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Market Overview 
 
 
 
 
 
 
 
 

       
  

 

Signals Overview 

Aggregator CBI Reading

Long 0  
 

 

 

Tonight’s Research Points  

 

• The CBI is dormant, but that is not unexpected when the market has been chopping around. 

• Fridays tend to have more severe overreactions and more reliable bounces than other days, 

though the bounce has not necessarily been immediate in recent years. 

• SPX closed lower for the 4th week in a row, but still above its 40-week moving average. 

Most of the time such pullbacks have been followed by a move higher over the next several 

weeks. 

• The NASDAQ has fallen back into a lagging position, which is a bad sign from an 

intermediate-term standpoint. 

 

 

Short-term Outlook  

The Bottom Line  

Friday’s drop was likely an overreaction. But that overreaction could spill into Monday. In any 

case, I expect to see a bounce arriving in the next few days. 
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Summary of Recent Active Studies (see Letters from listed dates for details 

          
 

 

The Evidence 

China, the Fed, and Trump all caused strong reactions in the market on Friday, with the final 

reaction being a big selloff.  The SPX lost 2.6%, the NASDAQ declined 3.0%, and the Russell 

2000 fell 3.1%. Breadth was extremely negative as the NYSE Up Issues % was 15% and the Up 

Volume % came in at 9%.  NYSE volume rose for the 2nd day in a row. 

 

Before I get to talking about evidence I am seeing that suggests an edge, I will first talk about some 

evidence that is lacking. I got several notes on Friday from people that were curious about the 

Quantifiable Edges Capitualtive Breadth Indicator (CBI). The CBI actually closed at zero on 

Friday. It was at 3 on Thursday, but an intraday rally signaled the end of the active Catapults. Often 

when we see large selloffs there will be a spike in the CBI. But let’s consider what the Catapult 

signals look for. They basically look for a trend to be in place, and then a downward acceleration 

of that trend. So the CBI will typically spike when you have a good number of stocks experiencing 

prolonged selloffs. And that is most likely to occur while the SPX is also undergoing a sustained 

selloff. The chart below shows the CBI action over the last year. 

 

 
 

Study Date Description T im e span Bias

Avg 

Run-up

Avg 

DrawDn

Avg DrawDn 

- 1 Std Dev

Active - Short Term

August 26, 2019 Big Frida selloff 1-6 days Bullish

Active - Long Term

August 26, 2019 SPX down 4 weeks but > 40-week ma 1-10 weeks Bullish 8.65% -3.30% -7.70%

August 13, 2019 3rd 1% dn day  in last 10. Close > 200ma 1-20 days Bullish

August 7 , 2019 SPX < lower Bollinger Band 4 days 1-18 days Bullish 6.30% -3.80% -7.75%

August 5, 2019 4+ Hindenburg Omen Signals 1-35 days Bearish

August 5, 2019 QQQ down 5. Today  biggest drop. 1-20 days Bullish 10.60% -4.40% -7.70%

August 1 , 2019 QT over. int term Neutral

April 2, 2019 Golden Cross int term Bullish
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As you can see, the spikes occurred when the persistent selling became overdone. But the recent 

action is not persistent selling. It is exaggerated choppiness. So the CBI is dormant, and it will 

likely remain so unless we see a substantial breakdown. 

 

We saw a number of studies in the Quantifinder that examined large drops on Fridays. Both the 

Crash of ’29 and the Crash of ’87 happened on Monday. The Crash of ’87 is still remembered by 

some traders that are active today. There was a strong selloff on Friday and then all hell broke 

loose on Monday. But since then strong Friday selloffs have commonly been followed by bounces 

in the following days. Perhaps this is due to the fact that fear of a crash causes what might otherwise 

be an ordinary selloff to become exaggerated and overdone on Fridays. Or perhaps it is just that 

people don’t want to hold over the weekend. Whatever the reason, the tendency to bounce has 

been very strong. But recently I have not seen Monday provide the immediate reversal it previously 

had.  I have more often seen further selling on Monday, and then the strong bounce ensued. Let’s 

look at a few of these studies, so you can see for yourself. 

 

The 1st one was last discussed in the 3/25/19 subscriber letter. It defines a strong selloff as more 

than 1.5x the recent (20-day) average true range.  Results are updated. 

 

 

 

The numbers here are all very impressive and suggest a strong bullish bias.  I decided to look at 

the 1-day and 6-day returns in a little more detail.  First, below is the profit curve for a 1-day 

holding period. 
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Here we see a struggle in recent years for the Monday returns.  But now the 6-day curve. 
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No struggle apparent here. 

 

Perhaps a simpler way to look at Friday’s selloff would be to just say it sold off X%. The study 

below is from the 8/24/15 letter and it considers selloffs of 2.5% or greater on Fridays. Stats are 

updated. 
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These stats appear quite bullish for the short-term. Though again, Monday does not show much of 

an edge. Below is an equity curve that assumes a six day holding period. 
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That is an impressive upslope, and supportive of the bullish case. 

 

We frequently find impressive edges emerge when there is a strong selloff heading into or during 

a bullish seasonal period.  Of course turn of the month is often bullish. The study below examines 

selloffs that occur on the 4th Friday of the month.  It is also from the 3/25/19 letter.   
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The 13-10 Monday record is not great, but they improve quickly when looking further out. Looking 

out 6 days, we would see the following profit curve. 
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Certainly nothing wrong with this curve, since it has moved from lower left to upper right quite 

consistently.  Of course all 3 of these studies are just different ways of looking at strong Friday 

selloffs. So I have combined the results and placed them on the Active List as if they were one 

study. 

