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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

September 12, 2016 Volume 9 Issue 176

Market Overview

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

Signals Overview

Aggregator Aggressive VIX QE Buy Pwr / SOMA Swing

Long 100% Long XIV Flat

Tonight’s Research Points

e Very strong selling that put the SPX at a 20-day low while > 200ma suggests an
upside edge.

e Strong moves down on Fridays have led to reliable bounces overt the next several
days.

e The stretched VIX is suggesting a bounce.

e 3 down days, a gap down, and a 10-day low have combined for a substantial
upside edge in the past.

e 2 unfilled down gaps under similar circumstances has commonly been followed by
a bounce over the next few days.

Short-term Outlook
The Bottom Line
Friday’s big selloff turned the SPX strongly oversold for the short-term. It also generated

a large number of bullish studies. There now appears to be a solid upside edge for the
bulls.
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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
September 12, 2016 System 110524 1-7 days Bullish
September 12, 2016 Drop 1.5x 20-day ATR on a Friday 1-6 days Bullish
September 12, 2016 VIX crosses 25% above 10ma 1-2 days Bullish
September 12, 2016 Unfill Gap Dn. 3 down. 10-low > 200ma [1-2 days Bullish
September 12, 2016 2 unfilled dn gaps, 5-low > 200ma. 1-6 days Bullish
Active - Long Term
September 12, 2016 2 unfilled dn gaps, 5-low > 200ma. 1-10 days Bullish
July 11,2016 NASDAQleading int term Bullish
July 1, 2016 Up Issue % > 70% 3x 1-85 days Bullish 10.70% -4.90% -11.70%
April 26,2016 Golden Cross int term Bullish
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

Friday saw a massive move lower. In fact, the “true range” for SPY on Friday exceeded
the entire range between 7/14 and 9/8. True range takes into account the gap from the
previous day’s close for the range. The SPX lost 2.5%, the NASDAQ fell 2.5% and the
Russell 200 dropped 3.1%. Breadth was extremely negative as the NYSE Up Issues %
was 6% and the Up Volume % came in at 3%. NYSE volume hit the highest level in weeks.

The extreme selling triggered a number of studies. They were all bullish, and suggested
the selling could be an overreaction. | have featured the most interesting and compelling
ones below.

The 1% 3 studies were all last seen in the 6/27/16 letter when the Brexit selloff occurred.
This first one examined large losses that closed at intermediate-term lows. | have updated
that study below.

SPX closes at a 20-day low. Close = 200ma. Today's drop is the largest in 10 days.
Buy on close. Sell X days later. $100k/trade. 1991 - present.
X | A | AL AL AL aew MA | ALl | | Al A | e
Da‘_-"S I Trades| Trades Trades Ll Trade Trade Trade Trade Ratio e B
10 89 43| 21 B95T 250282 240776 -13,99388  1.04 238 1,008.30
9 0 52 18 7429 231816 -1,827.859 | -10,059.36 1.20 347 122832
8 71 50 21 7042 237630 -2, 154 .40 | -14,052 658 1.10 263 103623
7 72 s3] 19] 7381 228614 172052 801878 132 367 121410
[ T4 54 20 7297 221117 -1,88280| -7565232 147 3T
5 74 45| 29| 6081 229702 -1,10868 -3,38520 207 3.21
4 76 43 28 6316 180647 -1,404.70 3,863 84 1.29 220
3 76 51| 28] 6741 1,400.91 127405 533120 111 226
2 7 51 26 6623 123213 907.20 3,863.25 1.38 266
1 73 43| 30 6203 70797 71482 -2,162.04 99 162
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Results here are quite bullish. Some subscribers may recognize the setup as numbered-
system 110524. Results below are also updated and they utilize the system exit strategy
rather than a simple day count.

