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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

January 10, 2018 Volume 11 Issue 7

Market Overview

Quantifiable Edges ‘-day Risk/Reward Outlook | (uantifiable Edges 3-day Risk/Reward Outlook
Bearish Bullsh - Begrish Buligh

Signals Overview
Aggregator Aggressive VIX
Short 100% Short SPY

Tonight’s Research Points

e The strong move up in the VIX with SPX at new highs is suggesting a short-term
downside edge.

e Persistent overbought conditions like we have seen recently often lead to more
gains over the next several days.

Short-term Outlook
The Bottom Line
The Aggregator is again bearish. But the edge does not appear strong enough to warrant a

counter-trend position.
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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
January 10, 2018 1st 4 days of year close higher 1-8 days Bullish 2.00% -1.30% -2.70%
January 10, 2018 VIXup 2.5%. SPX50-high 1-2 days Bearish
January 9, 2018 SPX50-high. VIXup. Monday 1-2 days Bearish
Active - Long Term
January 8, 2018 1st 4 days ofyear close higher 1-250 days |Bullish 15.90% -5.70% -11.10%
January 8,2018 SOMA reduction intensifies to $20billiorint term Bearish
January 2,2018 SPY 1stclose <10main 25+ days 1-19 days Bullish 4.10% -0.90% -2.15%
November 30, 2017 SPX 50-intraday high. NDX big down 50 [1-50 days Bullish
November 29, 2017 SPX breaks 50-day Upper Bollinger Band 1-50 days Bullish 4.85% -4.10% -7.80%
November 14, 2017 SPX top 25% 20day rng. RUT bottom 25 [1-40 days Bullish 5.60% -2.80% -5.50%
April 26,2016 Golden Cross int term Bullish
July 22,2013 New High Divergence (Study of Tops) int term Bearish

The Evidence

Tuesday was a mixed day for the market. The SPX and NASDAQ each gained 0.1%, while
the Russell 2000 lost 0.1%. Breadth was negative as the NYSE Up Issues % was 41% and
the Up Volume % came in at 46%. NYSE volume declined some from Monday’s level.

There were several VIX-based studies that emerged. The one below showed some of the
most compelling results. It required SPX to close at a 50-day high. It last appeared in the
12/13/17 letter. New readers may wonder why I use a day-of-week filter with VIX studies.
The VIX has a natural tendency to fall on Fridays and rise on Mondays. Because of this I
typically separate out those days from the rest of the week when conducting VIX-based
studies. All results are updated.

SPX closes at a 50-day high and VIX closes up at least 2 5% on Tuesday, Wednesday, or Thursday.
SPX = 200ma. Buy on close. Sell X days later. $100kftrade. 1998 - present.

X Al Nt rofit T}Eil:al Wi;:lxll_::in AI!: Al 5% AI!: A_vg AI!: r.'l.ax All: ﬁ}‘vg All: r..'Ia:-: _AII: Al All Avg
: g| Losing Winning Winning Losing Losing Win/Loss

Dal_.rs Trades| Trades |Trades FIOIEEE Trade Trade Trade Trade Ratio FIOLREEDD) R
5 1231370 26 11 15 4231 73577 -1,360.47 | -4149.36 0.54 0.40 -473.60
4 -11,320.73 26 10 16 3845 §52.05 -1,115.07 | -4,240.48 0.58 0.37 -435.41
3 -8,275.50 26 12 14 46.15 533.16 -1,118.53 0 -£423.40 0.42 0.41 -356.75
2 -7,911.52 26 6 20 23.08 44311 1,192™M -528.51| -1,461.48 0.24 0.25 -304.25
1 244852 30 14 18 4587 27018 1,108.05 -389.44( -1,008.70 0.69 0.81 -8152

92% of instances closed below the entry pric
at some point in the next week.

The numbers all appear to suggest a bearish edge. Below is a profit curve assuming a 2-
day exit strategy.
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SPX closes at a 50-day high and VIX closes up at least 2.5% on Tuesday, Wednesday, or Thursday.
SPX = 200ma. Buy on close. Sell 2 days later. $100k/rade. 1998 - present.
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The move from upper left to lower right offers some confirmation of the downside edge. I
have added this study to the Active List tonight.

The strong move up over the last few days has left SPX stretched above its Bollinger Band.
It’s somewhat unusual to see the market close this far above its mean for 4 days in a row.
Such shows of strength have often begat more short-term strength. This can be seen in the
study below, which last appeared in the 12/4/17 subscriber letter.
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SPX closes above upper Bollinger Band for exactly 4th day in a row.
Buy on close. Sell X days later. $100k/trade. 1961 - present.

