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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

February 4, 2014 Volume 7 Issue 23

Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook Quantifiable Edges 3-day Risk/Reward Outlook
Bearish Bullsh  Bearish Bullsh

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing

Long 75% Long XIV Long

Tonight’s Research Points

e Strong drops to new lows in uptrends typically suggest an upside edge —
especially when they occur on a Monday.

e When the VIX has hit 100-day highs without the SPX making 100-day lows, that
has often led to a market rally.

Short-term Outlook

The Bottom Line
A big down day Monday further strengthened the case for a bounce. | am long and

looking to get longer.
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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

February 4, 2014 Strong drop to int-low. Close > 200 1-5 days Bullish

February 4, 2014 VIX100-high. SPX > 100-low 1-7 days Bullish

February 3, 2014 End of Month < 10ma and > 200ma 1-5 days Bullish 2.20%
February 3, 2014 Gap dn 1% partial reverse < 10ma 1-2 days Bullish

January 31,2014 20-low then sideways chop 1-5 days Bullish

January 30, 2014 20-low on a Fed Day 1-5 days Bullish 2.10%
Active - Long Term

January 27, 2014 2 unfilled dn gaps & 5-low > 200 1-10 days Bullish

December 23, 2014 QE Tapering int term Neutral

December 18, 2013 4 Hindenburg Triggers 1-35days [Bearish -7.00%
December 2, 2013 Nasdaq leading SPX int term 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

February 1, 2012 Golden Cross int term Bullish

Dropped Tonight

January 27,2014 Friday down 1.5x 20-day ATR 1-6 days Bullish

January 27,2014 2 unfilled gaps dn > 200ma 1-6 days Bullish

The Evidence

The market had a bit of a meltdown on Monday. The SPX fell 2.3%, the Nasdaq dropped
2.6% and the Russell 2000 finished down 3.2%. Breadth was extremely negative as the
NYSE Up Issues % came in at 15% and the Up Volume % was 5%. Total NYSE volume
rose to the highest level in over a week.

Strong selloffs to low levels during long-term uptrends often generate favorable buying
opportunities. There were a number of studies in the Quantifinder tonight that
exemplified this concept. This first one was last seen in the 4/16/13 Letter.

SPY drops more than 2%, closes at a 10-day low, and = 200ma. Close is in the bottom 10% of the
daily range. Buy on close. Sell X days later. $100k/trade. 1993 - present.
X L TJ:tIL Wij:ll':.ing Luzlilﬁg : ;rl:hﬁi‘;g ?nrl:ﬁ:‘;; TL;:E T_llishi‘nzx wmﬁﬂhss - GLEATE

D‘a}"S Profit Trades | Trades |Trades e Trade Trade Trade Trade Ratio ProfitFactor|  Trade
10| 23,742.07 2 12 9 5714 443283 928224 3338590 1400715 1.34 179 1
9 a7 . 23 16 7 6957 375674 758577 -3,285.17 -10,036.80 1.14 281 1
8| 35,34 23 17 6| 7391 382652 7.85826| 495017 |-14,03010| 077 218 1
7| 38, 2 23 18 5 7826 333833 832413 407621 804780 0.82 285 17
6 35, 24 17 7| 7083 302679 7.87302| -2319.48| 7910410 130 317 1.4
5 34 24 16 ] 6667 2821.05 823574 138935 -338885 2.06 412 142423
4| 25, 24 18 6| 7500 217826 558102 -2083.85 -3,90915| 105 314 1,112.73
3 28 7 24 16 2 8667 231891 5, 117.85| 104008 -214514 223 446 11999
2| 2692750 24 18 6| 7500 1767.08| 5477.83| -B1334| -1,29050| 217 652 112198
1| 20,260.49 24 19 5 7| 118739 5764.33 -450.00 -916.56 258 981 24415
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The 1-2 days results here are especially intriguing. Below is a profit curve for a 1-day
holding period.

SPY drops more than 2%, closes at a 10-day low, and = 200ma. Close is in the bottom 10% of the

daily range. Buy on close. Sell 1 day later. $100k/trade. 1993 - present.
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The curve has flattened out some as of late but is still pointing higher.

In 8/16/13 letter |1 showed a study that examined large losses that closed at intermediate-
term lows. | have updated that study below.
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SPX closes at a 20-day low. Close = 200ma. Today's loss is the largest in 10-days.
Buy on close. Sell X days later. $100k/trade 1991 - present.
X L T’:tl:.il w;::'ing Lnililﬁg e uA\rl:ﬁ’:;g ?nrl:ﬁ:‘i:: TL::; ﬂs"i‘na: WinAﬂﬂJ&s - LR
Days Frofit Trades | Trades |Trades o Trade Trade Trade Trade Ratio ProfitFactor|  Trade
10| 5568044, 61 41| 20| 6721 2,56062| 5953.20| -243370(-13993.38 1.06 216 929.19
8| 70,380.07 62 46| 16| T418| 226258 S5761.56| -2,107.41(-10059.36| 1.07 3.08) 1,134.84
8 ©5,958.93 &3 44| 19| 60.34| 244339 6,950.84| -2188.01 -1409288 112 259[ 1,046.97
7| 81,028.20) 64 49 15| T76.56| 2,248.83| 7,500.06| -194422| B01B76| 1.6 3.78| 1,266.08
6| 7107163 66 43| 18 7273 221021| 727206  -194547| 796632 114 3.03| 1,076.84
5 6699293 66 41| 25 6212| 2,270.50| 7,070.28| -1,04380| -338580| 218 357 1,015.04
4| 4501937 68 44| 24| 6471 1,769.53| 473113| -132666| 386384 133 245 67676
3| 3766683 6B 45| 23| 66.18| 1,440.35| 4277.94| -1,18042| 533120 122 239 55392
2| 3938260 &9 46| 23| 6667 128853 480966 -86435| 386325 149 298 57091
1| 15578.03 T 46| 25 6479 71053 511746 68434| 216204 1.04 191 219.41

