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Market Overview

(quantifiable Edges 1-day Risk/Reward Outlook (uantifiable Edges 3-day Risk/Reward Outlook
Bearish Bulish  Bgarish Bullsh

Signals Overview

Aggregator Aggressive VIX QE Buy Pwr Swing

Long 100% Long XIV Flat

Tonight’s Research Points

e When SPX closes down but breadth is strong, it has often led to gains over the
next few days.

e SPY’s moved up > 1% from open to close and still finished negative — a bullish
sign in the past.

e The Russell 2000 rising > 1% while SPX closes lower also suggests a short-term
upside edge.

Short-term Outlook
The Bottom Line

Evidence quickly turned higher based on Tuesday’s action. And with SPX relatively
oversold short-term, this appears to be a decent reward/risk scenario for adding new long
positions. I’ll be looking to do just that on Wednesday.
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Summary of Recent Active Studies (see Letters from listed dates for details)

Avg Avg Avg DrawDn
Study Date Description Time span |Bias Run-up [DrawDn |-1Std Dev
Active - Short Term
December 10, 2014 SPX Dn. RUT up 1%. 1 day Bullish
December 10, 2014 SPY rises > 1% open to close butdown |[1-2 days Bullish
December 10, 2014 SPX dn. Up Issue % > 55% 1-2 days Bullish
December 9, 2014 Poor breadth on drop from 50-high 1-2 days Bearish -1.40% 0.40% 1.00%
December 9, 2014 Big frop from 50-high 1-4 days Bullish 1.20% -0.80% -1.50%
Active - Long Term
December 9, 2014 Hindenburg Omens 1-35 days Bearish
December 5, 2014 10-high outside day w/ down close>20q1-11 days Bullish 2.00% -2.00% -4.20%
December 2, 2014 1st day under 10ma in over 25 days 1-20 days Bullish 4.74% -0.35% -0.65%
November 3, 2014 Best 6 Months 6 months Bullish
November 3, 2014 Quantitative Easing Ends int term Bearish
October 27, 2014 NASDAQleading SPX int term Bullish
July 22,2013 New High Divergence (Study of Tops) |int term Bearish
February 1, 2012 Golden Cross int term Bullish

The Evidence

The market opened weak but finished mixed on Tuesday. After a big gap down, SPX
closed down less than 1 point. The NASDAQ rose 0.5%, and the Russell 2000 gained
1.8%. Breadth was positive as the NYSE Up Issues % came in at 58% and the Up
Volume % was 57%. Total NYSE volume rose from Monday’s level.

There were several studies that triggered in the Quantifinder that again suggested SPY’s
big gap down and partial reversal could be a positive over the next few days. The study
below is one | last showed in the 10/17/14 subscriber letter. It examined times when SPY
rose over 1% from open to close but still finished down on the day and below its 10-day
moving average. All results are updated.

SPY closes = 1% above the open but still down on the day. Close < 10ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.

X | A LA Ay | ALA | Al Atae | At AL | s

D‘a‘_ul'S i Trades| Trades |Trades FEETE Trade Trade Trade Trade Ratio FOLFEERY)  TEEE
10| 54,325.05 18 13 5 7222 12,037.05| -2,588.38 -4,065.60 2.00 5200 301811
9| 60,576.58 18 16 2 88.89 10,793.37 | -1 67178 -2,053.71 2.35 1912 3,38537
8 626422 18 14 B 7778 1077435 -1,73895  -3,155.60 2.86 10,01 348012
7| 7012981 18 15 3 8333 1534878 | 183048 | -2 73778 3.07 1534 389609
6| 54,784.70 18 15 3 83.33 -1,820.28 0 -2,442580 257 12.86| 3,599.15
5| 47 711.08 20 14 8 T70.00 -283529| 6561424 1.72 402| 233555
4 42914.00 2 15 5 71.43 -2022.21 672518 2.01 5.03| 232024
3| 33,771.34 21 15 6 7143 188380 -535522 1.60 399 160816
| 2| 546B85.53 | 18 3 85.71 -1,379.14 | -2,251.30 237 1421 2603.12
1 41,182.84 21 16 5 76.19 -1,759.77 | -3,547.32 178 568 196114

The only instance that went more than 4 days before closing above the entry price was

9/17/2001. That was the day the market re-opened after the 9/11/2001 attacks.
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The numbers here all look fantastic. The inclination to bounce has been both reliable and
strong. Much of the gains have been realized in the first 2 days. Below is an equity
curve for the 2-day holding period.

SPY closes = 1% above the open but still down on the day. Close < 10ma.

Buy on close. Sell 2 days later. $100k/trade. 1993 - present.
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The profit curve looks as nice as the numbers, with a strong, steady upslope. | have
included this study on the Short-Term Active List.

