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Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook _ Quantifiable Edges 3-day Risk /Reward Outlook ,
Bearish Bullish  Bearish Bulish

Signals Overview

Aggregator CBI Reading

Short 0

Tonight’s Research Points

e RSI(2) crossing above 99 bodes well for the intermediate-term.
e By a few measures, PX is now so overbought that it is likely we will see more strength in
the coming weeks.

Short-term Outlook
The Bottom Line
The Aggregator is bearish, and there appears to be a bit of a short-term downside edge.
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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
August 27,2020 SPX up 1%. BKX down 1%. 1 day Bearish
August 21, 2020 NDX up > 1%. SOX down 1-6 days Bearish -3.00% 1.80% 3.90%
Active - Long Term
August 27,2020 SPX 50-day %b crosses over 100 1-50 days | Bullish 4.90% -4.40% -8.90%
August 27,2020 RSI2 crosses over 99 1-11 days Bullish 1.80% -1.30% -2.70%
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
Dropped Tonight (expired, tgt hit, or avg ddn + 1 std dev exceeded)
August 25,2020 SPXup 3 to 200-high on Monday |1-2 days Bullish
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 & SPXup 7daysin arow > 200 |1-20 days |Bullish 3.00% -2.00% -4.20%

The Evidence

The market saw large variances on returns Wednesday. The SPX rose 1.0%, the NASDAQ gained
1.7%, and the Russell 2000 lost 0.7%. Breadth was negative as the NYSE Up Issues % was 39%
and the Up Volume % came in at 43%. NYSE total volume rose some from Tuesday’s level.

While large caps were excited about...um...something, banks were not. The BKX Bank Index
declined 1.65% on Wednesday. This brought about a study from the Quantifinder that looked at
SPX gains of 1% while the BKX fell at least 1%. Last seen 7/15/20, | have updated the results.
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SPX closes up = 1% while BKX closes down over 1%.
Buy SPX on close. Sell next day's close. $100k/trade. 1994 - present.
Total Met Profit (515,066.75)  Profit Factor
Gross Profit %£4,699.64 Gross Loss (%19,766.39)
Total Number of Trades 13 Percent Profitable m
Winning Trades 2  Losing Trades 11
Even Trades 0
Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 1.21
Avg. Winning Trade £2,349.82 Awvg. Losing Trade (31,796.94)
Largest Winning Trade %£3,799.40 Largest Losing Trade (34,244.80)
Date/Time Signal Price %% Profit Run-up
Drawdown
7/19/1994 Buy %453.806 -0.50% $66.00
7/20/1994 Sell %451.60 ($697.40)
8/25/1999 Buy £1,381.79 -1.43% £0.00
8/26/1999 Sell £1,362.01 ($1,452.24)
1/10/2000 Buy $1,457.60 -1.31% $72.08
1/11/2000 Sell £1,438.56 ($1,576.24)
4/7/2000 Buy $1,516.35 -0.78% $704.60
4/10/2000 Sell £1,504.46 ($845.00)
1/18/2001 Buy $1,347.97 -0.40% $486.92
1/19/2001 Sell £1,342.56 ($831.02)
10/23/2008 Buy %908.11 -3.45% £0.00
10/24/2008 Sell %B876.77 {%6,078.60)
12/10/2008 Buy $899.24 -2.85% $598.29
12/11/2008 Sell $873.59 ($3,386.61)
2/3/2009 Buy $838.51 -0.75% $1,587.46
2/4/2009 Sell $832.23 ($1,110.27)
3/4/2009 Buy £712.87 -4.25% £0.00
3/5/2009 Sell %$6882.55 (54,891.60)
4/8/2009 Buy %825.16 3.81% $3,841.75
4/9/2009 Sell £856.50 £0.00
3/21/2019 Buy £2,854.88 -1.90% £0.00
3/22/2019 Sell £2,800.71 ($1,904.35)
4/14/2020 Buy $2,846.06 -2.20% £0.00
4/15/2020 Sell £2,783.36 ($2,958.20)
7/14/2020 Buy £3,197.52 0.91% $1,263.56
7/15/2020 Sell £3,226.56 £0.00

The numbers and list of instances all suggest a downside edge.

The recent rally has left the market short-term overbought by most measures. 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
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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 8/11/20 Letter, which uses
RSI(2).

SPX closes = 200ma and RSI(2) crossed aver 99,
Buy on close. Sell X days later. $100k/trade. 1995 - present.

X Al Net All: .All:l AI!: All % AI!: r.'l.ax All: r.l'lax AI!: Al'.rg All: ﬂ:«vg lAII: Al All Avg
Total [Winning| Losing Winning Losing Winning Losing Win/Loss
Da?‘S il Trades| Trades | Trades R Trade Trade Trade Trade Ratio e e
15| 38,829.77 40 3 9 750 3,78211| -3,.26502| 173256 -1,653.30 1.05 3.61 570.74
14| 34,399.50 40 3 ] 7750 446136 402468 160414 -1703.22 0.94 324 859.99
13| 36,312.76 42 33 ] 78.57| 308082 -3320.01| 151532 -1,521.42 1.00 365 864.59
12| 3756263 43 33 10 76.74| 4,05361| -3,17553| 149659 118248 127 418 873.55
11| 39,280.03 43 33 10 76.74| 4106.40| -2523.21 1,554 77| -120274 1.29 427 §913.49
10| 31,856.50 14 33 11 75.00 377055 279328 1,379.43| -1 24224 1.1 3.33 72401
9| 27,601.36 44 33 11 75.00 345327 -3,440.07 1,223.75( -1,162.05 1.05 3.16 6§27.30
8| 2453225 44 30 14 68.18| 3,547.80| -3,468032| 1.281.85 -994.53 1.29 276 557.55
7| 17,169.82 45 29 6 64.44| 358439 -415362| 1,123.84 -963.85 1.17 21 381.55
6| 7,022.48 45 27 18 60.00| 263436 -520692| 103216 -1,158.10 0.29 1.34 156.05
5 437 45 30 15 6667 215254 -3,596.40 850.41| -1,071.65 0.79 1.59 209.73
4 45 29 6 64.44| 269792 -303912 24545 111458 76 1.37 14841
3 46 26 20 5652 350464 -233045 70052 -551.35 0.83 1.08 33186
2 46 26 20 5652 227352 -234878 653.24 -r32.87 0.95 1.23 73.19
1 45 22 24 47.83 209610 -3515.37 514.54 -463.18 1.11 1.02 443

