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Market Overview

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

Signals Overview
Aggregator CBI Reading
Long 5

Tonight’s Research Points

o Bullish studies related to breadth, price action, VIX action, and closing TICK
values all triggered on Wednesday.

Short-term Outlook
The Bottom Line
Bullish evidence continues to build, and the SPX is now strongly oversold. Reward/risk

appears quite favorable for the bulls.
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The Evidence

The market got completely slammed on Wednesday. The SPX finished down 3.3%, the
NASDAQ lost 4.1%, and the Russell 2000 declined 2.9%. Breadth was extremely
negative as the NYSE Up Issues % was 12% and the Up Volume % came in at just under
10%. NYSE volume spiked up from Tuesday’s level.

The damage took the SPX from above its 50ma on Tuesday to a 50-day low close on
Wednesday. Meanwhile, RUT closed below its 200ma for the 1% time since August of
2017, and the NASDAQ closed below the 200ma for the 1% time since June, 2016. The
extreme selling triggered a large number of studies in the Quantifinder — and all of them
were bullish. They were related to breadth, price action, VIX movement, and closing
TICK values. I have highlighted the most compelling ones in each category below.

Closing TICK

My friend and colleague, Tom McClellan, taught me a while back that closing TICK values
can be used as a valuable indicator. Closing TICK values tend to do a good job of
representing end of day order imbalances. When the closing TICK is very weak that means
there are a lot of sell orders at the end of the day. A strong closing TICK would indicate lots
of buy orders coming in at the end of the day. The final flurry of buying or selling, and
market participants’ willingness to hold positions overnight, can act as a good sentiment
gauge.

On Thursday the NYSE closing TICK was -637. This is a very low reading and it represents
the lowest reading since 3/23/18. The study below was last seen in the 8/21/15 Subscriber
Letter. It looks at intermediate-term SPX lows in conjunction with long-term closing TICK
lows. Results have been updated.
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NYSE TICK closes at 100-day low and SPX closes at 50-day low.
Buy SPX on close. Sell next day's close. $100k/trade. 1998 - present.

radeStation Performance Summary

all Trades

Total Met Profit %17,349.98 Profit Factor (4.27
Gross Profit $22,648.58 Gross Loss (35,298.60)
Total Humber of Trades 18 Percent Profitable m
Winning Trades 15 Losing Trades 3
Even Trades 0

Avg. Trade Net Profit (5963.89) Ratio Avg. Win:Avg. Loss 0.85
Avg. Winning Trade %1,509.91 Awvg. Losing Trade (31,766.20)
Largest Winning Trade $4,723.23 Largest Losing Trade ($3,177.16)

The numbers here are compelling. Below is a profit curve.

NYSE TICK closes at 100-day low and SPX closes at 50-day low.

Buy SPX on close. Sell next day's close. $100kitrade. 1998 - present.
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The long-term upslope serves as some confirmation for the bullish numbers.

Quantifiable Edges, LLC 10 Boyden Rd., Medfield, Massachusetts 02052 781-956-6952




Page4

Price Action

SPY was already oversold before Wednesday’s action. Wednesday saw it gap down
from a 20-day low the day before and then continue the selling. This triggered the below
study, from the 8/21/17 letter. Results are updated.

Yesterday SPY closes at a 20-day low. Today it gapped down and closed below the open.
Close » 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.

The only instance NOT to
point in the next week was the one that triggered on 5/14/12.

X All: Al All: All: Avg
All: Net Profit | Total |Winning| Losing iy Winning
Days T i e G I
5 43,453.33 24 21 3 87.50| 243425
4 24 19 5 7917 | 2,309.45
3 3258688 24 18 8 75.00 2068358
2z 24, 16 25 15 10 §0.00 1,862.21
1 21,684 47 29 20 9 6897 129939

Al Max
Winning
Trade

8,239.74
5,581.02

434305

c a5

All: Avg
Losing
Trade

b

lose éb-ove the

Al Max | Al All All: Av
l.'l.?:zlg wg:;ﬁjss ProfitFacter| Trad eg
-1,5594.30 274 19.17| 2,018.89
-3,255.85 2.19 8.31| 160844
-242125 2598 893 1,37
-556.00 3.93 5.80 97
-1,486.80 272 6.04 7

entry price at some

Results here appear consistent and powerful.
assuming a 5-day holding period.

