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Market Overview

(uantifiable Edges 1-dav Risk/Reward Outlook | (uantifiable Edges 3-day Risk/Reward Outlook
Bearish Bulish  Bearigh Bullish

Signals Overview

Aggregator CBI Reading

Flat 0

Tonight’s Research Points

e 3+ days of strong Nasdaq breadth are often followed by a down day.
e The strong breadth the last few days may be a good intermediate-term sign.
RSI(2) crossing above 99 bodes well for the intermediate-term.

Short-term Outlook
The Bottom Line
The Aggregator is neutral and so am 1. The market appears too strong to short and too overbought

to buy.
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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
June 4, 2020 NASDAQAdv/Decl 3:2 3+ days 1 day Bearish
June 1, 2020 Finish month at high of month 1-5 days Bullish
May 29, 2020 Gap up, run higher, then reverse down |1-4 days Bullish
Active - Long Term
June 4, 2020 SPX RSI2 crosses 99 1-18 days Bullish
May 19,2020 Breakout on 90% Up Volume 1-40 days Bullish 7.90% -1.90% -4.50%
April 30, 2020 3 70% Up Issues Days 1-85 days Bullish 10.40% -4.30% -11.00%
April 29, 2020 Sell in May after 5% drop Jan-Apr 6 months Bearish
March 23, 2020 QE4 int term Bullish
October 28, 2019 NASDAQ Leading int term Bullish

The Evidence

Wednesday was another rally day. The SPX rose 1.4%, the NASDAQ gained 0.8%, and the Russell
2000 climbed 2.4%. Breadth was strongly positive as the NYSE Up Issues % was 80% and the Up
Volume % came in at 86%. NYSE volume rose some from Tueday’s level.

Wednesday saw a 3" day in a row of strong NASDAQ breadth. This triggered a study that looked
at times Nasdaq advancers outnumbered decliners by more than 3:2 for 3+ days. It suggested such
persistent lopsided breadth was about enough, and it was often followed by a down day. I last
showed the study in the 4/28/20 letter and have updated the results below.

First let’s look at how the NASDAQ has performed the day after such a run of strong breadth.
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NASDAQ advancers outnumber decliners 3:2 for at least the 3rd day in a row.
Buy NASDAQ Comp on close. Sell next day's close. $100k/trade. 1999 - present.

10000 : : : : : : : : 1

: : Total Net Profit ($22,888.32) Profit Factor
: : Gross Profit $25,142.13 Gross Loss ($48,030.45)
Total Number of Trades 86 Percent Profitable
. . Winning Trades 37 Losing Trades 49
: : Even Trades 0
Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 0.69

0 * Avg. Winning Trade $679.52  Avg. Losing Trade ($980.21)

Largest Winning Trade $2,459.74 Largest Losing Trade (%3,826.74)
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The stats are lopsided to the downside, suggesting a bearish edge. The curve has persisted lower
for a good long time. Overall, this seems to suggest a downside edge. | also looked to see how the
SPX performed following the setup.
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NASDAQ advancers outnumber decliners 3:2 for at least the 3rd day in a row.
Buy SPX on close. Sell next day's close. $100k/trade. 1999 - present.
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Very similar numbers and curve. It appears the NASDAQ breadth setup has also led to a pullback
in the SPX.

The recent rally has left the market short-term overbought by most measures. And short-term
overbought often triggers some studies that suggest a downside edge. But when the overbought
condition gets very strongly overbought, then those downside edges often disappear. And rather
than strength leading to weakness the strength will beget more strength. The strong move higher
over the last several days has turned the market so overbought that we are seeing this scenario
begin to unfold. It is exemplified in the study below from the 9/13/19 Letter, which uses RSI(2).
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SPX closes = 200ma and RSI(2) crosses over 99.
Buy on close. Sell X days later. $100k/trade. 1995 - present.

X || A | | S At | sbas | At A v

Da‘fS Profit Trades| Trades |Trades Profitable Trade Trade Trade Trade Ratio ProfitFactor|  Trade
15| 41,151.05 39 3 ] 7949 3,782.11| -3,265.02 1,732.56( -1,569.80 1.10 428| 1,055.16
14| 34,130.08 39 30 5 7692 446136 402483 1854864 -1703.22 0.97 323 875.13
13 473.08 41 33 2 30.4%| 3985382 -3320.01 1,515.32| -1691.58 0.50 3.70 389 .59
12 26 41 32 5 78.05| 405881 -3,175.53 1,436.19| -1 22452 1.7 417 852.13
1 64 41 32 5 78.05 4105840 -2523.21 1,528.00| -1,30861 1147 415 505.11
10 A8 42 32 10 7619 3,770.55| -2,793.28| 1,358.358 -133645 1.02 325 716.74
9 51 42 31 11 73.81 3,453.27| -3,440.07 1,266.45| -1,162.05 1.09 3.07 530.42
8 42 29 13 69.05 ‘ -3,460.32 1,301.02 -932.45 1.40 3 609.69
7 43 28 15 6512 -4153.62| 1,149.08 -354.11 1.35 2.51 450.30
6 43 25 17 60.47 -5,295.92 | 1,03917 -995.89 1.04 1.59 233.42
5 43 28 15 B85.12 -3,5996.40 811595 -1071.65 0.76 1.41 15481
4 43 27 16 6279 -3,035.18 79485 1114588 0.71 1.20 g4.22
3 -2,35487 44 24 20 5455 -2,880.45 85471 -851.38 0.73 033 -53.52
2 516.42 44 24 20 5455 199835 -2343.76 83224 -732.87 0.86 1.04 11.74
1 1,316.96 44 22 22 SG.00| 209610 -3,515.37 51454 -454.88 1.13 113 29.93

