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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

September 4, 2018 Volume 11 Issue 170

Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook (uantifiable Edges 3-day Risk/Reward Outlook
Bearih Bullsh  Bearish Bulish

Signals Overview
Aggregator CBI Reading
Flat 0

Tonight’s Research Points

e Potential turn of the month and Labor Day week bullish studies did not set up
well.

e The NASDAQ has taken a leading position from the SPX, causing a couple of our
long-term combo models to turn bullish.

e QT is strong this week, but we should see a bit of a reprieve the week of the 6"-
12,

Short-term Outlook
The Bottom Line
The Aggregator is neutral, and | am as well.
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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
August 31,2018 Big drop from 50-high 1-3 days Bullish 0.80% -0.70% -1.30%
Active - Long Term
September 4, 2018 NASDAQleading int term Bullish
August 30,2018 SPX crosses over 50-day Bollinger Band |1-50 days Bullish 4.90% -4.10% -7.80%
July 1,2018 SOMA reduction intensifies to $40billior)int term Bearish
January 8, 2018 1st 4 days of year close higher 1-250 days |Bullish 15.90% -5.70% -11.10%
April 26, 2016 Golden Cross int term Bullish
July 22, 2013 New High Divergence (Study of Tops)  |int term Bearish

The Evidence

Friday was negative for much of the day, but a move up in the afternoon left all of the
major averages with small gains. The SPX finished up just 0.01%, the NASDAQ gained
0.3%, and the Russell 2000 rose 0.5%. Breadth was mixed as the NYSE Up Issues %
was 53% and the Up Volume % came in at 45%. NYSE volume rose some for the 3"
day in a row.

The strong close was a little bit disappointing if you were hoping for a bullish edge for
Tuesday. First day of the month typically generates some bullish studies, but in recent
years these edges have been more heavily influenced by how the market closes the day
before. | showed this in Thursday night’s letter and have copied the study below.

The first study looks at times where the market closed in the bottom half of its range on
the last day of the month.

It is the last trading day of the month. SPY closes = 200ma and in the bottom half of its
intraday trading range. Buy on close. Sell next day's close. $100k/trade. 1996 - present.
radeStation Performance Summary Expand ¥

All Trades

Total Net Profit $68,407.75 Profit Factor (7.84]
Gross Profit $78,413.81 Gross Loss (510,006.06)
Total Number of Trades 115 Percent Profitable
Winning Trades 91 Losing Trades 24
Even Trades 0

Avg. Trade Met Profit $594.85) Ratio Avg. Win:Avg. Loss 2.07
Avg. Winning Trade $861.69 Avg. Losing Trade (3416.92)
Largest Winning Trade $3,295.88 Largest Losing Trade ($1,453.60)
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The stats here are outstanding. Gains absolutely blow away losses in every category.
Gross gains are 7.8x the size of gross losses. That’s a very impressive stat when you are
looking at a sample size of 115 instances. Below is a profit curve.

It is the last trading day of the month. SPY closes = 200ma and in the bottom half of its
intraday trading range. Buy on close. Sell next day's close. $100k/rade. 1996 - present.
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The long and persistent upslope is impressive, and serves to confirm the numbers.

Let’s also examine what the results have looked like when SPY closed in the top half of its
intraday range. (Also from the 3/31/18 letter.)
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It is the last trading day of the month. SPY closes = 200ma and in the top half of its infraday
trading range. Buy on close. Sell next day's close. $100k/trade. 1996 - present.
radeStation Performance Summary Expand ¥

All Trades

Total Met Profit $2,794.31 Profit Factor (1.09]
Gross Profit %$34,553.25 Gross Loss ($31,758.94)
Total Mumber of Trades 86 Percent Profitable C 52.33%
wWinning Trades 45 Losing Trades 41
Even Trades 0

Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 0.99
Avg. Winning Trade $767.85 Avg. Losing Trade (5774.61)
Largest Winning Trade $2,562.30 Largest Losing Trade (%2,515.60)

We see here the upside edge nearly completely wiped away. Here is a picture of the
profit curve.

