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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

May 5, 2016 Volume 9 Issue 86

Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook Quantifiable Edges 3-day Risk/Reward Outlook
Bearish Bullsh ~ Bearish Bullsh

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing

Long 100% Long XIV Flat

Tonight’s Research Points

e 2 unfilled down gaps under similar circumstances has commonly been followed by
a bounce over the next few days.
e When QQQ has been below its 200ma, SPY bounces have not been as reliable.

Short-term Outlook
The Bottom Line
Expectations are now a little positive and the market is solidly oversold on a short-term

basis. | 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
May 5, 2016 Unfilled gap 2x. 5-low > 200ma 1-6 days Bullish 1.90% -1.30% -2.40%
May 4, 2016 Unfill gap up. Unfill gap down. 1-2 days Bearish -1.30% 0.70% 1.30%
May 3, 2016 SPY gap and bounce just right 1-4 days Bullish 1.80% -1.15% -2.20%
May 3, 2016 1st of May closes higher 1-4 days Bearish -2.25% 1.00% 2.30%
Active - Long Term
May 5, 2016 Unfilled gap 2x. 5-low > 200ma 1-10 days Bullish 2.50% -1.70% -3.35%
April 26,2016 Golden Cross int term Bullish
April 25,2016 1st 5 lowin 10 days. Close > 10ma 1-10 days Bullish 2.20% -1.30% -2.70%
March 2, 2016 FTD & 20-day high int term Bullish
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%
November 3, 2014 Quantitative Easing Ends int term Bearish
July 22, 2013 New High Divergence (Study of Tops)  [int term Bearish

The Evidence

It was another tough day for the market. The SPX fell 0.6%, the NASDAQ lost 0.8%, and
the Russell 2000 dropped 0.8%. Breadth was negative as the NYSE Up Issues % was 39%
and the Up Volume % came in at 28%. NYSE volume dipped a bit from yesterday’s level.

Notable about the price action over the last 2 days is that both Tuesday and Wednesday
SPY posted unfilled gaps down — never reaching breakeven at any point during the day.
This helped trigger the study below, which | last featured in the 3/28/16 letter. Results are
updated.

SPY leaves an unfilled gap down for the 2nd day in a row_ It closes at a 5-day low but = 200ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
. All: All: All: . All: Avg All: Max All: Avg Al Max All: . .
X ﬁglr'nr:_:t Total |Winning|Losing Pﬁlfl"rt:gle Winning Winning Los=ing Loging |Win/Loss Prnfrtﬁllla'ctnr ﬁ.}'_t;‘;';g
DEU_M'S Trades |Trades [Trades Trade Trade Trade Trade Ratio
10 39 30 9 76.92 532539 -1,80753| —4,353.36 1.15 3.23 1,178.81
9 40 a2 2 20.00 4 88241 23571 5 27396 0.81 322 1,046.72
8| 36,632.93 40 29 10 7250 457425 1,8768.21 4 201.50 1.02 2588 917.07
7| 2315737 40 27 12 67.50 442074 2224595 5 05758 0.83 1.87 E78.93
6| 3234501 40 30 10 75.00 B 382872 -1850.20| -3,734.50 0.99 2506 208.63
5| 2881636 40 28 12 70.00 A 3.840.02 1,048 45 272175 1.41 329 72041
4 2054445 40 29 11 7250 ,169.67 433828 -1,216.00 -2583.00 0.96 254 513.61
3| 11,013.45 40 24 8 60.00 e ] 332514 78313 1,795.80 1.25 1.88 275.34
2| 743785 40 24 16 60.00 253.14 204214 -B3T.34 0 243612 1.04 1.56 185.95
1 591059 41 26 15 683.41 64575 187415 -T27.06| -184928 0.29 154 144 18
Only 1 instance failed to close above the entry price at
some point in the next 6 days. It triggered on 9/14/99.

The numbers appear to suggest s strong tendency for a bounce in the next few days. Below
is the profit curve assuming a 6-day holding period.
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SPY leaves an unfilled gap down for the 2nd day in a row. It closes at a 5-day low but = 200ma.
Buy on close. Sell 6 days later. $100k/trade. 1993 - present.

40000

30000

20000

Equity($)

10000

0 10 20 30 40
Trade Number

The solid upslope acts as confirmation of the bullish edge. Since the 10-day numbers were
also I strong | ran a profit curve for that as well.
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SPY leaves an unfilled gap down for the 2nd day in a row. It closes at a 5-day low but = 200ma.
Buy on close. Sell 10 days later. $100k/rade. 1993 - present.
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This looks even better — especially in recent times.

One issue that could be a concern with the current environment is that while SPY is above
its 200ma, QQQ is not. The market is a bit split here and uptrend vs. downtrend is not
entirely clear. To see what the impact might be with QQQ failing to keep up | ran a few
tests. | did a simple pullback to a 10-day low setup when the SPY was above its 200ma.
But I broke the results down to times when QQQ was confirming the long-term trend versus
times it was not. You can see the results in the two studies below.
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SPY closes at a 10-day low and above the 200ma. QQQ is also = 200ma.
Buy SPY on close. Sell X days later. $100k/trade. 2000 - present.