The numbers here are basically neutral for the first week or so. On a short-term basis there is no
edge apparent. But once you get out 2-3 weeks, it appears the strength has re-asserted itself and
the market is often higher. Below is a profit curve showing a 15-day holding period.
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SPX closes = 200ma and RSI(2) crosses over 99.
Buy on close. Sell 15 days later. $100k/trade. 1995 - present.
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The upside edge has been apparent for a while and still appears to be intact. Obviously, this study
does not help us with the short-term, but | have added it to the intermediate-term list.

Lastly, | thought | would note that the NYSE Up Issues % closed above 70% for exactly the 3™

day in a row on Wednesday. That triggered a study from the 4/30/20 letter, which | have copied
below. (Not updated.)
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NYSE Up Issues % = 70% for exactly 3rd day in a row.
Buy SPX on close. Sell X days later. $100k/trade. 1967 - present.
X | AUt |t bwiming|Losig| AE% | Wining | Losig | Wining | Losing | Winoss | AL | ALAVS
Days PIoft  rrades Trades Trades| | OO0 | Trage Trade Trade Trade Ratio | romiracter  Trade

100 |142,186.57 18 15 3 83.33| 35219.04| -9581.98 ) 10,304.03| -4 12454 2.50 12.4%| 7,899.25
95 135,501 .45 18 16 2 &3.59| 2744580 7558987 913142 -53005% 1.72 13.78| 7,527.86
90 | 152,856.89 19 17 2 8047 | 30973.23| 512316 935223 -3,060.54 3.06 2597 804553
B85(155,981.34 19 18 1 94 74| 266629595 -131289 873657 -1312.89 6.66 119.81 8,209.54
80 | 146,217 65 15 18 1 94 74| 2857863 522312 845393 -B522312 1.36 2450 789567
7513872011 20 15 1 95.00| 27,768.15| 944275 779305 544275 0.83 15689 6,5935.01
T0[113,910.43 20 18 2 50.00| 2425814 -B53218) 5594425 -5543.08 1.25 11.28| 569552
65 |109,650.73 20 17 3 85.00 2744580 -12438.75 7,241.65| -4 438579 1.61 915 5,482.54
60| 115,489.07 el 18 3 85.71| 30,586.41 | -14,330.51 743906 -B5137598 1.21 727 5450428
55(115,3587.50 s 18 4 81.82| 30678.51|-13424.22| 752896 503343 1.50 673 524489
50 114,525.53 22 17 5 7727 23,071.05) -16 443.76 2,414 40| -570258 1.48 502 520591
45|108,321.17 22 19 3 86.36| 28,108.92| -22,705.40 7,249.33| -59,805.37 0.74 468 492389
40| 88 802.07 22 15 3 86.36| 23,973.63|-25195.29| 645577 -11,352.52 0.57 360( 402737
35| 85,777.49 23 19 4 8261| 185659456 -164976.62| 577432 -5533564 0.97 4558 372045
30| 8809358 23 18 5 78.26 | 15257.06 -15251.41 5,119.68| -4 412.04 1.39 49599 383017
25| 8518669 23 15 4 &261| 1406367 5562437 524347 -363355 1.44 6.86 370377
20| 85,809.52 24 20 4 83.33| 14,026.83|-11,381.59| 509995 404737 1.28 630 3,575.40
15| 69 730.41 24 21 3 87.50| 12,365.03| -10,189.51 3,981.48| 462650 0.86 6.02| 290543
10 44 35472 25 20 5 &0.00 8,942.91| -8,739.76 3,252.06| -4037.30 0.81 322 1,7941%9

5| 2382407 25 19 T 73.08| 832584 552310 224364 -2700.00 0.83 225 516.31

This is already on the intermediate-term active list, so | am not adding it again. But what is so
remarkable about the current instance is that it is the 4™ time it has triggered in the last 50 days.
Since 1967, it has happened 27 times, and 4 of those 27 were in the last 50 days. That is some
pretty remarkable breadth. And as we can see, that has typically been a good thing for the
intermediate-term.

I 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 tonight’s new evidence included, the green Aggregator line held above zero. Positive
readings mean net expectations are for upside over the next few days. Meanwhile the black
Differential Line is again 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 set to remain bullish on Thursday. Of
course this could change if compelling new bearish evidence emerges. Meanwhile, the Differential
Pivot will be 3071.42 on Thursday. That is 1.65% below Wednesday’s close. Therefore, it will
take a drop of at least 1.65% on Thursday to see SPX flip from overbought to oversold vs
expectations.

This market is too strong to short and too overbought to buy at the moment. The Aggregator

remains neutral, and | don’t see a very favorable reward/risk setup here. I’ll continue to wait until
a more favorable opportunity arises.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 6/1 — neutral

The intermediate-term outlook was last updated in the 6/1 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
Catapult & CBI Presentation Link

OpenCatapult Triggers
None

Broad Market Large Cap CBI -0

Additional New Trade ldeas

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

The author of Quantifiable Edges (QE), Mr. Robert Hanna, is separately affiliated with a registered investment adviser in the States of Washington,
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