12,26). Then a second Exponential Moving Average is plotted against the first. A 9-
day EMA of MACD is plotted with the indicator to act as a signal line and identify turns. This
is the second line (Red), and shows as MACD EMA (9). When the faster-moving EMA
crosses the slower moving EMA, either up or down, it triggers a corresponding “Buy” or
“Sell” signal.

(3) The bottom part shows the Relative Strength Index (RSI). It is also a momentum oscillator.
It measures the speed and change of price movements. Developed by J. Welles Wilder, the
RSI oscillates between 0 and 100. It is considered “Overbought” when above 70, and
“Oversold” when below 30.

(4) Historically, the MACD has portrayed an uncanny ability to forecast major trend changes.
Key observations from the chart below: In mid-2000, the Blue Line crossed the Red Line in
a significant way. The market fell, until March 2003. At that point, the Blue Line moved
above the Red Line, and the market turned decidedly bullish.

(5) The next significant cross-over was in late 2007-early 2008, and the market tanked. In mid-
2009, the March 2009 low was confirmed and the Blue Line crossed above the Red Line,
and the bulls took over.

(6) Here we are in the latter part of 2011 and the chart shows that the Blue Line is back to
touching the Red Line. If it bounces off it and remains above, the market should stay
positive. But, if it moves below, and with any velocity, it portends bad times ahead for the
market.

(7) It shows clearly on the chart that at every turn down, the RSI moved below 50. On rallies, it
moved distinctly above 50. The RSI is back to 50, and is moving in the wrong direction.
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Monthly Chart of S&P 500 (courtesy of www.bigcharts.com).
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DISCLAIMERS

eResearch Disclosure Statement

eResearch is engaged solely in the provision of equity research to the investment community. eResearch
provides published research and analysis to its Subscribers on its website (www.eresearch.ca), and to the general
investing public through its extensive electronic distribution network and through newswire agencies.

With regards to distribution of its research material, eResearch makes all reasonable efforts to provide its
publications, via e-mail, simultaneously to all of its Subscribers.

eResearch does not manage money or trade with the general public, provides full disclosure of all fee
arrangements, and adheres to the strict application of its Best Practices Guidelines.

theUpTrend.com Disclosure Statement

TheUpTrend.com is an information service for investors and traders, and is neither a recommendation nor an
offer to buy or sell securities. TheUpTrend.com is not a broker or an investment adviser, and is not acting in
any capacity to influence the purchase of any security. TheUpTrend.com and its personnel may already have
positions in equities presented.

TheUpTrend.com, its officers, directors, employees, and consultants shall not be liable for any damages,
losses, or costs of any kind or type arising out of or in any way connected with the use of its products or
services. In many instances, securities presented should be considered speculative with a high degree of
volatility and risk. Before trading securities, an investor or trader should consult with a qualified broker,
investment adviser, and/or other market professionals.

All commentaries, suggestions, recommendations, and trade decisions are based solely on technical analysis
and are not based upon company fundamentals, news, earnings, or rumors. Past performance is not indicative
of future performance. Further information regarding theUpTrend.com can be obtained from its website:
www.theuptrend.com.
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