SPX closes at a 20-day low. Close = 200ma. Today's drop is the largest in 10 days.
Buy on close. Sell when SPX closes = 10ma. $100kftrade. 1991 - present.

radeStation Performance Summary Expand ¥
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All Trades

Total Net Profit $79,049.02 Profit Factor (4.83
Gross Profit $99,663.51 Gross Loss (320,614.48)
Total Number of Trades 71 Percent Profitable 81.69%)
Winning Trades 58 Losing Trades 13
Even Trades 0

Avg. Trade Net Profit Ratin Avg. Win:Avg. Loss 1.08

Avg. Winning Trade
Largest Winning Trade

$1,718.34 Avg. Losing Trade
%£7,070.28 Largest Losing Trade

($1,585.73)
(57,630.40)

As you can see, waiting for a reversion to exit has often been a good way to go. You’ll
note the largest losing trade is a big one. It triggered shortly before the US debt downgrade
in 2011. Below is a profit curve where it can be seen.
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SPX closes at a 20-day low. Close = 200ma. Today's drop is the largest in 10 days.
Buy on close. Sell when SPX closes = 10ma. $100k/trade. 1991 - present.
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The big drop was made up for fairly quickly and the upward slope appears to be back in
place.

Another very compelling study that appeared in the Quantifinder examined large drops on
Fridays. Both the Crash of ’29 and the Crash of *87 happened on Monday. The Crash of
’87 is still remembered by some traders that are active today. There was a strong selloff on
Friday and then all hell broke loose on Monday. But since then strong Friday selloffs have
commonly been followed by bounces on Mondays. Perhaps this is due to the fact that fear
of a crash causes what might otherwise be an ordinary selloff to become exaggerated and
overdone on Fridays. Or perhaps it is just that people don’t want to hold over the weekend.
Whatever the reason, the tendency to bounce has been very strong. The study below is also
from the 6/27/16 letter.
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SPX closes down more than 1.5x yesterday's 20-day ATR. Today is Friday.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
. All: All: All: . All Avg All: Max All: Avg Al Max All: . .
X ﬁgi;:_:t Total |Winning |Losing Pﬁltl"rtable Winning Winning Losing Loging |Win/Loss Prnt::\l—lléctnr ﬁ.kll.t;‘;;g
Da‘;s Trades | Trades (Trades Trade Trade Trade Trade Ratio
10 37 24 13| 6486 3, -2,498.34| -5,049.40 1.22 225| 1,089.30
9 v 24 13 6486 2 -2 01211 -5483.80 1.44 285 1,167
] 37 25 12| 6757 2, -1,832.82| -3,550.72 1.53 318 1,257
743 v 24 13 6486 2803.83 -1,799.17| -4,599.52 1.56 288 1186
J 6| 52, 37 28 9| 7568 244866 -1,839.24 | -4,202.80 1.33 4.14| 1,405
5| 38, 38 25 12 6842 227601 -1,708.55 5,368.04 1.33 289 1,017
4 3, 38 26 12| 6342 13848 -1,428288| -4,917.38 1.27 275 821
3| 26, 38 24 14 §3.16| 1815 -1,22017 ) -3,482.35 1.48 255 697.27
2 14, 38 24 14| 6316 1,399.95 -1,337.21| -5,183.50 1.05 1.79 391.
J 1] 12, 38 3 T 81.58 709.83 -1,411.69| -3,884.00 0.50 223 319.

The numbers here are all very impressive and suggest a strong bullish bias. I decided to
look at the 1-day and 6-day returns in a little more detail. First, below is the profit curve
for a 1-day holding period.

SPX closes down more than 1.5x yesterday's 20-day ATR. Today is Friday.
Buy on close. Sell 1 day later. $100k/trade. 1993 - present.
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The Monday inclination had been strong, but a few recent instances got smacked. Let’s
also look at the 6-day curve though.

SPX closes down more than 1.5x yesterday's 20-day ATR. Today is Friday.
Buy on close. Sell 6 days later. $100kitrade. 1993 - present.
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The results here are impressive. And that giant 1-day loser from August 2015 turned into
yet another win for the 6-day holding period. This certainly seems to be a study worth
taking under consideration.

While the SPX declined sharply, the VIX index rose sharply. In fact, it closed 32% above
its 10-day moving average. The last study from the 6/27/16 letter examined stretches of
25% or more.
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VIX crosses over and closes = 25% above its 10ma. SPX = 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1990 - present.

X Al Net All: All: All: Al All: Avg All: Max All: Avg All: Max All:

S S ) . . All: Al A
Days | PO qioe s O roape im0 | Vs | Loeed Lo MRS pnrac Tade
5| 29,576.44 30 18 12 60.00| 22682%| 707028 -8937.73| -1,759.84 2.42 363 585.88
4| 3170253 30 21 9 70.00| 1,99254| 489050 -1126878 -2516.60 1.77 413 1,05675
3| 2432775 30 ed | i 7000 157654 3,040 55 47521 -2,269.23 162 377 810.92
_j 2| 25288.50 30 20 10 6667 1,531.12| 480965 -535.30| 147336 286 572 24228
1| 16,072.31 30 prcd 8 F333| 105544 511748 89616 -1,801.24 1.18 324 53574

28 of 30 instances (93%) have closed above the entry price
at some point in the next week.

