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Market Overview 
 
 
 
 
 
 
 
 

       
  

 

Signals Overview 

Aggregator CBI Reading

Long 9  
 

 

 

Tonight’s Research Points  

  

• Strong 1-day selloffs on the 4th Friday of the month have typically been followed 

by a sizable bounce. 

• 2 strong down days of 1.5% in a week’s time are typically enough to warrant a 

short-term bounce. 

• The strongly negative closing TICK values of late have triggered a bullish setup for 

our TICK Tomoscillator.  

• The CBI reached 9 and is knocking on the door of the 10+ reading that I consider 

strongly bullish.  Even 9 has been solidly bullish. 

• The SOMA declined some this past week, and will likely see an even larger decline 

this week.  This is a headwind for the bulls. 

 

 

Short-term Outlook  

The Bottom Line  

Evidence continues to build, and the market is now very oversold.  There appears to be a 

strong upside edge.  A bounce should ensue, but with market action very wild, there may 

be additional short-term pain before a strong short-covering rally emerges. 
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Summary of Recent Active Studies (see Letters from listed dates for details) 

          
 

 

The Evidence 

No rebound arrived on Friday, and the market posted another sizable drop.  The SPX lost 

2.1%, the NASDAQ fell 2.4%, and the Russell 2000 dropped 2.2%.  Breadth was strongly 

negative as the NYSE Up Issues % was 21% and the Up Volume % came in at 17%.  NYSE 

volume came in at the highest level of the week. 

 

There was a large number of studies that triggered in the Quantifinder.  I examined all of 

it, and will discuss those that I found most compelling.  Strong selloffs that occur in positive 

seasonal periods will often see a short-term bounce. This is demonstrated in the study 

below – last seen in the 7/27/15 letter. It examines strong selloffs on the fourth Friday of 

the month. The stats table below is updated. 

 

Study  Date Description T im e span Bias

Avg 

Run-up

Avg 

DrawDn

Avg DrawDn 

- 1 Std Dev

Active - Short Term

March 26, 2018 TICK TomOscillator < 1%. SPX 10-low 1 day Bullish

March 26, 2018 SPX dn 1 .5%+ 2nd time in a week > 200 1-7  day s Bullish

March 26, 2018 SPX dn 1% on 4th Fri of month 1-6 day s Bullish

March 23, 2018 VIX 25%+ above 10ma 1-2 day s Bullish

March 23, 2018 SPX dn 2.5% after 5-low y est 1-2 day s Bullish

March 23, 2018 Sy stem 110524 1-7  day s Bullish

Active - Long Term

February  15, 2018 FTD with moderate breadth & volume int term Bearish

January  16, 2018 NASDAQ Leading int term Bullish

January  8, 2018 1st 4 day s of y ear close higher 1-250 day s Bullish 15.90% -5.70% -11.10%

January  8, 2018 SOMA reduction intensifies to $20billion/moint term Bearish

April 26, 2016 Golden Cross int term Bullish

July  22, 2013 New High Divergence (Study  of Tops) int term Bearish

Dropped Tonight

March 22, 2018 Fed Day . 10-low > 200ma 1-7  day s Bullish 2.00% -1.10% -1.85%

March 22, 2018 5-low, bottom 10% > 200 1-5 day s Bullish

March 20, 2018 Gap 5-low, sell more > 200 1-5 day s Bullish 1.80% -1.30% -2.70%
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Both the consistency and the size of the moves appear to be quite strong. Below is an equity 

curve showing how the edge has played out over time. It assumes a 6-day hold. 
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This curve is also impressive, and quite steady. The one caveat with this study is that most 

often the 4th Friday of the month is also the last Friday of the month.  In this case, it is not.  

Still, I have included this study on the Active List for consideration. 

 

Of course Friday was not the only strong selloff this past week.  It followed an even 

stronger one Thursday.  This triggered the study below, which was last seen in the 12/15/14 

subscriber letter.  It examines performance following 2 strong down days within a week.  

