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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

February 26, 2016 Volume 9 Issue 38

Market Overview

Quantifiable Edges {-day Risk/Reward Outlook . (uantifiable Edges 3-day Risk/Reward Outlook .
Bearish Bullsh  Bearigh Bulish

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing

Short 100% Long VXX Short

Tonight’s Research Points

e Declining SPY volume as it makes a 20-day high under the 200ma has been
followed by a downside tendency in the past.

e The 1-day gap up and strong move higher to a short-term high in a downtrend also
suggests a downside edge.

Short-term Outlook

The Bottom Line
Bearish evidence continues to build and SPX is now strongly overbought. | believe a short-

term pullback is likely. I am short and looking to get shorter.
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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
February 26, 2016 Unfilled up. Unfilled down. Close < 200 [1-3 days Bearish
February 26,2016 RSI>7o0 then light volume close dn 1 day Bearish
February 25,2016 Gap Dn Reverse up 1-2 days Bearish
February 24, 2016 Unfilled up. Unfilled down. Close < 200 [1-3 days Bearish
Active - Long Term
February 18, 2016 Up Issue % > 70% 3x 1-85 days Bullish 10.70% -5.10% -12.10%
February 1, 2016 2 90% up days in 1 week 1-9 months | Bullish 23.10% -6.60% -15.10%
January 19, 2016 NASDAQ 100-day low. UpIss EMA<37.5|1-19 days Bullish
November 2, 2015 Best 6 months Nov-Apr Bullish
November 3, 2014 Quantitative Easing Ends int term Bearish
July 22, 2013 New High Divergence (Study of Tops) int term Bearish

The Evidence

Thursday was a rally day for the market. The SPX finished up 1.1%, the NASDAQ gained
0.9%, and the Russell 2000 also rose 0.9%. Breadth was positive as the NYSE Up Issues
% was 70% and the Up Volume % came in at 73%. Total NYSE volume declined some
from Wednesday’s level.

Tonight the studies I’'m examining are again all coming out bearish. In the 9/10/10 Letter
| showed what happened when SPY closed at a 20-day high on lighter volume while under
the 200ma. I’ve updated that study below.

SPY closes at a 20-day high but under the 200ma. Volume < yesterday.
Buy on close. Sell next day's close. $100k/trade. 1993 - present.

radeStation Performance Summary Expand ¥

All Trades

Total Net Profit ($17,882.39) Profit Factor <0.4é:

Gross Profit %17,364.55 Gross Loss (335,247.94)
Total Number of Trades 63 Percent Profitable 39.68%
Winning Trades 25 Losing Trades 38
Even Trades 0

Avg. Trade Net Profit
Avg. Winning Trade
Largest Winning Trade

£283.80)) Ratio Avg. Win:Avg. Loss 0.75
$094.58 Avg. Losing Trade (5927.58)

%3,399.63 Largest Losing Trade ($4,190.20)

Numbers here seem to favor the bearish case. Below is a look at the profit curve.
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SPY closes at a 20-day high but under the 200ma. Volume < yesterday.
Buy on close. Sell next day's close. $100k/trade. 1993 - present.
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Definitely choppy, but it keeps making new lows, suggesting a bearish edge.

Another study worth discussion is one from the 8/30/11 letter, which looks at SPY closing
in the upper part of its 1 and 10-day ranges. | have updated it below.

After gapping up SPY closes in top 10% of daily range and top 10% of 10-day range.

Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.

. All: All: All: . All Avg Al Max All: Avg Al Max All: . .

X ﬁ;t;:_:t Total Winning|Losing Pr?lfl'lrtahla Winning Winning Losing Losing |Min/Loss Prni::l-llédnr ﬁ.kll_t;:‘j:g
Da{.fs Trades Trades Trades Trade Trade Trade Trade Ratio

5| -16,783.56 32 18 13 5625 124979 309518 -3,021.53| 522335 0.41 0.57 -524.49
4 13,4452 35 16 19 4571 1,490.86 516716 196331 | -524418 0.76 0.64 -384.26
3| -25,036.21 36 12 24 33.33| 133891 344712 1 T1263| 513372 0.78 0.39 -595.45
2(-21,288 5 38 17 21 4474 824 91 207522 1,682.00| -5196.96 0.45 0.40 -560.45
1(-10,355.18 40 19 21 47.50 846 87 223825 107838 | -3,187.90 0.60 0.54 -2538.83
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Numbers over the 1% 3 days appear squarely bearish. Below is a look at a 3-day profit
curve.

After gapping up SPY closes intop 10% of daily range and top 10% of 10-day range.
Close = 200ma. Buy on close. Sell 3 days later. $100k/rade. 1993 - present.
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The strong downslope confirms the bearish inclination. | have included this study on the
active list as well.

| have updated the Aggregator chart below.
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#4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl =a=

SSPX X - Daily CBOE B=1944 .87 A=1856.98 Hi=1,851.83 Lo=1825.41 =2 253,754 1.960.00

J‘j D l D r1,940.00

T + H ‘ r1,520.00
I

r1,800.00

H r1,680.00
r1,860.00
r1,840.00

r1,620.00

QE Aggregator 10 (3,ADE.Barinterval "QEA41™ "MY CLASS" True) -0.40 -0.34

F1.00

With tonight’s studies included the green Aggregator Line held below zero. Negative
readings mean net expectations from the Active List are for downside over the next few
days. Meanwhile the black Differential Line is also below 0. The negative Differential
Line reading means SPX is overbought versus recent expectations. So expectations are
negative and SPX is overbought. This is considered a bearish configuration. Bearish
configurations are visible on the chart whenever both lines close below 0. Therefore, the
Aggregator signal stayed short at the close.

Expectations on Frday are primed to remain bearish. Of course this could change if strong
new bullish evidence emerges. The Differential Pivot will be 1899.81 on Friday. That is
awhopping 2.7% below Thursday’s close. That means that SPX would need to close down
2.7% on Friday in order to move from overbought to oversold versus recent expectations.
A much more likely scenario for working off the overbought condition would be a multi-
day pullback for consolidation.

The rally has been resilient so far, but we continue to see nothing but bearish short-term
evidence. And with the big rally on Thursday, the market is overbought and primed for a
pullback. Reward/risk seems skewed in favor of the bears. | already have some short
exposure. | will look to add to it on Friday if | can get a decent entry price.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 2/23 — neutral

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

None

Broad Market Large Cap CBI -0

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 — sell short % index position @ $195.54 LIMIT. Based on the short-term outlook
above, | will attempt to add a 2" lot of short exposure on Friday.

Current Open Trade Ideas

Symbol Entry Date [Entry PricCurrent Price [% Gain/Loss |Stop [Notes

SPY (1/4)(s) 2/17/2016 $191.16 $195.54 -2.29% Aggregator
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