Below is a look at the profit curve

Yesterday SPY closes at a 20-day low. Today it gapped down and closed below the open.
£0000 Close = 200ma. Buy on close. Sell 5 days later. $100k/trade. 1993 - present.
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The strong, steady upslope is impressive. It serves as some confirmation of the bullish
edge. | have included this study on the Active List tonight.

Breadth

Another compelling study | examined tonight looked at the McClellan Oscillator. Using
Tradestation advance/decline data the McClellan Oscillator came in at -229.49 on
Wednesday afternoon. That puts it among the lowest 2% of readings over the course of
the last year. The study below looked at other times the % Rank of the McClellan
Oscillator was < 2% and the SPX closed at a 50-day low. It was last seen in the 1/14/16
letter and has been updated.

SPX closes at a 50-day low and McClellan Oscillator 1-yr % Rank < 2%.
Buy SPX on close. Sell X days later. $100k/trade. 10/20/87 = present.
All: All: All: . Al Avg All: Max Al Avg Al Max Al . .
X All: Met Proft | Total | Winning | Loging Prj:i-rt:gla Winning Winning Le=ing Lo=ing Win/Loss Prurjr:\l-lléctnr ﬁ.\ll.t;‘;;g
Days Trades | Trades | Trades Trade Trade Trade Trade Ratio
5 61,711.25 47 28 19 59.57 18,881.60| -2172.66| -5314.08 1.69 249 1313
4 41,180.83 30 32 18 54.00 7| 17,851.88) -2 722.26 | -14,820.98 1.04 1.64 823.62
3 - 53 35 12 85.04 13,853.40| -2580.42) 1381518 0.83 1.82 §23.47
2 85 40 25 51.54 0 13,116.84 -2528.40| -83857.72 1.058 1.68 656.86
1 a9 34 35 60.67 3 11,558.43 ) A1 73224 -7,577.02 1.12 1.72 48115

The numbers here look squarely bullish. I also examined the 5-day profit curve.
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SPX closes at a 50-day low and McClellan Oscillator 1-yr % Rank < 2%.
Buy SPX on close. Sell 5 days later. $100k/trade. 10/20/87 = present.
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Despite the chop, the overall upslope appears persistent. | have included this study on the
Active List for tonight.

VIX movement

The VIX has been spiking, and that continued on Wednesday, suggesting fear is reaching a
level where a reversal is likely. In fact, it closed a whopping 59% above the 10ma. The study
below was from the 1/11/16 subscriber letter. It examines spikes of at least 35% above the
10ma. Results are updated.
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VIX crosses over and closes = 35% above 10ma.
Buy SPX on close Sell next day's close $100kitrade 1990 - present
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Total Net Profit $32,950.69 Profit Factor Ca.8D
Gross Profit $41,578.75 Gross Loss ($8,628.06)

Total Number of Trades 30 Percent Profitable 70.00%

Winning Trades 21 Losing Trades 9

0

Even Trades 0
Avg. Trade Net Profit $1,098.36) Ratio Avg. Win:Avg. Loss 2.07
Avg. Winning Trade $1,979.94 Avg. Losing Trade ($958.67

Largest Winning Trade $11,558.43 Largest Losing Trade ($3,177.16
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Numbers here are impressive. But the profit curve is not exactly steady, and it seems to have
flattened out a good bit. Of course the VIX spike was substantially more severe than is
represented here. Below I look at moves at least 50% above the 10ma.

