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Market Overview 
 
 
 
 
 
 
 
 

       
  

 

Signals Overview 

Aggregator CBI Reading

Flat 3  
 

 

Tonight’s Research Points  

  

• 1%+ drops on strongly negative breadth are often followed by a bounce, but not 

when the drop does not even manage to post a 4-day low. 

• There was a small amount of QT for the week ending Wednesday.  I expect this 

upcoming week to also show a small change – most likely a decline for the 

SOMA. 

 

 

 

Short-term Outlook  

The Bottom Line  

The market is oversold with plenty of room to bounce.  But I am not seeing the kind of 

compelling evidence that would lead me to take a strong position in this choppy, volatile 

environment. 
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Summary of Recent Active Studies (see Letters from listed dates for details)  

Study Date Description T im e span Bias

Avg 

Run-up

Avg 

DrawDn

Avg DrawDn 

- 1 Std Dev

Active - Short Term

October 15, 2018 Inside day  low range 3 < 200 1-6 days Bearish

Active - Long Term

October 1 , 2018 Quantitative Tightening $50billion/mo int term Bearish

September 14, 2018 8 days of split New Highs and Lows 1-25 days Bearish

September 10, 2018 4+ Hindenburg Omen signals 1-35 days Bearish -6.50% 2.50% 4.50%

August 30, 2018 SPX crosses over 50-day  Bollinger Band 1-50 days Bullish 4.90% -4.10% -7.80%

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

Dropped Tonight

October 16, 2018 Bounce from 20-low then dn inside day 1-3 days Bullish 2.65% -1.50% -3.50%

October 15, 2018 October Opex 1-4 days Bullish  
 

 

The Evidence 

Thursday was a tough day for the market.  The SPX lost 1.4%, the NASDAQ fell 2.1%, 

and the Russell declined 1.8%.  Breadth was negative as the NYSE Up Issues % was 23% 

and the Up Volume % came in at 19%.  NYSE volume declined some from Wednesday’s 

level. 

 

Despite the strong selling, there was not much that triggered in the Quantifinder.  One 

interesting study I have not featured in a while was last seen in the 5/6/15 letter.  Often 

big down days on strongly negative breadth like Thursday will be followed by a bounce 

over the next several days.  The edge is greatly reduced when the decline directly follows 

intermediate-term highs.  This study takes both of those things into consideration.  Stats 

are updated. 

 

 

 

The stats table suggests a decent upside edge over the next 1-2 weeks.  But the action in 

the market today made me think of some other research I’ve done in the past that found 
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similar studies lost much of their edge when the big drop did not even generate a 4-day 

closing low.  So I added that filter to the above test. 

 

 

 

There were still a decent number of instances.  Unfortunately, it appears the 1-week edge 

is greatly reduced.  Below is a look at the 5-day profit curve. 
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Not an appealing curve.  Here is the curve when the original setup was accompanied by a 

4-day closing low. 

 

 

 

This curve is much more appealing.  But it is not in play right now. 

 

Thursday the Fed released the SOMA flows for the week ending Wednesday.  Below is 

the table that was published to the Fed’s site. 
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There was a decline of about $1.7 billion, which is a small amount compared to the $50 

billion / month pace that the Fed has established.  I’ve been indicating that the change 

would likely be small, but I felt there was a better chance of a small rise than the small 

decline we see here.  Below is an updated look at performance of SPX during weeks of 

SOMA increases vs decreases since QT began last October. 
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The red “contraction week” strategy profit line this past week saw a moderate increase, as 

the SPX gained about 0.8%  That is quite strong for a contraction week during the Fed’s 

Quantitative Tightening (QT) program.  Meanwhile, the blue “expansion week” strategy 

profit line has performed substantially better, despite the big drop the last week.  This 

upcoming week is likely to again see mild changes.  I believe the chance of a small 

decline is a bit better than the chance of a rise.  I’ll discuss SOMA changes and QT in 

more detail in this weekend’s letter. 

 

I have updated the Aggregator chart below.   

 

 
 

Without any new studies making the cut, the green Aggregator Line dipped slightly 

below zero.  Negative readings mean net expectations are for downside over the next few 

days.  Meanwhile the black Differential Line is now slightly 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 of zero.  And this appears “especially neutral” with both lines again so close to zero.  

Therefore, the Aggregator signal stayed flat 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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With the current active studies, expectations are slated to remain somewhat bearish on 

Friday.  This could easily change if new bullish evidence emerges.  The Differential Pivot 

will be 2829.70 on Friday.  That is 2.2% above Thursday’s close.  Therefore, SPX would 

need to close up 2.2% on Friday to flip from oversold to overbought versus recent 

expectations.  That is a big number and unlikely to happen in 1 day.  A more likely 

scenario for working off the oversold condition would be a multi-day bounce or 

consolidation. 

 

There is plenty of room for the market to bounce, but there is a lack of compelling 

evidence suggesting that it will.  This is leaving the Aggregator neutral, and it’s leaving 

me without a desire to jump back into an index position just yet.  Perhaps Friday’s action 

will offer some clarity. 

 

 

Intermediate-term Outlook (2 weeks – 2 months) – updated 10/15– neutral 

The intermediate-term outlook was last updated in the 10/15/18 Letter.  It can be found in 

the most recent weekly letter on the website. 

http://quantifiableedges.com/current-weekly-letter/ 

 

 

Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

 

OpenCatapult Triggers 

LOW @ $110.78 (bought @ limit) 

LOW @ $109.74 (bought @ limit) 

LOW @ $106.29 (bought @ limit) 

 

 

Broad Market Large Cap CBI – 3(LOW-3) 

 

 

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. 

 

 

 

http://quantifiableedges.com/current-weekly-letter/
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

LOW(1/3) 10/5/2018 $110.64 $99.71 -9.88% Catapult

LOW(1/3) 10/8/2018 $109.52 $99.71 -8.96% Catapult

DHR(1/3) 10/9/2018 $105.61 $101.24 -4.14% sell on open

LOW(1/3) 10/11/2018 $106.29 $99.71 -6.19% Catapult

SPY(1/4) 10/11/2018 $277.08 $280.00 1.05% sold @ limit

 

DHR reached its exit trigger before reversing hard.  It will be sold at the open on Friday. 

 

 

 

 

 

 

 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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