Results here are quite bullish. Some subscribers may recognize the setup as system
110524. Results below are also updated and they utilize the system exit strategy rather
than a simple day count.

SPX closes at a 20-day low. Close = 200ma. Today's loss is the largest in 10-days.
Buy on close. Sell on close > 10ma. $100k/trade. 1991 - present.
radeStation Performance Summary Collapse %

All Trades

Total Net Profit $72,076.39  Profit Factor .72
Gross Profit %01,456.67 Gross Loss (519,380.28)
Total Number of Trades 63 Percent Profitable
Winning Trades 51 Losing Trades 12
Even Trades 0

Avg. Trade Met Profit Ratio Avg. Win:Avg. Loss 1.11
Avg. Winning Trade $1,793.27 Avg. Losing Trade (51,615.02)
Largest Winning Trade $7,070.28 Largest Losing Trade (57,630.40)

As you can see, waiting for a reversion to exit has often been a good way to go. You’ll
note the largest losing trade is a big one. It triggered shortly before the US debt
downgrade in 2011. Below is a profit curve where it can be seen.
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SPX closes at a 20-day low. Close = 200ma. Today's loss is the largest in 10-days.

Buy on close. Sell on close = 10ma. $100k/trade. 1991 - present.
80000

Foooo

80000

50000

40000

Equity($)

30000

20000

10000

Trade Number

The drop was large but it was made up for fairly quickly and the upward slope appears to
be back in place.

There were a few Turnaround Tuesday studies in the Quantifinder as well. Rather than
go over one of them I thought it would be interesting to show how the above study would
have performed with an added filter of requiring it also be Monday. To get a good sized
number of instances | took this study all the way back to 1970.

SPX closes at a 20-day low. Close = 200ma. Today's loss is the largest in 10-days. It is Monday.
Buy on close. Sell X days later. $100k/trade. 1970 - present.

X Al Net All: All: All: All % Al Avg Al Max All: Avg All: Max All:

s . ; . o . ) . All: All: A
Days | POR o s oo rotabe o0 | Vo | Loshd | Loses Menostontracr Trage
5| 34 67581 20 17 3| 8500 215828 707028 57163 73206 3 1821 173379
4| 2893011 20 20 0| 100.00 144851 4§830.50 0.00 0.00| 100.00 100,00 1 445851
3| 2225081 20 16 4 80.00, 1,508.70| 394055 47208 -897.60 320 1278 111254
2| 1822250 20 16 4 20.00| 1,281.42| 4820965 -570.05 -025.32 225 2.99 911.13
1| 790279 20 13 7 65.00 B3 60| 511746 47503 | -2264.50 1.82 338 395.14
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Every time this has occurred since 1970 we have seen SPX close higher 4 days later.

You can’t get more compelling numbers than that. Below are profit curves looking at 4-
day and 5-day exit strategies.

SPX closes at a 20-day low. Close = 200ma. Today's loss is the largest in 10-days. It is Monday.

Buy on close. Sell 4 days later. $100k/trade. 1970 - present.
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SPX closes at a 20-day low. Close = 200ma. Today's loss is the largest in 10-days. It is Monday.

40000 Buy on close. Sell 5 days later. $100kitrade. 1970 - present.

3o0004-- - - S~ L . . L . L D L Lol Lol Y L L

200001 - - L L L Lo L Lo L Lo L Lol Lol / ..... L L L

10000+ - - D e , ..... NP PR NP e e /, ..... , ..... , ..... ..... , ..... .....

Equity(F)

-10000

Trade Number

Nothing here makes me think any less of the numbers.

