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Market Overview

(uantifiable Edges 1-day Risk/Reward Outlook | (uantifiable Edges 3-day Risk/Reward Outlook
Bearish Bulish  Bearigh Bulish

Signals Overview

Aggregator CBI Reading

Long 0

Tonight’s Research Points

e The VIXis suggesting a bounce.
e Big drops from short-term lows during an uptrend suggest a sizable bounce.

Short-term Outlook
The Bottom Line
The Aggregator is bullish, and there appears to be a substantial upside edge over 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
October 29, 2020 VIX30%over 10m and over 30 1 day Bullish
October 29, 2020 10-Low dn 1%. Mon > 200 1-5 days Bullish
Active - Long Term
September 28, 2020 NASDAQ Leading int term Bullish
September 28, 2020 4 weeks down > 40-week ma 1-10 weeks [Bullish 8.60% -3.10% -7.40%
August 27, 2020 SPX 50-day %b crosses over 100 1-50 days Bullish 4.90% -4.40% -8.90%
July 9, 2020 Golden Cross int term Bullish
April 29, 2020 Sell in May after 5% drop Jan-Apr 6 months Bearish
March 23, 2020 QE4 int term Bullish

The Evidence

Wednesday was a rough day for the market. SPX closed down 3.5%, the NASDAQ tumbled 3.7%,
and the Russell 2000 dropped 3.0%. Breadth was extremely negative with the NYSE Up Issues %
coming in at 9% and the Up Volume % at 15%. NYSE total volume spiked higher on the selloff.

In the 9/9/20 letter | looked at some studies that examined multiple strong down days in a short
time period. | found there to be a notable difference in results for times SPX finished at a short-
term low vs times it did not. This can be seen in the studies below.

SPX closes down = 1.5% for at least the 2nd time in the last 5 days. Close = 200ma.
Close = 5-day low close. Buy on close. Sell X days later. $100k/trade. 1987 - present.
X | A% | A e | M Ariec | ae | Atae | 0 | s
Days il Trades| Trades |Trades il Trade Trade Trade Trade Ratio ==
10 10 7 3 70.00 428484 1,23937| 283570 0.42 0.97 -28.15
9 10 7 3 70.00 -2,965.83 1,540685| -2 16959 0.71 1.66 427 55
8 10 5] 2 &0.00 -1,261.68 1,508.68 7E3.47 1.96 2594 597.82
7 11 [ 5 5455 -2,784.75| 242431 1,577.71 1.54 1.84 §05.21
6 11 6 5 5455 -3,286.40| 2,91425| -157435 1.55 1.87 T37.61
5 11 7 2 63.64 -5,3638.04 239872 -3450.78 0.70 1.22 27164
4 11 7 4 63564 -45917.36| 1,69043| -2530487 0.55 1.15 137.15
3 11 [ 5 5455 -1,805.40| 1,98094( 132082 1.50 1.80 430.23
2 12 6 6 50.00 -1,099.56 1,832.37 49153 3.73 3.73 670.37
1 12 8 2 66.67 -797.80 795.95 341.00 2.33 4.67 416.95
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SPX closes down = 1.5% for at least the 2nd time in the last 5 days. Close = 200ma.
Close = 5-day low close. Buy on close. Sell X days later. $100k/trade. 1987 - present.

X Al Net All: Al All: All % Al Max Al Max All: Avg Al Avg Al

L . C . . . ) Al Al Ao
Days | PO o W00 L0 o TR | LiSh3 | Wk | Loshg | WSS pograce Trde
10| 35,453.16 31 19 12 -7625.38| 348353 -2561.16 1.36 215| 1,143.85
9| 3125860 3 21 10 56(-11,831.15| 3,150.58| -3490.56 0.50 1.80 100828
3| 5263208 33 24 G . 06084 -588294| 3,12363| -2,481.63 1.26 336, 159491
T| 7249775 34 26 8 7647 T50858| -323237( 331995 -1 72763 1.92 625 213229
6| 6289155 34 26 8 76.47| T27206| -3,32253| 287323 -1476.56 1.95 6.32| 184975
5| 48,503.71 34 24 10 70.59| 707028 -3,870.04 2868118 -1527.46 1.74 418| 142823
4| 49 461.31 34 25 9 T353| 5,18749| -3351.72| 247973 -1302.44 1.78 4895 145474
3| 32107.26 36 27 G 75.00) 547110| -5393.60| 200546  -244389 0.82 246 891.87
2| 2837220 37 27 10 7297 480966 -463295 179027 -1,996.50 0.90 2.42 T66.82
1| 28,254.84 40 3 5 7750 5/11746( -5829.81| 1,37859| -1609.05 0.86 295 706.37

Without closing at a low area, evidence is not compelling. But the strong selloff to a short-term
low during a long-term uptrend is generally a decent setup for buying. And that is what we are
seeing in the numbers from the 2" study. Below is a look at the 4-day profit curve.

SPX closes down = 1.5% for at least the 2nd time in the last 5 days. Close = 200ma.
Close = 5-day low close. Buy on close. Sell 4 days later. $100k/trade. 1987 - present.
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The strong, steady upslope serves as some confirmation of the bullish edge.

Also notable was the action in the VIX, which rose over 20% on Wednesday. An interesting study
from the Quantifinder was from the 9/4/20 letter. It notes not only that the VIX is relatively
stretched on a short-term basis, but that the VIX reading is also somewhat high on an absolute
basis. Over the years | have found that short-term stretches are not as impactful when the stretch
is coming from a very low level. This is the reason the VIX > 30 is also included as a filter. Results
are updated.

