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Market Overview

(uantifiable Edges 1-day Risk/Reward Outlook | Quantifiable Edges 3-day Risk/Reward Outlook
Bearish Bullsh  Bearish Bullish

Signals Overview

Aggregator CBI Reading

Flat 0

Tonight’s Research Points

e Very mild 2-day declines from 50-day highs have typically been followed by mild rises
over the next couple of days.

e Several new intermediate-term bullish studies emerged this past week.
e The NASDAQ continues to lead...barely.
e The Fed continues to pump, favoring the bulls.

Short-term Outlook

The Bottom Line

The Aggregator is once again neutral, but another down day would likely mean a bullish short-
term edge.

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




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 17,2020 SPX dn 2 from 50-high < 0.25% 1-2 days Bullish
Active - Long Term
August 12,2020 SPX Dn 1 after 5+ up to 50-high 1-10 days Bullish 1.90% -1.00% -2.10%
August 11, 2020 DJI & SPX up 7 daysin arow > 200 1-20 days | Bullish 3.00% -2.00% -4.20%
August 11, 2020 RSI2 crosses over 99 1-15 days Bullish 2.20% -1.50% -3.00%
July 24, 2020 NDX big dn day. SPX new high. 1-50 days | Bullish 6.00% -2.85% -5.50%
July 9, 2020 Golden Cross int term Bullish
June 8, 2020 3 Breadth Sigs (BAM/9o%Day/A-DHi) [1-63 days Bullish
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

Friday saw mostly mild declines. The SPX lost less than 1 point, the NASDAQ dipped 0.2%, and
the Russell 2000 declined 0.1%. Breadth was mixed as the NYSE Up Issues % was 49.7% and the
Up Volume % came in at 58%. N'YSE total volume rose some from Thursday’s low level.

SPX closed at a 50-day high 2 days ago, and while it has closed lower the last 2 days, the combined
2-day selloff has it only 0.22% below Wednesday’s close. Often if an uptrending market tries to
pull back, and it just cannot, then the next move will be higher. Tonight I looked at other instances
of SPX closing down 2 days in a row from a 50-day high, but still closing less than 0.25% below
that closing high. This is a study that was last seen in the 2/28/19 letter. Updated results can be
seen below.

After closing at a 50-day high 2 days ago, SPX closes down the last 2 days but finishes less than
0.25% lower than the close 2 days ago. Buy on close. Sell X days later. $100k/trade. 1961 - present.
_ All; Al All: _ All: Max All: Max All Avg All: Avg All: _ _
X ;;ILUNT-? Total |Winning| Lesing Pr?:!&::;le Winning Los=ing Winning Losing Win/Lozs Prufil—'".a clor 'CEP}:;?
Da\_.rs Trades| Trades |Trades Trade Trade Trade Trade Ratio
5 11,781.69 50 30 20 60.00 4579.74| -3618.28 94564 829.38 1.14 1.71 235.63
4| 1278815 51 31 20 6078 371250 -3,37008| 94075  -B187S 1.15 178 25075
3| 1258525 51 36 15 70.59| 2141.37| 389232 707.73| -859.53 0.82 198 24677
2| 1514474 51 37 14 7255 239976 -1,107.75 62568 -500.39 125 3.30 316.56
1 ¥,347.05 31 30 21 58.82 1,502.82 -950.05 452 31 310.58 1.45 213 144,05

Such mild 2-day pullbacks from 50-day highs have been fairly rare. But the stats suggest a
propensity for a rise over the next 2 days. Below is a look at the 2-day profit curve.
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Aifter closing at a 50-day high 2 days ago, SPX closes down the last 2 days but finishes less than

0.25% lower than the close 2 days ago. Buy on close. Sell 2 days later. $100k/trade. 1961 - present.
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The strong, steady upslope serves as some confirmation of the upside edge. And in looking at the
list of instances, | noted that they were fairly well spread out.

The market is overdue a pullback, but they have certainly been hard to come by. SPX has not had

a 2% pullback since June, yet there continues to be a lack of compelling short-term bearish
evidence.

| 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 evidence considered, 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 remained 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.

