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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

May 14, 2015 Volume 8 Issue 92

Market Overview

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

Signals Overview

Aggregator Aggressive VIX QE Buy Pwr Swing

Long 100% Long XIV Flat

Tonight’s Research Points

o 3-day pullbacks often suggest an upside edge, but this one is not as appealing as
most.

Short-term Outlook
The Bottom Line
The market is now oversold versus expectations. Upside evidence is positive but weak,

and | am not terribly bullish.
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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
May 6, 2015 1% drop on 2:1 negative breadth > 200 [1-9 days Bullish 3.00% -2.50% -5.40%
Active - Long Term
May 1, 2015 2 unfilled gaps down > 200. 5-day low |1-10 days Bullish 2.50% -1.70% -3.40%
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

The Evidence

Wednesday was a mixed day for the market. The SPX and Russell 2000 each lost less
than 0.1% while the NASDAQ rose 0.1%. Breadth was slightly positive as the NYSE Up
Issues % came in at 52% and the Up Volume % was also 52%. Total NYSE volume rose
a little from Tuesday’s level.

Most notable is that the SPX closed down for the 3™ day in a row. Not all 3-day
pullbacks are created equal. There were some plusses and some minuses with this one.
On the plus side, the Quantifiable Edges 3/10 Offset HV is now extremely low.
Relatively quiet trading like this has often been a positive for pullbacks. The study below
is from the 11/21/13 Letter and it looks at other such instances.

SPX closes down for exactly 3rd day in a row and HV Offset 3/10 indicator is < 0.25.
Buy on close. Sell X days later. $100k/trade. 2000 - present.

; ; : ) ; Avg : Max : Avg ; Max ; ) )
All All All Al All: A All: W Al A All: M All Al Al A
X All: Net Profit | Total |Winning|Losing Prl:lﬁtable Winning Winning Losing Losing |Win/Loss Prl:lfrtFﬁctur Tfﬂdeg
Days Trades | Trades |Trades Trade Trade Trade Trade Ratio
5 23,332.23 35 21 14| 60.00) 242695 823480( -1973.83| -7,032.55 1.23 1.84 566.64
4 19,199.95 35 21 14 50.00 2,144.83 881076 -1,84582| -7 14544 1.16 1.74 548.57
3 24,629.90 35 19 16| 5429 216661 8432.34( -1,033.49| -3,021.92 2.10 2.49 703.71
2 21,41317 35 2 13| 6286 163453 501823( -1,119.06| -5271.36 1.46 2.47 611.80
1 B8,826.93 35 22 13| 62.85 94345 297143 9783 -4.8680.72 1.03 1.74 252.20
. 0 .
31 of 35 instances (89%) closed above the entry price

at some point in the next week.

As you can see, there appears to be a decent upside edge over at least the first 2-3 days.

But other studies in the Quantifinder indicated that 3-day pullbacks do not do nearly as
well when they are not coming off a 20-day high. So I took the study above and broke it
down to see instances that were coming off a 20-day high versus instances that were not.
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(The current pullback is NOT coming off a 20-day high.) So let’s first look at times like
now where there was NOT a prior 20-day high.

SPX closes down for exactly 3rd day in a row and HY Offset 3/10 indicator is < 0.25. The pullback did
NOT originate from a 20-day high. Buy on close. Sell X days later. $100k/ftrade. 2000 - present.
Al All: All: . All: Avg Al Max All: Avg Al Max All: . .
X All: Net Proft | Total |Winning|Losing P:;ltl'.rt:zle Winning Winning Losing Losing |Win/Loss PrufﬂAIJ;ctnr ﬁ.kll.ll'_;:‘j:g
Dal_"'s Trades|Trades |Trades Trade Trade Trade Trade Ratio
5 6 46306 20 11 9 55.00 254474 8,23480| -239 56| -703255 1.06 1.30 323 40
4 1,863.55 20 12 8 50.00 1,988.72 2,810,786 -275014| -7 14542 0.7z 1.08 93.138
3 9,599.79 20 9 11 45.00 2/587.95 543234 124471 -302152 2.08 1.70 47599
2 4 91033 20 9 11 4500 198508 501823 -1177.72| 527136 1.69 1.38 24554
1 -242.18 20 10 10 50.00 1,048.18 297143 107233 -4880.72 0.92 0.92 =121

