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Tonight’s Research Points

e SPY at a 20-day high below the 200ma is often followed by a short-term

pullback.

e 3-day rallies with the latest day being a low-range day with a small rise have
shown a strong propensity to pull back over the next few days.

e The January Barometer suggests 2018 should be a good year.

e QT should come in fairly strong this week, but we may we a brief reprieve after

Wednesday.

Short-term Outlook
The Bottom Line

The Aggregator remains bearish. | believe there is a good chance of a dip in the next few

days.
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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
February 4, 2019 SPY up 3 < 200. lowrange & small up. [1-3 days Bearish
February 4, 2019 20-day closing high < 200ma 1-2 days Bearish
Active - Long Term
January 9, 2019 Up Issues > 70% for 3 days 1-85 days Bullish
January 9, 2019 SPY up 3 < 200. SPY volume dn 3. 1-20 days Bearish
January 8, 2019 Zweig Thrust 1-20 days Bullish 7.50% -1.45% -2.50%
January 2, 2019 NASDAQ leading int term Bullish
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

The Evidence

Friday was a mixed and mild day for the market. The SPX gained 0.1%, the NASDAQ
lost 0.25%, and the Russell 2000 rose 0.2%. Breadth was positive as the NYSE Up
Issues % was 56% and the Up Volume % came in at 55%. NYSE volume declined quite
a bit from Thursday’s high level.

There were several studies that appeared in the Quantifinder that looked at 3-day rises for
SPX while under the 200ma. Most of them also made the distinction that the 3-day rise
did not immediately follow a 50-day low, because an overbought condition coming off an
intermediate-term low was more likely to become even more overbought than at any
other time. The most compelling studies looked at signs like a small range day, or a
relatively mild gain on the last day that would hint that upside momentum is weakening.

This first study looked at low range days when the market moved up for at least three
days in arow. It was last featured in the 12/24/15 letter, and has been updated.

SPY close up at least 3 days in a row. Today is lowest range in 5 days. The rally did not start from a
50-day low. Close < 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.
All: All: All: . Al Avg Al Max All Avg All: Max All: . .
X Al Net Profit | Total Winning| Losing Prﬁfﬁile Winning Winning Losing Losing Win/Loss Prufi\l-llalactur ;E:t;;,;g
Days rades|Trades [Trades Trade Trade Trade Trade Ratio

5 43 38492 50 23 26 46.00 1,261.97 370272 257732 -804524 0.42 037 -967.70
4| 4620914 51 21 30| 4118| 125785 3,04560| -242147| -7,11852 0.52 0.36| -506.45
3| 3854441 52| 20| 32| 3846 114836 -192099| -6431.25 0.60 0.37| -74124
2 -37,885.44 52 15 37 2885 8r2.7a -1377.76| -5,350.20 0.63 026 -728.57
1, 1521770 54 A 33| a3sse| 9eea7E 107446 -BB57.80 0.90 0.57| -281.81

Over the next few days there has been a propensity for the market to close lower. Below
is a look at the 4-day equity curve.
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SPY close up at least 3 days in a row. Today is lowest range in 5 days. The r ally did not start from a
50-day low. Close = 200ma. Buy on close. Sell 4 days later. $100k/rade. 1993 - present.
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-30000
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The persistent downslope suggests the bearish edge is for real.

The next study was last seen in the 10/20/15 letter. It looks at the 3-day rise and
considers the fact that the most recent day saw the smallest rise of the bunch, suggesting
waning momentum. Stats are updated.

SPX closes higher for exactly the 3rd day in a row._ It is not coming off a 50-day low. Today's rise is the
smallest of the rally. Close < 200ma. Buy on close. Sell X days later. $100k/trade. 1980 - present.
All: All: All: . Al Avg Al Max All Avg All: Max All: . .
X Al Net Profit | Total Winning| Losing Pr?:lrlt::rle Winning Winning Losing Losing Win/Loss Prnf’:\l-llalactur ’G\T";;;;g
Da‘_l"S Trades| Trades | Trades Trade Trade Trade Trade Ratio
5 -51,058.53 35 13 22 3714 127827 293454 30768158 -820208 0.42 025 1458382
4| 403760 36 12 24| 3333 127389 276603 269383 -7,499.80 0.47 0.24| 1,371.32
3| 4093539 38| 1 25| 3056| 110099 268576 248185 -7,527.12 0.44 0.20| -1,387.09
2z -42 83543 36 ] 28 2222 93308, 206080 1797856 -5979.14 0.52 015 118587
1| -1374870) 36| 17| 18| 4722|  74778| 217008] 139268 487122 0.54 048 -38191

