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Market Overview 
 
 
 
 
 
 
 
 

       
  

 

Signals Overview 

Aggregator CBI Reading

Flat 0  
 

 

 

Tonight’s Research Points  

  

• Strong selling days will often mark exhaustion, but coming from a short-term high, 

that is not likely the case. 

• The NASDAQ fell into a lagging position vs the S&P 500.  This is unfavorable for 

the intermediate-term bull case. 

• The SOMA declined rapidly and the rate has now accelerated for further reductions. 
 

 

 

 

Short-term Outlook  

The Bottom Line  

Expectations have flipped to bearish, but reward/risk is not strong with the SPX having 

already sold off strongly on Friday.   
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Summary of Recent Active Studies (see Letters from listed dates for details) 

          
 

 

The Evidence 

Friday was a tough day for the market, and the strong selling had a substantial impact on 

the outlook as well.  The SPX closed down 2.2%, the NASDAQ lost 2.3%, and the Russell 

2000 dropped 1.9%.  Breadth was strongly negative as the NYSE Up Issues % was 20% 

and the Up Volume % came in at 8%.  NYSE volume rose some from Thursday’s level. 

 

A big mistake that many people make when looking at selloffs like Friday is that they 

believe just because the selling was strong, that it is likely to be exhaustive.  Strong selloffs 

can often be exhaustive.  But a big factor that is often overlooked is the position of the 

market when the selloff occurs.  Way back in the 10/23/08 subscriber letter I compared 2% 

drops that leave the market at a 5-day low versus 2% drops that don’t.  I found a big 

difference in the results, and have updated them both below. 

 

 

 

Study  Date Description T im e span Bias

Avg 

Run-up

Avg 

DrawDn

Avg DrawDn 

- 1 Std Dev

Active - Short Term

April 9, 2018 2% drop from 5-day  high 1-4 day s Bearish -3.10% 2.20% 3.90%

April 9, 2018 1% drop on employ ment day 1-4 day s Bearish -2.90% 1.60% 3.20%

Active - Long Term

April 6, 2018 2%+ gain over 3 day s. Offset HV < 0.25 1-19 day s Bullish 4.30% -2.20% -4.80%

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

April 6, 2018 2%+ gain over 3 days. Offset HV < 0.25 1-6 days Bullish 1.90% -1.25% -2.60%

April 4, 2018 Gap up from 20-low. Fill then close up 1-5 days Bullish 3.10% -1.70% -2.10%
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The strong selloff and new low suggest a bullish edge.  But when SPX is NOT closing at 

a low level… 

 

 

 

There no longer appears to be an edge.   

 

Interesting about Friday’s drop is that it also came immediately after a short-term high.  So 

just the day before, traders were optimistic.  This too can be important.  Thursday 

afternoon’s buyers are stuck underwater.  Let’s add that as a filter a see the impact. 

 

 

 

This looks somewhat bearish.  Below is a 4-day curve. 
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The strong, steady decline serves as some confirmation of the downside edge. 

 

One bullish study that emerged was last seen just recently in the 3/26/18 letter.  It examines 

performance following 2 strong down days within a week.  Results are updated. 
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These results look bullish.  But what if I take what we learned above and apply it here?  

Let’s break this one down  by times a 5-day low was achieved versus times it wasn’t. 

 

 

 

These look very strong.  But we did not close at a 5-day low… 

 

 

 

Instances are low here, but the edge no longer seems apparent.  Bottom line is Friday’s 

selloff does not appear to be exhaustive.  And with the Quantifiable Edges Capitulative 

Breadth Indicator again sitting at 0, the lack of capitulation is evident there as well. 

 

The fact that the selloff occurred on the day of an employment release might also be 

problematic.  Below is a look at past performance following big selloffs on Employment 

Days. 
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Stats here point South.  Below is a profit curve with a 4-day exit. 

 

 

 

The profit curve is inconsistent – but it has never looked good.  Choppy with the potential 

for outsized losses appears to be the message. 
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In addition to the bearish evidence tonight, it is also notable that both bullish studies from 

the short-term active list were removed.  This was due to the fact that they saw drawdowns 

greater than their avg drawdown + 1 standard deviation.  In other words, the market is not 

acting within normal bounds with relation to those studies.  So they were taken off the 

current active list. 

 

I have updated the Aggregator chart below.   

 

 
 

The new evidence tonight led the green Aggregator line to dive below zero.  Negative 

readings mean net expectations from the Active List are for downside over the next few 

days.  But the black Differential Line jumped above 0.  The positive Differential Line 

reading means SPX is oversold versus recent expectations.  So expectations are negative 

but SPX is oversold.  This is considered a neutral configuration.  Neutral configurations 

are visible on the chart whenever both lines close on opposite sides off 0.  Therefore, the 

Aggregator signal stayed flat at the close.   

 

Based on the current active studies, expectations are slated to remain bearish on Monday.  

This could change if compelling new bullish evidence emerges.  The Differential Pivot will 

http://quantifiableedges.com/how-the-quantifiable-edges-aggregator-uses-expectations-and-riskreward-analysis-to-establish-a-reliable-market-bias/
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be 2675.87 on Monday.  That is a whopping 2.7% above Friday’s close.  That is an 

extremely unlikely 1-day gain – especially with expectations being negative.  A more likely 

scenario for working off the oversold condition is  a multi-day gain or consolidation.  