Very impressive consistency. Sizable bounces seem to have been the norm under these
circumstances. Below is a profit curve that assumes a 2-day exit strategy.

WVIX crosses over and closes = 25% above its 10ma. SPX = 200ma.
Buy SPX on close. Sell 2 days later. $100k/trade. 1990 - present.
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I~

& Impressive move from lower left to upper right on the chart. | have included this study on

T . .
A the Active List today.
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This next study was also interesting. It looked for multiple down days, short-term lows,
and an unfilled gap down. It was last seen in the 1/6/15 letter. | have updated the results.

SPY leaves an unfilled gap down, makes a 10-day intraday low, and closes lower for a least the 3rd
day in a row. Close = 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 s Total (Winning Lusiﬁg . Winning Winning Los=ing Loging |Win/Loss — S ER
Days Proft  rrades Trades Trades " '2C°|  Trade Trade Trade Trade Ratip | 0T actor  Trade
5| 28,959.92 30 22 2 73.33| 1,85239| 823974 147400 -4770.78 1.26 3.46 965.33
4| 2107202 30 20 10 6667| 182385 558102 154070 443001 1.18 237 702.40
3| 3187384 30 24 B B0.00| 158549| 424944 103385 -184747 1.53 6.14| 1,0682.48
2| 31,280.71 30 24 5 80.00| 147035 547788 79955 -1118.35 1.84 883 104302
1| 1558348 | 23 2 7419 D07.98| 575438 G52.52| -1 677.36 1.37 304 502.69

29 of 31 instances (94%) have Cldsed ébove the entry price
at some point in the next 3 days.

The stats suggest a high probability of an almost immediate bounce. Below is a profit
curve assuming a 2-day holding period.

SPY leaves an unfilled gap down, makes a 10-day intraday low, and closes lower for a least the 3rd
day in a row. Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.
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The curve is a little choppy, but the study certainly seems strong enough to include on the
Active List tonight.

But Friday was actually the 2" unfilled gap down in a row. This helped trigger the study
below, which I last featured in the 6/13/16 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.
: Al All: All: _ All: Avg All: Max Al Avg All: Max Al _ :
X ﬁglmh:_? Total |Winning |Loging PrDﬁtahIe Winning Winning Loging Losing |Win/Loss PerJ:l-'"ﬁctur ﬁ.\II.II'_;;;g
Days Trades| Trades |Trades Trade Trade Trade Trade Ratio
10| 44 33085 42 31 11 73.81 206456| 532539 -1733.67| -4353.36 1.16 326 1,05669
g 430674 43 34 5 79.07 | 1,850.04 423241 -2103.78 -B5273.98 n.22 332 1,022.50
8 38,084.16 43 3 11 72.09 1,854.00 4 57425 -1,790.88 -£801.50 1.04 293 885.68
7| 23,324.02 43 28 14 8512 181883 442574 -1571.25| -5057.58 0.92 1.85 54242
6| 32,846.79 43 32 11 T4.42| 157517 382872 159624 -3,734.50 0.99 2.87 763.88
5| 28,503.75 43 30 13 8977 142533 3,94002 109779 272175 1.30 3.00 662 &5
4 220868 43 3 12 7209 1,/167.87 438828 118210 -2,583.00 0.99 2.55 512.06
3| 11,336.81 43 28 17 80.47 595043 3,325.14 -802.02| -1,735.80 1.20 1.83 263 65
2| 7702 43 26 17 60.47 251.41 2,942 14 244930 243612 1.01 1.54 180.77
1 564127 44 27 17 6136 842 14 1,974.15 53503 | -1,849.25 0.93 148 12821
Only 2 instances failed to close above the entry price at some
point in the next 6 days. They triggered on 9/14/99 & 6/10/16.