It is the last trading day of the month. SPY closes = 200ma and in the top half of its intraday
trading range. Buy on close. Sell next day's close. $100k/trade. 1996 - present.
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This paints an even bleaker picture. So to set up an upside edge for Tuesday, traders
would prefer a weak close on Friday.
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| did look at some other “turn of month” studies that appeared in the Quantifinder. |
found that when adding the strong/weak close filter from above, they too saw a big drop
off in recent years when the market closed strongly. So we do not have turn of month
seasonality helping us out on Tuesday.

Nor will we have bullish Labor Day week seasonality. Last year in the 9/5/17 letter I
showed that Labor Day week performance has been somewhat dependent on whether the
market has rallied over the 20 trading days leading up to it. Below is a look at post-Labor
Day performance when the previous 20 days have seen gains versus losses.

Today is Friday before Labor Day. SPX closes < the close 20 trading days ago.
Buy on close. Sell X days later. $100k/trade. 1980 - 2017.
All: All: All: _ All: Avg Al Max All: Avg All: Max Al _ _
X All: Net Profit | Total |Winning| Losing Pr’;‘gﬂ::rle Winning Winning Losing Losing Win/Loss Prnf’:\l-llalactnr ﬁ.‘ll.t;:‘j\;g
Days Trades Trades | Trades Trade Trade Trade Trade Ratio
5 18,078.72 17 12 5 70.5%| 201007 568180 120822 -38511.52 1.66 3595 1068331
4 8,886.80 17 12 5 70.58 ) 1,49418 358530 -1,80889 4205840 0.83 1.98 52275
3 6,053.83 17 11 6 6471 03 3,485 .40 -F73.08| -2,391.84 1.26 2¥ 356.11
2 10,057.93 17 10 7 58.832| 1,42782| 328460 -602.89| -1,389.44 237 338 591.64
1 7.227.97 17 9 ] 5294 1,51716| 5054.10 -303.31| -1,738.88 1.89 212 42517

Late summer weakness has often been followed by post Labor Day strength. But we
have seen the market run higher recently. So the setup below is the one that is currently
in force.

Today is Friday before Labor Day. SPX closes = the close 20 trading days ago.
Buy on close. Sell X days later. $100k/trade. 1980 - 2017.

QE Finder All: All: Al . ﬁ\l!: A_vg N!: r.'I.ax All: Avg All: I.I'Iax _AII: All All Avg
Teste_r: All: Met Profit | Total |Winning| Losing Prufrtable Winning Winning Lesing Lo=ing Wln.fL!:lss ProftFactor|  Trade
daysin Trades| Trades | Trades Trade Trade Trade Trade Ratio

] 4 953.28 21 il 13 3810 1,404.70 3,228.12| -124545) -2 048.15 1.13 0.69 -235.87
4 5,142.39 21 9 12 4286 134571| 258034 -143781| -3113.11 0.54 0.70 -244 88
3 2,792.72 21 10 11 4762 1,335.54| 271852 -1483.01| -4£02428 0.91 0.83 -132.99
2 402443 21 ] 14| 2857 181258 3,055.58 -982.85| -2471.03 1.64 0.70 -194.50
1 380718 21 ] 12 42.86 50457 1,751.34 8978.03 ) -4147.45 0.92 0.69 17177

Just the opposite here. The market appears to lean bearish during Labor Day week under
such circumstances. Much of the losses occurred in the 1% 2 days. So I generated a 2-
day profit curve below.
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Today is Friday before Labor Day. SPX closes = the close 20 trading days ago.
Buy on close. Sell 2 days later. $100k/trade. 1980 - 2017.
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That is not a very impressive curve. Between the low number of instances, and the
choppy curve | am not inclined to include this on the Active List. But we clearly do not
have the positive setup that would be present had the market struggled in recent weeks.
So there are no new short-term studies being added to the Active List tonight.

| have updated the Aggregator chart below.
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With tonight’s evidence considered, the green Aggregator Line remained 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 still below 0. The negative
Differential Line reading means SPX is overbought versus recent expectations. So
expectations are positive but SPX is overbought. This is considered a neutral
configuration. Neutral configurations are visible on the chart whenever both lines close
on opposite sides of 0. Therefore, the Aggregator signal stayed flat at the close.