With the current list of active studies, expectations are slated to remain positive on Monday. This
could easily change if compelling new bearish evidence emerges. Meanwhile, the Differential
Pivot will be inverted at 3383.96 on Monday. That is 0.3% above Friday’s close. An inverted pivot
means that the Differential Line will cross through zero if SPX closes flat. In this case, while the
2-day pullback has not yet turned the market short-term oversold, and other day of consolidation
would. So SPX will need to rise at least 0.3% on Monday in order to remain overbought. Anything
less than that and it will be considered oversold as of the close on Monday.

So the Aggregator is neutral. But it is setting up to possibly turn to bullish on Monday. We would
have 3 down days from a 50-day high heading into a potential Turnaround Tuesday. That would
certainly generate some additional bullish evidence. With this in mind, I will look to start taking
on long index exposure at the close on Monday if SPX closes down a substantial amount.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 8/17 — slightly bullish
Combo #1 Combo #2 Combo #3
Long 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.) This week
all 3 combo systems remained “long”.

The major indices all posted modest gains this past week. The SPX gained 0.6%, the NASDAQ
rose 0.1%, and the Russell 2000 climbed 0.6%. The indices all remain well above their longer-
term averages, and the SPX and NASDAQ are near all-time highs, so the intermediate-term
uptrend still appears to be in place.

There were a few studies that emerged this past week with intermediate-term implications. There
were 3 shown in the August 11" letter. | have copied them below.

The recent rally has left the market short-term overbought by most measures. | mentioned over the
weekend that 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 at some point, 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 6/4/20 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 AENet | S g Losing A% | Wioning | Losing | Wiing | Losing | Wintoss |, AL | ALAW
DBYS FII Trades| Trades |Trades FEIELE Trade Trade Trade Trade Ratio: ISR TTERE
15| 3882077 40 31 ) 7750 378211| -3265.02| 1,732.56| -1,653.30 1.05 361 970.74
14 34 358550 40 31 9 7750 445138 -402488 1850414 170322 0.54 3.24 35599
13| 3631278 42 33 ] 78.57| 3,889.82 -3320001 1,515.32| -1,521.42 1.00 3.65 864.39
12| 3413310 42 32| 10 76.19| 4,05861| -3,175.53| 1,436.18| -1,182.48 1.21 3.89| 81269
11| 3686868 42 32| 10 76.19| 4,106.40| -2523.21| 1,528.00| -1,20274 1.27 407| &rr.es
10 29,803.02 43 32 11 7442 377055 -279328) 135838 124224 1.09 3.18 693.09
9| 2653735 43 3z 1 7442 345327| -3.440.07| 1,22875| -1,162.05 1.06 3.08) 617.15
8| 23.806.08) 43| 29| 14 67.44| 3,547.80| -3460.32| 130102 -99453 1.31 271| 55363
7| 16,752.80 44 28 16 6364 356439 -£15382 1,1459.09 -953.85 1.19 209 380.75
6| 617247 44 26 18 59.09| 263436 -5296.52 1,0359.17| -1,158.10 0.50 1.30 140.28
5| sa1357| 44| 29 15 6591 215264 -3506.40| 85822| -1,07185 0.80 155 20031
4 631955 44 28 16 6364 260782 -3,039.18  B862.83| -1,11488 0.77 135 14363
3 1,14967 45 25 20 5556 350484 -283045 207.10 -951.39 0.85 1.06 2555
2 2,750.34 45 25 20 3556 227352 -234876 857.51 -732.87 0.95 1.19 62.01
1/ 98032 45 22| 23 4889 2,086.10 -351537 51454 44955 1.14 1.09 2178

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. Despite stumbling a bit the last 2 instances, it 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.

