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ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

April 6, 2018 Volume 11 Issue 66

Market Overview

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

Signals Overview

Aggregator CBI Reading
Flat 0

Tonight’s Research Points

e The employment report could bring some interesting action tomorrow but it has not
provided a consistent edge over the years.

e Low 3/10 Offset HV numbers along with the 3-day rally suggest an upside edge in
the coming days and weeks.

e 3+ days of strong Nasdaq breadth are often followed by a down day

Short-term Outlook
The Bottom Line

Expectations are mixed but leaning bullish. Meanwhile, the SPX is overbought. This
leaves the Aggregator neutral. | am too.
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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
April 6,2018 2%+ gain over 3 days. Offset HV < 0.25 [1-6 days Bullish 1.90% -1.25% -2.60%
April 4, 2018 Gap up from 20-low. Fill then close up [1-5 days Bullish 3.10% -1.70% -2.10%
Active - Long Term
April 6,2018 2%+ gain over 3 days. Offset HV < 0.25 [1-19 days Bullish 4.30% -2.20% -4.80%
February 15,2018 FTD with moderate breadth & volume |int term Bearish
January 16,2018 NASDAQ Leading int term Bullish
January 8, 2018 1st 4 days of year close higher 1-250 days [Bullish 15.90% -5.70% -11.10%
January 8, 2018 SOMA reduction intensifies to $20billiorint term Bearish
April 26,2016 Golden Cross int term Bullish
July 22, 2013 New High Divergence (Study of Tops) int term Bearish

The Evidence

Thursday was a 3" day of gains for the market. The SPX rose 0.7%, the NASDAQ gained
0.5%, and the Russell 2000 closed up 0.7%. Breadth was positive as the NYSE Up Issues
% was 70% and the Up Volume % came in at 80%. NYSE volume declined and again
came in at the lowest level in weeks.

On Thursday the Quantifiable Edges 3/10 Offset HV indicator came in very low, which is
fairly unusual considering we've seen a strong move higher over the last three days. The
3/10 Offset HV Indicator compares the 3-day Historical Volatility reading to the 10-day
reading of 3 days ago. When the reading is very low, that means there has been a
contraction in volatility. A high reading means there has been an expansion over the last
3 days. | often use 0.25 as an “extremely” low reading. The 3/10 Offset HV has come in
at this level or lower about 9% of the time historically. The SPX rally and low 3/10 Offset
HV reading on Thursday triggered the study below, which I last discussed in the 12/24/15
letter.
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SPX closes more than 2% above its close of 3 days ago and = 200ma.
lts 3/10 offset HV is <= 0.25. Buy on close. Sell X days later. $100k/trade. 1985 - present.
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The numbers here all seem to suggest an upside edge. To get the 3/10 Offset HV indicator
that low while the market is rising so strongly would typically require some volatile activity
prior to the bounce. That scary, volatile period will often pave the way for a continuation
of the rally. Of course, | also wanted to take a look at the profit curves. Below are curves
assuming 6-day and 19-day holding periods.
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lts 3/10 offset HV is <= 0.25. Buy on close. Sell 6 days later. $100k/rade. 1985 - present.

SPX closes more than 2% above its close of 3 days ago and = 200ma.
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Both of these curves look pretty solid. | have added this study to both the short and
intermediate-term active lists.

Not only did we see gains for the 3" day in a row, but the NASDAQ put in some strong
breadth numbers. This triggered a study that looked at times Nasdaq advancers
outnumbered decliners by more than 3:2 for 3 days in a row. It suggested such persistent
lopsided breadth was about enough, and it was often followed by a down day. | last showed
the study in the 3/8/18 letter and have updated the results below.

NASDAQ Advancers outnumber Decliners 3:2for the last 3 days.
Buy SPX on close. Sell next day's close. $100k/trade. 1999 - present.
radeStation Performance Summary Expand ¥

all Trades

Total Net Profit (514,611.03) Profit Factor (0.48]
Gross Profit $13,395.69 Gross Loss (528,006.72)
Total Number of Trades 74 Percent Profitable C 41.8972;
Winning Trades 31 Losing Trades 43
Even Trades 0

Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 0.66
Avg. Winning Trade $432.12 Avg. Losing Trade (5651.32)
Largest Winning Trade %1,857.24 Largest Losing Trade (34,241.94)

The numbers imply a bit of a downside edge. | also produced an equity curve.
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NASDAQ Advancers outnumber Decliners 3:2for the last 3 days.
Buy SPX on close. Sell next day's close. $100k/trade. 1999 - present.
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It’s definitely choppy, but it has moved from upper left to lower right for a long time. And
| have shown this study for years, and it continues to make new lows. 1 believe it to be
worth consideration and I have included it on the Active List for tonight.

Friday the employment report will be released about an hour before the NYSE open.
Employment days have an interesting history and they have contributed to some
worthwhile studies over the years. Below is a chart of SPY performance on Employment
Days. This chart is from the 3/9/18 subscriber letter, and has not been updated. For this
equity curve | filtered to only include days where SPY was > its 200ma. Each trade was a
fictional $100Kk.
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SPY closes = 200ma. Tomorrow is an employment day.
Buy on close. Sell next day's close. $100kirade. 1993 - present.
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What I find interesting about the chart is that Employment Days in uptrends have shown
such streaky performance — and the streaks lasted a long time. While it’s a bit unusual to
see such abrupt changes in market dynamics, it does serve as a nice reminder that such
changes are always possible.

| have updated the Aggregator chart below.
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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. But the black
Differential Line dove down below 0. The negative Differential Line reading means SPX
is overbought versus recent expectations. So expectations are positive but SPX is
overbought. This is considered a neutral configuration. Neutral configurations are visible
on the chart whenever both lines close on opposite sides off 0. Therefore, the Aggregator
signal turned flat at the close.

Based on the current active studies, expectations are slated to remain bullish on Friday.
This could change if compelling new bearish evidence were to emerge. The Differential
Pivot will be 2640.08 on Friday. That is 0.9% below Thursday’s close. So SPX will need
to close down at least 0.9% to turn from overbought to oversold on Friday.

Evidence is mixed, the Aggregator formation is neutral, and the low 3/10 Offset HV
suggests we could see an expansion in volatility in the next few days. That is a poor
combination for trading. No strong edge and a decent chance the market moves strongly
against you if you are wrong about the direction. | have no desire to start building new
positions here. 1 will wait until a more favorable reward/risk scenario emerges. Until then,
I will remain patient and alert.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 4/2— neutral

The intermediate-term outlook was last updated in the 4/2/18 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

OpenCatapult Triggers
None

Broad Market Large Cap CBI -0

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.

None tonight.

Current Open Trade Ideas
None

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.

Copyright © 2018 Quantifiable Edges, LLC.
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