The VIX also provided some notable action today. The VIX is often referred to as the
fear index. When VIX levels are relatively high, that often suggests fear and uncertainty
among market participants. Relative highs can be measured a number of ways. Often |
will show VIX levels compared to short-term moving averages. But an interesting study
tonight looked at 100-day VIX highs that occurred when the SPX was not making 100-
day lows. In other words, relatively extreme fear in a market that is not making long-
term lows. The study was last seen in the 12/27/12 Subscriber Letter. | have updated it
below.
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WVIX closes at a 100-day high. SPX does not close at a 100-day low.
Buy SPX on close. Sell X days later. $100k/trade. 1991 - present
X ELE TJ:'EILI Wi’::'ing Lnililﬁg et m'n’:ﬁ ?nl!:ﬁ:‘i:; TLL;:E T;s"i‘n? WinAﬂE}ss n )
Da‘fS . Trades | Trades Trades s Trade Trade Trade Trade Ratio AL
15| 81,198.50 41 3z 9 7805 3395068| 1348365 -3,049.25 -1199224 1.11 396 153045
14| 76.46072] 4 3z 9 7805 334020 1264494 341262 1149824 098 349 186490
13| 72,088.52 41 31 10 75.61 3,533.79 1524380 -3 743.09 | -16254.18 0.94 292 175772
12| 7010550 42 30 12 7143 370589| 1365644 | -3 422611395056 1.08 27 1,669.18
11| 5992577 42 28| 14 BBA7| 352055 1223877 -2,77869 -1104886 127 254 142830
10 5727911 44 28 16 6364 3341.45| 13,81580| -226760| -T753272 1.47 258 1,301.80
9 6302598 44 33| 11| 7500 277814 1148680| -259879| 872763 107 320 1,432.41
3| 6064377 AT 33 14 7021 2 78935| 1138235 -224319| 915420 1.24 293 129029
7| 6758882 48 34| 14| 7083 257233 1070680| 141931 730457 181 440 140810
6| 5367454 50 38 12 76.00| 235117| 1008280 -255573 971278 0.92 291 1173.50
5 5519143 51 33| 18 6471 262738 915720| 175067 -11,53334| 150 275 108218
4| 5225031 55 38 17 6309 230.37 881078 -207068| -9825.00 1.11 243 550.01
3 4683374 58 43| 15| 7414 172963 843234 -183285 595604 094 271 20834
2| 4937579 54 41 23 6406 1,781.43 5,045.00 -993.17 | -5441.80 1.77 3.186 771.50
1| 4394758 a2 51 30 6220 146550 511746 -102643| -582981 1.43 243 53585

The stats seem to suggest a bullish edge that persists for at least three weeks. Much of
that edge is realized over the first 1-7 days. Below is a profit curve showing a 7-day
holding strategy.
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VIX closes at a 100-day high. SPX does not close at a 100-day low.
Buy SPX on close. Sell 7 days later. $100k/trade. 1991 - present
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The curve is a little choppy, but the upside persistence here is impressive and it is
continuing to hot new highs. This study also seems to be worth taking into consideration.

| have updated the Aggregator chart below.
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The mix of studies tonight left the green Aggregator Line again above 0. Positive
readings mean net expectations from the Active List are for upside over the next few
days. We also saw the black Differential Line close strongly above 0. The positive
Differential Line reading means the SPX is oversold versus recent expectations. So
expectations are positive and the SPX is 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.

Based on the current open studies, expectations are slated to remain positive on Tuesday.
The Differential Pivot will be 1804.05 on Tuesday. That is a whopping 3.6% above
Wednesday’s close. The chances of that happening are extremely remote. So it will
likely take a multi-day rally or consolidation to work off the oversold condition

There were also 3 new Catapults that triggered. The total CBI is still just 4, but it is at a
point where continued selling could see it spike quickly. Overall, I like this market quite
a bit. | considered adding a 3" lot of SPY using a limit order in the morning. But since
I’ll be looking for fills on 3 Catapults, I decided to add the index lot at the close if SPX
again struggles. Details are in the Trade Ideas section down below.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 2/3 — neutral

The intermediate-term outlook was last updated in the 2/3 Letter. It can be found in the
most recent weekly letter on the website.
http://quantifiableedges.com/current-weekly-letter/

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

COF - 1/3 @ $69.95(bought @ limit)

New

FCX—-1/3 @ $31.08 (buy @ limit)

COP - 1/3 @ $63.86 (buy @ limit)

NWSA - 1/3 @ $15.52 (buy @ limit)

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI — 4(COF, FCX, COP, NWSA)
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Additional New Trade Ideas

A full listing of system triggers can be found at the numbered systems 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.

FCX —buy 1/3 Catapult position @ $31.08 LIMIT. This is a catapult system trigger.
More about the Catapult System and CBI can be found in the recently updated Catapult
& CBI presentation on the Videos page or on the Catapult System page.

COP — buy 1/3 Catapult position @ $63.86 LIMIT. This is a catapult system trigger
from the Catapult & CBI section above.

NWSA — buy 1/3 Catapult position @ $15.52 LIMIT. This is a catapult system trigger
from the Catapult & CBI section above.

SPY - buy % index position @ $174.00 LIMIT ON CLOSE if any one of FCX, COP,
or NWSA also close down on the day. I’ll take on a 3" lot of SPY if it closes down a

bit and it appears the CBI will reach at least 5. A down day by any of the above should
achieve that.

Current Open Trade Ideas

Symbol Entry Date |Entry Price|Current Price [% Gain/Loss |Stop Notes
SPY(1/4) 1/27/2014] $178.89 $174.15 -2.65% Aggregator
SPY(1/4) 1/27/2014|  $178.01 $174.15 -2.17% Aggregator
COF(1/3) 1/28/2014 $69.95 $68.56 -1.99% Catapult
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