Based on the current Active List, expectations are slated to remain bullish on Tuesday.
Of course, this could change if new bearish evidence emerges. The Differential Pivot
will be inverted at 2911.53 on Tuesday. That is 0.35% above Friday’s close. An
inverted pivot means that the Differential Line will cross through zero if SPX closes flat.
In this case SPX is going to need to close up at least 0.35% in order to remain
“overbought” versus recent expectations. Anything less than that and it will be
considered “oversold” as of Tuesday’s close.

The Aggregator is neutral, and I am not seeing anything suggesting a strong edge.
Evidence is leaning bullish, but is fairly weak. The Differential Pivot is inverted. And
we could easily see a bullish, bearish, or neutral short-term outlook on Tuesday night
depending on how the day plays out. So I have no interest in taking on new index
positions here. I’ll wait until a more favorable reward/risk setup emerges.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 9/4— neutral

Combo #1 Combo #2 Combo #3
Flat 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.) Combo Systems #2 and #3
changed from “flat” to “long” as of Friday s close.

It was a strong week for the market. The SPX rose 0.9%, the NASDAQ gained 2.1%,
and the Russell 2000 rallied 0.9%. All 3 indices also made new all-time highs. So the
long-term uptrend is clearly intact. We also had some bullish new intermediate-term
evidence emerge. Below is an excerpt from Wednesday night’s letter.

One study from the 6/7/18 Subscriber Letter that triggered today has some potential
intermediate-term implications, and it is fairly interesting, so | figured | would talk a
little about it. This study looked at the SPX closing price in relation to its 50-day
Bollinger Bands. In it | used 2 standard deviations in the Bollinger Band calculation. |
used %b to measure where we fell. For those unaware, %b simply measures the distance
between the 2 bands. So a reading of 0 means price is right at the lower band. A reading
of 100 is right at the upper band. A reading of 50 would be right at the moving average
being used — in this case the 50ma. So a move 2 standard deviations above the 50ma
would be a %b reading of 100. An updated results table for this study is below.

SPX 50-day %Db crosses over 100.
Buy SPX on close. Sell X days later. $100k/trade. 1960 - present.

X . All: .AII:. AI!: All % AI!: A).rg AI!: M.ax All: ﬁ}vg Al Max .AII: Al All Avg
All: Met Profit | Total |Winning| Losing Winning Winning Losing Losing Win/Loss
Da',"'S Irades| Trades | Trades FOLELE Trade Trade Trade Trade Ratio FIOLFEEDY| RS
50 186,243.13| 135 a2 53 60.74| 486127| 1840818| -400718| -15795.00 121 188 137958
45 157, 707.50| 141 &1 &0 5745 501564 1581857 41426858 -2581276 1.21 163| 1,118.4%
40 16824575 148 a2 58 B027| 449118| 1782487 3931341 1554070 1.15 1.74| 118237
35 145 186.88| 154 93 61 60.39| 4,0254%8| 1578213 374072 13617.00 1.08 1.64 84527
30 9970672 160 95 65 5938 334168 1152074 -3350.05| -10,485.00 1.00 1.46 62317
25 67,952.38| 1869 97 72 5740 301091 1085994 311253 -B273218 0.97 1.30 402.08
20 59787.58 180 103 7 5722 262945 950130 -2740.87| -10,20538 0.95 1.28 33215
15 65985.13| 197 115 a2 5338 231908 784346 24476T7| 076344 0.95 1.33 33485
10 4950509 220 137 83 B227| 16883.79%| 823516 -218282| -59133.53 077 1.27 22502
5 2622028 288 154 114 5746 112253 503081 128548 581777 0.87 1.18 g7.84
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Results generally appear moderately bullish. They seem to suggest that the kind of
strong momentum that would have SPX closing above its 50-day Bollinger Band favors
more upside over a possible reversal. The “% Profitable” is not terribly high, but |
produced a profit curve below to see how the edge has played out over time.

