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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

May 19, 2017 Volume 10 Issue 95

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 Long

Tonight’s Research Points

e The weak bounce on Thursday does not bode well for the coming days.

VIX 100-day highs will sometimes suggest a bounce for SPX, but the current setup
does not look enticing.

Short-term Outlook

The Bottom Line

Evidence beyond just 1-day is now pointing south. The market remains oversold. This
has the Aggregator neutral, and me looking to exit my long index position for the time
being..
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Summary of Recent Active Studies (see Letters from listed dates for details) — not updated
tonight

Avg Avg Avg DrawDn
Study Date Description Time span |Bias Run-up [DrawDn |-1Std Dev
Active - Short Term
May 17, 2017 Unfilled gap up. Then gap up and clsdn |1 day Bullish
May 16, 2017 5 low to 50 high 1-4 days Bearish
May 15, 2017 Close < 10ma after 15+ days above 1-5 days Bullish 1.50% -1.00% -2.00%
May 15, 2017 Gap dn from 5-low and close < open 1-6 days Bullish 2.20% -1.30% -2.60%
May 12, 2017 Relatively big drop from 50-high 1-4 days Bullish
May 5, 2017 High volume up days 1-10 days | Bullish
Active - Long Term
May 15,2017 Gap dn from 5-low and close < open 1-10 days Bullish 2.90% -1.60% -3.40%
April 28, 2017 20-high. High volume. 1-16 days Bullish 2.80% -1.80% -3.20%
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

The market bounce back a little bit on Thursday. The SPX finished up 0.4%, the NASDAQ
gained 0.7%, and the Russell 2000 rose 0.4%. Breadth was mixed as the NYSE Up Issues
% was 51% and the Up Volume % came in at 48%. NYSE volume rose some from
Wednesday’s level.

Often times, the 1% day of a bounce can provide us clues as to the chances of the bounce
following through. As a basic guideline, a strong initial bounce from an oversold condition
is more likely to see follow through than a weak bounce. One study I did with regards to
this was last seen in the 7/1/15 letter. | have updated the results below.

SPX falls at least 1.75% yesterday. Today it rises but makes up less than 25% of yesterday's loss.
Close = 200ma. Buy on close. Sell X days later. $100k/rade. 1988 - present.

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

s ) L A . . - All: All: Aw

Days | PO i e o proat ek | ks | (0% | Lo | W0 ot Trce
5(-12,074 59 24 10 14 4167 162578 476900 202374 5506823 0.80 057 -503.11
4|-12,05072 24 10 14 4167 169687 2587085 207282 4728475 0.82 058 -502.1
3|18 75810 24 10 14 4167 | 134336 393079 220041 _56B545 0.58 0.42 -781.58
2(-11,574.35 25 12 13 43.00 74518 2794556 157912 -3,84410 0.47 0.44 -462 97
1| -8,659.02 25 11 14 44.00 £20.81| 166920 110628 -230295 0.56 0.44 -345.36

The numbers here look decidedly bearish. Below is a look at a 3-day profit curve.
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SPX falls at least 1.75% yesterday. Today it rises but makes up less than 25% of yesterday's loss.
Close = 200ma. Buy on close. Sell 3 days later. $100k/trade. 1988 - present.
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The strong and persistent decline serves as some confirmation of the downside edge.

There was a blog post | did way back on 10/17/08 that looked at times the VIX made a
100-day high but SPX did NOT make a 100-day low. It generally found this to be a
favorable setup for a move higher in SPX over the coming days. | sliced it a bit further
tonight to see how it might apply to the current setup. First, I filtered it so that the SPX
must also close above the 200ma. The next thing | did is break down results by times the
SPX closed higher on the day vs lower. The 2 results tables are below.

