How to find short candidates

This document was written in October, 2009 by Pascal Willain as part of a training program
on the use of the Effective Volume tools.

The author can be contacted at: pascal@willain.com
Daily and weekly market updates are available on www.effectivevolume.eu

The author is French speaking.
This report has not been proof-read for the proper use of English language.

Because of the violence of bear reversals, shorting is often more difficult than taking long
positions.

There are some basic rules to follow to short trade:

1. Shorting a new high is forbidden. There is a new high for a reason. Strength attracts
strength.

2. It is easier to short stocks that are below their 200MA or even better, when they reverse
back up to their 200MA.

3. When locating shorts, it is easier to find them in sectors that have a weak relative strength.

When the 20DMF tells to short, my back-test has shown that the best sectors to short are the
weakest in terms of 20 day price strength.

At the close of September 1, the weakest sectors were the following:
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The strongest sectors were:
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The next step is to list all the stocks in the worst sectors (for example | took the seven worst
sectors) and rank them by "Thrust"

The "thrust" is defined as the level of TEV for the last trading day compared to the average of
the absolute value of the TEV of the past 10 days.

For example, TOL shows a thrust of -2.13. This means that TEV was negative yesterday and
the force is 2.13 times higher than the average force of the past 10 days.

Even if this concept of "thrust” works well for short trades, it works still better to buy oversold
stocks when the market reverses from an oversold condition.



SECTORS Stock rength _ [Thrust
Home Builders TOL 57 % -2.13
Cars [T B1% -2.11
Communication Equipt. [MOK 0% -2.03
Cars F 3% -1.90
Car Parts ORLY 97 % -1.70
Communication Equipt. [RIMM 0% -1.59
Home Builders PHM 93% -1.55
Agriculture O 52% -1.35
Communication Equipt. HRS 100% -1.29
Car Parts FBY 3% -1.13
(Grocery Stores KR 100% -1.08
Home Builders LEHM B7% -0.98
Home Builders KBH B6% -0 92
Waste Management  [VWIM 99% -0.48
Grocery Stores WWEMI 100% -0.65
Agriculture ST 0% -0.56
Car Parts AP 0% -0.40
Communication Equipt. [CSCO 100% -0.39
Communication Equipt. |CIEN 100% -0.37
Waste Management CLH 10% -0_28
Communication Equipt. [TLAB 30% -0_25
Communication Equipt. |[DCC 26% -0.20
Home Builders DHI 6% -0.19

Below is also a list of the 20 worst negative "thrusts”. You will find here stocks that might be in
trouble.

Of course, you will need to look at these one by one and see why they might be shorted.

My preferred way for shorting is either by buying an inverse ETF, or if it is an individual stock,
by waiting for the stock to reverse back up into resistance after a first selling wave.



Strength

SECTORS Stock Aver Tot EV Thrust
Rail GSH 0% -4 66
Heavy Constructions  [PVWR 0% -1.36
Steel STLD 0% -3.44
Telecom Foreign [THE 100% -3.33
Internet SVWS B6% -2 97
Rail B 1 0% -2 93
Sftw Enterpr MOWL 95% -2 92
Pipe Lines SE 94% -2.92
Biotech BIIB 98% -2.79
Food BIMS 7% -2.77
Drillers Ol 100% -2 75
Semiconductors OWTI 100% -2.70
Telecom Wireless TK.C 96% -2 B4
Steel K 95% -2 63
Ltilities MU 59% -2 65
Werospace & Defense [ERJ 59% -2.50
FPaper products MWV 95% -2.47
Ltilities SV 51% -2 46
Paper products ARLA 90% -2 46
[Telecom Foreign BT 99% -2 42
General Machinery IR 51% -2.410
Semiconductors MU 99% -2 34
Sftw Desktop RHT 79% -2.31
Finance-Semvices-Misc [MA 34% -2.31
Biotech MWDV 5% -2.30
Drugs BIY 100% -2 .22
Restaurant DRI 100% -2 22
Steel T 156% -2 18
Pipe Lines WIMB 0% -2.16
Home Builders TOL B7% -2.13