Stats here are squarely bearish. Below is the profit curve for the 3-day holding period.
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SPX closes higher for exactly the 3rd day in a row_ It is not coming off a 50-day low. Today's rise is the
smallest of the rally. Close < 200ma. Buy on close. Sell 3 days later. $100k/trade. 1980 - present.
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Here again we see a persistent move lower.

Tonight | also decided to see what happened if all these criteria were met, including both
the low range and the small up close. Results for the combined study are below.

SPY closes higher for exactly 3rd day in a row. It is not coming off a 50-day low. Today's
rise is the smallest of the rally on the smallest range in 5 days. Close < 200ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.

X All: All: All: . All: Avg All: Max All: Avg All: Max All:

All: Net Prefit | Total |Winning| Losing RE Winning Winning Losing Losing Win/Lozss - FLEAE
Da‘y"S Trades Trades Trades LS Trade Trade Trade Trade Ratio FILFZER])  MELE
5 -17,848.23 15 6 9 40.00 8951.21| 1,782.33| 261728 904524 0.35 0.24) -1188.28
4 -20,410.45 15 4 11 28687 123140 203274 230323 488232 0.53 0.19| -1,350.70
3 -22 788.63 15 3 12, 2000 718.70| 1,06684| 207373 H431.25 0.35 0.09 -151824
2 -18,515.74 15 1 14 667 405.00 405.00| -1,351.48| 401300 0.30 0.02| -123438
1 -5,292.71 15 3 9 40,00 111833 338570 -133430| 458052 0.24 0.56 -352.85

All 15 instances closed below the entry price
at some point in the next 3 days.

Instances are getting a little low here, but the combination certainly appears compelling.
Below is a look at the 3-day profit curve.

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




Page 5

SPY closes higher for exactly 3rd day in a row. It is not coming off a 50-day low. Today's
rise is the smallest of the rally on the smallest range in 5 days. Close < 200ma.
Buy on close. Sell 3 days later. $100k/trade. 1993 - present.

-2000

-4000

-5000

-3000

-10000

-12000

Equity($)

-14000

-16000

-18000

-20000

-22000

Trade Number

Bottom line with this group of studies is that the current 3-day rally is showing signs that
a pullback is likely in the next few days.

The rally also caused the study below to repeat. Last seen just a few days ago in the
1/31/19 letter, it looks at times SPX is making new 20-day closing highs while below the
200ma. Results are updated.

SPY closes at a 20-day high but below the 200ma.
Buy on close. Sell X days later. $100k/frade. 2000 - present.

All: All: Al ; ; : :
X All: Net Proftt | Total |Winning| Loging REE ﬁ:nﬁ;g ﬁ:n:lll:g F;«JL;’;:QQ JT_lllzl.*shillnﬂg}c Wirff\ﬂnss o LBV
Days FrimTeres e | Dt frers Trade Trade Trade T [ULAIEED TNERE
5 -3 70127 51 28 23 54.50 55541 543400 -2271.85) 522338 0.68 0.83 17081
4 -12,433.15 57 23 29 4912| 145930 571880 -1,837.71| -524415 079 0Ty -218.13
3 -26 455.08 63 27 41 3971 150412 433115| 168528 -5133.72 094 062 -389.19
2 -32 468.93 84 38 45 4524 916.08| 535482 -149511| -5196.96 0.61 0.52 -386.53
1 -25527.19) 120 56 54 4567 717.38| 397212| -1,026.55 4,150.20 0.70 0.81 -212.73

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




Page6

The 1-month high while the market is below the 200ma has typically been followed by a
dip in the next 1-2 days. Below is a look at a 2-day profit curve.

SPY closes at a 20-day high but below the 200ma.