Results are updated. 

 

 

 

The suggestion by the stats table is that this kind of extreme action is often short-term 

exhaustive and that a bounce typically ensues.  Below is the equity curve using a 7-day 

holding period. 
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It is a little choppier than I would prefer, but we are again at new profit highs and the 

general slope seems good enough to warrant consideration.   

 

Of course, Friday was not just the 2nd big drop in a week.  It was a big drop for the 2nd day 

in a row.  If I tighten the parameters and look for two big drops in a row, we see the 

following results. 
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Here we see 8 of 9 instances bounced the next day.  And when we look out 7 days, they 

were all higher.  So that is interesting.  But what catches my eye here is the lone loser on 

Day 1.  It lost about 6%.  This is something to keep in mind.  This study exemplifies well 

the current market situation.  We are at a point where a bounce is extremely likely.  In fact, 

I believe we will almost certainly see one in the next few days.  And if you time it right, or 

if you are willing/able to hold through the possible drawdown, then you should make out 

ok.  But volatility is high.  And if we don’t bounce immediately, the interim drawdown 

could be vicious.   

 

The study below is one I already shared on Twitter earlier this morning.  It exemplifies 

how unusual the market action has been. 

 

 

 

Thursday/Friday was only the 4th time that back to back 2% down days occurred while 

SPX was above its 200ma.  But it was the 2nd time THIS YEAR!  This highly unusual 

market has made 2018 a challenging trading environment.   

 

You may note that SPX is just barely above the 200ma at this point.  And yes – back to 

back 2% down days are much more common when below it.  This can be seen in the study 

below. 
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The big loser there is the Crash of ’87.  This little study exemplifies my point a little further.  

We will ALMOST certainly bounce in the next few days – but there may be some more 

pain before we get there.  I don’t expect 1987-type pain, but further selling before the 

bounce is not out of the question. 

 

There were also some studies that used the TICK TomOscillator. The TICK Tomoscillator 

is the brain child of my friend and fellow market analyst, Tom McClellan of McClellan 

Financial Publications (click for Tom’s article on the indicator). It uses the NYSE closing 

TICK readings to measure recent end-of-day sentiment. I first introduced the TICK 

Tomoscillator in the 4/19/11 subscriber letter. For those that are not familiar with the TICK 

Tomoscillator, you may find a detailed description in the May 13, 2011 blog. The 

Tomoscillator % Rank Friday came in below 1%, meaning Thursday’s reading is among 

the lowest 1% in the last year.  (In fact it was the lowest reading of the last year.)   

Subscribers may find Tomoscillator readings on the charts page every night. Below you 

can see the Oscillator reading from tonight’s chart page: 

http://quantifiableedges.com/how-the-nyse-closing-tick-can-be-utilized-as-a-valuable-indicator/
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The study below uses the Tomoscillator % Rank reading rather than just the raw reading.  

It is taken from the 6/16/16 letter. 

 

 

 

There appears to be a strong inclination for the market to bounce immediately, and then 

eventually follow through with more upside. Below is a list of all instances with a 1-day 

exit. 
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Not only did 20 of 21 close up the next day, but the 8 with the blue arrows next to them 

did so by leaving an unfilled gap up.  I see no red flags here, and have included this study 

on the Active List. 
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Lastly, lets talk about the Quantifiable Edges Capitulative Breadth Indicator (CBI).  The 

CBI reached 9 on Friday.  Historically, I have viewed 10+ as the level that really gets me 

excited about a potential bounce.  And recently I wrote an in-depth research paper about 

the CBI.  Today I thought I would take a slightly different look. 

 

I decided to examine market performance other times the SPX closed at a 20-day low and 

the CBI reached a level of X of higher.  In the study below I hold the market position until 

the CBI returns to 3 or lower. 