VIX makes 100-day intraday high. SPX does NOT make a 100-day intraday low. SPX closes
down but = 200ma. Buy on close. Sell X days later. $100k/trade. 1990 - present.
X | AuNet | T ioning Losing  *E% | Wiing | Winning | Losng | Losing | Winloss | AL | ALAY
Days FALE e e e e FRLELE| s Trade Trade Trade Tery | DMREEDY TR
10 3925947 32 25 T T813| 253498 5401.45, -3817.79| -9 859.78 0.71 255 122811
9 4551148 33 28 T 7879 2454M 514582 -2650.40| -5101.58 0.93 3.45
g 4773812 33 I8 8| 7576 248045 605084 -172163 -215420 1.43 4.47
7| 4925452 34| 22| 12| e471| 261813 7500.08) -69535| -3577.86 377 £.90
6| 50611.09 35 28 T 8000 215946| TF27206| -1407T69| -332253 1.53 6514
5| 4163520 36 25 11 6544 | 225126 707028 -1,331.48| 4596155 1.69 3.84
4| 4153453 39 25 10 7436 207385 4 650 .50 1,861.00| -3,551.20 1.11 3.23
3| 38345329 40 28 12 T0.00 1,877.54 3,940 55 1,177.42 | -2 752.04 1.59 3.72
2| 2755576 44 23 16 6364 | 144537 4 805 65 81417| -2726897 1.78 312
1) 2132025 54 36 17 6667 1,050.33 5117 .48 970058 -2454 04 1.08 2259
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VIX makes 100-day intraday high. SPX does NOT make a 100-day intraday low. SPX closes
up and = 200ma. Buy on close. Sell X days later. $100k/trade. 19390 - present.
X | AUNet |l inning Losing | AL | Wnnng | Wimng | Losing | Losing | viloss | AL | ALAYS
Days Frofi Irades| Trades Trades s Trade Trade Trade Trade Ratio ProfiFactor  Trade
10 528376 16 ] 7 56.25| 170881 317725 352375 1160212 0.48 062 -580.55
8 145832 16 ] 2 50,00 202024 473712 220265 518872 0.92 0.92 812
g 359693 16 9 7 56.25| 20742 380997 207998 -3,779.35 0.97 1.25 224.81
7| 796622 17 1 ] 5471 154047 450089 -149549 -354293 1.03 1.89 455.60
6| 8395.99 17 10 7 58.82| 182082 422188 -1,116.03| -Z2919.284 1.45 207 493.88
5| 11,8013 17, M 6| 6471 170718 539671 -1264.31 -2487.11 1.35 247| 65824
4 1628585 19 11 2 57.89| 118337 286055  -142352| 455850 0.83 1.14 85.73
3 -45840588 20 11 9 55.00 102225 312771 -1,783.42) 4 707.50 0.57 0.69 -247.05
2| 118214 20 ] 11 4500 1853455 282774 122888 -3138.00 1.33 1.09 59.11
1 583018 20 1 9 55.00) 104110 234234 52486 | -2,034.00 1.67 2.04 291.51

Unfortunately for the bulls, the 2" case is the one that is currently active. There does not
appear to be a substantial edge based on this setup. Had SPX closed down on Thursday,
then the odds would have looked much better. So this study is not included on the Active
List.

| have updated the Aggregator chart below.
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With tonight’s studies to consider the green Aggregator Line dipped below zero. Negative
readings mean net expectations from the Active List are for downside over the next few
days. Meanwhile the black Differential Line remained above 0. The positive Differential
Line reading means SPX is oversold versus recent expectations. So expectations are
negative but SPX is oversold. 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 turned flat at the close.

Based on the current active studies, expectations are set to remain bearish on Friday. This
could change if compelling new bullish evidence emerges. The Differential Pivot will be
2406.05 on Friday. That is 1.7% above Thursday’s close. So SPX would need to close up
at least 1.7% to turn overbought as of Friday’s close. That is a large gain, and one that is
unlikely to happen in one day. A more likely scenario for working off the oversold
condition would be a multi-day gain or consolidation.

| am a bit surprised that the evidence turned sour so quickly. I feel like we could certainly
get more out of this bounce. But like the study shows, similar bounces have not fared well
in the following days. So rather than fight the odds, I will look to exit my long index
exposure at the open on Friday. I do still have a number of Catapults active and I will hold
them until they generate exit signals.

Intermediate-term Outlook (2 weeks — 2 months) — updated 5/15 —bullish

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

DIS - 1/3 @ $111.62 (bought @ limit)
DIS - 1/3 @ $111.17 (bought @ limit)
DIS - 1/3 @ $106.31 (bought @ limit)
FB - 1/3 @ $144.85 (bought @ limit)
VZ - 1/3 @ $44.48 (bought @ limit)

Broad Market Large Cap CBI - 5(DIS-3, FB, VZ2)
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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
DIS(1/3) 5/4/2017] $110.58 $106.68 -3.53% Catapult
DIS(1/3) 5/5/2017] $111.17 $106.68 -4.04% Catapult
DIS(1/3) 5/18/2017] $105.98 $106.68 0.66% Catapult
FB(1/3) 5/18/2017] $144.72 $147.66 2.03% Catapult
\VZ(1/3) 5/18/2017 $44.48 $45.04 1.26% Catapult
SPY(1/4) 5/18/2017] $235.73 $236.77 0.44% sell on open
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