Buy on close. Sell X days later. $100k/trade. 2000 - present.
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The strong, steady downslope serves as some confirmation of the bearish edge suggested
by the numbers. Overbought and overdue a pullback, the odds point down.

| have updated the Aggregator chart below.
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http://quantifiableedges.com/how-the-quantifiable-edges-aggregator-uses-expectations-and-riskreward-analysis-to-establish-a-reliable-market-bias/

Page 7

#+ TradeStation Chart Analysis - SSPX.X Daily [CBOE] S8P 500 Index s -7 -} [f=|[ =]

SSPX X - Daily CBOE B=2668.30 A=273261 Hi=2,716.66 Lo=2,695.88 V=2 464 389 +
] = |j
! _I_ _'_ _|_ '|' 12,650.00
. 1 Ij
+ [I,] = D 12 600.00
— =i= L2 550.00

g g
* ﬁ + & Ij l D 250000
[

r2,.450.00

r2,400.00

QE Aggregator 1D (3, ADE Barinterval "QEA41" "MYCLASS" True) -0.899 -0.35

F2.00

r1.00

N —

T
28 Feb 4

With tonight’s research included, the green Aggregator Line remained below zero.
Negative readings mean net expectations are for downside over the next few days.
Meanwhile, the black Differential Line held below 0. The negative Differential Line
reading means SPX is overbought versus recent expectations. So expectations are
negative and SPX is overbought. This is considered a bearish configuration. Bearish
configurations are visible on the chart whenever both lines close below zero. Therefore,
the Aggregator signal stayed short at the close.

Based on the current list of Active Studies, expectations are set to remain bearish on
Monday. Of course this could change if bullish new evidence emerges. The Differential
Pivot will be 2674.75 on Monday. That is 1.2% below Friday’s close. Therefore, SPX
will need to close down at least 1.2% on Monday in order to flip from overbought to
oversold versus recent expectations.

The Aggregator remains bearish and there still appears to be a short-term downside edge.
| find the evidence to be compelling. There is ample room to the downside before SPX
would turn oversold. And the market is certainly long overdue for a pullback, as the SPX
has not closed below since January 3. | have a small short position already. Being that
the position is counter to my intermediate-term outlook, I intend to keep it small. | will
not be adding to it on Monday, and will only look to cover it if SPX closes below the
Differential Pivot.

Quantifiable Edges, LLC 10 Boyden Rd., Medfield, Massachusetts 02052 781-956-6952
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Intermediate-term Outlook (2 weeks — 2 months) — updated 2/4— somewhat bullish

Combo #1 Combo #2 Combo #3
Long Long Long

Above is the status of the different Combination Signals from the Quantifiable Edges
Market Timing Course. Signals are long-term in nature. All 3 can be either flat or long.
None of them look to short. More information on these signals can be found in the
Quantifiable Edges Market Timing Course, which is included with all annual
subscriptions. Detailed descriptions of these combination approaches can be found in
Lesson 8. Subscribers may also download detailed hypothetical historical performance
reports covering 12/31/71 — 3/7/14 in Lesson 11, Course Downloads. (You must go
through the course first in order to access the Downloads.) This week the Combo Systems
all remained “Long”.

The market put in some decent gains this past week. The SPX rose 1.6%, the NASDAQ
gained 1.4%, and the Russell 2000 moved up 1.3%. Both the SPX and NASDAQ are
nearing their 200-day moving averages. The Russell still has a ways to go to get there.
Meanwhile, the Dow Jones already closed above it. There is plenty of resistance in this
area when looking at charts, but the market has been making a strong effort so far looking
to this move higher into a long-term uptrend.

The January Barometer is a fairly famous study from the Stock Traders Almanac. It says
that “as goes January, so goes the year”. In other words, a positive January will typically
lead to a positive year, while a negative January can be a warning. So, as | did in the
2/1/18 letter, let’s look at how the SPX has done for the remaining 11 months of the year
when January has closed higher. Stats are updated, though this year | tested back to 1950
using Amibroker, rather than 1961 as | had the last few years.

Quantifiable Edges, LLC 10 Boyden Rd., Medfield, Massachusetts 02052 781-956-6952
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SPX finishes January positive.
Buy close of month. Sell close of Dec.
$100k/trade. 1950 - present.