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 11-day holding period.
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SPX closes = 200ma and RSI(2) crossed over 99.

Buy on close. Sell 11 days later. $100k/trade. 1995 - present.
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The upside edge has been apparent for a while, and 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.

This last study looked at the SPX closing price in relation to its 50-day Bollinger Bands. In it |
used 2 standard deviations in the Bollinger Band calculation. | used %b to measure where we fell.
For those unaware, %b simply measures the distance between the 2 bands. So a reading of 0 means
price is right at the lower band. A reading of 100 is right at the upper band. A reading of 50 would
be right at the moving average being used — in this case the 50ma. So a move 2 standard deviations
above the 50ma would be a %b reading of 100. An updated results table for this study is below.
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SPX 50-day %b crosses over 100.
Buy on close. Sell X days later. $100k/trade. 1960 - present.

W Al Net Al .AII:. N!: AlL % AI!: r.'llax All: h.!ELX AI!: A.\.rg Al ﬁ.wg lAII: Al Al Avg
Total |Winning| Losing Winning Losing Winning Losing Win/Loss

Days i Trades| Trades |Trades Gl Trade Trade Trade Trade Ratio e
50|171,084.97 140 a4 56 60.00| 1840818 |-20,704.80| 4,853.86 -4233.20 1.15 172 122204
45124 439.41| 146 83 63 56.85| 1581657 (-32382.30| 495340 -4563.86 1.09 1.43 852.32
40 137938198 151 50 61 5960 1762467 (-27920.40| 444633 -42098.88 1.03 1.53 513.50
35148 4 158 95 63 60.13| 1578213 | 13617.00| 4,035.38 -3,729.42 1.08 1.63 §39.29
30| 99,2 165 93 &7 59.39| 11,920.74|-10485.00 333321 | -3.401.23 0.92 1.44 601.59
25| 63,0 173 08 75 5665 10,85094| -873216| 299931 | -3,078.02 087 127 36463
20| 589 184 105 79 57.07| 9,501.30(-10,205.38| 258499  -2688.96 0.96 1.28 320.63
15| 60,14 203 119 24 5862 7TB84346| -0763.44 232146 -2572.68 0.90 1.28 206.30
10| 443 227 139 23 61.23| 8238.16| -9,133.53| 168507 -2158.04 072 1.23 195.23
5| 20,0 277 156 121 5632 503081| -581777 1,11888| -127653 082 113 72.40

Results generally appear moderately bullish. They seem to suggest that the kind of strong
momentum that would have SPX closing above its 50-day Bollinger Band favors more upside over
a possible reversal. The “% Profitable” is not terribly high, but I produced a profit curve below to
see how the edge has played out over time.

SPX 50-day %b crosses over 100.
Buy on close. Sell 50 days later. $100k/trade. 1960 - present.
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That’s a pretty steady upslope for a study without a very high “% Profitable”. Overall, I like this
study enough to add it to the intermediate-term active list.
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| have updated the Aggregator chart below.
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With tonight’s evidence considered, the green Aggregator Line remained below zero. Negative
readings mean net expectations are for downside over the next few days. Meanwhile the black
Differential Line also held below 0. The negative Differential Line reading means SPX is
overbought versus recent expectations. So expectations are negative and SPX is overbought. This
is considered a bearish configuration. Bearish configurations are visible on the chart whenever
both lines close below zero. Therefore, the Aggregator signal stayed short at the close.

Based on the current list of active studies, short-term expectations are set to remain negative on
Thursday. Of course, this could change if compelling new bullish evidence emerges. Meanwhile,
the Differential Pivot will be 3409.58 on Thursday. That is 2.0% below Wednesday’s close.
Therefore, SPX would need to close down a very sizable 2.0% on Thursday in order to flip from
overbought to oversold vs recent expectations.

| have been very slow to take on a short trade. We have mixed evidence tonight, but the market is
so overbought, it certainly seems like reward/risk favors the bears. So | did consider looking for a
short entry on Thursday. A gap up open might get me excited. But | just think this market is too
strong, with too much liquidity, to try and bet against it for more than a day or two. Of course there
is tons in the news that could trigger a sharp move. Politics, civil unrest, massive hurricanes and
wildfires, and the Fed’s annual Jackson Hole conference are just a sampling of the news stories
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http://quantifiableedges.com/how-the-quantifiable-edges-aggregator-uses-expectations-and-riskreward-analysis-to-establish-a-reliable-market-bias/

that could swing things on Thursday. So aggressive traders could consider a quick short on
Thursday. For purposes of the letter, | will remain flat.

Intermediate-term Outlook (2 weeks — 2 months) — updated 8/24 — slightly bullish

The intermediate-term outlook was last updated in the 8/24/20 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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