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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

December 13, 2013 Volume 6 Issue 241

Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook | Quantifiable Edges 3-day Risk/Reward Outlook
Bearish Bulish  Bearish Bulligh

Signals Overview

Aggregator Aggressive VIX QE Buy Pwr Swing

Long 100% Long XIV Long

Tonight’s Research Points

e A 20-day closing low in an uptrend often marks a decent buying area.

Short-term Outlook

The Bottom Line
Again the market is oversold with a fair amount of bullish evidence. I’m looking for a

bounce, and intend to add to my long position.
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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 - Short Term

December 13,2013 20-day low > 200ma 1-7 days Bullish 2.00%
December 12,2013 2 unfilled up gaps & 50-day high 1-4 days Bullish

December 9, 2013 Low vol bounce from oversold 1-5 days Bullish 1.90%
Active - Long Term

December 2, 2013 Nasdaq leading SPX int term Bullish

October 25, 2013 SPX > 50,2 Bollinger Band 1-50 days Bullish

October 21, 2013 70% Advancing Issues 3 Days In Row [1-75 days Bullish 10.60%
July 22,2013 New High Divergence (Study of Tops) |int term Bearish

April 29, 2013 6 months higher in a row 1-10 months|Bullish 14.30%
September 17, 2012 QE3 int term Bullish

February 1, 2012 Golden Cross int term Bullish

Dropped Tonight

December 10, 2013 2 unfilled up gaps & 50-day high 1-3 days Bullish

The Evidence

The market zig-zagged quite a bit on Thursday. It could not get any rally attempt going.
So in the end the major indices finished mostly negative. The SPX fell 0.4%, the
NASDAQ declined 0.1% and the Russell 2000 gained 0.2%. Breadth was negative as the
NYSE Up Issues % was 40% and the Up Volume % was also 40%. VVolume did not come
in as high as Wednesday.

There were a few studies that showed up related to 3-day pullbacks in the SPX. But this
pullback did not exhibit strong characteristics. Odds are often more appealing if the 3"
day is a washout, or if it is a relatively quiet pullback and the 3/10 offset HV comes in
very low. None of that happened today, so | ignored the 3-day pullback evidence.

One potential positive is that SPX closed at a new 20-day low for the 1% time since early
October. Intermediate-term lows during a long-term uptrend will often suggest an upside
edge. The study below was last seen in the 10/8/13 Letter. It looked at times the SPX
closed at a 20-day low, but still above the 200ma. I have updated the results table.
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SPX closes at a 20-day low. SPX = 200ma.
Buy on close Sell X days later. $100k/frade. 1991 - present.

X AENet | g Losng AL | Wnning | Wimng | Losng | Losig Winfoss, AL | AEAVS
Days Frofit Trades | Trades |Trades T Trade Trade Trade Trade Ratio Frofitfactor)  Trade

10| 6961065 90 59 Kyl 6556 239042 565518 -2304.01)-13,993:88 1.04 197 ¥73.45

9 7922415 91 61 30 §7.03 226494| 516764 -185458 -10,05836 1.15 234 870.60

] = 53 ] 68 30 6939 222158 5988272 -2213.74-14,08258 1.00 227

7| 9046582 100 71 28| 71.00| 203212 545472| -1,85567| -B,01876| 1.0 268

6| 77244.10| 102 &7 35| 6569 1097035 5.461.44| 156483 796632 126 2.41

5 7324324 109 65 22 5963 189542 480335 113544 511458 1.87 247

4 44 55330 118 70 48 5932 152833 488050 128771 3884028 1.18 172

3| 4256170 133 82 51 6165 126609 547110 -1,201.13| 568359 1.05 1.69

2| 4557318 155 84 &1 6065 110574 425829 -540.44 ) 432008 1.18 1.81

1) 1881441 215 123 86| 5953 750.30| S5117.46| 91135 682640 0.83 1.24

The stats since 1991 all appear to suggest an upside edge. The edge seems to persist for
between 1-2 weeks. Another thing | did in that letter was to examine results using a
reversion-based exit rather than a time-based exit. To do this | simply said that the trade
would be held until SPX closed above its 10ma. Results of this "system" are below.