The numbers appear to suggest a 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. $100kitrade. 1993 - present.
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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/trade. 1993 - present.
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Aside from the last instance, which was hammered thanks to the Brexit selloff, this curve

looks very strong. | have added this study to both the short and intermediate-term active
lists.

| 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 all of the short-term bullish evidence we are seeing the green Aggregator Line moved
far above zero. Positive readings mean net expectations from the Active List are for upside
over the next few days. Meanwhile the black Differential Line also had a big jump higher
thanks to the large selloff on Friday. The positive Differential Line reading means SPX is
strongly oversold versus recent expectations. So expectations are very positive and SPX
is strongly oversold. This is considered a bullish configuration. Bullish configurations are
visible on the chart whenever both lines above 0. Therefore, the Aggregator signal read
long at the close.

Based on the current list of active studies, expectations are poised to remain positive on
Monday. It is highly unlikely that enough short-term bearish evidence would emerge to
change this. The Differential Pivot will be 2186.32 Monday. That is 2.75% above Friday’s
close. Itis highly unlikely we will see a rally of this magnitude on Monday. A more likely
scenario for working off the oversold condition would be a multi-day rally of consolidation.

Going into Friday | was not seeing much compelling directional evidence. Friday’s huge
move certainly changed that. While there is no assurance that this selloff can’t worsen
further, it appears there is a solid probability of a bounce in the next few days. And
reward/risk appears very favorable for the bulls. I will therefore look to begin scaling into
an index position on Monday.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 9/12 — bullish

Combo #1 Combo #2 Combo #3
Long Long Long

Above is the status of the different Combination Signals from the Quantifiable Edges
Market Timing Course. Signals are long-term in nature. All 3 can be either flat or long.
None of them look to short. More information on these signals can be found in the
Quantifiable Edges Market Timing Course, which is included with all annual subscriptions.
Detailed descriptions of these combination approaches can be found in Lesson 8.
Subscribers may also download detailed hypothetical historical performance reports
covering 12/31/71 — 3/7/14 in Lesson 11, Course Downloads. (You must go through the
course first in order to access the Downloads.) We again see all 3 combo signals are
“Long”.

Friday’s big drop certainly changed the look of the charts, and it left SPX with a 2.4%
decline on the week. The S&P is now below its 50ma but still well above its 200ma. So
the trend is no longer clearly upwards, but most of the long-term trend indicators we use
are still up. Friday’s big drop did trigger the 2x unfilled gap down study from the short-
term section above to trigger, and it was also added to the intermediate-term list.

Each week | typically update the Fed SOMA charts. Unfortunately, the Fed data export
utility has been down most of the weekend, so | have not been able update that information.
We are currently in a week (ending Wednesday) where positive flows are expected. After
Wednesday we are likely to see the SOMA decline the following reporting week. So if
bulls are going to get a decent bounce going, they will have a better chance over the next
few days with Fed liquidity on their side. | will provide full SOMA commentary as usual
next week.

Despite the big drop on Friday intermediate-term outlook is still fairly positive. Most of
the evidence we are seeing from an intermediate-term perspective continues to point north,
including the double-gap down study that is new tonight. There are some past breadth
related studies that suggest that the market is likely to continue higher. Additionally, 3 of
our 4 Market Timing Course indicators are bullish, which has historically been quite
promising. There is still some bearish evidence though, including overall weak Fed support
and the long-term new-high breadth divergence. With all this to consider and the market
again near new highs I am keeping my intermediate-term outlook bullish. I will be looking
to trade the long side more aggressively and will be extra-selective with possible short
trades.
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Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

ABT — @ $43.17 (bought 1/3 @ limit)
ABT — @ $42.84 (bought 1/3 @ limit)
New

ABT — @ $41.01 (buy 1/3 @ limit)

Broad Market Large Cap CBI — 3 (ABT-3)

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 market on open. Based on the short-term outlook
above | will begin scaling into and index position on Monday. With evidence strong, and
me taking only a small position, I will be aggressive with the entry.

ABT — buy 1/3 Catapult position @ $41.01 LIMIT. This is from the Catapult section
above. It is the 3" of 3 possible lots for ABT.

Current Open Trade Ideas

Symbol Entry Date |Entry PricdCurrent Price [% Gain/Loss |Stop Notes
XIV(1/2) 6/14/2016| $24.70 $35.00 41.70% | $35.00 |stopped out
ABT(1/3) 8/25/2016|  $43.17 $41.01 -5.00% Catapult
ABT(1/3) 8/26/2016]  $42.84 $41.01 -4.27% Catapult
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