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Market Overview

(uantifiable Edges 1-day Risk/Reward Cutlook (uantifiable Edges 3-day Risk/Reward Cutlook
Bearish Bulish  Bearish Buligh

Signals Overview

Aggregator CBI Reading

Flat 0

Tonight’s Research Points

e Both turn of the month and Labor Day week studies look seasonally positive.
The last 5 days have now closed within the previous day’s range. After a 1% selloff in an
uptrend this type of consolidation has often been followed by a pop.

e The 20-day range was established by the 2-day selloff on 8/2 and 8/5. This also suggests
an upward resolution.

Short-term Outlook
The Bottom Line
The Aggregator is neutral and so am |I.
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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
September 3, 2019 1% drop then 5-day consolidation 1-3 days Bullish 1.25% -0.80% -1.70%
September 3, 2019 20-day decline going into Labor Day 1-2 days Bullish
September 3, 2019 SPY close low in range last day of month|1 day Bullish
August 29,2019 Reverse dn. Reverse up. Close >200 <10[1-5 days Bullish 1.80% -1.10% -2.30%
August 26, 2019 Big Friday 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 5,2019 4+ Hindenburg Omen Signals 1-35 days Bearish
August 1, 2019 QT over. int term Neutral
April 2, 2019 Golden Cross int term Bullish
Dropped Tonight
August 7,2019 SPX < lower Bollinger Band 4 days 1-18 days Bullish 6.30% -3.80% -7.75%
August 5,2019 QQQdown 5. Today biggest drop. 1-20 days _ [Bullish 10.60% -4.40% -7.70%

The Evidence

Friday saw the market open up higher, but much of the gains were gone by the end of the day. The
SPX closed up 0.1%, while the NASDAQ and the Russell 2000 declined 0.1%. Breadth was
positive as the NYSE Up Issues % was 55% and the Up Volume % came in at 61%. NYSE volume
declined heading into the long weekend.

The market seems to be trying to bust out of its recent trading range. But Friday’s attempt was just
another failure. On Friday the 23" the market had a sizable selloff. But since then SPX has closed
within the range of that 1 bar every day for the last week. This can be seen in the chart below.
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The bears failed to follow through on the 8/23 selloff, but the bulls have not managed to move the SPX
back out of the range either. This triggered the study below, which I last discussed in the 5/2/18 Letter.

After closing down over 1% 5 days ago, SPX has closed between the high and the low of that day
ever since. Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1989 - present.

Al Al Al All: Max All: Max All Avg All: Avg All:

X ﬁglr:uh:_;t Total |Winning| Lesing Pr?:lr:t::lle Winning Losing Winning Losing Win.fL!:lss Pruf,:\l-'"::actur ﬁf:.';ﬁ?
Day‘s Trades| Trades |Trades Trade Trade Trade Trade Ratio
5 30438 3 17 14 5434 375760 -593753| 180849 -217428 0.83 1.01 9.82
4| 3597326 3 20 11 64 52| 370655 -3,003.89 124504 -190978 G5 1.19 12817
3| 17,076.26 K 22 5 7097 355284 -1883.78( 1,082.85 -749.83 1.44 353 550.85
2| 11,378.43 3 19 12 61.29| 2111200 -2,003.25| 1,054.43 721.31 1.46 231 367.05
1| 878328 3 L 70.97 76080 -1663.20 699 92 73432 0.95 233 283.53

Over the last 30+ years the SPX has burst higher out of this “failed selloff” and consolidation on a
consistent basis. But the implications are only bullish for a few short days. After that there does not
appear to be a decided edge for either the bulls or the bears. Below | have produced an equity curve
using a 3-day exit strategy.
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After closing down over 1% 5 days ago, SPX has closed between the high and the low of that day
ever since. Close = 200ma. Buy on close. Sell 3 days later. $100k/trade. 1989 - present.
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Not perfect, but the move from lower left to upper right appears to serve as some confirmation of the
edge.