 

I have updated the Aggregator chart below.   

 

http://quantifiableedges.com/how-the-quantifiable-edges-aggregator-uses-expectations-and-riskreward-analysis-to-establish-a-reliable-market-bias/
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With today’s evidence considered, the green Aggregator Line remained above zero.  Positive 

readings mean net expectations are for upside over the next few days.  Meanwhile, the black 

Differential Line moved further above 0. The positive Differential Line reading means SPX is 

oversold versus recent expectations. So expectations are positive and SPX is oversold.  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 Monday. 

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

2934.31 on Monday. That is a whopping 3.1% above Friday’s close. A 1-day rally of that size is 

highly unlikely. A more likely scenario for working off the oversold condition is a multi-day rally 

or consolidation. 

 

The last 2 big down days saw the market bounce immediately. But neither of those reversals stuck, 

and we are again facing a big down day and near recent lows. So will traders be less likely to 

immediately buy into this selloff? It’s possible. We saw above the “Monday” following those 

Friday studies has not been great – especially in recent years. I would not be surprised to see a bit 

more selling over the next day or two. But looking out 5-6 days the bounce has been quite reliable. 

This appears to set up an opportunity to look to scale into a position over the next few days. I will 

attempt to start building that position on Monday if I can get a favorable entry either at the open 

or the close of the day. 
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Intermediate-term Outlook (2 weeks – 2 months) – updated 8/26– slightly bullish 

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 past week was another difficult one for the market.  The SPX declined 1.4%, the NASDAQ 

fell 1.8%, and the Russell 2000 dropped 2.3%.  It was also the 4th week in a row that all three of 

those indices declined. In the 5/31/11 letter I looked at other times the SPX closed down for the 

4th week in a row, but still remained above its 40-week moving average. Updated results of that 

study can be found below. 

 

 
 

These results are strongly suggestive of an upside edge over the next several weeks. Below I have 

listed all 12 non-overlapping instances using a 10-week exit strategy. 

 

http://quantifiableedges.com/module-1/intro/
http://quantifiableedges.com/module-1/intro/
http://quantifiableedges.com/module-4/combining-price-seasonality/
http://quantifiableedges.com/module-4/market-timing-course-downloads/
http://quantifiableedges.com/module-4/market-timing-course-downloads/
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The 2011 instance did not work out at all. Most everything prior to that looks encouraging. I have 

added this study to the intermediate-term active list. 

 

The underperformance of the NASDAQ vs the S&P 500 caused the NASDAQ to fall back into a 

lagging position via our NASDAQ/SPX Relative Strength indicator.  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.  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 2138.50 points when the NASDAQ was 

in leading position. When the SPX has been leading during that time it has gained only 606.51 

points.  The NASDAQ differential has been even more exaggerated (6695.07 vs 948.32).  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/
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The stats here are basically breakeven.  The market has not shown a consistent tendency under 

these conditions.  Below I have produced a profit curve utilizing re-investment of capital and 

compounding. 
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Lots of wiggling and no real progress.  The combination does not appear to ever have suggested a 

consistent edge. 

 

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. 

 

The Quantitative Tightening program that began in October 2017 is winding up, and SOMA policy 

is entering a more neutral phase where there is not going to be large changes to the account size 

likely. 
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The table below is from the Fed’s website and shows the changes this past week. 
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Despite the end of the QT program, the SOMA still saw a drop of $5.3 billion last week. There are 

going to be oscillations. This is likely a fairly large one. You’ll note I highlighted the T-bills and 

Notes/Bonds in green, since they both rose on the week, while the (red) AMBS declined. That is 

what we will continue to see under the current program, as AMBS rolloffs are replaced (or partially 

replaced) with treasury instruments. We have now entered a more neutral overall state with regards 

to the SOMA. Week to week changes in the value will likely be muted. I will continue to closely 

watch SOMA activity and market movement to see if it is providing any clues.  

 

Evidence remains mixed. The Fed’s policy is somewhat dovish (though not enough according to 

Trump). Most of the recent studies on the intermediate-term list favor the bulls. The trend remains 

up according to most long-term trend indicators (Golden Cross, 200ma, etc.). But the NASDAQ 

is now lagging, and that is not an encouraging sign.  Another potentially bearish indication is the 

recent string of Hindenburg Omen signals. Overall, intermediate-term evidence still seems to be 

leaning bullish, but not it is not much of a lean.  So I am open to trades in either direction, but I’ll 

be a little more cautious with shorts than longs for the time being. 

 

 

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. 

 

SPY – Buy ¼ index position @ $283.75 LIMIT ON OPEN. If not filled on open, cancel 

order and then look to buy @ $284.75 LIMIT ON CLOSE. Based on the short-term outlook 

above. If I can get a bargain price at the open, then I will take it. Otherwise, a small down day 

will have me buying at the close. I am not interested in buying into a intraday selloff on Monday. 

 

 

 

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 StopNotes

KHC(1/3) 8/14/2019 $25.85 $25.73 -0.46% *div adjusted - sell on open

KHC(1/3) 8/15/2019 $25.50 $25.73 0.90% *div adjusted - sell on open

 
 

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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