 

 

 

As you can see, results when it hits anywhere above 7 are fairly reliable.  I have highlighted 

9 above since that is the current setup.  I also generated a profit curve using 9+ as the entry 

trigger. 

http://quantifiableedges.com/subscribers/content/f/id/58/
http://quantifiableedges.com/subscribers/content/f/id/58/
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The curve certainly seems to support the idea of a bullish edge.  I noted the last loser on 

the chart, which occurred in June of 2011.  I also thought it would be interesting to run this 

with a 200ma filter.  Those results are below. 

 

 

 

Similar story here.  There appears to be a high likelihood of a bounce.  Of course, there 

may be some benefit in waiting for the CBI to reach 10.  In the 1st study there were only 5 

instances that reached 9 and not 10.  Those 5 instances only posted a 3-2 record.  And the 

3 that happened above the 200ma posted a 2-1 record.   
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As we look to Monday I will note that 10+ will almost certainly be achieved if BIIB or PG 

close down again.  And there are a few other stocks that also have a chance to trigger.  But 

it is unlikely we will see a massive spike in the CBI.  I would not expect it to rise more 

than 4-5 more points on Monday. 

 

I have updated the Aggregator chart below.   

 

 
 

With tonight’s evidence considered, the green Aggregator line held above zero.  Positive 

readings mean net expectations from the Active List are for upside over the next few days.  

Meanwhile, the black Differential Line is now extremely far above 0.  The positive 

Differential Line reading means SPX is oversold versus recent expectations.  So 

expectations are positive and SPX is extremely oversold.  This is considered a bullish 

configuration.  Bullish configurations are visible on the chart whenever both lines close 

above 0.  Therefore, the Aggregator signal stayed long at the close.   

 

 

http://quantifiableedges.com/how-the-quantifiable-edges-aggregator-uses-expectations-and-riskreward-analysis-to-establish-a-reliable-market-bias/
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Based on the current list of active studies, expectations are slated to remain bullish on 

Monday.  This is highly unlikely to change.  The Differential Pivot will be 2721.50 on 

Monday.  That is a whopping 5.1% above Friday’s close.  So SPX will need to close up at 

least 5.1% on Monday to turn from oversold to overbought versus expectations.  That is 

incredibly unlikely.  A more likely scenario to work off the oversold condition would be a 

multi-day bounce or consolidation. 

 

So evidence is strongly bullish.  And the market is extremely oversold.  And sellers should 

be just about exhausted.  I expect a violent short-covering rally to emerge, but there is no 

guarantee it happens immediately.  I am almost all-in from an index-trading standpoint.  I 

considered putting in an order for my final lot of index exposure if we close down again 

on Monday, with the assumption that a down close would leave the CBI at 10+.  But rather 

than jump the gun, I will wait for confirmation, examine any new evidence that emerges, 

and then possibly look to go in on (Turnaround?) Tuesday morning.  

 

 

Intermediate-term Outlook (2 weeks – 2 months) – updated 3/26– neutral 

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 all 3 Combo Systems remained 

“Long”. 

 

This past week was an all-around tough one for the market, with the SPX falling 6.0% and 

the NASDAQ losing 6.5%.  There were no new studies that emerged with intermediate-

term implications.  

 

As I typically do each week, I 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.  

http://quantifiableedges.com/module-1/intro/
http://quantifiableedges.com/module-4/combining-price-seasonality/
http://quantifiableedges.com/module-4/market-timing-course-downloads/
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When the account has declined, the market has struggled.  The obvious 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. 

 

While the Fed is not making new QE purchases any longer, it is continuing to reinvest 

maturities.  Therefore, the total assets in their System Open Market Account (SOMA) has 

not begun to dive like the old Quantifiable Edges POMO indicators did.  Below are long 

and short-term views of SOMA and SPX.   First, the long-term view (back to 2003). 