Of course if we zoom the chart out beyond 6 days we can see that SPX is really contained within a
(slightly larger) trading range over the last 20 days.
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The solid blue lines are placed at the high and low of the August 2" and 5™ bars. Using logic
similar to the 1 study above | also decided to look at times a 2-day range like that was held for 20
days like we are seeing now.

Aifter closing down 19 and 20 days ago, SPX has closed between the high and the low of that 2-day
decline ever since. Close = 200ma. Buy on close. Sell X days later. $100k/rade. 1980 - present.
X ANt | S g Losing| AE% | Winng | Losng | Wing | Losng | winless | AL | ALAW
Da‘;"S Profit Trades| Trades |Trades Profitablz Trade Trade Trade Trade Ratio ProfitFactor|  Trade
10| 987418 G i1 0 100.00 4,03882 0.00| 154570 0.00 100.00 100.00 1,64570
9 5314475 [ 5 1 83.33| 3,950.80 -273.06| 188356 -273.05 g17 3083 1,35748
g 588741 [ 4 2 6667 360635 -140760( 1,851.44 -F09.17 281 5.22 997.90
7| 412603 [ 4 2 6667 377650 -2500.20 1,673.55| -1284.07 1.30 261 687 67
6| 404562 6 4 2 6667 241945 -1569.60 1,486.85 -950.80 1.56 3.13 67427
5 435252 G 4 2 6667 2,78455| -1754.10( 155874 -941.22 1.66 M 72542
4 435115 [ 4 2 6667 268505| -1,76850( 158578 -955.97 1.54 3.28 72519
3| 162533 6 3 3 5000 231570| -1641.60( 152293 -5981.21 1.55 1.55 270.89
2 40469 6 4 2 6667 2070385 -1641.860 83245 -145255 0.57 1.14 B57.45
10 -1,335.21 6 3 3 50.00 1,103.90| -1,480.50 552.49 -997.56 0.55 0.55 -222.53

Instances are quite low here, but initial results suggest a possible bullish tendency. Let’s take a
look at the 10-day results.
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After closing down 19 and 20 days ago, SPX has closed between the
high and the low of that 2-day decline ever since. Close = 200ma.
Buy on close. Sell 10 days later. $100k/trade. 1980 - present.

. . Run-up

Date/Time Signal Price % Profit Drawdown
6/1/1981 Buy $132.41 0.91% $2,461.30
6/15/1981 Sell $133.61 ($2,748.20)
8/11/1986 Buy $240.67 2.96% $4,125.10
8/25/1986 Sell $247.80 ($132.80)
10/9/1986 Buy $235.85 1.45% $1,827.36
10/23/1986 Sell $239.27 ($630.27)
12/2/1993 Buy $463.11 0.05% $812.70
12/16/1993 Sell $463.34 ($273.05)
8/30/1995 Buy $560.92 4.05% $4,106.46
9/14/1995 Sell $583.61 ($76.54)
5/22/1998 Buy $1,110.47 0.47% $830.70
6/8/1998 Sell $1,115.74 ($3,247.20)
8/30/2019 Buy $2,026.46 n/a $0.00
Open n'a £2,926.46 £0.00

So they are all winners here. But if you were born on the day that this study last triggered, you’d
be of drinking-age right now. I am not going to include these results in the Active List. (I will
include the results of the 1% study.) But the takeaway | see here is that consolidations after large
drops that occur in long-term uptrends have typically been resolved with gains in the following
days and weeks. This theme is seen in both studies, and the 2" study seems to provide some
confirmation of the concept put forth by the 1% study.

In Thursday night’s Letter I covered some research that indicated Friday’s action could have a
substantial impact on the odds for next week. One study was related to Labor Day and the other
looked at new months. The Labor Day one is copied below.

Over the last few years, and most recently in the 9/4/18 letter, | 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.
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Today is Friday before Labor Day. SPX closes < the close 20 trading days ago.
Buy on close. Sell X days later. $100k/rade. 1980 - 2018.