VIX crosses = 30% above its 10ma and closes = 30.

Buy SPX on close. Sell next day's close. $100kitrade. 1997 - present.
50000 - - N N N . . N .

Total Net Profit $49,628.61 Profit Factor
Gross Profit $55,630.36 Gross Loss (%$6,001.75)
Total Number of Trades 18 Percent Profitable 66.67% : :
sg000 | Winning Trades 12 Losing Trades B e ]
Even Trades 0 : ! :
Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 463 /
Avg. Winning Trade $4,635.86 Avg. Losing Trade ($1,000.29) :

Largest Winning Trade $9,215.20 Largest Losing Trade ($1,892.74) : : :
s00004- - T, SRR EREER SRR PR T IR S T SRR I R SRR L L o]

Equity($)

1 2 3 4 5 6 7 2 9 10 11 12 13 14 15 16 17 18

Trade Number

Instances are a little lower than I’d prefer, but the stats are very strong, and the curve is fairly
smooth. The average performance the day after the setup has been a 2.8% gain. That is a huge
average for just a 1-day trade.

| also noted that with the VIX closing over 40 on Wednesday, that made it 35 days in 2020 that it
has closed over 40. We have also seen just 35 days in which it closed under 20. (They were the 1%
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35 days of the year.) It is very rare to see so many closes over 40, and also very rare that there
would be as many over 40 in a year as there are closes under 20. Below is a breakdown by year,
with 2020 so far.

# of VIX Closes Below 20

and Above 40 by Year

Year Days VIx<20 Days VIX=40
1990 74 0
1991 195 0
1992 250 0
1993 253 0
1994 250 0
1995 252 0
1996 239 0
1997 80 0
1998 43 15
1999 13 0
2000 49 0
2001 9 4
2002 40 10
2003 128 0
2004 247 0
2005 252 0
2006 248 0
2007 166 0
2008 30 63
2009 5 61
2010 96 3
2011 117 11
2012 205 0
2013 249 0
2014 241 0
2015 210 1
2016 210 0
2017 251 0
2018 192 0
2019 237 0
2020 35 35

2008 and 2009 are the only other years that had even 15 days where the VIX closed above 40.

With the market selling off so hard, the studies that were all on the short-term active list last night
got run over and have been removed. So the list is limited, but evidence | am seeing tonight is all
pointing to the fact that the selling is overdone, and that a rebound is likely. Of course there is
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always a chance that we see a market cascade like occurred in March, but that is a very recent
memory, COVID risks are better known, the Fed is backstopping the market, and while politicians
have avoided putting together a stimulus package for months, they will likely find it easier to agree
on one after the election (hopefully before January). So while 1 would not completely rule out a
larger crash, | think odds greatly favor a bounce quite soon. The SPX is down nearly 7.5% over
the last 12 days. That is already a fairly sizable drop when the market is in an uptrend. | will note
that the CBI is stuck at zero. | would prefer to see that spiking a bit to have greater confidence in
the timing of the bounce. But there was no CBI spike in June or September when the market sold
off. So we certainly don’t need one in order to bounce.

| have updated the Aggregator chart below.

¥ TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index B0 o e=Es
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With tonight’s evidence considered, the green Aggregator Line remained well above zero. Positive
readings mean net expectations are for upside over the next few days. Meanwhile the black
Differential Line is way, way far above 0. The positive Differential Line reading means that SPX
is strongly oversold versus recent expectations. So expectations are positive and SPX is oversold.
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http://quantifiableedges.com/how-the-quantifiable-edges-aggregator-uses-expectations-and-riskreward-analysis-to-establish-a-reliable-market-bias/

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 slated to remain bullish on Thursday.
This could change if very compelling new bearish evidence emerged. Meanwhile, the Differential
Pivot will be 3441.75 on Thursday. That is 5.2% above Wednesday’s close. That’s almost certainly
not going to happen just on Thursday. A more likely scenario to work off the oversold condition
would be a multi-day rally or consolidation.

So the Aggregator is again bullish. I like the long side, but | was a bit early with my entries. Still

I’ll continue to look for a bounce in the coming days, and will continue to re-evaluate as the action
unfolds and the evidence changes.

Intermediate-term Outlook (2 weeks — 2 months) — updated 10/26- slightly bullish

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) 10/19/2020] $347.29 $326.66 -5.94% Aggregator
SPY(1/4) 10/21/2020] $342.73 $326.66 -4.69% Aggregator
SPY(1/4) 10/27/2020] $338.22 $326.66 -3.42% Aggregator

The author of Quantifiable Edges (QE), Mr. Robert Hanna, is separately affiliated with a registered investment adviser in the States of Washington,
California, Colorado, Michigan, Texas, Massachusetts, and Louisiana, Eastsound Capital Advisors, LLC (ECA) d.b.a. Hanna Capital Management,
LLC. ECA may not transact business in states where it is not appropriately registered, excluded or exempted from registration. Individualized
responses to persons that involve either the effecting of transaction in securities, or the rendering of personalized investment advice for
compensation, will not be made without registration or exemption. Advisory clients of ECA utilizing the approaches developed by Mr. Hanna will
receive the QE newsletter at no charge. ECA is not otherwise affiliated with QE, and neither endorses nor warrants the content of this site, the QE
newsletter(s), any embedded advertisement, nor any linked resource herein.

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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