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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

February 5, 2014 Volume 7 Issue 24

Market Overview

(uantifiable Edges 1-day Risk/Reward Outlook (uantifiable Edges 3-day Risk/Reward Outlook
Bearish Bulish  Bearish Bullish

Signals Overview

Aggregator Aggressive VIX QE Buy Pwr Swing

Long 75% Long XIV Long

Tonight’s Research Points

e Tuesday’s bounce was right in the “sweet spot” based on past rebounds.

Short-term Outlook
The Bottom Line

Evidence continues to point higher and the market is still substantially oversold. | am
long and | may take on more exposure via some Catapult System trades on Wednesday.
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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 5, 2014 Sweet Spot bounce 1-5 days Bullish 2.90%
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%
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

February 3, 2014 Gap dn 1% partial reverse < 10ma 1-2 days Bullish

The Evidence

The market bounced on Tuesday and got back a portion of Monday’s losses. The SPX
finished up 0.8%, the Nasdaq rose 0.9% and the Russell 2000 rallied 0.8%. Breadth was
positive as the NYSE Up Issues % came in at 68% and the Up Volume % was 74%. Total
NYSE volume came in quite a bit lower than during Monday’s selloff.

One positive identified by the Quantifinder was that the bounce was the “right size”.
After a sizable drop, if the market puts in a very weak bounce that makes up for less than
Y4 of the previous day’s large loss, then that is often a bad sign. Stronger initial bounces
tend to fare much better. In the 3/14/11 and 3/18/11 Subscriber Letters | broke down the
following days’ performance based on the relative size of the day one bounce. Let’s
review those findings.

This first table below shows results for very weak bounces. It has been updated.
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SPXfalls at least 1.75% yesterday. Today it rises but makes up less than 25% of yesterday's loss.
Close = 200ma. Buy on close. Sell X days later. $100kitrade. 1988 - present.
X ELE TJ:'EILI Wi’::'ing Lnililﬁg — m'n’:ﬁ *?nrl:ﬁ :‘i:; TLL;:E T;shi‘n? WinAﬂE}ss n )
Days Profi Trades | Trades |Trades s Trade Trade Trade Trade Ratio ProfiFacior  Trade
10| -5525.86 27 12 15 4444 289115 630950 -2631.30 -5242.50 1.08 0.28 -204.85
9 806587 29 14 15 4828 226574 480700 -2B5243 4452685 0.85 0.80 -278.14
8| -7,500.80 30 14| 18| 4867 213038| 466422| -233290| 516606 0.91 0.80| -250.03
7 514833 30 14 16 4667 226772 528485 -235358 600213 0.96 0.84 -204.58
6| -13,906.50 30 13| 17| 4333| 173855| 476235| -214751| -547347| 081 062 46355
5 -16683.31 30 12 18 40,00 1,558.07) 478500 -1968423 -55068.23 079 0.53 -558.11
4 -20233.98 30 11| 18| 3667 161756 2,587.95| -2,00169  -428475  0.81 0.47| -6T4.63
3| -24,733.32 30 9 2 30.00 146254 393579 -130458| -563545 0.81 0.35 524,44
21507419 & 13 18 41.94 66239 279455 -1538.07 384410 0.43 0.3 -515.30
1| -14,655.71 31 11| 20| 3548 58750 1868.20| -1,05591| -230295| 056 0.31| 47276

As you can see these weak bounces don’t often get very far before a new leg down
ensues.

This next table examines very strong bounces after big drops. Numbers here have not
changed since 2011.

SPX falls at least 1.75% yesterday. Today it makes up more than 75% of yesterday's loss.
Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1988 - present.
_ Crng _ . . All Avg Al Avg Al . 5
DK Al Net Profit J?ll'Ila.il:-ll:rtm:I All'i':';:;lf:lsing Jﬂl'lll'.rls_ul:llﬁl'f::.: ’ Pril:lr-tauﬁle Winning Losing Win/Loss Prufjr?l-'”:-idur J“_ll|_||-_;j‘-;9
ays Trade Trade Ratio
10 10,0685.10 11 [ 5 5455| 269545 -122152 2M 265 915.01
9 18,347.76 12 T 5 53.33 322239 -841.79 333 536 1,528.98
3 13,458.35 12 a 4 6667 271776 -207054 1.3 262 1,121.53
T 20,267 .80 13 T [ 53.85 3881.73| -1,150.72 3.37 3.54 1,559.06
[ 21,024.09 13 9 4 6923 3,062.40| -1634.39 187 422 161724
5 20,983.30 13 9 4 69.23| 268685 -799 58 336 756 1,614.10
4 15,131.28 13 & 5 6154 269696 -1283.48 209 3.35 1,163.94
3 11,326.45 13 T [ 5385 238377 -510.83 263 3.07 8r1.27
2 8,507.74 13 & 5 §1.54 187231 -1,284.15 1.45 Py | 854 44
1 983528 13 [ T 4615 147327 112087 1.31 113 7643
12 of 13 instances closed above the entry price at some
point in the next week. All of them did so within 6 days.

