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ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

June 26, 2018 Volume 11 Issue 122

Market Overview

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

Signals Overview

Aggregator CBI Reading

Long 1

Tonight’s Research Points

e A gap down to a short-term low followed by further selling during a long-term
uptrend has often led to higher prices in the next few days.
e The stretched VIX is suggesting a bounce.

¢ 3 lower highs, lows, and closes going into potential Turnaround Tuesday have
historically led to a bounce for QQQ.

Short-term Outlook
The Bottom Line
New evidence emerged suggest a bounce is likely in the next few days. The market is now

substantially oversold, suggesting favorable reward/risk.
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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
June 22,2018 VIXup 10%. SPX not down > 1%. 1-5 days Bullish
June 20, 2018 2 unfilled gaps dn 5-low > 200 1-6 days Bullish
June 14,2018 SPX 20-high then clos bottom 10% 1-10 days Bullish 2.10% -1.30% -2.60%
Active - Long Term
June 7,2018 SPX > 50-day Bollinger Band 1-50 days | Bullish 5.00% -4.10% -7.80%
May 7,2018 NASDAQ leading int term Bullish
April 2,2018 SOMA reduction intensifies to $30billioffint term Bearish
February 15,2018 FTD with moderate breadth & volume |int term Bearish
January 8, 2018 1st 4 days of year close higher 1-250 days [Bullish 15.90% -5.70% -11.10%
April 26,2016 Golden Cross int term Bullish
July 22, 2013 New High Divergence (Study of Tops) |int term Bearish

The Evidence

Monday suffered some strong selling, with trade fears being the excuse. In the end the
SPX finished up 0.2%, the NASDAQ fell 0.3%, and the Russell 2000 lost 0.2%. Breadth
was positive as the NYSE Up Issues % was 65% and the Up Volume % came in at 63%.
NYSE volume came in high, largely due to the rebalance.

Before examining the studies, | will note that the volatile selling on Monday is the kind of
action that is much more likely to occur during a Fed tightening than when the Fed is
supportive. Itis why position size needs to be managed more carefully. But volatility does
not eliminate opportunity. In fact, it will often create new opportunities. Our studies below
show we may be looking at a buying opportunity now.

One interesting aspect of Monday’s action was the unfilled gap down and continued selloff.
The study below was last seen in the 3/20/18 letter. It considers the fact that the gap down
on Monday put SPY at a short-term low immediately and then the selling continued from
there.
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SPY gaps down to open below the lowest close of the last 5 days. It then closes below the open.
Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.
X | Ak Net Profit 'I":lclal w:::}ng L:-::hg FEEE ﬁfn’:ﬁ m:ﬁﬁix T;;:: Tgshi‘na: WinAﬂ!;Jss. (L BLHE
Days rades| Trades |Trades| *20%| Trade Trade Trade Trade Ratio | TOntactor| Trade
10 139 a9 50 54.03 928224 -2087.01 -14007.15 1.26 224
] 147 95 52 6463 7,585.77| -2,008.11| -10,036.80 1.28 233
] 145 102 48 63.48 7.858.28| -2,194.40 1403010 1.05 232
T 155 100 55 54.52 8,324.13| -1,80473 -3,542.02 1.15 2.08
L] 158 108 50 63.35 787302 170338 -7810.10 1.09 236
5 159 105 53 56.04 223074 -1,41994| -4471.02 1.22 2.42
4 168 110 53 §5.43 5,581.02| -1,473.8% -6311.82 1.13 214
3 175 109 65 5229 5117.85| -1,1453% -4 085.40 1.32 234
2 188 120 65 63.83 5,477.88 -870.85 -2 61466 1.33 2.45
1 205 133 72 6483 576433 -T4118| 418176 111 2.04
90% of instances closed above the entry price
at some point in the next week.

There are a sizable number of occurrences and the numbers all appear squarely positive. A
good chunk of the gains have happened in the first couple of days. Below is a look at a
profit curve that assumes a 2-day holding period.

SPY gaps down to open below the lowest close of the last 5 days. It then closes below the open.
Close = 200ma. Buy on close. Sell 2 days later. $100k/trade. 1993 - present.
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While not quite as steep as it once was, the curve has continued to move higher. | have
added this study to the Active List tonight.

While the SPX declined sharply, the VIX index rose sharply. In fact, it closed 29% above

its 10-day moving average. A study from the 3/23/18 letter examined stretches of 25% or
more.

VIX crosses over and closes = 25% above it 10ma. SPX = 200ma.
Buy SPX on close. Sell X days later. $100k/ftrade. 1990 - present.

X All: Al All: All All: Avg All: Max All: Avg All: Max All:

o . ¥ S S . - : All: Al Aoy

Days | AN e o pronae Y0 | Vrrk | Lo | Lomt | WORSS lronpacr Taae
5 27,954 35 35 20 15 5714 223803 707028 112175 513283 2.00 265 788.70
4 2824472 35 24 11 6857 193074 4659050 -154483| 552068 1.17 2.55 806.99
3 22,738.32 35 23 12 683.71 155024 3 940.55| -1,075.44 2,896.92 1.44 275 549 57
2 2533268 35 23 13 63.89| 1488611 4 809.65 54528 -241154 227 4.02 703.69
1 10,674.31 35 24 12 8587 101934 511748 -1,145818| -4074.24 0.29 177 20651

33 of 36 instances (92%) closed above the entry price
at some point in the next week.