Initial capital
Ending capital
Met Profit
Transaction costs

All trades

Avg. Profit/Loss
Avg. Profit/Loss %
Avg. Bars Held

Winners

Total Profit

Avg. Profit

Avg. Profit %6

Avqg. Bars Held

Max, Consecutive
Largest win

# bars in largest win

Losers

Total Loss

Awqg. Loss

Awg. Loss %%

Avg. Bars Held
Max, Consecutive
Largest loss

# bars in largest loss

Max, trade drawdown
Max, trade %% drawdown
Max. system drawdown

Recovery Factor

CAR MaxDD

RAR MaxDD

Profit Factor

Payoff Ratio

Standard Error
Risk-Reward Ratio
Ulcer Index

Ulcer Performance Index
Sharpe Ratio of trades
K-Ratio

Man, system %6 drawdown

100000.00
591397.03

491897.08
0.00
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11711.84
11.71%
231.86

35 (85.71 %)
540288.87
15258.02

15, 26%
231.92

11

37960.12
233

& {14.29 %)
-57391.79
-9565,30
9,57%
231.50

1

-15947.91
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-41174.11
-33.51
-41174.11
-14.02%0
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0.19
13,46
9.57

1.60
20350.29
0.34
1.54
-1.52
0.64
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The numbers show that in years that January has done well, the rest of the year has
typically fared well also. Below is a profit curve.

SPX finishes January positive. Buy close of manth.
Sell close of Dec. $100k/trade. 1950 - present.

Portfolio Equity = 591897 1

1985 1995 2005

Despite losing 11% in 2018, that is a fairly steady upslope. So perhaps January
momentum will follow through some for 2019. This study is one | have always found
interesting, but not terribly compelling. 1 will not be adding it to the Active List, but |
thought readers might want to be aware of it. If you want to learn more about the January
Barometer, two nice articles | have seen on it lately were by Tom McClellan and Jay
Kaeppel.

https://www.mcoscillator.com/learning_center/weekly chart/as_goes_january..._really/

https://jayonthemarkets.com/2019/01/30/what-you-need-to-know-about-the-january-
barometer/

As | typically do each week, | have updated our Fed SOMA charts below. Below is a
description for those who are new to these charts or who may want a refresher.

SOMA stands for System Open Market Account. It is the account at the Fed that contains
all of its bond purchase holdings. We have tracked Fed purchases for several years, and
as is evident in the charts below, the stock market has consistently reacted positively
when the Fed has been buying securities in the open market and increasing the size of its
account. When the account has declined, the market has struggled. The obvious

Quantifiable Edges, LLC 10 Boyden Rd., Medfield, Massachusetts 02052 781-956-6952
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takeaway has been “don’t fight the Fed”. As far as intermediate-term indicators go, this
has been as good as anything in recent years.

In October 2017 the Fed began reducing the size of the SOMA by not reinvesting some
maturities in MBS and treasuries. That program is expected to continue for the next few
years. Below is a long-term view of SOMA and SPX (back to 2003).

SOMA & SPX Levels
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The table below is from the Fed’s website and shows the changes this past week.
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« As of 0172372019 DOMESTIC SECURITIES HOLDINGS AS OF

January 30, 2019

H Summary ‘ TBills TNotesand T-Bonds FRN TIPS = Agencies
Security Type Total (in Thousands)
US Treasury Bills (T-Bills)
US Treasury Notes and Bonds (Notes/Bonds) 2.064,760611.5
US Treasury Floating Rate MNotes (FRN) 18,825.874.1
US Treasury Inflation-Protected Securities (TIPS)® 114,768,909.8
Federal Agency Securities* 2.409.000.0
Agency Mortgage-Backed Securifies** 1,621,808,659.7
Total SOMA Holdings 3,822,573.055.1
Change From Prior Week -7,086,047.0
*Does not reflect inflation compensation of 21.656,211.
**Fannie Mae, Freddie Mac and Federal Home Loan Bank
***Guaranteed by Fannie Mae, Freddie Mac, and Ginnie Mae. Current face value of the securifies, which is the remaining principal balance of the securifies.

And now a zoomed-in view since October comparing steady reductions to actual.

Actual vs Steady SOMA change since 10/2017 policy change
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The Fed’s SOMA this past week (Wednesday to Wednesday) declined about $7.1 billion.
This is in-line with the Quantitative Tightening (QT) we were expecting this past week.
Meanwhile, the SPX gained 1.6% for the week ending 1/30. That is a good-sized gain
for any week, especially one where there was QT. The “Actual vs Steady” chart shows
that the $7.1 billion decline is just below average for a week with the QT rate being $50
billion / month.

