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Market Overview

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

Signals Overview

Aggregator CBI Reading

Long 0

Tonight’s Research Points

e A move higher on the first day of the year is typically followed by another day or
two of strength before the market undergoes a pullback.

e 3days of strong NASDAQ breadth are often followed by a down day.

e The low 3/10 Offset HV combined with the short-term overbought condition in a
long-term downtrend is warning of a possible sharp drop.

Short-term Outlook
The Bottom Line
The Aggregator is now bullish, though it appears to be a fairly weak signal.
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The Evidence

Wednesday started with a huge gap down, but finished positive. The SPX closed up
0.1%, the NASDAQ rose 0.5%, and the Russell 2000 also rallied 0.5%. Breadth was
positive as the NYSE Up Issues % was 69.0% and the Up Volume % came in at 69.4%.
NYSE volume rose some from Monday’s level.

In the 1/3/18 Subscriber Letter | examined early-January following a positive 1% day to
the year. Results were intriguing and | have updated those results below.

SPX closes higher on the 1st trading day of the year.
Buy on close. Sell X days later. $100k/trade. 1961 - present.
All: All: All: ; ; ¥ ¥ ¥
X All: Net Profit | Total |Winning| Losing e m:nﬁ;gg ﬁ:n:‘IE J|:‘_lll:l::i]j;rgg }?_Ill:l;i‘na: Wirﬁﬂus& bk (LEAE
D‘a‘_u"S Trades Trades Trades FETELE Trade Trade Trade Trade Ratio FOLFEE) i
20 753291 28 14 14 50,00 452054 1119420 -£082.48| -11,381.58 1.13 113 269.03
19 4.204.50 28 15 13 5357 408042 1125495 433475 -11,333.44 0.93 1.07 150.16
18 3,878.05 28 15 13 5357 399253 1172475| -4308.458| -941854 0.93 1.07 1358.50
17 9,652.79 28 15 13 5357 400220 11,080.55| -3275.40| -9340.30 1.03 1.1% 34474
16 -1,328.12 28 13 15 4543 403790 98658.00| -3588.12| -921183 1.13 0.98 -47 47
15 352.13 28 12 16 4285 420482 9532.30| -313181| -10,138.81 1.34 1.0 1258
14 -4 84328 28 12 16 42 86| 3388070 11121.30| -322073| -10883.85 1.21 0.91 -172.97
13 -11,801.23 28 12 16 42 86| 339555 866700 -3271.74| -11,160.10 1.04 0.78 -414.33
12 -8,583.73 28 11 17 39.29| 352413 9153.00| -2845895| -9 79552 1.27 0.82 -306.56
11 1,355.83 28 16 12 5714 255070 927450 -3301.28| -13,544.08 0.78 1.03 4842
10 6,640.85 28 16 12 5714 254180 803520| -283579%| -8738.75 0.90 1.20 23717
9 1,834,428 28 16 12 5714 242245 771200 -3077.08| 942242 0.79 1.05 §5.52
g -2307 67 28 17 1 60.71 2311.98| 6853.00) -3782.85| -954225 0.81 0.94 -02.42
7 -2852.80 28 16 12 5714 217510 547575 -3121.20| -5421.07 0.70 0.93 -54.74
[ -5,140.00 28 17 " 80.71 1,985.02) 5973.00( -3535.04 5,584,738 0.55 0.87 -183.57
5 -4,126.43 28 16 12 5714 174141 457340 -2685.75 485144 0.85 0.87 -147.37
4 527.35 28 15 13 53.57| 148275 4 390.20| 167722 48594 50 0.85 1.02 18.83
3 10,851.10 28 18 5 67.868| 128718 3680045 151187 3,101.34 0.85 1.80 287.54
2 15,0582.20 28 22 6 7857 100238 2858300 -1180.02| -23897.84 0.85 37 539.1
1 12,667.46 28 22 6 78.57 72565 232875 -549.49( -2 18956 1.32 484 452.41

26 of the 28 instances (93%) closed higher than the entry price on either day 1 or day 2.
Interestingly, the 2 instances that didn’t also didn’t manage to post a profitable close at
any point during the rest of the month. The basic pattern that is evident among the
instances above is that immediate follow through is often followed by weakness. What is
not obvious above is that the 1-2 day strength has continued over recent instances, but the
mid-month dip has not happened recently as the last 5 instances (2011, 12, 13, 17 & 18)
managed to avoid it. Below is a look at the 2-day profit curve.
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SPX closes higher on the 1st trading day of the year.
Buy on close. Sell 2 days later. $100k/trade. 1961 - present.
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The curve supports the numbers. It also illustrates the recent hot streak. | have included
the 2-day study on the Active List tonight.

There were also a few bearish studies that emerged on Wednesday. The one below looks
at NASDAQ breadth. It last appeared in the 11/2/18 letter and has been updated.

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

All Trades

Total Net Profit Pmﬁt Factor 0.45

Gross Profit 313, 734.14 Gross Loss (530,789.57)

Total Number of Trades 77 Percent Profitable C41.56E

Winning Trades 32 Losing Trades 45

Even Trades 0

Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 0.63

o™ Avg. Winning Trade $¥70.19 Avg. Losing Trade (5684.21)

& Largest Winning Trade $1,857.24 Largest Losing Trade (54,241.94)
T
oW
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The numbers imply a downside edge. Below is a profit curve.

NASDAQ Advancers Qutnumber Decliners 3:2 for the last 3 days.
Buy SPX on close. Sell next day's close. $100k/trade. 1999 - present.
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The strong, long-term downslope is impressive. This study appears worth consideration,
and | have again put it on the Active List.

