QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

May 10, 2019 Volume 12 Issue 90

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 10

Tonight’s Research Points

e 3 down days, a gap down, and a 10-day low have combined for a substantial
upside edge in the past.
e The CBI entered bullish territory at 10 on Thursday.

Short-term Outlook
The Bottom Line
This market is strongly oversold and appears primed for a bounce. | am long and looking to get

longer.
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The Evidence

Thursday saw more selling for the market. The SPX lost 0.3%, the NASDAQ dropped 0.4%, and
the Russell 2000 fell 0.3%. Breadth was negative as the NYSE Up Issues % was 41% and the Up
Volume % came in at 36%. NYSE volume rose some from Wednesday’s level.

The selling triggered some more compelling bullish evidence. The study below was seen most
recently in the 3/8/19 letter. It looked for multiple down days, short-term lows, and an unfilled
gap down. | have updated the results.

SPY leaves an unfilled gap down, makes a 10-day intraday low, and closes lower for af least the
3rd day in a row. Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.

X Al Net All: .AIIE AI!: Al % AI!: A.\.'g AI!: r.'l.a:-c All: ﬁ:.vg All: h.'lax lAII: Al All Avg
Total |Winning| Losing Winning Winning Losing Loging |Win/Loss
Da?’S Frofit Trades |Trades | Trades e Trade Trade Trade Trade Ratig ProfitFactor|  Trade
5 31,803.67 35 25 10 7143 181131 B8235.74 -134792 -4770.78 1.34 3.36 508.68
4| 26,162.09 35 24 11 6857 179952 558102 154873 | -4430.01 1.16 254 T47 49
3| 3590577 35 2 B| T714| 157532 424944 -B17.24| -1 847 .47 1.53 651 102845
2| 33,908.40 35 2 7| Tr14| 1,42169| 5477.88 -639.61| -1,118.356 222 8.57 068.81
1| 18,493.54 35 2T 5 75.00 88365 576438 511.10| -1,677.36 1.45 435 513.71

34 of 36 instancés (94%) clo;ée abfo e the entry price
at some point in the next 3 days.

The stats suggest a high probability of an almost immediate bounce. Below is a profit curve
assuming a 2-day holding period.
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SPY leaves an unfilled gap down, makes a 10-day infraday low, and closes lower for at least the
3rd day in a row. Close = 200ma. Buy on close. Sell 2 days later. $100k/trade. 1993 - present.
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The curve is a little choppy, but the study certainly seems strong enough to include on the Active
List tonight.

It is also notable that the Quantifiable Edges Capitulative Breadth Indicator (CBI) closed at 10 on
Thursday. Below is a study that shows other times the CBI reached 10 while the SPX was above
its 200ma.
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CBI crosses over 9 and reaches 10 or higher today. SPX closes = 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1995 - present.
X Al Net All: .A"f AI!: Al % AI!: Al'.rg AI!: I'.'I_ﬂ.x All: ﬁ}vg All: I'._'Iax _AII: Al Al Avg
Total |Winning| Losing Winning Winning Losing Losing |Win/Loss
Days Proft Trades |Trades | Trades I Trade Trade Trade Trade Ratio ProfitFactor|  Trade
15| 3 3 15 13 2 8667 27262 5,851.05| -1,028.31| -1,165.82 285 17.23
14 3 2 1 14 1 89333 25 5,330.64 -144.84 -144 34 17.35 24287
13| 3 7 1 14 1 9333 2279 532835 -1,00455| -1,004.85 227 31.76| 208020
12 2 5 15 14 1 9333 2,079 5,470.2% ) -1 204.87| -1204.87 1.73 24.16| 138047
1) 2 5 1 13 2 8567 224 482277 -1740.42| -2 73240 1.25 838 171329
10| 2 73 1 11 - 7333 24 5,023.88 ) -1,375.94| 227880 1.789 483 1441865
9| 23, r2 1 12 3 g0.00 2, 5,380.50 -1690.82| -2554.04 1.40 5.61 1,558.31
8| 23, 1 15 13 2 8667 2 5,891.50 -224587 -323074 0.95 6.18| 155477
7| 20, 2 1 12 3 go.oo 2, 5801.50 -1183.33| -2205.64 1.69 6.75| 137263
6| 17, 2 1 12 3 80.00 5,457.00 -1 311.27| -2,115.858 1.35 539 115115
5| 20, 0 15 14 1 9333 5,471.50 -585.58 -585.58 2.58 36.10| 1,370.07
4| 20, 9 15 13 2 86.67 5,280.00 -941.01| -1,087.43 1.789 11.66| 1,337.01
3 13, 7 15 10 5 6567 4,895.5 -928.51| -2,513.78 1.8 3.83 a7
25 5 15 5 6 60.00 442450 -1055%581| -3,115.03 1.63 2.44 6
1 4z 15 5 6 60.00 2,007.5 -867.61| -2587.63 1.7 2.57 -

A very high percentage of instances closed higher when looking out 4 or more days. The numbers
certainly seem to point to a bullish edge. Below is a profit curve that assumes a 5-day holding
period.

