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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

December 13, 2018 Volume 11 Issue 240

Market Overview

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

Signals Overview

Aggregator CBI Reading

Flat 0

Tonight’s Research Points

e Positive days that close poorly will often be followed by buying in the next few
days.

e SPY closing well off the highs on an up day has typically been followed by a rise in
the next few days.

e SPY’s low range on the 3" day of the rally suggest a brief downside edge.

e Rising prices and dropping volume over the last few days suggest a short-term
bearish edge.

Short-term Outlook
The Bottom Line
Evidence is looking more bearish, and this has turned the Aggregator neutral. | am

looking to get flat and await the next strongly favorable setup.
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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
December 13, 2018 SPY up 3 with volume down 3 days 1-3 days Bearish
December 13, 2018 Up 3. Small range < 200ma 1-2 days Bearish
December 13, 2018 SPY up but 1% below high 1-2 days Bullish
December 13, 2018 SPY up but bottom 10% of range 1-3 days Bullish
December 10, 2018 SPXdn 3 < 200ma. 1% dn 2day > 20-low|1-4 days Bullish
December 7, 2018 Unfilled gap dn 2 days < 200ma 1-5 days Bullish
Active - Long Term
November 1,2018 Best 6 Month During Pres Yr 3 1-6 months |[Bullish 17.70% -3.10% -7.20%
October 1, 2018 Quantitative Tightening $50billion/mo |int term Bearish
January 8, 2018 1st 4 days of year close higher 1-250 days | Bullish 15.90% -5.70% -11.10%
July 22, 2013 New High Divergence (Study of Tops)  |int term Bearish

The Evidence

Wednesday started with strong gains, but much of those gains were given back in the
afternoon. The SPX finished up 0.5%, the NASDAQ rose 0.95%, and the Russell 2000
gained 1.05%. Breadth was positive as the NYSE Up Issues % was 65% and the Up
Volume % came in at 70%. NYSE volume rose a little from Tuesday’s level.

Wednesday’s late-day selling and weak close may have felt like a negative, but it
triggered a study that has been very bullish over the years. SPY closing in the bottom
10% of its daily range, but still up on the day is something that doesn’t occur very often,
though this is now the 2" time in the last month. It is something | explored in the
11/23/18 letter. Results below are all updated.

SPY closes in the bottom 10% of the infraday range but still up on the day.
Buy on close. Sell X days later. $100k/trade. 1993 - present.

X _ All: _AII:. AI!: Al % AI!: A.vg AI!: r.'I.ax All: ﬁ.‘vg All: r._'lax .AII: Al All Avg
All: Net Profit | Total |Winning| Losing Winning Winning Losing Losing Win/Loss
Days Frimteies e V8| fers Trade Trade Trade T |[ULAIEE TOEEE
5 24 787 81 35 25 10 7143 151857 361120 -131267 -398825 1.18 289 70822
4 2517225 35 28 7 80.56 117448 360412 128872 -352388 0.93 383 699.23
3 30,247.88 36 28 6 80.56| 1,08861 282064 -220.28 -472.68 4.94 23.89 24022
2 19,654 97 35 25 1" 69.44 93874 302876 -345.78 -583.92 2 g.17 54825
1 10,455.82 37 25 12 B87.57 61995 3 476.36 42027 903.90 1.48 3.07 28259

All 37 instances closed ‘étk)-bve the entry price
at some point in the next 4 days.

The numbers here are impressively bullish. 1 also ran a profit curve assuming a 3-day
holding period.
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SPY closes in the bottom 10% of the intraday range but still up on the day.

Buy on close. Sell 3 days later. $100k/trade. 1993 - present.
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This curve is almost as straight as the arrow, and acts as confirmation of the upside edge.

Another Quantifinder study looked at the fact that SPY managed to close positive, but
still far below its intraday high. This is the 2" day in a row that this study has triggered.
Below | have copied the study from last night’s letter.