One indicator that is providing a notable reading is the 3/10 Offset HV for the SPX. I first
introduced this indicator in the 7/13/2009 blog. It looks for periods where short-term
historical volatility is contracting sharply. When that happens there is often a volatility
expansion on the way. This volatility expansion can see the market move in either
direction. The indicator does not predict direction. But when combined with other
indicators it can provide some powerful signals. The study below was last published in
the 10/7/11 subscriber letter. | have updated all stats.
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SPX 3/10 Offset HV < 0.25 and RSI{(3) = 70. Close < 200ma.
Buy on close. Sell X days later. $100k/trade. 2000 - present.
X . All: .AII:_ N!: Al % AI!: A_vg AI!: M_ax All: ﬁ.‘vg All: Max _AII: Al AlL Avg
All: Met Profit | Total |Winning| Loging Winning Winning Lesing Lesing Win/Loss
Da‘_i'S Trades| Trades |Trades FIOLELE Trade Trade Trade Trade Ratio FOLFEED] L
5 32,948.07 30 13 17 43.33| 1,B08.37| 328885 -3,188.05 0.51 0.3%| -1,08827
4 30,181.52 3 10 21 32.26| 1,522.05| 3,593.80| -2162.00 0.70 0.34 -973.60
3 33,219.88 3 10 21 3228 114318 2538.45| -2126.27 0.54 0.26| -1,071.81
2 -25,359.09 33 8 25 2424| 120895| 2543.20( -1,401.23 0.86 0.28 -768.46
1 18,345.05 39 15 24 3846 105565 4,063.35| -1424.186 0.74 0.48 -470.39

The 3-period RSI being over 70 suggests the market is at least moderately overbought
short-term. Combining the short-term overbought condition with the long-term
downtrend and the possibility of a volatility spike appears to yield some bearish results.
Below is a 2-day profit curve.

SPX 3/10 Offset HV < 0.25 and RSI(3) = 70. Close < 200ma.
Buy on close. Sell 2 days later. $100k/trade. 2000 - present.
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The long-term move lower acts as some confirmation of the bearish edge.
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The last bit of evidence worth mentioning is that the small rally actually caused the
Quantifiable Edges Capitualtive Breadth Indicator (CBI) to drop from 12 all the way
down to a neutral 0. The expected bounces all arrived, and any further upside is no
longer due to the extreme and broad selling we saw leading up to Christmas.

| have updated the Aggregator chart below.
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With the mix of studies tonight the green Aggregator Line remained slightly above zero.
Positive readings mean net expectations are for upside over the next few days.
Meanwhile, the black Differential Line moved up above 0. The positive Differential Line
reading means SPX is oversold versus recent expectations. So expectations are positive
and SPX is oversold. This is considered a bullish configuration. Bullish configurations
are visible on the chart whenever both lines close above zero. Therefore, the Aggregator
signal turned long at the close.

With the current active studies, expectations are slated to remain bullish on Thursday.

This could change very easily if new bearish evidence emerges. The Differential Pivot
will be 2531.93 on Thursday. That is 0.9% above Wednesday’s close. So SPX would
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need to close up at least 0.9% on Wednesday in order to change from oversold to
overbought versus expectations.

So my original plan was to sell my last lot of SPY when the CBI returned to a neutral
state. Interestingly, the CBI turned neutral, but the Aggregator turned bullish. | don’t
love the bullish setup, since the evidence is mixed and tenuous. And despite the
“oversold” Differential reading, the market still seems like it has risen a lot without much
of a pause in the last few days. | am not interested in selling into a large gap down with
the Aggregator in a bullish formation. But | will still look exit my SPY position if it
manages to close higher on Thursday. | will be exiting all of my remaining Catapult
triggers near the open on Thursday.

Intermediate-term Outlook (2 weeks — 2 months) — updated 12/31- neutral

The intermediate-term outlook was last updated in the 12/31/18 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 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.

None tonight
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Current Open Trade Ideas

Symbol Entry Date |Entry Price|Current Pri% Gain/Log4Stop Notes
SPY(1/4) 12/17/2018| $259.40 $250.18 -3.55% sell @ $250.18 Limit on Close
SLB(1/3) 12/19/2018 $37.84 $37.20 -1.69% sell on open
SLB(1/3) 12/20/2018 $37.34 $37.20 -0.37% sell on open
AGN(1/3) 12/20/2018| $135.00 $135.88 0.65% sell on open
SLB(1/3) 12/21/2018 $35.47 $37.20 4.88% sell on open
AGN(1/3) 12/21/2018| $135.20 $135.88 0.50% sell on open
RTN(1/3) 12/21/2018| $151.01 $154.14 2.07% sell on open
RTN(1/3) 12/24/2018| $150.15 $154.14 2.66% sell on open
AGN(1/3) 12/24/2018| $129.99 $135.88 4.53% sell on open
HAL(1/3) 12/24/2018 $25.61 $27.30 6.60% sell on open
OXY(1/3) 12/24/2018 $59.42 $60.52 1.85% sold on open
AAPL(1/3) | 12/26/2018| $146.83 $154.89 5.49% sold on open
HAL(1/3) 12/26/2018 $25.14 $27.30 8.59% sell on open
OXY(1/3) 12/26/2018 $57.11 $60.52 5.97% sold on open
RTN(1/3) 12/26/2018| $146.67 $154.14 5.09% sell on open
USB(1/3) 12/26/2018 $43.76 $46.35 5.92% sell on open

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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