CBIl crosses over 9 and reaches 10 or higher today. SPX closes = 200ma.
Buy SPX on close. Sell 5 days later. $100k/trade. 1995 - present.
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As you can see, the lone loser was the 1% instance, which took place in 1996. Overall, the curve
looks great.

| also wrote about CBI spikes to 10 or higher in the CBI Research Paper. Below is an updated
excerpt...

CBI spikes are more common when the market is in a long-term downtrend. This is because
downtrends tend to be more emotional, and therefore are more prone to generating the kind of
sharp, capitulative, selloffs that Catapults look to take advantage of. But CBI spikes do occur both
above and below the 200-day moving average. (I note all those that are above the 200ma on the
CBI Spikes Spreadsheet.)

Below are comparison metrics that break down the CBI spikes into 2 buckets. They assume SPX
was entered at the close on the day the CBI 1% rose to 10 or higher, and then was exited on the
day that it returned to 3 or lower.

Quantifiable Edges CBI closes >= 10. Buy SPX on close.
Sell when CBI closes <= 3. $100k/trade. 1995 - 3/31/19.
Below 200ma Above 200ma

radeStation Performance Summary Expand ¥ | |TradeStation Performance Summary Exkpand ¥
All Trades All Trades
Total Net Profit §$71,709.19  Profit Factor 10.48 | Total Net Profit $23,238.36  Profit Factor nfa
Gross Profit §79,260.91 Gross Loss (57,560,72) | Gross Profit §23,238.36  GrossLoss $0.00
Total Number of Trades 24 Percent Profitable £7.50% | Total Number of Trades 15 Percent Profitable 100.00%
Winning Trades 21 Losing Trades 3| Winning Trades 15 Losing Trades 0
Even Trades 0___________._.———-—'—'_ Even Trades 0
Avg. Trade Net Profit $2,987.88 Ratio Avg. Win:Avg. Loss 1.50 Avg. Trade Net Profit $1,549.22  Ratio Avg. Win:Avg, Loss n/a
Avg. Winning Trade $3,774.76  Avg. Losing Trade (52,520.24) | Avg. Winning Trade $1,549.22  Avg. Losing Trade $0.00
Largest Winning Trade $18,981.60 Largest Losing Trade (54,214.00) | Largest Winning Trade $5,471.50  Largest Losing Trade 50.00
Max. Consecutive Winning Trades 11 Max. Consecutive Losing Trades 2 | Max. Consecutive Winning Trades 15 Max Consecutive Losing Trades 0
Avg. Bars in Winning Trades 7.48  Avg. Bars in Losing Trades 15.00 | Avg. Bars in Winning Trades 7.07  Avg. Bars in Losing Trades 0.00
Avg. Bars in Total Trades 8.42 Avg. Bars in Total Trades 7.07

The most apparent difference above is the substantial reduction in the average trade above the
200ma versus below it. To understand why this is, we can examine some of the more advanced
stats below.
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https://docs.google.com/spreadsheets/d/1ZQMweOrzHHcdKkZJ8zwsVl3k7IUPeSswAV0PVjJaTgQ/edit?usp=sharing

Quantifiable Edges CBI closes >= 10. Buy SPX on close.

Sell on close when CBI closes <= 3. $100k/trade. 1995 - 3/31/19.

Time Averages
Avg. Time in Trades

Avg. Time Between Trades

10 days, 20 hours

311 days, 19
hours, 49 Minutes

9 days, 12 hours,
34 Minutes

361 days, 14
hours, 24 Minutes

Avg. Time Between Trade Profit Peaks 932 days

Outliers Total Positive
Number of Outliers 1 1
Outlier Profit/Loss $18,981.60 $18,981.60
Run-up/Drawdown Run-up
Max. Value $18,082.92
Max. Value Date 11/28/2008
Avg. Value 54,070.04
1 Std. Deviation $3,651.80
Avg. + 1 Std. Deviation 37,721.84
Avg. - 1 Std. Deviation 5418.24
Coefficient of Variation 89.72%

Losers

3
(52,520.24)
$1,479.70
(51,040.54)

Below 200

All Trades Winners

Total Number of Trades 24 21
Avg. Trade MNet Profit $2,987.88 $3,774.76
1 Std. Deviation of Avg. Trade $4,290.82 $3,968.98
Avg. Trade + 1 Std. Deviation $7,278.70 57,743.74
Avg. Trade - 1 Std. Deviation ($1,302.94) ($194.23)
Coefficient of Variation 143.61% 105.15%

58.71%

20 days

324 days

Negative
4]
$0.00

Drawdown
($15,643.00)
10/10/2008
($3,771.52)
$3,993.79
$222.27
(§7,765.32)
105.89%

All Trades
15
$1,549.22
$1,498.58
$3,047.80
$50.64
96.73%

8 days, 22 hours,
24 Minutes

544 days, 1 hour,
42 Minutes

1315 days, 14
hours, 24 Minutes

Total
0
$0.00

Above 200

Winners Losers
15 0
$1,549.22 $0.00
$1,498.58 30.00
$3,047.80 £0.00
$50.64 30.00
96.73% n/a

