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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

October 31, 2016 Volume 9 Issue 211

Market Overview

(uantifiable Edges 1-day Risk/Reward Qutlook (uantifiable Edges 3-day Risk/Reward Outlook
Bearish Bullsh  Bearish Buligh

Signals Overview

Aggregator Aggressive VIX QE Buy Pwr / SOMA Swing

Long 100% Long XIV Flat

Tonight’s Research Points

e Monday has poor seasonality, but the rest of the week looks seasonally strong.
e Action in the SPX and VIX is also hinting at a short-term upside edge.

Short-term Outlook
The Bottom Line
Evidence is pointing higher and the SPX is oversold. Reward/risk appears favorable for

the bulls over the next few days.
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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
October 31, 2016 SPY gpa down close lower after 5-low 1-3 days Bullish
October 31, 2016 Day after 4th Fri of October is bearish |1 day Bearish
October 28, 2016 SPX bottom 10% range. 5-low & > 200 [1-5 days Bullish
Active - Long Term
October 19, 2016 20 low yesterday. 4 high today. 1-20 days | Bullish 3.80% -2.10% -4.50%
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
Dropped Tonight
October 24, 2016 VIX10%above to 10%below 1omain 4 |1-5 days Bullish
October 19,2016 20 low yesterday. 4 high today. 1-8 days Bullish 2.30% -1.50% -3.10%

The Evidence

Friday was another down day for the market. The SPX lost 0.3%, the NASDAQ fell 0.5%,
and the Russell 2000 declined 0.2%. Breadth was weak as the NYSE Up Issues % was
40% and the Up Volume % also came in at 40%. NYSE volume declined from Thursday’s
high level.

The week after the 4" Friday in October has been an interesting one historically. 1 last
discussed this in the 10/26/15 letter. Monday has seen difficulties, but the rest of the week
has typically been among the best weeks of the year. Let’s break it down. First, the
Monday after the 4" Friday:

Today is the 4th Friday in October.
Buy SPX on close. Sell next day's close. $100k/trade. 1984 - present.

radeStation Performance Summary Expand ¥
All Trades

Total Met Profit ($21,261.55) Profit Factor 0.2
Gross Profit %$6,899.34 Gross Loss ($28,160.89)
Total Mumber of Trades 32 Percent Profitable 53.13%
Winning Trades 17 Losing Trades 15
Even Trades 0

Avg. Trade Met Profit 5564.42 17 Ratio Avg. Win:Avg. Loss @
Avg. Winning Trade %$405.84 Avg. Losing Trade ($1,877.39)
Largest Winning Trade %$1,385.80 Largest Losing Trade ($8,265.12)

There have actually been more Mondays here that have closed higher, but the losers have
been about 5x the size of the winners on average. Here is a look at the profit curve.
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Today is the 4th Friday in October.
Buy SPX on close. Sell next day's close. $100kitrade. 1984 - present.
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Choppy as you would expect with the winning % shown, but the slope has certainly been
down for a long time. So Monday may carry a little extra risk to see a sizable decline. But
Tuesday through Friday have much more positive seasonality. This can be seen below.

Today is the day after the 4th Friday in October.
Buy SPX on close. Sell X days later. $100kirade. 1984 - present.

X All Net Al .AII:. AI_I: Al % AI!: A_vg AI!: M_ax All: ﬁ.‘vg All: Max _AII: Al AlL Avg
Total |Winning|Losing Winning Winning Losing Losing Win/Loss
Da‘_n"S Profi Trades | Trades Trades Frofitable Trade Trade Trade Trade Ratio ProftFactor| Trade
4| 5546759 32 24 8 75.00( 269238 14,02011| -1,14368| -285068 2.35 706 173336
3| 46779.10 32 25 7 7813 206415| 1230489 -589.25| -2,081.28 299 10.70| 1,461.85
2| 2623449 32 25 7 7813 136138 9, 9| -1,11428| -2261.76 122 438 819.23
1| 2238872 3z 21 11 65.63| 1,52415| 10,716.03 -874.40| -2,766.58 1.74 3.33 699.65

3 'of 32 instances (94%) closed above the entry price
at some point in the next 4 days.
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The stats here are very strong across the board and suggestive of an upside edge. Below is
a look at the 4-day profit curve.