Very impressive consistency. Sizable bounces seem to have been the norm under these
circumstances. Below is a profit curve that assumes a 2-day exit strategy.
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VIX crosses over and closes = 25% above it 10ma. SPX = 200ma.
Buy SPX on close. Sell 2 days later. $100k/trade. 1990 - present.
23000 -

26000

24000

22000

20000

18000

16000

14000

Equity($)

12000

10000

2000
GUUU ............................... ................................ ................................ ................................
000k S o U PR

20004 e PP P

Trade Number

That is a nice move from lower left to upper right on the chart. I have included this study
on the Active List also.

This next study is from the 4/24/18 Letter. It examined the persistent selling that has
occurred over the last 3 days, with SPY making lower highs, lows & closes each day. It
also considers the fact that the pullback is occurring going into a possible “Turnaround
Tuesday”. Results are updated below.
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QQQ makes a lower high, lower low, and lower close for at least the 3rd day in a row. Today is Monday.
Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.

: : ; ) | Avg : Max : Avg : Max ; ) _
}( All All All Al A All: M Al A All: M All Al Al A
: Net Pro otal Winning| Losing inning inning osing osing in/Loss
L e F‘rl:lﬂ:table M T s = ik PrnfrtF.actur T;Edeg
Da‘;"S Trades Trades | Trades Trade Trade Trade Trade Ratio
5 pal 14 7 6667 1883.03| 435008 -1 596394 0.25 1.71 458907
4 | 17 4 8095 1,309.84 321520 -222312 0.59 2.50 636.90
3 21 17 4 8085 150518 494337 -218012 0.69 2582 801.32
2 2 15 6 7143 143903 445109 -812.39 177 443 795.80
1 21 12 i 5714 122233 415467 -394.48 1.37 2.05 358.01

20 of 21 instances (95%) closed above the entry price
at some point in the next 4 days.

The bounces have been very reliable, with only 1 instance where QQQ has failed to bounce
at some point in the next four days. And much of the edge has played out in the first 2 days.
Below is the profit curve for a 2-day holding strategy.

QQQ makes a lower high, lower low, and lower close for at least the 3rd day in a row. Today is Monday.
Close = 200ma. Buy on close. Sell 2 days later. $100k/trade. 1993 - present.
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The consistent movement from lower left to upper right is an encouraging sign for the bulls.
| have therefore included the study on the short-term Active List.

Lastly, I will note that there was a Catapult trigger today. This brings the CBI up to just
“1”. But even a low reading is more bullish than 0. For more confidence, | would want to
see a larger CBI spike.

| have updated the Aggregator chart below.

# TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index s -f1 -| =N o=

SSPX X - Daily CBOE L=2717.07 0.00 0.00% B=2686.95 A=2748.64 0=0.00 Hi=0.00 Lo=0.00 C=2717.07 V=0 790,00

1+-+T -

F2,770.00

[:] _I_ L2, 750.00
L2,740.00

b0
D¢ fﬁ** -DT* ID i

r2,710.00
F2,700.00
r2,680.00

r2,680.00

QE Aggregator 1D (3, ADE.Barinterval "QEA41" "MY CLASS" True) 069 0.21 %

With tonight’s new studies being added tonight the green Aggregator Line moved higher
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 climbed further above
0. The positive Differential Line reading means SPX is oversold versus recent expectations.
So expectations are positive and SPX is strongly oversold. This is considered a bullish
configuration. Bullish configurations are visible on the chart whenever both lines close
above 0. Therefore, the Aggregator signal stayed long at the close.
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With the current studies on the Active List, expectations are slated to remain bullish on
Tuesday. This could change if new bearish evidence emerges. The Differential Pivot will
be 2754.99 on Tuesday. That is 1.4% above Monday’s close. Therefore, SPX would need
to close up a sizable 1.4% on Tuesday to flip from oversold to overbought versus
expectations.

Evidence is building. A somewhat stretched condition, a potential Turnaround Tuesday
setup, and a VIX spike suggesting overdone fear are all pointing towards a short-term
bounce. With ample room to the upside, | am inclined to take on a 2" lot of index exposure
here (out of 4 possible lots). QQQ appears a bit more stretched than SPY, and | will look
to take advantage of that with a QQQ entry if I can get a good fill. | sometimes try and
avoid buying into intraday selloffs during emotional markets like we are currently
experiencing. | will do the same on Tuesday, only looking to buy into a gap down or a
poor close. | will not add QQQ on an intraday pullback.

Intermediate-term Outlook (2 weeks — 2 months) — updated 6/25—- neutral

The intermediate-term outlook was last updated in the 6/25/18 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
New
LMT - 1/3 @ $298.77 (buy @ limit)

Broad Market Large Cap CBI — 1 (LMT)
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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.

LMT — buy 1/3 Catapult position @ $298.77 LIMIT. This is a Catapult trigger. It is the
1% of up to 3 possible entries for LMT.

QQQ - buy %2 index position @ $171.36 LIMIT ON OPEN. If not filled on open, cancel
order and look to buy @ $171.36 LIMIT ON CLOSE. Based on the short-term outlook

above, I will look to take on some QQQ if | can get a favorable fill at either the open or the
close.

Current Open Trade Ideas

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

EWZ 5/30/2018 $35.33 $32.32 -8.52% Sell on close > $32.62

SPY(1/4) 6/21/2018]  $274.24 $271.00 -1.18% Aggregator

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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