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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

July 15, 2016 Volume 9 Issue 136

Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook \ (uantifiable Edges 3-day Risk/Reward Outlook
Bearish Bullsh  Bearish Bullish

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing
Flat 50% Long XIV Short

Tonight’s Research Points

e High closes on the Thursday prior to opex have routinely been followed by a
pullback over the next few days.

Short-term Outlook
The Bottom Line
Evidence continues to point higher, but the market remains overbought. There does not

appear to be a strong edge.
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Summary of Recent Active Studies (see Letters from listed dates for details) - will return
this weekend

The Evidence

Thursday was another up day. The SPX rose 0.5%, the NASDAQ gained 0.6% and Russell
2000 closed up 0.1%. Breadth was positive as the NYSE Up Issues % was 58% and the
Up Volume % came in at 70%. NYSE volume rose some from Wednesday’s level.

Opex week this week has been a good one. But it is nearly over. The study below most
recently appeared in the 3/18/16 Letter. It looks at times the market closed at a high level
just before options expiration. (It also excludes December since the 2" half of December
is a seasonally strong period.) Opex Friday and the days that follow have generally been a
bad time for an overbought market. The results below are all updated.

SPX closes intop 10% of 10-day range. Tomarrow is options expiration. It is not December.
Buy on close Sell X days later. $100k/trade. 2003 - present.
. Al All: All: . Al Avg All: Max All: Avg Al Max All: . .
X ﬁ;:;::‘ Total |Winning | Losing Prﬁﬂr-t::lle Winning Winning Losing Losing |Win/Loss Prufi‘lllﬁctnr AT"};";Q
Da‘."'s Trades| Trades | Trades Trade Trade Trade Trade Ratio
5 =21171.78 45 18 28 39.13 886.15 3,788.30 -1,312.95 ) -453250 0.66 0.42 -460.26
4| -19,519.17 46 18 28 39.13 765.91 1,994.25| -1,189.459| -2,85320 064 0.41 -424 33
3 941785 46 24 22 5217 651.80| 2166.00) -1139.13| -2,828.70 0.57 062 -20473
2 -7,15828 48 k3| 15 67.39 44070 1,582.40 -138B.04| -3,784.65 0.32 086 -155.81
1 -2,181.84 45 28 20 56.52 3738 2236.84 -582.39| -2,87580 0.63 0.82 -£7 85

Numbers here appear squarely bearish. Below is a profit curve that assumes a 4-day
holding period.
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SPX closes intop 10% of 10-day range. Tomorrow is options expiration. It is not December.
Buy on close. Sell 4 days later. $100k/trade. 2003 - present.
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The curve has turned somewhat sideways recently. This warrants watching, but | still
believe the long-term bearish inclination is worth consideration.

Just looking at price action, the 1-day SPY pattern hinted at a bullish edge. Inthe 11/24/14
Letter | ran a test of performance following unfilled upside gaps that make a 20-day high.
| broke out the results by times the SPY closed above the open versus times where it closed
below the open. | updated those studies below.

First let’s look at times (unlike Thursday) where the finish was relatively strong:
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SPY posts a 20-day intraday high and an unfilled gap up. Close < open and = 200ma.
Buy on close. Sell X days later $100k/trade. 1993 - present.

All: All: All: All: Avg All: Max All: Avg All: Max All:

X ’ﬂ;:_;:_:t Total Winning | Lozing Pr’::lr:t:ﬁle Winning Winning Losing Loging |Win/Lozs Prnf’:l-lla:actnr 'ﬂ.‘ll.ll:_:;;g
Da';s Trades Trades | Trades Trade Trade Trade Trade Ratio
101 12, 144 24 59 58.33| 154654 6,056.95| -1,987.81| -6,391.84 0.78 1.1
9 9 152 a3 62 5789 143503 T 822 -480038 0.76 1.08
al 1, 158 50 67 SEO06| 128808 239| -6,071.52 0.75 1.M
7 164 93 68 5671 120387 59 -5,839.16 0.73 0.99
6| 5, 173 92 79 5318 1,031.69 -4 876 .43 0.92 1.07
B 7, 181 ] 20 5470 048 24 -3,561.24 0.88 1.09
4| 13 185 108 28 54 36 9 7 -3,532.12 0.96 1.15
3 208 119 a7 5721 642 57 -5,080.34 0.6E 0.90
2 28 123 104 5305 51258 -3,016 .48 077 0.9
1 243 124 17 51.03 T2 -2817.32 0.97 1.03

There doesn’t appear to be any edge in either direction here. Now let’s examine times like
the present where SPY closed below the open.