When looking out 2-3 days here, the returns are much smaller. Additionally, there were
more losers than there were winners. And the net gains for the 2-day period were entirely
thanks to the biggest winner. For the 3-day period most of the gains come from one
instance as well. So unfortunately, the current setup is not terribly appealing and does
not suggest a strong edge. If the pullback HAD originated from a 20-day high:

SPX closes down for exactly 3rd day in a row and HY Offset 3/10 indicator is < 0.25. The pullback
originated from a 20-day high. Buy on close. Sell X days later. $100k/trade. 2000 - present.

X _ All: .AIIE AI!: All % AI!: A_vg AI!: M.a.x Al ﬁ_wg All: Max .AII: Al All: Avg
All: Met Profit Tetal |Winning Losing Winning Winning Lesing Lesing |Win/Loss
Days Trades Trades [Trades| ° 20€| Trage Trade Trade Trade Ratio | Lo actor| - Trade
5 15,884.17 15 10 5 8587 225738 487400| 122182 -2371.02 1.88 376 112428
4 7,336.40 15 9 § 60.00) 235288 378320 2 2,248.32 3.68 551 115578
3 15,030.11 15 10 5 6567 178741 3,576.02 56 143878 3.14 628 1,002.01
2 18,502.34 15 13 2| BB6E7| 139194 321280 -795 -B20.44 175 11.36( 1,100.18
1 9,0689.11 15 12 3 20.00 836.21 2,851.80 401.82 74304 213 8.52 504.61

All 15 instances closed above the entry pric
at some point in the next week.

This setup would have been much more appealing.

So it appears the current pullback is not suggesting a substantial upside edge. I’ll also
note that this pullback is not very deep. The market is still mid-range. And in fact SPX
again closed almost exactly on its 10-day moving average on Wednesday. This weakens
reward/risk potential in a possible trade versus times the market is truly oversold.
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With all this in mind, I have not added any new studies to the Active List tonight.

| have updated the Aggregator chart below.

4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl ole=s
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With nothing being added tonight the green Aggregator Line held above 0. Positive
readings mean net expectations from the Active List are for upside over the next few
days. Meanwhile, the black Differential Line jumped back 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. Therefore the Aggregator signal turned long at the close.

Based on the current active studies, expectations are set to remain bullish on Thursday.
This could easily change if new bearish evidence emerges. The Differential Pivot will be
2110.49 on Thursday. That is 0.6% above Wednesday’s close. So for SPX to change
from oversold to overbought versus expectations on Thursday it will need to close up at
least 0.6%.
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The Aggregator is now in a squarely bullish formation. But | am not yet convinced.
Evidence is weak. If my intermediate-term outlook were currently bullish I might be
more aggressive and begin scaling into a position here. But with a neutral intermediate-
term outlook I want to see more compelling evidence before I do that. And Wednesday’s
action did not provide it. Additionally, the Systems Triggers sheet did not show very
many setup for individual issues either. So | plan to give it another day before
committing new capital to trades.

Intermediate-term Outlook (2 weeks — 2 months) — updated 5/11- neutral

The intermediate-term outlook was last updated in the 5/11 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

HAL @ $46.35 (bought 1/3 @ limit)

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI — 1(HAL)
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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.

None tonight.

Current Open Trade Ideas

Symbol Entry Date |Entry Price|Current Price |% Gain/Loss |Stop Notes
X1V(1/2) 3/9/2015 $32.25 $41.78 29.55%] $37.90 |Aggressive VIX
HAL(1/3) 5/8/2015 $46.35 $47.29 2.03% Catapult
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