 

While some of the studies do not view the market as oversold, the Differential calculation 

certainly does.  That implies reward/risk is poor.  I am sidelined and happy to be so.  I will 

remain patient and alert for the next strongly favorable opportunity – be it long or short. 

 

 

Intermediate-term Outlook (2 weeks – 2 months) – updated 4/9– neutral 

Combo #1 Combo #2 Combo #3

Long Long Flat  
 

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 Combo System 3 changed from 

“Long” to “Flat”. 

 

This was the 3rd down week in the last 4.  The SPX ended with a 1.4% loss on the week 

and the NASDAQ fell 2.1%.  There was one study with possible intermediate-term 

implications that emerged.  It appeared in Thursday night’s letter and I have copied it 

below. 

 

On Thursday the Quantifiable Edges 3/10 Offset HV indicator came in very low, which is 

fairly unusual considering we've seen a strong move higher over the last three days. The 

3/10 Offset HV Indicator compares the 3-day Historical Volatility reading to the 10-day 

reading of 3 days ago.  When the reading is very low, that means there has been a 

contraction in volatility.  A high reading means there has been an expansion over the last 

3 days.  I often use 0.25 as an “extremely” low reading.  The 3/10 Offset HV has come in 

at this level or lower about 9% of the time historically.  The SPX rally and low 3/10 Offset 

HV reading on Thursday triggered the study below, which I last discussed in the 12/24/15 

letter. 

 

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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The numbers here all seem to suggest an upside edge. To get the 3/10 Offset HV indicator 

that low while the market is rising so strongly would typically require some volatile activity 

prior to the bounce. That scary, volatile period will often pave the way for a continuation 

of the rally. Of course, I also wanted to take a look at the profit curves… 
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… I have added this study to both the short and intermediate-term active lists. 

  

Another possibly significant intermediate-term development is that the NASDAQ fell into 

a lagging position versus the SPX. The chart below is the same as the one shown on the 

charts page and it shows the NASDAQ/SPX Relative Strength indicator at the bottom of 

the chart.  The green line (which is about to turn red) moving down below the blue line is 

the signal that the NASDAQ is now lagging. 
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Since 4/9/71, which is the earliest data point after the inception of the Nasdaq in which the 

calculations could be run, until now, the SPX has gained 1857.06 points when the Nasdaq 

was in leading position. When the SPX has been leading during that time it has gained only 

645.31 points.  The NASDAQ differential has been even more exaggerated.  More 

information on the indicator, including links to download the model in either Excel or 

Tradestation, can be found on the Nasdaq Weekly Strength Model page.  

 

For those subscribers that also have access to the Market Timing Course (included with all 

annual subscriptions), this model is also discussed in detail there.  The Excel model there 

is updated weekly, and also available for download (after completing the course).  This 

model is one of the price-based indicators used for the course.   

 

So let’s now look and see how the SPX has performed when the Market Timing Course 

indicators have been in their current state. 

   

http://quantifiableedges.com/nasdaq-weekly-strength-model/


 

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

P
ag

e1
2

 

 
 

The average stats here are quite impressive, and quite a bit better than might be anticipated.  

While we only have 2 of the 4 indicators positive at the moment, those 2 have provided a 

profitable combination in the past.  Below I have produced a profit curve utilizing re-

investment of capital and compounding. 
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The strong, persistent upslope is impressive, and it adds credibility to the numbers.  Of 

course I would still rather have the NASDAQ leading, but the current formation does not 

look dire.  Keep in mind this will change when we exit the Best 6 Months in a few weeks.  

As I mentioned last week, this summer looks to have a higher then average chance of a 

swoon.  But more on that when we get closer to May. 

 

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.  

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

 

 
 

The Fed’s SOMA this past week (Wednesday to Wednesday) declined about $12 billion, 

or 0.29%.  That is little strong for what you would expect with a stated reduction rate of 

$30 billion per month.  But the SOMA reduction was likely playing some catch-up from 

near the end of March.  As you can see in the chart above, the early parts of months have 

actually seen the SOMA rise a little, and the large reductions have happened towards the 

end of the months.  We’ll see if this changes now that the reduction rate has been increased 

to $30 billion starting in April.  I remain of the opinion that the current Fed policy will 

continue to act as a headwind for the bulls and leave the market more prone to liquidity 

events and sharp selloffs.  I don’t see a low-volatility bull market emerging anytime soon.  

 

Overall, the intermediate-term evidence is still mixed.  We did see one new bullish 

intermediate-term study emerge this past week.  And with 2 of the 4 Market Timing Course 

indicators bullish and 2 of 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.  The 

NASDAQ is now lagging, and we will soon be approaching the “Worst 6 Months” period.  

I am keeping my bias as “neutral” for now.  I could turn bearish in coming weeks.  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 

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.  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. 

 

 

None tonight. 

 

 

Current Open Trade Ideas 

None 

 

 

 

 

 

 

 

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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http://quantifiableedges.com/numbered-systems-page/
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