Also notable was that the Up Issues % was unusually strong for a day that the SPX
declined. The study below was last seen just last week in the 7/1/14 Letter. It looks at
days like Tuesday where SPX declined despite strong breadth. Results are updated.
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SPX closes lower while NYSE Up Issues % closes = 55%. Close = 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 2000 - present.

X Al Net Al All: All: o Al Avg All: Max Al Avg Al Max Al

o ; ¥ S - ) . . All: Al A
Days | Pom o, oeS oo promane 'ikS | YimaS | Lren | Leons ML oractr Trse
5| 19251.07 63 37 26 5873 1,345.80 3616852| -117475| -4 012.80 1.15 1.63 305.57
4| 20,249.37 65 38 27 5846 128954 342900| -1,06493| -292128 1.21 1.70 311.53
3| 20,510.26 67 42 25| 6269 1,01455| 3,373.50 -824.03| -2,852.01 1.15 1.93 306.12
2| 1993364 68 45 22| G765 810.24| 13,025.12 -788.07| -3,119.03 1.03 215 293.14
1| 15,306.80 71 40 H 56.34 705.76| 2 434.00 -416.89 | -1,348.29 1.69 218 215.59

The edge isn’t huge, but it does appear to be worth a closer look. The profit curve below
gives a better idea of how it has played out over time.

SPX closes lower while NYSE Up Issues % closes = 55%. Close = 200ma.
Buy SPX on close. Sell 2 days later. $100kfrade. 2000 - present.
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While the curve certainly appears choppy, it has persisted upwards. | believe this study is
worth taking into consideration as well.
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Another study that appeared tonight looked at other times the Russell 2000 closed up over
1% while the SPX closed down. There appeared to be possible bullish consequences for the
following day, but not beyond that. Below are some stats assuming a 1-day holding period.

SPX closes down. RUT closes up at least 1%.
Buy SPX on close. Sell 1 day later. $100k/frade. 2000 - present.

radeStation Performance Summary Collapse %

All Trades

Total Net Profit $24,077.46  Profit Factor (5.5
Gross Profit %29,3958.60 Gross Loss (55,321.14)
Total Number of Trades 25 Percent Profitable 68.00%
Winning Trades 17 Losing Trades 8
Even Trades 0

#Avg. Trade Met Profit $963.10) Ratio Avg. Win:Avg. Loss ( 2.55:
Avg. Winning Trade $1,729.33  Avg. Losing Trade (3665.14)

Largest Winning Trade $11,558.43 Largest Losing Trade (32,722.05)

Stats here are very strong, but there was one big gain that skewed the curve. This can be seen
below.
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SPX closes down. RUT closes up at least 1%.
20000 Buy SPX on close. Sell 1 day later. $100k/trade. 2000 - present.
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If we take out that one gain the average trade is still over 0.5%, so while the edge is
exaggerated in the stats table, there does appear to be one.

| have updated the Aggregator chart below.
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With the new studies tonight the green Aggregator Line shot back above 0. Positive
readings mean net expectations from the Active List are for upside over the next few
days. Meanwhile, the black Differential Line held strongly above 0. The positive
Differential Line reading means the SPX is considered 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. Therefore the Aggregator signal turned long at the close.

Based on the current active studies, expectations are set to remain bullish on Wednesday.
Of course that could change if more bearish evidence emerges. The Differential Pivot
will be 2084.91 on Wednesday. This is 1.2% above Tuesday’s close. So for SPX to
move from “oversold” to “overbought” it is going to need to close up strongly on
Wednesday.

Tonight’s studies are fairly compelling for the long side. And with the SPX oversold
versus expectations, this appears to be an opportune time to look for potential long
opportunities. The numbered systems page has a several potential symbols to consider. |
plan to look for index exposure with SPY. 1 also like the strong contango in the VIX
term structure as well as the stretched VIX. So I’ll also be looking to take on some XIV.
Details are in the Trade ldeas section near the bottom of the letter.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 12/8 — somewhat bullish
The intermediate-term outlook was last updated in the 12/8 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

None

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI -0
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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.

SPY — buy % index position @ $206.00 LIMIT. If not filled by close, buy @ $206.46
LIMIT on close. Based on the short-term outlook, I will look to start scaling into a SPY
position if we get a decent sized intraday pullback or a down close for SPY.

X1V - buy % position @ $37.88 LIMIT. Steep contango, a stretched VIX, and a bullish
Aggregator are typically a strong combination for a possible XIV trade. This is what the
Aggressive VIX System looks to take advantage of. More info on these concepts can be
found on the VIX-based Research & Systems page. XIV trades can be extremely
volatile. Traders should take this into account when considering their position size. |
will begin to scale in to XIV if | can get filled at a price <= Tuesday’s close.

Current Open Trade Ideas
None
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