8 days, 22 hours,
y 24 Minutes n/a
544 days, 1_ hour, n/a

42 Minutes
Positive Negative
0 0
$0.00 30.00
Run-up Drawdown
$5,6099,50 ($4,301.25)
12/23/2014 2/9/2018
$2,049.38 ($1,462.75)
$1,369.42 $1,615.03
$3,418.80 $152.28
$670.96 ($3,077.78)
66.82% 110.41%

Here we see that the Standard Deviation of the trades below the 200ma is about 3 times the size
of those above the 200ma. Additionally, run-ups and drawdowns were much larger below the
200ma. As | mentioned above, downtrends tend to be more emotional environments. So to see
moves appear so much more volatile should not be a great surprise. Below are profit curves

showing the trades.

Quantifiable Edges CBI closes >=10. Buy SPX on close.
Sell when CBI closes <= 3. $100k/trade. 1995 - 3/31/19.
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Both curves look very appealing. What is especially encouraging from the standpoint of utilizing
the CBI, is that it appears to offer compelling reward/risk opportunities regardless of the long-
term trend...

| have updated the Aggregator chart below.

¢ TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Index s -J[x -| =N =R

SSPX X - Daily CBOE L=2870.72 -8.70 -0.30% B=2,825.76 A=2905.74 0=2859.84 Hi=2875.97 Lo=2836.40 C=2870.72 V=2,087 459

LI

24

07 goit
A o

F2,840.00

+ ; T -

r2,800.00

With tonight’s evidence to consider, the green Aggregator Line remained above zero. Positive
readings mean net expectations are for upside over the next few days. Meanwhile, the black
Differential Line also held 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 stayed long at the close.

Based on the current list of active studies, expectations are set to remain bullish on Friday. This
is not likely to change. The Differential Pivot will be 2897.66 on Friday. That is 0.9% above
Thursday’s close. Therefore, SPX would need to close up 0.9% on Friday to flip from oversold to
overbought versus recent expectations.
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http://quantifiableedges.com/how-the-quantifiable-edges-aggregator-uses-expectations-and-riskreward-analysis-to-establish-a-reliable-market-bias/

The short-term evidence is all pointing to a bounce. And with the CBI so strong, odds seem pretty
high. There also remains ample room to the upside before SPX would turn overbought. So
reward/risk looks good. | continue to favor long positions here. | have a partial position in SPY
at the moment. 1 did not receive a fill on a 3" lot on Thursday since it closed just above my limit
price. 1 will look to take on a 3™ lot on Friday if | can get a favorable entry.

Intermediate-term Outlook (2 weeks — 2 months) — updated 5/6 — bullish

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

OpenCatapult Triggers

INTC - 1/3 @ $51.11 (bought @ limit)
INTC — 1/3 @ $51.04 (bought @ limit)
INTC - 1/3 @ $50.76 (bought @ limit)
MMM - 1/3 @ $184.75 (bought @ limit)
CSCO - 1/3 @ $54.59 (bought @ limit)
CSCO - 1/3 @ $53.45 (bought @ limit)
ACN - 1/3 @ $173.94 (bought @ limit)
MMM — 1/3 @ $178.59 (bought @ limit)
ACN - 1/3 @ $173.88 (bought @ limit)
New

MMM - 1/3 @ $178.59 (buy @ limit)

Broad Market Large Cap CBI — 10(INTC-3, MMM-3, CSCO-2, ACN-2)
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http://quantifiableedges.com/subscribers/video/p/id/18

Additional New Trade Ideas

A full listing of system triggers can be found at the numbered systems page each night. 1 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.

MMM — buy 1/3 Catapult position @ $175.28 LIMIT. This is from the Catapult section
above. It is the 3" and final lot for MMM.

SPY — buy % index position @ $286.50 LIMIT ON CLOSE. Based on the short-term outlook
above, I’ll be looking to add a 3" lot of SPY if it closes down much on Friday.

Current Open Trade Ideas

Symbol Entry Date Entry Price| Current Price] % Gain/Loss|Stop Notes
INTC(1/3) | 4/30/2019 $51.00 $46.62 -8.59% Catapult
INTC(1/3) 5/1/2019 $51.04 $46.62 -8.66% Catapult
INTC(1/3) 5/2/2019 $50.76 $46.62 -8.16% Catapult
SPY(1/4) 5/2/2019 $291.68 $286.66 -1.72% Aggregator
MMM(1/3) | 5/3/2019 $184.75 $175.28 -5.13% Catapult
CSCO(1/3) | 5/7/2019 $53.86 $52.92 -1.75% Catapult
CSCO(1/3) | 5/8/2019 $53.17 $52.92 -0.47% Catapult
ACN(1/3) 5/8/2019 $173.94 $174.46 0.30% Catapult
SPY(1/4) 5/8/2019 $287.53 $286.66 -0.30% Aggregator
ACN(1/3) 5/9/2019 $172.10 $174.46 1.37% Catapult
MMM(1/3) |  5/9/2019 $177.30 $175.28 -1.14% Catapult

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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