X | Armet | O ong|tosing| AE® | Winng | Losng | winng | Losmg | wiaioss | AL | AlAve
Days Prof | ades| Trades |Trades | | o a0 Trade Trade Trade Trade Ratip | rontractor) Trade
5 18,079.72 17 12 5 7059 569160 -3B611.52( 201007 -1208.22 1.66 399 1,063.51
4| 3,836.80 17 12 5 70.59| 358530 -4206.40 1,484.19| -1,808.69 0.83 1.98 52275
3| 6,053.88 17 11 6 54.71 3,485.40| -2391.84 572.03 -T73.08 1.26 2.31 356.11
2| 10,057.93 17 10 7 5882 3,204 60| -1385.44 1,427.82 -502.89 237 3.38 50164
1 722797 17 L] ] 5254 5,054.10( -1,738.88 1,517.16 -203.31 1.89 212 42517

Late summer weakness has often been followed by post Labor Day strength. And here is how it
looks when the SPX had shown a net increase over the 20-day lead-up.

Today is Friday before Labaor Day. SPX closes = the close 20 trading days ago.
Buy on close. Sell X days later. $100k/trade. 1980 - 2018.

X All Net _I;_ﬂ\II: .AII:. AI!; All T AI!: M.EJC All: Hu AI!: A.vg All: ﬁ.wg .AII: All All Avg
otal |Winning| Losing Winning Losing Winning Lesing Win/Loss
Days Proft  rrades Trades Trades| | 'CToCF | Trage Trade Trade Trade Ratip | T acter  Trade
5| -5,782.55 22 ] 14 3636 322812 -2,04815) 140470 121573 1.16 0.66 -262.84
4| -5156.95 22 13 4091 258034 -3 11311| 1,34571| -1,40525 0.96 0.66 -279.86
3| -3,580.70 22 10 12 4545 271852 -402428| 1,335.54| -1,41217 0.85 0.79 -163.21
2| -4,523.71 22 15 2727 305558 -2471.03| 181258 -946 .61 1.70 0.68 -205.52
1| -3,770.33 22 9 13 4091 1,751.34 -4 147.45 90457 -916.27 0.99 0.68 -171.38

Just the opposite here. The market appears to lean bearish during Labor Day week under such
circumstances.

With SPX closing below its August 2" close, the 1t setup qualifies. Below is a profit curve
showing a 2-day holding period.
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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 - 2018.
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Not the smoothest curve, but not bad after a rough start. | have included this study on the Active
List tonight. I also copied the turn of the month study below.

Of course Friday is also the end of the trading month. The 1st trading day of a new month often
plays out for the bulls. But the edge over time has been correlated to how SPY closed on the last
day of the month. This can be seen in the studies below, which also use a 200ma filter. They are
from the 6/28/19 letter. First let’s look at times the market closed in the bottom half of its range
on the last day of the month.
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It is the last trading day of the month. SPY closes = 200ma and in the bottom half
of its intraday range. Buy on close. Sell next day's close. $100k/trade. 1996 - present.
radeStation Performance Summary Expand ¥
all Trades
Total Net Profit £68,160.43 Profit Factor ( ?.2?:
Gross Profit £79,036.73 Gross Loss (310,876.30)
Total Number of Trades 117 Percent Profitable 8.63
Winning Trades 92 Losing Trades 25
Even Trades 0
Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 1.97
Avg. Winning Trade £859.09 Awvg. Losing Trade (3435.05)
Largest Winning Trade %3,295.88 Largest Losing Trade {31,453.60)

The stats here are outstanding. Gains absolutely blow away losses in every category. Gross gains
are over 7x the size of gross losses. That’s a very impressive stat when you are looking at a sample
size of 117 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 range. Buy on close. Sell next day's close. $100k/trade. 1996 - present.
To000

G0000

50000

40000

Equity($)

30000

20000

10000

i} 10 20 30 40 50 80 70 20 50 100 110 120
Trade Number

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




The long and persistent upslope is impressive, and serves to confirm the numbers. But what if SPY
closes in the upper half of its range on Friday?

