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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

March 12, 2015 Volume 8 Issue 48

Market Overview

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

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing
Long 100% Long XIV Flat

Tonight’s Research Points

e 2 days of poor closes at 5-day lows during a long-term uptrend has always been
followed by a bounce with SPY.

Short-term Outlook

The Bottom Line
The Aggregator is suggesting a bullish edge. Reward/risk still looks good and evidence

keeps mounting. | like the long side.
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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
March 12, 2015 5 low & bottom of daily range 2x 1-5 days Bullish 2.10% -0.70% -1.70%
March 11, 2015 Unfilleed gap up then unfilled gap down [1-2 days Bearish
March 11, 2015 System 110524 1-7 days Bullish
March 10, 2015 Bounce frm 10-low < 10ma > 200ma 1-4 days Bullish 1.90% -1.20% -2.20%
March 9, 2015 Big Friday drop 1-6 days Bullish 2.60% -1.70% -3.70%
Active - Long Term
January 26, 2015 NASDAQ]leading SPX int term Bullish
November 3, 2014 Best 6 Months 6 months Bullish
November 3, 2014 Quantitative Easing Ends int term Bearish
July 22, 2013 New High Divergence (Study of Tops) |int term Bearish
February 1, 2012 Golden Cross int term Bullish
Dropped Tonight
March 11, 2015 TICK 100-day low. SPX 5-day low 1 day Bullish
March 5, 2015 50-high to 8-lowin 2 days 1-5 days Bullish

The Evidence

The market was pretty quiet on Wednesday, with the indices closing mixed. The SPX
and NASDAQ each lost 0.2%, while the Russell 2000 gained 0.6%. Breadth was positive
as the NYSE Up Issues % came in at 54% and the Up Volume % was 58%. Total NYSE
volume sank from Tuesday’s level.

There was a study in the Quantifinder that looked at times when SPX closed at a short-
term low and in the bottom part of its daily range. It was actually the 2" day in a row
that SPX and SPY would have qualified. So I decided to look at other instances where
SPY did this 2 days in a row, going back to its inception in 1993. Results of this test are
below.

SPY closes at a 5-day low and in the bottom 10% of its daily range. It also did this yesterday.
Close= 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.
. Al All: Al . All: Avg All: Max Al Avg All: Max All: . .
X ﬁ;u:_:t Total |Winning [Losing Pr’:l‘lfl'.rt:irle Winning Winning Los=ing Losing  |Win/Loss PrnfﬂAIJgdnr ﬁ.kll.lé:;‘;g
Da}"S Trades |Trades Trades Trade Trade Trade Trade Ratio
10 i 14 3] 8235 238063| 465975 -1501.31| -2333.25 159 7.40
9 17 14 3 82.35| 204385 408527 134711 -2534.55 1.52 7.10
& 17 13 B 76.47| 2 349.38| 4,801.50 -903.01 ) -1,452.34 2.50 8.45
7 17 13 B 76.47| 205581 3,830.53 -326.65 | -1,484.58 2.45 8.08
] 17 13 < 76.47| 1,753.88| 3,509.00 -588.45 | -1,968.09 2.56 8.33
5 i 14 5] 82.35| 188669 304150 -1261.11| -1927.23 1.50 6.98
4 17 14 3 82.35| 1,746.34 2684.00 -1268.12) -3187.08 1.38 6.43
3 17 12 B 70.58| 131050 3,130.00 -583.25 -945.55 2.25 6.74
2 ! 17 15 2 88.24 84773 2,181.00 -304.08 -544.80 312 23.38
1) 1272816 18 15 e 78.95 2021 1,717.10 -453.74 -355.68 1.99 7.44
All 19 instances closed above the entry price on
either the 1st or 2nd day following the trigger.
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The consistency with which SPY has risen over the next few days is very impressive, and

some of the numbers highlighted above appear very strong. Below is a profit curve that
assumes a 5-day holding period.

SPY closes at a 5-day low and in the bottom 10% of its daily range. It also did this yesterday.

Close= 200ma. Buy on close. Sell 5 days later. $100k/rade. 1993 - present.
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Trade Number

The strong, steady upslope is impressive and acts as confirmation of the bullish edge.
Also notable is that the Avg Run-up has been 3x the size of the Avg Drawdown. This
study certainly seems worthy of consideration, and | have added it to the Active List.

| have updated the Aggregator chart below.
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With tonight’s study factored in the green Aggregator Line held firmly 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 still far above 0. The positive
Differential Line reading means the SPX is 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. Therefore the Aggregator signal remained long at the close.

Based on the current active studies expectations are set to remain positive on Thursday.
It is very unlikely that we’d see enough bearish evidence emerge to change this. The
Differential Pivot will be 2090.79 on Thursday. That is 2.5% above Wednesday’s close.
So for SPX to change from oversold to overbought versus recent expectations it is going
to need to close up at least 2.5% on Thursday. That is highly unlikely. A more likely
scenario for working off the oversold condition would be a multi-day rally or
consolidation.

Bullish evidence continues to mount. The market is strongly oversold. It is due for a
bounce and has plenty of room to the upside before it would no longer be oversold. |
continue to like the bullish case here. | have some long exposure already and will
consider adding to it if SPY closes down much on Thursday. Details are in the Trade
Ideas section down below.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 3/9 — somewhat bullish

The intermediate-term outlook was last updated in the 3/9 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

MO — 1/3 at $53.37 (not filled)

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI — 1(MO)

Additional New Trade ldeas

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 at $203.00 LIMIT ON CLOSE. This would be the 3" of
possibly 4 lots. Based on the short-term outlook, I would like to add more index
exposure if SPY suffers a decent amount of selling again on Thursday.

Current Open Trade Ideas

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

SPY(1/4) 3/6/2015] $209.42 $204.50 -2.35% Aggregator
XIV(1/2) 3/9/2015 $32.25 $30.73 -4.71% Aggressive VIX
SPY(1/4) 3/11/2015]  $204.98 $204.50 -0.23% Aggregator
MO(1/3) 3/11/2015 $53.20 $52.22 -1.84% Catapult
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