SPY closes positive on the day but down more than 1% below its intraday high. Close < 200ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
X Al .AII:. AI!: : AI!: A.vg AI!: r.llax Al ﬁ.\vg Al I.l!ax .AII: Al All Avg
All: Net Profit | Total Winning| Losing Winning Winning Losing Losing Win/Loss

Da‘_i'S Trades| Trades Trades FALELE Trade Trade Trade Trade Ratio FOLEDER IR
] 61 34 26 5574 352123 1036252 -284778| -5 79384 1.24 182 T48.85
4 63 kil 26 5873 3044.00| 1328645 -2894.75| -11890.58 1.05 1.50 593.08
3 . 65 38 27 5846 2907.15| 11,878.65 -2443.79 -5411.08 1.19 1.67 524.45
2z 58,940.43 72 45 24 6667 233278 771783 -220971 -5 645.06 1.06 21 818.62
1 2723463 79 47 32 5049 1,74977| 6926.07| -1718.89| -527575 1.02 1.50 344.74

Based on the stats table this pattern appears to suggest a solid upside edge over the next
couple of days. Below | have produced an equity curve to see how the edge has played
out over time.
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SPY closes positive on the day but down more than 1% below its intraday high. Close < 200ma.

Buy on close. Sell 2 days later. $100k/trade. 1993 - present.
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The long-term upslope serves as some confirmation of the bullish edge. But there has
been some lack of progress lately. Still, the edge appears strong enough to deserve some
consideration. And unlike last night, the SPX also confirmed with a higher close. So |
did include this on the Active List tonight.

But not everything from Wednesday looked bullish. | have not featured this next study
since the 12/24/15 letter, but the results were compelling enough that it seemed worth
review. It looked at low range days when the market moved up for three days in a row.

SPY closes up 3 days in a row. Range is smallest in & days. Rally did NOT start from 50-day closing low.
Close < 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.
All: Al All: . All: Avg All: Max All: Avg Al Max All: . .
X All: Net Profit | Total |Winning| Losing Prﬁ:!r-t:gle Winning Winning Losing Lo=ing WiniLoss Prnfjr‘ts‘l-'"éctnr ﬁ}"&;;";g
Days rades| Trades | Trades Trade Trade Trade Trade Ratio
5 44 438 34 43 22 25 4583 125503 370272 -288284) -Bl4624 0.44 0.38 -925.80
4 -4£131.73 43 19 25 3958 128523 30456 237038 -711852 0.55 0.35 91841
3 -37,055.30 48 17 M 3542 121287 277488| 185045 543125 0.65 0.36 -771.99
2 -36,467 .69 48 13 35 27.08 903.24| 1,574.20| -1,377.42| -5350.20 0.66 0.24 -T5R.74
1 -14633.43 49 15 30 3878 102212 339570 -1,13513 8,857.80 0.90 0.57 -258.64
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Two days later there has been a propensity for the market to close lower. Below is a look
at the equity curve.

SPY closes up 3 days ina row. Range is smallest in 5 days. Rally did NOT start from 50-day closing low.
Close < 200ma. Buy on close. Sell 2 days later. $100k/trade. 1993 - present.
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The persistent downslope suggests the bearish edge is for real. | have also included this
study on the Active List tonight.

Several studies appeared in the Quantifinder related to SPY volume. The one below |
found to be especially appealing, and worth showing again because it seems to suggest
not just a short-term edge, but perhaps an intermediate-term one as well. It is updated
from the 8/16/11 letter.
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SPY rises 3 days in a row while SPY volume declines 3 days in a row. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
All: All: All: : ; : : :