SPX closes at a 20-day low. SPX = 200ma.
Buy on close. Sell close = 10ma. $100k/rade. 1991 - present.

radeStation Performance Summary Collapse %
All Trades

Total Met Profit $78,229.40 Profit Factor (é A7)
Gross Profit %$109,919.42 Gross Loss (531,690.02)
Total Number of Trades 91 Percent Profitable (EB.DZE
Winning Trades 71 Losing Trades 20
Even Trades 0

Avg. Trade Met Profit $859.66 2 Ratio Avg. Win:Avg. Loss 0.98
Avg. Winning Trade $1,548.16 Avg. Losing Trade (51,584.50)
Largest Winning Trade $4,277.94 Largest Losing Trade (57,630.40)

The winning percentage and profit factor are both impressive, and with the average trade
making nearly 0.9% this study appears worth further consideration. Below is an equity
curve showing how the edge has played out over time.
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SPX closes at a 20-day low. SPX = 200ma.

Buy on close. Sell close = 10ma. $100k/trade. 1991 - present.
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Trade Mumber

What | see here is a curve that suggests a strong, persistent edge over a long period of
time. The dip a while back occurred at the time of the US debt downgrade in the summer
of 2011. That losing instance cost 7.6% and was the largest loss of the entire period. But
as you can see the curve now appears to be back on track.

| have updated the Aggregator chart below.
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#+ TradeStation Chart Analysis - $SPX.X Daily [CBOE] 58P 500 Index
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With tonight’s bullish study the green Aggregator Line again moved a little further above
0. Positive readings mean net expectations from the Active List are for upside over the
next few days. Meanwhile the black Differential Line is now very high compared to
recent readings. The positive Differential Line reading means the SPX is heavily
oversold versus recent expectations. So expectations are positive and the SPX is strongly
oversold. This is considered a bullish configuration. Bullish configurations are visible on
the chart whenever both lines close above 0. This caused the Aggregator signal to remain
long.

With the current active studies, expectations are set to remain bullish on Friday. This
could change if new bearish evidence emerges. The Differential Pivot will be 1808.92 on
Friday. That is a whopping 1.9% above Thursday’s close. It’s highly unlikely the SPX
achieves that in one day. It will probably take a multi-day bounce or consolidation to
work off the oversold condition.

Evidence is building for the bulls and the market is extremely oversold. Perhaps some of
the selling is due to anxiety ahead of next week’s Fed meeting. And so perhaps a strong
bounce may not come until that is out of the way. | certainly want to be long, but my
pace of scaling in is where I’m doing a little head scratching. Strong seasonality is about
to kick in. (More on that this weekend.) Oversold going into a strong seasonal period is
very often a good setup. So | want to be longer than | am now. Therefore, if | can get a
decent entry tomorrow then I intend to take it for one more lot.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 12/9 — bullish
The intermediate-term outlook was last updated in the 12/9 Letter.

Catapult and Capitulative Breadth Statistics

Catapult & CBI Presentation Link

Open Catapult Triggers

ABT 1/3 @ $36.92 (buy 1/3 at limit) (not filled — cancel for now)
APC — @ $85.26 (bought 1/3 size position)

APC — @ $83.59 (bought 1/3 size position)

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI — 3(ABT, APC-2)

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.

SPY — buy % index position @ $178.00 limit. Based on the short-term outlook above, |
am looking to take on a little more exposure here.
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Current Open Trade ldeas

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

APC(1/3) | 12/11/2013]  $85.26 $83.67 -1.86% Catapult
APC(1/3) | 12/12/2013]  $83.74 $83.67 -0.08% Catapult
SPY(1/4) 12/12/2013|  $178.62 $178.13 -0.27% Aggregator

APC was dealt a blow after hours when a lawsuit settled against them. It is down a large
amount. Traders may decide how they prefer handle these kind of situations. There is no
“right” answer. | will ride the trade until the exit triggers. This will likely be a sizable
loss either way. It is a risk with Catapults (and all stock trades) that one smacks you
every once in a while. (And stops do not help in situations like this where big drops
occur outside of market hours.) There were a few Catapults that had horrible news in
2008, but this is the 1% one | can remember since then. Anyway, it is just one trade. And
though the result will almost certainly be disappointing, it is not going to break me, nor
will it change my approach to Catapults. They have done too well for too long for me to
get very worked up about this.
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