Page 1

QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY
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Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook (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 Long

Tonight’s Research Points

Outside day at bottom of range creates a strongly bullish setup.

e 4+ day pullbacks that experience the worst day of the pullback are normally
primed for a bounce.

e 4-day pullbacks going into a Wednesday have been strongly prone to upside
reversals.

Short-term Outlook
The Bottom Line

More bullish evidence emerged and the market is now strongly oversold. This all suggests
and upside edge over the next several 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
March 22, 2017 Down 4 into Wednesday 1-6 days Bullish
March 22, 2017 Down 4+ and today largest drop 1-5 days Bullish
March 22, 2017 Outside day low close > 200 1-8 days Bullish
March 21, 2017 Down 3 into Turnaround Tuesday 1-8 days Bullish 2.15% -1.30% -2.40%
Active - Long Term
March 9, 2017 1st 10-day low in 30+ days 1-10 days _ |Bullish 3.10% -1.95% -4.40%
January 9, 2017 NASDAQ Leading int term Bullish
April 26, 2016 Golden Cross int term Bullish
November 3, 2014 Quantitative Easing Ends int term Bearish
July 22,2013 New High Divergence (Study of Tops) int term Bearish

The Evidence

Tuesday was the 1% big losing day the market has suffered in months. The SPX lost 1.2%,
the NASDAQ fell 1.8%, and the Russell 2000 declined 2.7%. Breadth was negative as the
NYSE Up Issues % was 21% and the Up Volume % came in at 13%. NYSE volume rose
some from Monday’s level.

Several studies appeared in the Quantifinder. I’ll discuss the most compelling ones. The
study below examined other multi-day selloffs that accelerated after already being down
for a number of days. It was last seen in the 11/2/16 Subscriber Letter.

SPX closes down for at least the 4th day in a row. Today is the biggest drop of the decline.
Close = 200ma. Buy on close. Sell X days later. $100k/rade. 7/1/89 - present.

_ All: All: All: . All: Avg Al Max All: Avg Al Max All: . _
X LB Total |Winning| Loging iy Winning Winning Losing Losing Win/Loss L LLERT
Profit Profitable ProftFactor| Trade
Da‘_-l'S rades Trades Trades Trade Trade Trade Trade Ratio

J 5| 4646003 38 &y T 8158 160833 707028 -435.45| -1,218.72 3.31 14.67| 122263
4| 3B8,875.55 38 prat] 5 7632 1643.15| 518749 -975.07| -2,665.92 1.69 543 1,023.04
3 38 prat] 5 7632 155949 533918 -716.83| -1,565.28 218 7.01| 1,02036
2 39 prat] 10 7436 137805 480965 55265 -1,343.84 211 6.12 B57.36
1 42 28 14 6667 100355 511748 -527.03| -169992 1.60 3.20 450.02

100% of instances closed above the entry price
at some point in the next 6 days.

These results appear extremely compelling. The consistency is very strong. Of course the
market is always capable of doing things it hasn’t before. We’ve seen plenty evidence of
that over the last 9 years since beginning Quantifiable Edges. So although this condition
has led to a bounce in every instance evaluated over the test period, it’s no sure thing. In
fact, just before the period shown there were 2 trades that were losers. Still, the evidence
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appears strong enough to suggest a bullish inclination. This is further confirmed by the
equity curve below.

SPX closes down for at least the 4th day in a row. Today is the biggest drop of the decline.

Close = 200ma. Buy on close. Sell 5 days later. $100k/trade. 7/1/89 - present.
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The consistently strong upslope makes this an appealing looking equity curve.

Last night | showed a Turnaround Tuesday study that suggested a bounce was likely to
start on Tuesday. That sure didn’t happen. Historically, when there hasn’t been a close
higher on Tuesday after a 3-day pullback, what does that mean for Wednesday and beyond?
The test below is updated from the 2/1/17 Letter and it answers that question.
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Today is Tuesday. SPX closes lower for at least the 4th day in a row.

Buy on close. Sell X days later. $100k/trade. 1980 - present.

L AR - A AN - =

All Net All: f\ll:_ AI!: ! AI!: A_vg AI!: M.ax All: Avg All: I'|_'Iax .AII:
Profit Total [Winning| Losing Profitable Winning Winning Lesing Losing WII‘I.I'LFI&S

Irades| Trades | Trades Trade Trade Trade Trade Ratio
§ 5.4 43 33 10 7674 241294 T 73375 -1868017| -£415.04 1.45
55,141.0 43 36 7 8372 21770 545033 -1,89015) -3589.44 1.15
743455 43 35 ] 81.40 24247 831750 -1,31482) -3575.04 1.64
69,471.02 43 35 ] 8140 232757 10870.00| -1,49923| -481712 1.55
6738427 43 35 8| B140| 220761| 14240.00| -1,23528| -260512 1.79
55,120.3 43 32 11 7442 213940 13/13500| -121278| -3,256.96 1.76
49 573.6 43 3 12 7209 210634 1265750 -1309.81| -449568 1.61
356109 43 3 12 7209 156471 689250 -1,07459| -25935.64 1.45
16,615.2 43 26 17 60.47| 104321 512250 -518.13| -1,661.08 1.69
15,5 43 28 15 65.12 832.00| 571625 -514.85| -1,721.258 1.62

All: Al Avg
ProftFactor| Trade

480 148571
582 15149
6.07| 172897
6.79( 161561
7.82| 1,567.08
513 1,281.87
415 1,152.89
3.76 828.16
2.58 386.40
3.02 36224

Results here have been very strong over a long period. Below is a profit curve using a 6-
day exit strategy.
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Today is Tuesday. SPX closes lower for at least the 4th day in a row.
Buy on close. Sell 6 days later. $100k/trade. 1980 - present.