SPY posts a 20-day intraday high and an unfilled gap up. Close < open and = 200ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
_ All: All: All: _ Al Avg All: Max All: Avg All: Max All: . .
X ﬁ;:_;:_;t Total |Winning | Losing Prj::lﬂ:ﬁle Winning Winning Losing Lesing |Win/Loss F‘rnfjr:-'";ldm ﬁ.lll.ll'_;;;g
Dag.rs Trades| Trades | Trades Trade Trade Trade Trade Ratio

10 31,054.26 35 21 14 60.00 -1 A77A1 | -4,810.68 1.82 2.88 &87.26
5| 24702.50 36 25 11 59.44 -1,489.09| -5,564.18 1.11 2.53 686.18
8| 22080.89 36 24 1 66.67 -1,530.74| 502140 1.08 | 613.35
7 20817.54 36 22 14 61.11 -1,238.82) 485238 1.40 220 578.27
6| 2065054 36 23 13 63.89 -1,34671) 541424 123 218 573.63
5 17,101.81 36 21 15 58.33 -342.23| -£,540.20 1.68 235 -
4| 18,833.35 v 27 10 7297 -771.85) -222324 127 3.44
3| 2433122 40 30 9 T5.00 B2088| 2427388 1.61 536
2| 1753834 41 27 14 65.85 G 47863 G252 1.81 368
1| 8007.63 42 prat] 13 69.05 §6.72| 1,708.92 42517 -1,015.84 1.10 Z.45

38 of 42 instances (90%) closed above the entry price

at some point in the next week

These results are substantially better than earlier where the finish was above the open. The
weak finish should not concern bulls, in fact it appears they should be excited by it. Below
IS an equity curve that shows how the edge has played out over time.
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SPY posts a 20-day intraday high and an unfilled gap up. Close < open and = 200ma.
Buy on close. Sell 3 days later. $100k/trade. 1993 - present.
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The upslope here is persistent and rather impressive. | have included this study on the
Short-Term Active List.

| 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=2156.79 A=21656.02 Hi=2,168.99 Lo=2157.88 V=2 008,875

_'_&u =
ﬁ D r2,140.00

J_ D T D r2,120.00

ptegr? o I w7
TRTT iT*?Fé$¢ [ wll

r2,080.00
r2,060.00

r2,040.00

l H r2,020.00

r2,000.00

QE Aggregator 10 (3, ADE.Barinterval "QEA4E™ "MY CLASS" True) -0.31 0.17 ._1 50

F1.00

F0.50

F-1.00

T T
31 Jun 1 13 20 27 Jul 5 1"

With tonight’s study included the green Aggregator Line held above zero. Positive
readings mean net expectations from the Active List are for upside over the next few days.
Meanwhile the black Differential Line remained below 0. The negative Differential Line
reading means SPX is overbought versus recent expectations. So expectations are positive
but SPX is overbought. This is considered a neutral configuration. Neutral configurations
are visible on the chart whenever both lines close on opposite sides of 0. Therefore, the
Aggregator signal stayed flat at the close.

Based on the current active list, expectations are poised to remain positive on Friday. This
could change if compelling new bearish evidence emerges. The Differential Pivot will be
2162.90 on Friday. That is less than 1 point below Thursday’s close. So for SPX to move
from overbought to oversold versus expectations it will only need to close down a small
amount on Friday.

Nothing has changed the last few days. Evidence is still pointing higher and the market is

still overbought. The leaves reward/risk undesirable. 1| will remain patient and await a
pullback or some very compelling short evidence before looking to take on new positions.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 7/11 — bullish

The intermediate-term outlook was last updated in the 7/11/16 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

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.

None tonight.

Current Open Trade Ideas

Symbol

Entry Date

Entry Price

Current Price

% Gain/Loss

Stop

Notes

XIV(1/2)

6/14/2016

$24.70

$29.39

18.99%

Aggressive VIX

Expectations are positive and 1-2 month futures contango is again very big at over 13%. |
like my XIV position and will look to ride it a while longer.
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