SPX 50-day %b crosses over 100.
Buy SPX on close. Sell 50 days later. $100k/trade. 1960 - present.
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That’s a pretty steady upslope for a study without a very high “% Profitable”. Overall, I
like this study enough to add it to the intermediate-term active list.

The relative outperformance of the NASDAQ vs SPX helped it to retake a leading
position based on our NASDAQ/SPX Relative Strength Indicator. This was after it spent
the last 5 weeks in a lagging position. Below is a chart of the indicator from the website.
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NASDAQ/S&P 500 Relative Strength Weekly
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The movement of the red line (which is about to turn green) above the blue line is our
indication that the NASDAQ is in a leading position. Since 1971, the market has
performed substantially better when the NASDAQ has been leading. Over that time, the
SPX has gained 2012.46 points when the NASDAQ has been leading versus 786.96
points when the NASDAQ has lagged. The difference for the NASDAQ has been even
more dramatic, with the point gains being 6492.57 vs. just 1508.59. More on this
indicator can be found in the Market Timing Course, or on its page (which can be found
by clicking on the chart on the charts page). http://quantifiableedges.com/nasdag-
weekly-strength-model/

| decided tonight to take a look at how the market has done when all 4 Market Timing
Course indicators have been aligned as they are now. That means: 1) a leading
NASDAQ, 2) SPX “Golden Cross” in effect, 3) unfavorable Presidential Cycle, and 4)
“Worst” 6 months in effect. Below are updated stats showing SPX performance during
this alignment.
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Both Market Timing Course Price Action Indicators are positive while the Seasonality Indicators are Negative.
$100k compounded portfolio. 1971 - present.
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Total Net Profit $43,088.64 Profit Factor 2.02
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400001 Even Trades 0 --H
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We see here that similar formations have seen gains in the past. It is notable though that
this chart has had some sizable drawdowns along the way, and it is not exactly a smooth
ride higher. So perhaps the setup could be viewed as bullish, or perhaps your
interpretation would be more neutral. In any case, it does not appear to be bearish. And
as you can see near the top of this section, with both Market Timing Course price
indicators now positive, two of the 3 “Combo” systems we track are now “Long”.

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
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.
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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 are long and short-term views of SOMA and SPX. First, the long-term
view (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 08/222018 SECURITIES HOLDINGS AS OF

August 29, 2018 1

“ Summary ‘ TBills  T-Notesand T-Bonds ~FRN = TIPS  Agencies
Security Type Total (in Thousands)
US Treasury Bills (T-Bills) 100,000.0
US Treasury Notes and Bonds (Notes/Bonds) 2,171,052,008.6
US Treasury Floating Rate Notes (FRN) 16,953,842 3
US Treasury Inflation-Protected Securities (TIPS)® 114,591,981.2
Federal Agency Securities* 2,409.000.0
Agency Mortgage-Backed Securities™™ 1,697,006,288.2
Total SOMA Holdings 4,002,113,120.3
Change From Prior Week -9,724,354.2
*Does naot reflect inflation compensation of 21.895,151.9
**Fannie Mae, Freddie Mac and Federal Home Loan Bank
***Guaranteed by Fannie Mae, Freddie Mac, and Ginnie Mae. Cument face value of the securities, which is the remaining principal balance of the securities.