The market has typically encountered difficulty during SOMA contractions, and
flourished when the SOMA has seen expansions. | discuss this in detail in the Fed-Based
Quantifiable Edges for Stock Market Trading Research Paper. This next chart shows
compounded results since QT began of being long SPX during SOMA expansion weeks
vs SOMA contraction weeks. It is updated from last week.

SPX Compounded Performance Since QT Began
Weeks of SOMA Increases vs. Decreases
10/2017 - 1/30/2019
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You can see here the sharp contrast in expansion weeks versus contraction weeks over
the last 16 months. Despite some recent struggles, expansion weeks (blue line) have seen
strong gains. Meanwhile, weeks with QT (red line) have been net losers, though the chart
has recovered some since Christmas. Since October 2017 the blue “expansion week”
strategy would have posted a 13.9% gain while the red “contraction week” strategy
would have lost 7.1%. That is a substantial difference in performance. So how might the
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next few weeks of QT play out? Let’s first look at the T-Note and T-Bond Maturity
Table below, from the Fed’s website.

« AS of 01/23/2019 DOMESTIC SECURITIES HOLDINGS AS OF

January 30, 2019 =

Summary T-Bills | T-Notes and T-Bonds FRN TIPS Agencies

Maturity CUSIP Coupeon (%) Par Value % of Total Change in Change in
Date (in Thousands) Outstanding ' Par from ) Par from )
Prior Week 2 Prior Year *
012828VE6 1125 1.648772.7 5.06%
9128285D3 1.250 58437145 19.78%
012828833 1.500 4,173,000.0 11.92%
912810ECS 5.875 7.497,000.0 57.27%
21518 012828P53 0.750 1,834,490.1 7.28%
215189 912828KD1 2750 341419438 58.19%
2128189 912828W30 1125 3,605,863.3 12.18%
2128119 09128285H4 1.375 6,315,645.0 21.48%
2128119 012828C24 1.500 26073255 7.43%
3319 912828Wa7 1.250 3.147.708.1 10.80%
3319 9128285N1 1.500 18,223.451.7 61.38%
3319 012828C65 1.625 1,008,000.0 2.88%

There is a fairly busy treasury expiration schedule right now. We just saw some
treasuries expire on Thursday. These will be reflected in the QT numbers for the coming
week (ending 2/6). We will also see treasury expirations on the 15" and 28" this month.
Weeks where there are no treasuries expiring, any QT will be due to AMBS securities
coming off the books. Compared to treasuries, AMBS flows are a little more difficult to
anticipate. This is because 1) amounts may vary depending on loan pre-payments, and 2)
there is a lag of 1-3 months to settle. For those interested in details, AMBS policies and
procedures are  described in more detail at the Fed’s website:
https://www.newyorkfed.org/markets/ambs-treasury-fag. | have found that examining
past months will often provide clues as to the flows we can anticipate during similar
periods of the current month.

Of course this week, ending on the 6™ should see a strong QT number with nearly $12
billion in treasuries rolling off the books. The next week, ending on the 13", | expect the
SOMA to break even or rise slightly. The week of December 12 saw a breakeven
SOMA.. Every other week ending on the 12"-14™ dating back to October 2017 has see a
slight rise. So after Wednesday, the QT headwind will subside for a short period.

Quantifiable Edges, LLC 10 Boyden Rd., Medfield, Massachusetts 02052 781-956-6952
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Intermediate-term indications are continuing to lean bullish. All 3 Market Timing Course
signals are long. And the strong breadth thrust off the bottom has generated terrific
upside momentum. Our Zweig Breadth Thrust and 3x 70% Up Issues studies both
suggest the rally has staying power. QT remains the primary concern for the
intermediate-term, and as | noted above, but even it will have a brief reprieve shortly. 1
am again somewhat bullish, which means | will be more conservative with short trades
than with long trades.

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.

Quantifiable Edges, LLC 10 Boyden Rd., Medfield, Massachusetts 02052 781-956-6952
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Current Open Trade Ideas

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

SPY(s)(1/4)|] 1/31/2019 $267.58 $270.13 -0.95% cover on SPX close<=2674.75

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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