Another study, from the 9/13/19 letter, noted the 7-day win streak of the DJI. This was another
good example of extreme strength begetting more strength. Below is a look at performance after
other 7-day win streaks since 1980.
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DJI closes higher far exactly the 7th day in a row and = 200ma.
Buy on close. Sell X days later. $100k/trade. 1980 - present.
X | e | A A A ary | A | AL | A | Afaw | A s | A
D‘d}fS Proft Trades| Trades | Trades Profitable Trade Trade Trade Trade Ratio Profifactor|  Trade
20| 6954732 35 27 9 75.00| 3,1%858| -333250( 297412 -1194.89 2.49 TAT| 1593187
19| 75,456.66 37 3 ] 83.78| 869505 -2509.32| 266944 -1215.01 220 11.34| 2,039.37
18| 7442215 37 29 8 78.38| 941143 -3131.58| 294302 -1365.66 2.16 7.81 2,011.41
17| 6722532 37 27 10 72597 B8590859| -3757.81| 295529 -125675 235 635 1,816.50
16| 88,777.57 37 25 7 7838 T, 79247| -248715| 283245 -13886.20 183 7h3| 180480
18| 61,216.33 a7 27 10 7297 833000 -2594423| 271630 -1212.37 224 6.05| 1865450
14| 5293583 37 28 9 7588 728238 -3311.45| 235721 -148250 1.60 4957 143070
13| 46,620.88 38 25 13 65.79| 7¥,37891| -3665.00| 2476.02| -1,175.36 211 405 122687
12| 42187.00 35 24 14 63.16| 754453 317151 | 247583 123253 2.0 344| 1,109.85
11| 36,585.50 35 23 15 60.53| 691047| -2343.12| 2358163 -113221 2.00 3.06 952.78
10 37,779.06 38 25 13 6579 479514 -23765.67| 208253 -108378 1.50 3.64 59419
5| 41,086.69 39 28 11 7179 4512580 -3132.50 1,844 43 -8951.69 1.52 488 105259
& 3888229 39 25 13 6667 | 657825 -223T.M 1,841.25 -591.57 266 532 506.53
7| 33,345.04 39 28 11 7179 4147368| -234585( 152451 -8459.20 1.80 457 855.00
6| 13%830.02 39 25 13 6567 465745 -341035| 130625 -1,156.35 113 228 48539
5| 16,675.70 39 24 15 61.54| 455092 -2927.07 1,254 63 -959.78 1.35 216 427 58
4| 12,550.04 39 23 16 58.97| 329325 -2425.50 1,159.58 -382.51 1.31 1.89 321.80
3 5593.04 35 15 20 4372 3,0041%9| -1656447( 108735 -503.34 1.80 1.7 x20.33
2| 383665 39 15 20 4872 215392 -347.582 801.92 -377.49 1.59 1.51 99 .65
1 1,629.95 39 20 15 9128 199548 -1220594 390.99 -325.78 1.20 1.26 41.79

Similar to the RSI strategy, there is not much of an edge over the 1% few days. But once you get
out a little further, the stats appear strongly bullish. Below is a look at the profit curve assuming
a 19-day holding period.
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DJI closes higher for exactly the 7th day in a row and = 200ma.
Buy on close. Sell 19 days later. $100k/trade. 1980 - present.
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The strong move from lower left to upper right appears to offer some confirmation of the bullish
tendency.

Of course, it is not just DJI that has closed up 7 days in a row. SPX has also. Below is the same
study run on SPX.
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SPX closes higher for exactly the 7th day in a row and = 200ma.
Buy on close. Sell X days later. $100k/trade. 1980 - present.