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) saw an average sized
contraction of about $9.7 billion. That is in line with expectations that I laid out here the
last couple of weeks. Meanwhile, the SPX gained a sizable 1.8% during this week
ending Wednesday 8/29. So momentum was able to overrun Quantitative Tightening
(QT) this past week. The “Actual vs Steady” chart shows that the drop this past week
was about the size of a “typical” week with the current QT rate being $40 billion / month.
As we have been discussing here for a long time, 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 - 8/29/2018

25.00%
20.00%
15.00%
10.00%

5.00%

0.00% v

-5.00%

-10000%

2017-1004

e SOMAR] s SONA <0

Momentum the last couple of weeks has turned the red line up a bit. But even with the
recent bounce, the gap between expansion and contraction weeks remains large. The last
time the SOMA expanded and the blue line did not hit a new high was in November of
2017. Since last October the blue “expansion week” strategy would have posted a 20%
gain while the red “contraction week” strategy would now have lost 3.1%. So how might
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the 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 081572018 SECURITIES HOLDINGS A5 OF

August 22, 2018

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

Maturity CUSIP Coupon (%) Par Value % of Total Change in Change in
Date (in Thousands) Outstanding ' Par from Par from
Prior Weel 2 Prior Year

9128282C3 0.750 1,778,085.1 6.40%

912828RE2 1.500 19,153,976.1 29.52%
913013 912828742 0.750 15849177 5.75%
9130118 912828RH5 1.375 17,421.863.6 26.84%
103118 912828783 0.750 1571.797.0 5.70%
103118 912828WD8 1.250 3,542,000.0 10.12%
103118 912828RP7 1.750 17,812.617.0 50.17%

For the current week, which will end on Wednesday, September 5™, | anticipate a sizable
decline. This will include possibly some AMBS maturing as well as about $11.4 billion
in treasuries likely to come off the books. The next week, ending on September 12, |
expect to see a reprieve from QT, with the SOMA coming in flat, or perhaps even slightly
higher. From now until the end of September any new QT resulting in a SOMA
reduction will be thanks to AMBS securities rolling 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. 1 have found that examining past months will often provide clues as to the flows we
can anticipate during similar periods of the current month. Looking back to the
beginning of QT last October, this is the 1%t month where Wednesdays will fall on the
12", Weeks that finished on the 11" were July (up slightly), April (down slightly), and
October 2017 (down slightly). Weeks ending on the 13" included June and last
December and both saw sizable increases in the SOMA. Therefore, | anticipate the
SOMA will be fairly flat, with a better chance of a rise than a decline for the week of 9/6
—9/12. This will allow for QT pressures to temporarily subside.
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One other notable about the September treasury expiration is that there are only about
$20.9 billion total in treasuries that are set to mature. The current QT rate of $40 billion /
month includes $24 billion in treasuries. This means there will be a shortfall of about $3
billion in September. The Fed could make up for this elsewhere, or it could simply lessen
the total QT for September by $3 billion.

The bulls seem to have a bit more pointing in their direction versus last week. The SPX
Bollinger Band momentum study is bullish, and the NASDAQ taking the lead also
supports the bullish case. Combined with the Golden Cross, two of the 2 long-term
Combo Models are long as well. For the bears, the SOMA remains the largest concern,
though after Wednesday we have a brief reprieve. Seasonality is also a potential bearish
force. September has historically been the worst month for the stock market, and the
week after opex in September has historically been the worst week. Bears still have a
chance to do some damage before both of our long-term seasonality indicators turn
bullish in November. With the current mix of evidence, I am changing my outlook to
neutral. 1 am not inclined to play either side too aggressively, but am willing to take both
long and short trades if a favorable reward/risk setup emerges.

Catapult and Capitulative Breadth Statistics
Catapult & 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. |
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.
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Current Open Trade Ideas

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

SPY (1/4)(s) 8/27/2018| $288.86 $289.84 -0.34% covered on open

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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