 

 
 

And now a zoomed-in view since October comparing expected reductions to actual. 
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The Fed’s SOMA this past week (Wednesday to Wednesday) declined about $5.4 billion, 

or 0.13%.  That is typical of what you would expect with a stated reduction rate of $20 

billion per month.  But the SOMA is still over $3 billion higher than it was at the end of 

February.  This upcoming week should see a large reduction.  March has a good amount 

of catch-up to still do, and we have seen the strongest declines occur at the end of months.    

So bulls have a Fed-induced liquidity headwind to contend with right now.  And then 

starting in April that headwind will increase.  The Fed confirmed this past week that it is 

going to increase the rate of SOMA reduction to $30 billion/month.  I stated last week that 

I continue to believe that liquidity events may cause volatility and corrective periods during 

2018.  We are now seeing the 2nd one so far this year.  Unless the Fed does an about-face, 

I don’t think it will be the last one. 

 

The intermediate-term evidence is generally mixed.  With 3 of the 4 Market Timing Course 

indicators bullish and all 3 Market Timing Course combo systems pointing higher, the bulls 

have some things going their way.  But bears have hope as well.  The bearish FTD study 

is still active, and the SOMA reduction remains my largest bearish concern.  I moved my 

bias down to “neutral” last week, and I will keep it there for now.  While the short-term 

appears primed for a bounce, intermediate-term evidence is underwhelming, and Fed 

headwinds are an issue.  A neutral intermediate-term outlook means I am considering short-

term trading opportunities to the long or short side with similar enthusiasm. 
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Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

 

OpenCatapult Triggers 

KHC – 1/3 @ $63.95 (bought @ limit) 

KHC – 1/3 @ $63.18 (bought @ limit) 

CMCSA – 1/3 @ $34.57 (bought @ limit) 

KHC – 1/3 @ $61.99 (bought @ limit) 

CMCSA – 1/3 @ $34.49 (bought @ limit)  

CMCSA – 1/3 @ $33.23 (bought @ limit) 

PG – 1/3 @ $76.41 (bought @ limit) 

New 

BIIB – 1/3 @ $260.13 (buy @ limit) 

PG – 1/3 @ $76.41 (buy @ limit) 

 

Broad Market Large Cap CBI – 9(KHC-3, CMCSA-3, PG-2, BIIB) 

 

 

Additional New Trade Ideas 

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

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. 

 

 

PG – buy 1/3 Catapult position @ $75.91 LIMIT.  Based on the Catapult trigger above.  

This would be the 2nd of up to 3 possible lots of PG. 

 

BIIB – buy 1/3 Catapult position @ $260.13 LIMIT.  Based on the Catapult trigger 

above.  This would be the 1st of up to 3 possible lots of BIIB. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://quantifiableedges.com/subscribers/video/p/id/18
http://quantifiableedges.com/numbered-systems-page/
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Current Open Trade Ideas 

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

SPY(1/4) 3/15/2018 $275.30 $259.15 -5.87% *dividend adjusted current

KHC(1/3) 3/20/2018 $63.95 $60.03 -6.13% Catapult

KHC(1/3) 3/21/2018 $62.53 $60.03 -4.00% Catapult

CMCSA(1/3) 3/21/2018 $34.55 $33.17 -3.99% Catapult

KHC(1/3) 3/22/2018 $61.73 $60.03 -2.75% Catapult

CMCSA(1/3) 3/22/2018 $34.17 $33.17 -2.93% Catapult

QQQ(1/4) 3/22/2018 $164.70 $158.51 -3.76% Aggregator

CMCSA(1/3) 3/23/2018 $33.23 $33.17 -0.18% Catapult

PG(1/3) 3/23/2018 $76.41 $75.91 -0.65% Catapult

SPY(1/4) 3/23/2018 $258.05 $258.05 0.00% Aggregator

 
 

 

 

 

 

 

A complete list of Quantifiable Edges trade idea results since the inception of the letter in 

2008 can be found here. 
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