X | ANet | 2o ioning| Losing| L% | Winning | Losing | Wiming | Losig | wintoss | AL | AtAvg
Dajl'S FII Trades| Trades |Trades FEIELE Trade Trade Trade Trade Ratio ISR TTERE
20| 4856454 35 28 7 80.00| 6,854.40| -5183.75| 242467 -2760.82 0.58 3.51 1,387.57
19| 4602232 35 26 ] 7429 7T.58016| 801750 271373 -2726.07 1.00 288 131482
18| 40,957.08 35 24 11 6857 2,006.40) -£5177.00 254085 -1 83512 1.39 3.03 1,170.49
17| 236,04832 36 26 10 7222 742272 -7 53275 232.48| 240757 0.96 2.50 1,001.34
16| 31,838.88 36 23 13 63.89( 6,02112| -688025| 242091 -1833.99 1.32 234 28442
15| 31,594 .65 36 25 11 6944 619776 -5270.75| 219072 -2127.12 1.03 235 87763
14| 2831063 36 28 2 778 543995 -5176.50 1,853.42| 204813 0.63 220 786.41
13| 26,161.94 36 24 12 66.67 5,349.12 -3,388.00 1,821.28| -1462.40 1.25 2.45 726.72
12| 28619.15 36 25 11 69.44| 579455 410427 1,783.03| -1,359.69 1.31 2598 82275
11| 2704578 36 23 13 63.89| 5,750.00| -3,463.18| 1,94362| -1358.26 1.43 253 751.27
10| 22278.81 36 22 14 61.11 5,076.56 | -4 24780 1,849.32| 131474 1.41 221 618.86
9| 25,860.19 36 26 10 T222| 466508 -441840 1,552.10| -1,449.44 1.07 278 718.34
8| 20,386.00 36 24 12 6667 522240| -4141.53 1,48262( -1,286.40 1.16 232 566.28
7| 1501471 36 26 10 7222 363540 552120 1,295.93( -1,857.96 0.69 1.80 417.08
6| 1508354 36 24 12 66.67 3,501.08| -3,355.07 1,147.53( -1,038.058 1.1 221 41899
5| 17,714.85 36 28 ] 7r78| 358284 -26657T1 553.54| -1,123.08 0.85 297 492 .07
4| 1323418 36 24 12 6667 3,720.08| -3,02292 525.46 -T48.06 1.24 ZA4T 367 .62
3| 1127674 36 23 13 6339 291708 -2526.02 29963 -T24M 1.24 220 31324
2| 2185.04 36 iAF 19 4722 1,998.25 -1,508.17 §18.20 -237.82 1.41 1.26 60.81
1 -768.83 36 18 18 50.00 1,606.859 -540.34 360.32 -403.04 0.89 0.89 -21.36

Similar numbers here suggesting an intermediate-term upside edge. Below is the profit curve.
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SPX closes higher for exactly the 7th day in a row and = 200ma.

Buy on close. Sell 20 days later. $100k/trade. 1980 - present.
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More confirmation of the upside edge. | have added this study to the Active List tonight. The recent
strength appears powerful enough that it is suggesting additional strength over the next few weeks.

The August 12" letter also featured an intermediate-term study with bullish implications. | have
copied that below:

One compelling study that triggered tonight suggested the recent persistent upmove is unlikely to
abruptly end. (This is a theme we have seen many times over the years.) It considers what happens
after the market moves up at least 5 days in a row to a 50-day high, and then pulls back. It was
last seen in the 5/31/17 Letter. | have updated the stats in the table below.
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After closing at a 50-day high yesterday and higher for at least 5 days in a row, SPX closes
down but = 200ma. Buy on close. Sell X days later. $100k/trade. 1995 - present.

X | ANt | g osing| 2E% | Wenng | ‘Losing | winmg | Losng |winoss | AL | AtAvg
Days HEL Trades Trades Trades FELELE Trade Trade Trade Trade Ratio o TEELY MRS

10| 63,998.33 67 55 12 8209 5131.35| -3672.90 141122 -1,134.90 124 5.70 955.20

9| 63,424.57 70 57 13 81.43| 502320 -4,151.40 1,380.84| -1,258593 1.11 488 506.07