Today is the day after the 4th Friday in October.
Buy SPX on close. Sell X days later. $100k/trade. 1984 - present.
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The curve has headed upwards for a long time and hit a new high again last year. Long-
term seasonality will see some changes as we enter November (Best 6 months & new
Presidential Cycle year). But this short-term look at seasonality suggests the market could
have some wind at its back this week.

SPY was already short-term oversold before it gapped down and sold off further on Friday.
Generally, such action has led to bounces in the past. This can be seen in the study below
from the 3/27/15 letter.
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Yesterday SPY closed at a 5-day low. Today it gapped down and closed below the open.
Close = 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 ﬁ:LDh:_:t Total |Winning|Losing Pr?:t:;le Winning Winning Losing Losing Win/Loss Prnf:ts‘l-ll-actnr ﬁ.\ll.lkij";g
Days Trades | Trades |Trades Trade Trade Trade Trade Ratio
5[101,878.35| 102 74 27 7255 1,751.44 3, -4 103.46 1.71 4.69 599.79
4| B83,438.866 105 74 k)l 7048 185504 5, -3,522.36 1.31 314 7594 65
3| 83,466.02( 107 73 33 68.22| 1,599.47| 4, -3,820.70 1.59 3.51 780.06
2 110 76 24 69.09| 1,212.36| 5, -2,961.20 1.73 3.87 620.99
1 ma g2 36 §9.49 871.01| 5, -3,772.68 1.30 2.96 400.84

Numbers here suggest a decent upside edge. Below is a profit curve.

Yesterday SPY closed at a 5-day low. Today it gapped down and closed below the open.
Close = 200ma. Buy on close. Sell 3 days later. $100k/trade. 1993 - present.
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The curve appears strong and the study certainly appears worthy of consideration.

| have updated the Aggregator chart below.
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With tonight’s evidence to consider tonight 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 also remained 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. Therefore,
the Aggregator signal stayed long at the close.

Based on the current active studies, expectations are primed to remain positive on Monday.
Some compelling new bearish evidence would need to emerge in order to change this. The
Differential Pivot will be 2152.30 on Monday. That is 1.2% above Friday’s close. So SPX
would need to close up 1.2% on Monday to flip from oversold to overbought versus
expectations.

Thanks greatly to the “after 4" Friday of October” study above, 1-day expectations are
actually negative. But the 3-day are positive and that leaves the Aggregator bullish. |
have a small amount of long index exposure already. | am not excited about adding more
with Monday looking a little dangerous, but I will add more if Monday does sell off more.
A poor close would also set up some “Turnaround Tuesday” studies as well as some “Turn
of the Month” seasonal studies. So a down Monday could offer a very favorable entry
point. Therefore, I’ll be looking to up my long exposure if a down Monday occurs.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 10/24 — bullish

The intermediate-term outlook was last updated in the 10/24 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

T @ $37.49 (bought 1/3 at limit)

T @ $36.86 (bought 1/3 at limit)

T @ $36.86 (bought 1/3 at limit)
SPG @ $183.23 (bought 1/3@limit)
New

SPG @ $182.88 (buy 1/3@limit)

Broad Market Large Cap CBI —5/2(T-3, SPG-2)

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.

SPG — buy 1/3 Catapult position @ $182.88 LIMIT. This is from the Catapult section
above. It is the 2" of 3 possible lots for SPG.

SPY — buy % index position @ $212.53 LIMIT ON CLOSE. Based on the short-term

outlook above, I will look to add more long index exposure if SPY closes down again on
Monday.
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Current Open Trade ldeas

Symbol Entry Date |Entry Price|Current Price |% Gain/Loss |Stop Notes
T(1/3) 10/24/2016 $36.51 $36.51 0.00% Catapult
T(1/3) 10/25/2016 $36.86 $36.51 -0.95% Catapult
T(1/3) 10/26/2016 $36.64 $36.51 -0.35% Catapult
VZ(1/3) 10/26/2016 $47.74 $48.56 1.72% sold on open
VZ(1/3) 10/27/2016 $47.63 $48.56 1.95% sold on open
SPG(1/3) 10/28/2016] $183.23 $182.88 -0.19% Catapult
SPY(1/4) 10/28/2016| $213.14 $212.54 -0.28% Aggregator

A complete list of Quantifiable Edges trade idea results since the inception of the letter in
2008 can be found here.
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