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

All Trades
Total Net Profit %4,310.30 Profit Factor 1.13
Gross Profit £36,992.64 Gross Loss (332,682,
Total Number of Trades 91 Percent Profitable @
Winning Trades 48 Losing Trades 43
Even Trades 0
Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 1.01
Avg. Winning Trade £770.68 Awg. Losing Trade (3760.05)
Largest Winning Trade %£2,562.30 Largest Losing Trade (32,515.60)

We see here the upside edge nearly completely wiped away. Here is the profit curve.
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It is the last trading day of the month. SPY closes = 200ma and in the top half

of its intraday range. Buy on close. Sell next day's close. $100k/trade. 1996 - present.
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This paints an even bleaker picture. So it appears Friday’s action may be important when

considering the odds of a rally on Tuesday. The 1st day of the month has performed much better
with some afternoon selling the day before.

SPY finished Friday in the 37" percentile of its intraday range — well into the bottom half. This
triggered the 1% setup, which is a good indication for Tuesday.

| have updated the Aggregator chart below.
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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 new evidence to consider, 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 held 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 zero. Therefore, the Aggregator signal stayed flat at the close.

Based on the current list of active studies, expectations are slated to remain bullish on Tuesday.
This could change if compelling new bearish evidence emerges. The Differential Pivot will be
2904.45 on Tuesday. That is 0.75% below Friday’s close. Therefore, SPX would need to close at
least 0.75% lower on Tuesday in order to change from overbought to oversold vs expectations.

So the Aggregator is neutral. Evidence is saying that consolidations like we are in right now are
normally followed by a move higher. And we are in strong seasonal period over the next few days
for that move to occur. So “up” seems to be the likely direction. But I generally do not favor buying
into conditions that are already extended to the upside. | would rather enter on a pullback, which
typically offers more favorable reward/risk. Therefore, I won’t be looking to buy this potential
upside breakout. But breakout traders, or those that are more aggressive than me or that are trading
in a different time frame, could look to take advantage of the bullish evidence we are seeing.

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




Intermediate-term Outlook (2 weeks — 2 months) — updated 9/3— 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
there were no changes to the Combo Systems statuses.

After 4 weeks lower, the market finished this past one with a gain. The SPX rose 2.8%, the
NASDAQ climbed 2.7%, and the Russell 2000 finished up 2.4%. Most long-term trend indicators
remain up. Despite the rally, | did not see any new intermediate-term studies emerge.

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.

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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SOMA & SPX Levels
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The table below is from the Fed’s website and shows the changes this past week.

781-956-6952

10 Boyden Rd., Medfield, Massachusetts 02052

Quantifiable Edges, LLC




a As of 082172019 DOMESTIC SECURITIES HOLDINGS AS OF

August 28, 2019 =

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

Security Type Total {in Thousands)
US Treasury Bills (T-Bills) 3.001.000.0
US Treasury Motes and Bonds (Motes/Bonds) 1,937 663,397 6
US Treasury Floating Rate Notes (FEN) 141389136
US Treasury Inflation-Protected Securities (TIPS)* 116,544 665 .0
Federal Agency Securities™ 2,347.000.0
Agency Mortgage-Backed Securities®* _
Total SOMA Holdings 3,563,300,175.8
Change From Prior Week -4,861,379.8

*Dioes nof reflect inflation compensation of 23,781,749.3
*Fannie Mae, Freddie Mac and Federal Home Loan Bank

=*Zuaranteed by Fannie Mae, Freddie Mac. and Ginnie Mae. Current face value of the securities, which is the remaining principal balance of the securities.

Despite the end of the QT program, the SOMA still saw a drop of $4.9 billion last week. There are
going to be oscillations. For the 2" week in a row, this is likely a fairly large one. You’ll note I
highlighted the T-Notes/Bonds in green, since they 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.
| will continue to closely watch SOMA activity and market movement to see if it is providing any
clues.

Evidence remains mixed, and largely unchanged from last week. 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 still 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 |
am open to trades in either direction, but I’ll continue to be a little more cautious with shorts than
longs for the time being.
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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 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.

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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