8| 54604280 71 50 21 7042 48TE08 -4874.10 1,556.09| -1,104.75 1.41 3.35 769.08

7| 43859942 73 51 22 69.36 3,87476| 391248 1,36262| -1163.37 1.7 272 601.36

6| 4428500 75 54 21 T2.00 4307.20| -3637.71 1,252.58 ) -1,112.10 1.13 2.80 S80.47

5| 34,948.83 75 50 25 6667 425250| -2468.75 1,089.79 -781.62 1.39 279 465.98

4| 3542028 75 49 26 65.33| 3,843.00| -3,003.38( 1,107.55 -725.00 153 2.88 47227

3| 2153393 75 42 27 6400 2472385| -199234 855 45 -T23.27 1.18 210 28712

2| 1964745 75 s0 25 6667 243750| -261485 736597 -588.04 1.07 214 261.97

1) 10,751.07 75 428 26 54.00 1,751.18| -1,744.10 494 29 -500.15 0.99 1.83 143,35

We see here a decent edge that becomes stronger and more consistent as you look out over the
next several days. The 9-10 day time frame shows exceptional stats. The 2-4 day timeframe
suggests a short-term boost is also likely. Let’s take a look below at both the 10-day and 4-day
exit profit curves. First, the 10 day.
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After closing at a 50-day high yesterday and higher for at least 5 days in a row, SPX closes
down but = 200ma. Buy on close. Sell 10 days later. $100k/trade. 1995 - present.
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The strong upslope appears to confirm the bullish edge...

The last few weeks | have discussed NASDAQ leadership. NASDAQ'’s streak of not having any

down days ended

a few days ago. But the NASDAQ/SPX Weekly Relative Strength indicator saw

the NASDAQ barely hang on to its leading position on Friday. The bulls would like to see the
NASDAQ continue to lead.

The Fed posted the latest update to the SOMA holdings after the close on Thursday. It can be

found below.
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= As of 08/05/2020 DOMESTIC SECURITIES HOLDINGS AS OF

August 12, 2020

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

Security Type Total (in Thousands)
US Treasury Bills (T-Bills) 326,044,000.0
US Treasury Motes and Bonds (Motes/Bonds) 36656726702
US Treasury Floating Rate Notes (FRN) 16,006.475.3
US Treasury Inflation-Protected Securities (TIPS)*® 275.706,708.8
Federal Agency Securities™ 2,347.000.0
Agency Mortgage-Backed Securities** 1,924.219.061.4
Agency Commercial Mortgage-Backed Securities™= 9,328.717.2
Total SOMA Holdings 6,219,414,641.8
Change From Prior Week 13,817.105.1

*Does not reflect inflation compensation of 36.573,029.5
=Fannie Mae, Freddie Mac and Federal Home Loan Bank

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

This past week saw the SOMA rise by nearly $14 billion. That is a decent-sized move. The Fed is
still pumping strongly, and | am not seeing anything that would lead me to believe that is about to
stop. Below is an updated SOMA/SPX chart from 2008 — present.
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SOMA & SPX Levels
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The SOMA is still in the midst of the largest expansion in history, and the expansion is not likely
to end anytime soon. We have seen some wiggles in the SOMA in the last couple of months, as
not every week has seen strong buying. That is normal calendar-induced wiggling, similar to what
we saw with earlier QE expansions. You’ll note on the chart the same type of pattern during 2009
and 2013-14. | believe the Fed will remain aggressive in their efforts to stimulate the economy.
And that is good for the market for as long as it lasts.

China relations, COVID news, election news, stimulus package (and USPS) developments, and
anything related to unemployment, bankruptcies or the broad economy could all serve as potential
market movers this week. There are a lot of wildcards.

Overall, my intermediate-term outlook remains much the same as it did last week. We saw several
more studies added to the intermediate-term active list this week. NASDAQ leadership also
remains in place. Bears can point to all the uncertainties related to COVID, social unrest,
government stimulus changes, unemployment, and the economy in general. Massive liquidity and
momentum has mattered more than any of these uncertainties. At some point that may change, but
it has not yet. I will remain slightly bullish and alert to potential changes. This means | will be
taking a more conservative approach to potential shorts than to long trades.
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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.

SPY — Buy ¥ index position @ $334.00 LIMIT ON CLOSE. Based on the short-term outlook
above, I will look to start taking on some SPY index exposure if it closes down a decent amount
on Monday.

Current Open Trade Ideas
None
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