X cLE T’:t”ﬁl W;:l[:.ing Lnililﬁg i Erl:ﬁ’:;g &rl:ﬁ:lli:; T_Ig;:g? T_Igsr?na: Wiﬁﬁs -~ e

Da‘j'S Frofit Trades | Trades Trades e Trade Trade Trade Trade Ratio Frofitfactor)  Trade
10 a7 61 38 6289 208347 734734 -183576| -983663 1.14 193 §35.20
9 101 68| 35| BE35| 183208 750750 -1,82525)-10,036.80)  1.03 194 59738
8 104) 66| 38 6346 1,737.50 -2,129.88| -14,030.10|  0.82 142  324.42
7 110 71 39 6455 1,770.23 -1,789.87| -8,047.80 0.99 1.80 508.01
g M8 72| 44 8207 1,523.20 -1,402.10] 721010  1.08 177 43931
5 122| 68| s4| 5574] 1,702.02 -1,32460| 422910 128 162 36237
4 134 ao 54 58.70 1,518.14 -1,183.60 | -3509.15 127 1.88 42535
3 143 04| c4| B3ET| 125630 -1,192.12] 881152 105 183 38301
2 177 111 65 862.71 1,078.66 -1,071.87| -3,883.00 1.01 1.72 282.83
1 238 145 93 61.09 752.83 -83258| -8,083.75 0.95 1.45 160.35

SPY closes at a 10-day low and above the 200ma. QQQ is < 200ma.
Buy SPY on close. Sell X days later. $100k/trade. 2000 - present.

X HLEE T’:t”ﬁl WiJ:ll':ling Lnililﬁg R ﬁr':'n’:?;ﬂ. mﬁ::; T_Il;;:: T;shi‘n? Wiﬁﬁs s LR

Days Profit  rades Trades Trades ' '°'20%  Trage Trade Trade Trade Ratio | 'Cniacter  Trade
10| 417308 13 5 3| 3348 496672| -1,395.84| 349218 220 137 321.00
g 104475 13 g 2| 3348 5,30453| -1,412.07| -2,883.30) 1.7 117  140.60
8 -15934 14 6 ] 4285 472834 154258 | 432843 112 084 -138.20
7| = 15 5 0| 3333 554208) -1,505.28| -3,148.11 203 1.02 16.91
g  3,44527 17 ] 9 47.08 5,516.00 181808 -287430 1.35 1.24 202.90
5| 189337 18 6 1z 3333 560268 -1,39085| -3217.83 177 0.88) -105.19
4 -213888 21 2 13 38.10 408803 -122830| -23421% 1.41 n.a7 -101.85
3 -125.40 22 12 10 5455 3,081.08| -1,16578| -2,33550 0.82 0.99 -5.88
2 zs4zso| 25 4] 11| EE.O0 42| -B3327 -268320 099 128 101.70
1 -3483.41 33 17 16 51.52 32 -303.56 | -1,383.08 0.69 073 -105.56

This 1% study shows a bit of an upside tendency. The 2" study does not exhibit this
tendency at all. Of course the 2" study does not have very many instances. But early
returns here do seem to suggest that the SPY is more likely to bounce when QQQ is
confirming the long-term uptrend than when it is refuting it.

I did look at the “2 unfilled gaps and a 5-day low” study from above with regards to this
filter as well. It has only triggered twice when QQQ has been below the 200ma. We can’t
really learn anything from just 2 instance but in case you were wondering they both were
higher 6 and 10 days later.

I have updated the Aggregator chart below.
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#4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl =a=
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With tonight’s study included the green Aggregator Line inched back above zero. Positive
readings mean net expectations from the Active List are for upside over the next few days.
Meanwhile the black Differential Line is still well above 0. The positive Differential Line
reading means SPX is oversold versus recent expectations. So expectations are positive
and 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 slated to remain positive on Thursday.
This could change if convincing bearish evidence emerges. The Differential Pivot will be
2084.41 on Wednesday. That is 1.6% above Wednesday’s close. So for SPX to move
from oversold to overbought versus expectations on Wednesday it will need to close up at
least 1.6%.

Despite the lack of trend confirmation from QQQ there appears to be a small upside edge
hinted at by the studies. 1 had tried getting out of my small long position the last couple of
days but was thwarted by large unfilled down gaps. The setup is now back to where |
would be interested in buying some SPY. So for now | will just remain in the 1 lot | already
had. Additionally, I will look to take on some XIV. VIX futures contango is very strong
between the 1%t and 2" month right now. This is unusual with the VIX at a relatively high
short-term level. And the bullish market outlook is another positive for this trade.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 5/2 — neutral

The intermediate-term outlook was last updated in the 5/2 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

ABT @ $40.42 (bought 1/3)

ABT @ $38.90 (bought @ limit) — 2" lot

AMGN @ $158.30 (bought @ limit)

GILD @ $88.21 (bought @ limit)

ABT @ $38.85 (bought @ limit) — 3" lot

AAPL @ $93.64 (buy 1/3 @ limit) — not filled — cancel for now

Broad Market Large Cap CBI — 6 (ABT-3, AMGN, GILD, AAPL)

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.

XIV — buy Y2 @ $26.20 limit. Based on the Aggressive VIX system principles. The
Aggregator is bullish and there is very steep contango in the VIX futures market. This is
providing a strong wind at XIV’s back. | will look to take on %2 of my total anticipated
exposure. If I am unable to buy another % in the coming days, then I might scale out of
this in 2 pieces. Note that X1V is extremely volatile and traders should position size
accordingly.
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Current Open Trade Ideas

Symbol Entry Date |Entry Pric§Current Price |% Gain/Loss [Stop [Notes
SPY(1/4) 4/25/2016| $208.26 $205.01 -1.56% Aggregator
ABT(1/3) 4/29/2016 $40.37 $38.10 -5.62% Catapult
ABT(1/3) 5/2/2016 $38.85 $38.10 -1.93% Catapult
AMGN(1/3) 5/2/2016] $158.30 $154.18 -2.60% Catapult
GILD(1/3) 5/2/2016|  $88.21 $85.60 -2.96% Catapult
ABT(1/3) 5/3/2016 $38.80 $38.10 -1.80% Catapult
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