X Al Net Profit | Total |Winning| Losing | % ﬁ:n:;g ;rl:n:‘i:; T_IL;:; T_Igshi‘nagx Wiﬁm Gk GLESSTY
Days Trades| Trades |Trades TS Trade Trade Trade Trade Ratio IR TR
20| -5258208| 14 4| 10| 2857 216656 410218 5134.83| -12,586.76 0.35 0.14| -3,763.01
19 4711578 14 5 9| 3571 184216 452814 -§25851| -1543500 029 016 -3,355 41
18| -££31727 15 5 9| 4000 154831 483928 -501057| -11,538 04 0286 017| -2,987.82
17| -39,32488| 15 4| 11| 2667| 169148 304478 215005 -E41113 0.40 015 252164
16|  -32,43267| 15 4| 11| 2667| 283721| 444480 -3980.14| -11,782.05 0.71 026 -2,162.18
15|  -38,13880| 15 4| 11| 2667| 250228 6220.11| 441528 -12,430.32 0.59 0.21| 2,54659
14| 4152481 15 4| 11| 2667| 274578 725874 -4773.43) -18,100.1 0.58 021 276831
13 15 5 9| 4000 125309 285762 -508118| 2228814 025 017 -2,53547
12 15 3 7| 5333 144210 388811 -438232| -15,08289 0.30 0.34] -149996

11 15 3 7| 5333 169485 333360 -374152| -10,320 57 0.45 052

10 15 T ] 4667 | 209885 5193.15| -3,705.23| -11,977.56 0.57 0.50
9 15 7 8| 4667 204409 448128 -373882| -10,794.21 0.55 0.48] -1,040.13
8 15 5| 10| 3333 268580 6,231.78 -283871| 511226 0.91 0.46| -1,064.51
7 15 7 8| 4667 116949 2649.08| -326253| -11,517.41 0.36 031 -1,19426
5 15 5| 10| 3333 140173 172082 -248045| 755238 057 028 -1,173.06
5| 1358002 15 5 9| 3333 170486 255135 -233270| -854031 0.45 025 -1,304.00
4| 2247310 15 3| 12| 2000 188301 273750 -228851| B5E1542 073 018 -1,48821
3| 2578859 15 4| 11| 2667 83123 156494 264668 543125 0.31 0.11] -1,719.24
2| -1094485 16 5| 11| 3125 158186 5168.81 -1,713.82| -5350.20 0.92 042| 68405
1 152634 18 9 9| 50.00| 1,758.58 3,862.77 -15889%| -8,857.80 1.1 1.1 84.80

Here we see what appears to be a strong downside inclination. Below is the 3-day profit
curve.

SPY rises 3 days in a row while SPY volume declines 3 days in a row. Close < 200ma.
Buy on close. Sell 3 days later. $100kitrade. 1993 - present.
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Instances are a little low, but the persistent downslope is impressive. | have included this
study on the Active List tonight.

| have updated the Aggregator chart below.

#44 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index s -1 -} [ S
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With tonight’s mix of studies considered, the green Aggregator Line dipped a little below
zero. Negative readings mean net expectations are for downside over the next few days.
Meanwhile, the black Differential Line is still 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 zero. Therefore,
the Aggregator signal turned flat at the close.

With the current active studies, expectations are slated to remain bearish on Thursday.
This could change if compelling new bullish evidence emerges. The Differential Pivot
will be 2675.50 on Thursday. That is 0.9% above Wednesday’s close. So it would take a
close higher of at least 0.9% on Thursday for SPX to flip from oversold to overbought
Versus recent expectations.
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To me it still seems this market should have a bounce in it. And we have a fair amount of
evidence suggesting just that. But the weight of the short-term evidence has turned
bearish. And we are in a volatile market with a trend that has begun to look more down
than up. This is not the time to hold onto long positions and hope they eventually work
out. Volatile markets offer plenty of opportunity. But to take advantage of opportunities
traders need to avoid crushing drawdowns and maintain their account balances. A big
part of surviving a bear market is getting out when reward/risk is no longer favorable. 1
believe the best course of action for my own trading is to exit my current small SPY
position and wait for a more compelling edge to emerge before jumping back in.

Intermediate-term Outlook (2 weeks — 2 months) — updated 12/10— neutral

The intermediate-term outlook was last updated in the 12/10/18 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.
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Current Open Trade Ideas

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

SPY(1/4) 12/7/2018]  $269.45 $265.46 -1.48% Sell on open

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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