WIX crosses over and closes = 50% above 10ma.
Buy SPX on close. Sell next day's close. $100k/trade. 1990 - present.

radeStation Performance Summary Expand ¥
All Trades

Total Met Profit %8,955.31 Profit Factor ( 3.3;:
Gross Profit $12,839.31 Gross Loss (53,884.00)
Total Number of Trades 6 Percent Profitable @ﬁ
Winning Trades 5 Losing Trades 1
Even Trades 0

Avg. Trade Met Profit Ratio Avg. Win:Avg. Loss 0.66
Avg. Winning Trade $2 567.86 Avg. Losing Trade (53,884.00)
Largest Winning Trade $4,723.23 Largest Losing Trade (53,884.00)

I~
5]
o0 . . .
o Instances are low but numbers are encouraging. Below is a look at the 6 instances.
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WX crosses aver and closes = 50% above 10ma.

Buy SPX on close. Sell next day's close. $100k/trade. 1990 - present.
Date/Time Signal Price % Profit Run-up
Drawdown
2/27/2007 Buy $1,399.14 0.55% $1,189.25
2/28/2007 Sell $1,406.82 ($176.79)
5/7/2010 Buy $1,110.88 4.40% $4,767.30
5/10/2010 Sell $1,159.73 £0.00
8/8/2011 Buy $1,119.46 4.74% $4,754.38
8/9/2011 Sell $1,172.53 ($1,594.88)
8/21/2015 Buy $1,970.89 -3.94% $0.00
8/24/2015 Sell $1,893.21 ($5,194.00)
2/5/2018 Buy $2,648.94 1.74% $1,927.70
2/6/2018 Sell $2,695.14 ($2,067.19)
2/8/2018 Buy $2,581.00 1.49% $2,191.46
2/9/2018 Sell $2,619.55 ($1,835.78)

It certainly appears to me that the big spike in the VIX carries a bit of an upside edge,

regardless of which measurement you use.

| have updated the Aggregator chart below.
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#+ TradeStation Chart Analysis - SSPX.X Daily [CBOE] S8P 500 Index s -7 -} [f=|[ =]
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With tonight’s new evidence considered, the green Aggregator Line moved further above
zero. Positive readings mean net expectations are for upside over the next few days.
Meanwhile the black Differential Line held 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 zero. Therefore,
the Aggregator signal stayed long at the close.

With the current active studies, expectations are slated to remain bullish on Thursday.
This is highly unlikely to change. The Differential Pivot will be 2887.72 on Thursday.
That is just 3.7% above Wednesday’s close. Therefore, SPX would need to close up a
whopping 3.7% on Thursday to flip from oversold to overbought versus recent
expectations. That is highly doubtful to happen. A more likely scenario for working off
the oversold condition would be a multi-day rally or consolidation.

Evidence is impressive and there is lots of room to the upside for SPX before it would

turn overbought. | am partially long already. Reward/risk appears strongly favorable
here, and I will look to up my position on Thursday.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 10/8— neutral

The intermediate-term outlook was last updated in the 10/8/18 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

OpenCatapult Triggers

LOW @ $110.78 (bought @ limit)
LOW @ $109.74 (bought @ limit)
DHR @ $105.61 (bought @ limit)
New

LOW @ $106.29 (buy @ limit)
ABT @ $68.92 (buy @ limit)

Broad Market Large Cap CBI — 5(LOW-3, DHR, ABT)

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.

LOW — Buy 1/3 Catapult position @ $106.29 LIMIT. From the Catapult section
above, this is the 3" and final lot for LOW.

ABT — Buy 1/3 Catapult position @ $68.92 LIMIT. From the Catapult section above,
this is the 1 of up to 3 possible lots for ABT.

SPY — Buy Y index position @ $278.30 LIMIT. Based on the short-term outlook

above, I’ll be looking to add a little more SPY exposure if | can get a fill at or below
Wednesday’s closing price.
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Current Open Trade Ideas

Symbol Entry Date [Entry Price|Current Price |% Gain/Loss |Stop Notes
LOW(1/3) 10/5/2018| $110.64 $106.29 -3.93% Catapult
LOW(1/3) 10/8/2018]  $109.52 $106.29 -2.95% Catapult
DHR(1/3) 10/9/2018] $105.61 $103.84 -1.68% Catapult
SPY(1/4) 10/9/2018| $287.39 $278.30 -3.16% 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.

Copyright © 2018 Quantifiable Edges, LLC.
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