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Welcome to The Dance!

The Breadth Dance
By Gregory L. Morris

Here is an attempt (possibly lame) to help you understand the longer term bullish and bearish moves in the market and how
the various breadth components play their part. And no, | do not dance well.

The big dance is about to begin (bullish up move). Some of those that showed up are the advances, the declines, the
unchanged, the new highs, new lows, and the ever-present volume twins (up and down). The dance partners are always the
volume pair. As the music begins to play, there are only a few dancers on the floor — mainly the advances and primarily with
the up volume. The number of dancers is good, but more show up as the evening continues. As the evening gets underway,
more and more advances start to dance, and always with the up volume. The declines, kind of a nerdy group, only dance at
certain times, usually only when it is an unpopular song (short corrections).

As the evening moves on, a few of the new highs start to dance. They did not dance earlier because there have not been too
many dances of late. The usual small group of the unchanged are dancing, but most are without dates and just watch from
the side. As the night continues, the advances, who have been dancing most of the night, begin to sit out a dance here and
there. They are worn out. Because of that, the unchanged are starting to dance more while the declines still are not doing
much dancing.

With the beginning of the last music set (topping action in the market), the sound is high; everyone is at the dance. The
advances have been totally worn out and only dance now and then when a really popular song is played (short up moves).
The unchanged are doing a lot of dancing, even though there just aren’t that many of them, and the declines, realizing the
night is coming to an end, begin to dance more. As the last few songs are played, the declines get a second wind and are
doing most of the dancing. Most of the advances have gone home with the new highs. The new lows are still on the
sidelines, but some of the declines are taking a second look at them. As the last couple of songs are played, the only ones
dancing are the declines and the new lows, both of whom are dancing with the down volume; some of the unchanged are
also dancing with the new lows. The music stops and the dance is over. On the way home (established down move) the
declines do most of the driving, initially by themselves, then more and more with the down volumes, and as they get closer
to home (market bottom), the declines are accompanied by the new lows. As they all approach home, the declines and the
down volume are almost the only ones who are not there yet. They talk about the next dance.

Morris, Gregory L. The Complete Guide to Market Breadth Indicators. The McGraw-Hill Companies, 2006.



Strength In Numbers
The Purpose

ldentify underlying macro strength and
weakness in the broad market

ldentify the strongest opportunities in the
strongest areas of the markets

dentify market segments that may be
pottoming for longer term opportunities

dentify potential investment opportunities on
the ETF and individual security level worth
watching during the week



Strength In Numbers
The Tools

Clean Data: Building and maintaining a clean universe is a key starting
point for good breadth signals. This universe consists of 3,070+ common
stocks broken into 10 broad sectors and 49 subsectors. The universe as well as
each sector and subsector are also calculated into price weighted custom
indexes for chart analysis of each level.

Market Breadth: identifying strength and weakness on each level
through classical breadth indicators. To start these include New High — New
Low Differential, Advanced Decline line, Moving Average Breadth, McClellan
Oscillator and Summation Indexes and the Breadth Thrust Indicator. | am open
to adding others that show value.

Relative Strength: A proprietary relative strength calculation that ranks
all securities or indexes in the grouping from 0-99. The calculation is ran on all
the custom indexes mentioned above as well as individual securities at the
Universe, Broad Sector and Subsector levels to identify strength and weakness
on each level.



Anatomy of The Universe

Total Universe

3,070+ Individual Stocks

No Preferred Stocks, ETFs or CEFs (Closed End
Funds)




Anatomy of The Universe

Consumer Discretionary Consumer Staples
(444) (142)

Basic Materials Financials
(192) (380)

Total Universe Health Care

(3,070+ Individual Stocks) (364)

Industrials Technology
(462) (579)

Utilities Real Estate
(93) (155)




Anatomy of The Universe
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Strength In Numbers

The Process

Reviewing the Universe charts and breadth indicators for broad
health of the markets (Macro)

Reviewing the Broad Sector charts, breadth indicators and
Relative Strength rankings

Reviewing the Subsectors charts, breadth indicators and Relative
Strength rankings concentrating on areas that stood out during
the Broad Sector review

Reviewing individual charts and Relative Strength rankings
concentrating on standout areas in the Broad Sector and
Subsector

Culminating the weekly watch list of areas to focus on the ETF
and individual security level



Strength In Numbers
The Results

* A weekly report of this analysis by Sunday to allow for review and prep work
before trading starts Monday

e Broad Market

Executive Summary of the report with overview and Major areas to watch
Weekly Published Charts of Universe Breadth

Weekly Published Charts of basic Broad Sector Breadth

Highlighted charts and analysis

Highlighted Subsector component RS ranking list

Broad Sector and ETF watch list

Intra-week emails for major events or signals

* Sector Focus

Executive Summary of the report with Sector overview and Subsectors to watch
More in depth Broad Sector charts and analysis

Subsector Breadth and Relative Strength Analysis

Top & Bottom sector RS ranking list

Top & Bottom 5 Subsector component RS Ranking lists

Sector and Subsector ETF RS Ranking lists

Subsector and ETF watch list for the week

Intra-week emails for major events or signals on any sectors or subsectors