Instances are a bit low here but the results are a sharp contrast to the results from the
“weak-bounce” test.
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Previous findings revealed the real sweet spot for the day 1 bounce is right between these
two. That is where we fell on Tuesday and that study | updated below. Though rather
than just go back to 1988 as those others did, | went all the way back to 1961.

SPX falls at least 1.75% yesterday. Today it makes up between 25% and 75% of yesterday's loss.
Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1961 - present.

X Al Net All: _AII:_ AI_I: Al % AI!: A_'.rg AI!: M_ax All: ﬁfwg All: I'|'Ia.x _AII: Al All Avg
Total |Winning |Losing Winning Winning Losing Losing |WinfLoss
Da';s PR Trades | Trades Trades FILETE Trade Trade Trade Trade Ratio ProfitFactor)  Trade
| 5| 68,139.39 35 33 2 9429 2186.68 539671 -2,01049| -2 11567 1.09 17.95| 1,945.84
4| 5351224 36 30 6 8333 197542 498922 958 41| -2322.56 2.06 10.31| 148545
3| 48,700.08 35 32 4 28.89 1,704.25 387652 -1455.02) -3,802.40 147 934 135278
2| 3211399 36 24 12 6667 181755 4,001.40 95893 -2135.90 1.80 379 892.06
1| 25,154.59 35 25 10 7222 122052 293771 -557.80 -1,576.20 2.19 5.69 T26.52

35 of 36 instances (97%) closed above the entry price at some
point in the next week. The lone failure triggered on 3/11/11.

Study results don’t often get more lopsided than this. Implications over the next week
appear to be strongly bullish. Below is a profit curve for a 5-day holding period.

SPX falls at least 1.75% yesterday. Today it makes up between 25% and 75% of yesterday's loss.
Close = 200ma. Buy on close. Sell 5 days later. $100k/trade. 1961 - present.
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Both the curve and the stats are impressive. The Avg Winning Trade is larger than the
LARGEST losing trade. And the with the average run-up over 3x the size of the average
drawdown, risk/reward undoubtedly has favored the bulls. This study has been added to
the Active List tonight.

| have updated the Aggregator chart below.
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The bullish study tonight kept the green Aggregator Line squarely 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
Wednesday. The Differential Pivot will be 1792.22 on Wednesday. That is a whopping
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2.1% above Tuesday’s close. The chances of that happening are pretty low. So it will
still likely take a multi-day rally or consolidation to work off the oversold condition

We saw some strong evidence last night that a bounce was likely. That bounce arrived
on Tuesday, and based on what we are seeing tonight, it seems to be bouncing in a way
that it is more likely to continue up over the short-term than to roll over. | have some
long index exposure and some Catapults. | am not looking to add more index exposure
on Wednesday. But I will look to add some more exposure via Catapults. As you’ll see
below, the CBI now stands at 7. If the market has a bad day on Wednesday then it could
certainly reach 10. Levels of 10 or higher have been quite reliable in predicting a short-
term bottom in the next 1-3 days.

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)
FCX-1/3 @ $31.08 (buy @ limit)

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

NWSA — 1/3 @ $15.52 (buy @ limit)

New

FCX—1/3 @ $30.94 (buy @ limit) — 2" lot
COP — 1/3 @ $63.71 (buy @ limit) — 2" lot
NWSA — 1/3 @ $15.52 (buy @ limit) — 2" lot

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI — 7/4(COF, FCX-2, COP-2, NWSA-2)
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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 @ $30.94 LIMIT. This is a catapult system trigger
and a2nd lot for FCX. 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 @ $63.71 LIMIT. This is a catapult system trigger
from the Catapult & CBI section above. This will be the 2" lot for COP.

NWSA — buy 1/3 Catapult position @ $15.52 LIMIT. This is a catapult system trigger
from the Catapult & CBI section above. This will be the 2™ ot for NWSA.

Current Open Trade Ideas

Symbol Entry Date |Entry Price|Current Price |[% Gain/Loss |Stop Notes
SPY(1/4) 1/27/2014] $178.89 $175.38 -1.96% Aggregator
SPY(1/4) 1/27/2014| $178.01 $175.38 -1.48% Aggregator
COF(1/3) 1/28/2014 $69.95 $68.72 -1.76% Catapult
FCX(1/3) 2/4/2014 $31.08 $30.94 -0.45% Catapult
NWSA(1/3) 2/4/2014 $15.52 $15.52 0.00% Catapult
COP(1/3) 2/4/2014 $63.86 $63.71 -0.23% Catapult
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