Trade Number

It seems the “Turnaround Tuesday Failure” is likely a temporary setback.
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The big outside day that SPX put in is also notable. The study below is from the 8/8/14
letter. It examines the implications of an outside day occurring and putting the SPX near
the lower end of its range during a long-term uptrend.

SPX posts an outside day and closes in the bottom 10% of the 10-day range but above the 200ma.
Buy on close Sell X days later $100k/trade. 1988 - present
X | awnet | T gl Losing .25 | Wining | Wimng | Losing | Losing | Winoss |, AU | AtAvg
Days Pl Trades| Trades Trades LR Trade Trade Trade Trade Ratio TR MRS
10| 5550311 29| 24 5| 8276 259080 214223 1.94 9.31| 1913.90
g| 5577800 29| 24 5| 8276 257969 322413 2.10 10.09| 192338
8| 5505402 29| 24 5| 8276 2547.40 -2,364.18 2.09 10.05| 1,888.41
7| szoes00] 30| 26 4| 8667 221504 -1,38073| -254445 1.60 10.43| 173560
6| 5424339 30 28 2 9333 1,95270 -776.09| -1,35373 257 3595 180811
5| 51,366.31 30 2T 3 90.00| 41572388 -633.81 -8569.01 311 280 1,712.21
4| 38363781 30 24 6 20.00 181231 -30960| -296425 2.24 895 128783
3| 2847750 30 pal 9 70.00 1,721.40 -T41.27| -1,66530 2.32 542 932 60
2| 2287618 33 22 11 6667 125575 -431.84| -110536 2.91 582 69322
1 8,863 45 33 26 T 7379 583.92 -521.19| -1,789.08 0.64 237 263.59

Rarely do | see results more bullish than these. Not only is the consistency incredibly
impressive, but the size of the average trade is very large for using a “>200ma” filter. And
it isn’t just the numbers that look good. Here is the profit curve.
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SPX posts an outside day and closes in the bottom 10% of the 10-day range but above the 200ma.
Buy on close. Sell 6 days later. $100k/trade. 1988 - present.
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That is a nice straight profit curve.

Lastly, I’ll also note that Tuesday was the 1 day that SPX closed down over 1% since
10/11/16. It ruined a streak of 109 days. | decided to look back at other times streaks of
100+ days had finished. Interestingly, there have been very few comparisons. Below is
the complete list back to 1970 along with their 10-day returns.

After going 100+ days without a 1% down close, SPX closes down = 1% today.
Buy on close. Sell 10 days later. $100k/trade. 1970 - present.
. . Run-up
Date/Time Signal Price % Profit Drawdown
6/13/1985 Buy £185.33 3.18% %3,250.17
6/27/1985 Sell £191.22 $0.00
5/18/1995 Buy $519.58 2.49% $3,327.36
6/2/1995 sell $532.51 ($481.92)
12/18/1995 Buy $606.82 2.39% $2,694.52
1/3/1996 Sell $621.32 ($290.28)
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Short list. It is very dangerous to draw conclusions from just 3 instances. | did find it
interesting that none of the 3 had a further drawdown of even 0.5%.

| have updated the Aggregator chart below.

#¥ TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index s -1 - | S
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With tonight’s evidence to consider, the green Aggregator Line moved further 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 now far above 0. The positive
Differential Line reading means SPX is strongly 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 zero.
Therefore, the Aggregator signal stayed long at the close.

The current list of studies is set to leave expectations positive on Wednesday afternoon. It
would take some incredibly bearish new evidence in order to overturn such expectations.
The Differential Pivot will be 2378.51 on Wednesday. That is 1.5% above Tuesday’s
close. So SPX would need to close up at least 1.5% on Wednesday in order to move from
oversold to overbought. A gain that large is very unlikely. A more likely scenario for
working off the oversold condition would be a multi-day rally or consolidation.
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Tonight’s evidence appears to be strongly compelling. And the market is more oversold
with more potential upside than we have seen in several months. So | certainly want to be
positioned long. My Tuesday entry was obviously early. But that is why | often scale into
positions. So with the outlook strong, I will look to increase my long exposure further on
Wednesday.

Intermediate-term Outlook (2 weeks — 2 months) — updated 3/20 — bullish

The intermediate-term outlook was last updated in the 3/20/17 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

TGT - 1/3 @ $55.14 (bought @ limit)
TGT - 1/3 @ $55.02 (bought @ limit)
BRK.B - 1/3 @ $172.82 (bought @ limit)
BRK.B - 1/3 @ $172.07 (bought @ limit)
New

BRK.B - 1/3 @ $172.07 (buy @ limit)

Broad Market Large Cap CBI - 5(TGT-2, BRK.B-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.

BRK.B — buy 1/3 Catapult position @ $169.47 LIMIT. This is from the Catapult
section above. It is the 3™ and final lot for BRK.B.

SPY — buy % index position @ $233.75 LIMIT. This is based on the short-term
outlook above. I will look to scale further into an index position with SPY.
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Current Open Trade ldeas

Symbol Entry Date|Entry Price|Current Price (% Gain/Loss |Stop Notes

TGT(1/3) 3/8/2017 $55.14 $53.39 -3.17% Catapult
TGT(1/3) 3/9/2017 $55.00 $53.39 -2.93% Catapult
BRK.B(1/3)] 3/20/2017] $172.30 $169.47 -1.64% Catapult
BRK.B(1/3)] 3/21/2017] $172.07 $169.47 -1.51% Catapult
SPY(1/4) 3/21/2017] $236.77 $233.75 -1.28% Catapult
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