X
Days

1

IR LR RS- A=Y

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

All: Met Profit | Total Winning| Losing Prj::!rt;:Ie Winning Winning Le=ing Lozing Winﬂ_!}ss PerJr?llli:ictur
Trades Trades |Trades Trade Trade Trade Trade Ratio

35 979.10 48 34 13 7083 180867 3TI50| 183582 -382452 0.96 2.51
42 475.07 42 35 12 7292 179173 3927.00| -1686.30| -3737.50 1.06 3.10
41 64528 43 33 10 7917 162958 522240| -202745| -4731.56 0.80 3.05
34,811.38 43 35 12 7500 148352 433500 1545682 -4901.14 0.96 287
28,942.48 43 35 13 7292 130945 335616 -128921| -4428.54 1.M 2
224 5 43 35 12 75.00 9 -1,554.07 -5 98392 0.74 221
21, 78 42 32 18 66.67 -84 44| -3 25450 1.27 254
18, 42 33 15 63.75 72773 -3122.00 1.15 254
17, 48 30 18 82.50 445 57| -2,081.50 1.93 a2
39 48 26 21 5417 -378.61| -1596.58 1.21 1.50

44 of 48 instances (92%) closed bove the entry price
at some point in the next week.
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The stats seem to strongly support the bull case. Even those instances that didn’t continue

higher immediately mostly just saw a shallow pullback before hitting new highs at some

point in the week. I find the results especially impressive considering the moves are

measured from a point where the market is already substantially overbought. Below is an

equity curve that assumes an 8-day exit strategy.
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SPX closes above upper Bollinger Band for exactly 4th day in a row.
Buy on close. Sell 8 days later. $100k/trade. 1961 - present.
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The strong, long-term upslope is impressive and helps confirm the edge suggested by the

numbers.

I have updated the Aggregator chart below.
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4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index B0 e =S
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With tonight’s studies considered the green Aggregator Line remained below zero.
Negative readings mean net expectations from the Active List are for downside over the
next few days. Meanwhile, the black Differential Line held below 0. The negative
Differential Line reading means SPX is overbought versus recent expectations. So
expectations are negative and SPX is overbought. This is considered a bearish
configuration. Bearish configurations are visible on the chart whenever both lines close
below 0. Therefore, the Aggregator signal stayed short at the close.

Based on the current active list, expectations are slated to flip to bullish on Wednesday.
This could change if new bearish evidence emerges. The Differential Pivot will be 2749.79
on Wednesday. That is just 0.1% below Tuesday’s close. Therefore SPX will only need
to close down 0.1% on Wednesday to flip from overbought to oversold.

So the Aggregator is again bearish. But the downside edge is on the verge of turning.
Without further bearish evidence, expectations will flip to positive. And just about any
move lower on Wednesday would leave the SPX oversold versus recent expectations.
Combined with the fact that a short would be a counter-trend trade, I do not find the current
setup very appealing. I will continue to wait for a more favorable reward/risk opportunity
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Intermediate-term Outlook (2 weeks — 2 months) — updated 1/8— somewhat bullish

The intermediate-term outlook was last updated in the 1/8/18 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
DUK —buy 1/3 @ $81.94

Broad Market Large Cap CBI — 1(DUK)

Additional New Trade Ideas

A full listing of system triggers can be found at the numbered systems page each night. 1
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

DUK(1/3) 1/8/2018 $81.94 $81.24 -0.85% Catapult

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

This report has been prepared by Quantifiable Edges, LLC and is provided for information purposes only. Under no circumstances is it
to be used or considered as an offer to sell, or a solicitation of any offer to buy securities. While information contained herein is believed
to be accurate at the time of publication, we make no representation as to the accuracy or completeness of any data, studies, or opinions
expressed and it should not be relied upon as such. Robert Hanna, Quantifiable Edges, LLC or clients of Quantifiable Edges, LLC may
have positions or other interests in securities (including derivatives) directly or indirectly which are the subject of this report. This report
is provided solely for the information of Quantifiable Edges, LLC clients and prospects who are expected to make their own investment
decisions without reliance upon this report. Neither Quantifiable Edges, LLC nor any officer or employee of Quantifiable Edges, LLC
accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or its contents. This report may
not be reproduced, distributed or published by any recipient for any purpose without the prior express consent of Quantifiable Edges,
LLC.
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