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Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook | Quantifiable Edges 3-day Risk/Reward Outlook
Bearish Bulish  Begrigh Bulish

Signals Overview

Aggregator CBI Reading
Flat 0

Tonight’s Research Points

e SPXisup for the 7" day in a row. That has often mean more gains over the next few weeks.
e 3+ days higher to a new high on 3+ days of increasing volume has been short-term bullish

historically.
e This past week saw the SOMA decline, but the Fed remains strongly dovish, and this

should continue to help the market.

Short-term Outlook
The Bottom Line
The Aggregator neutral. The market is at a point where it has been so strong, that betting against

further strength is risky.
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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 31, 2020 SPX up 3 to 50-hi. Volume up 3. 1-2 days Bullish
Active - Long Term
August 31, 2020 SPX up 7 daysin arow > 200 1-20 days Bullish 3.00% -2.00% -4.20%
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 QFE4 int term Bullish
October 28, 2019 NASDAQ Leading int term Bullish
Dropped Tonight (expired, tgt hit, or avg ddn + 1 std dev exceeded)
August 21, 2020 |NDX up > 1%. SOX down |1—6 days Bearish -3.00% 1.80% 3.90%

The Evidence

Up, up and up is what the market has been doing, and it did again on Friday. The SPX finished up
0.7%, the NASDAQ gained 0.6%, and the Russell 2000 rose 0.9%. Breadth was positive as the
NYSE Up Issues % was 68% and the Up Volume % came in at 78%. NYSE total volume rose
some from Thursday’s level.

The persistent move higher in SPX is fairly remarkable. Friday was the 7%" day in a row in which
it closed higher. Looking back to 1980, there have only been 37 previous streaks of 7-day rallies
where SPX closed above the 200ma. This is the 2" one THIS MONTH. The study below was last
seen in the 8/11/20 letter. It had been on the intermediate-term active list but was removed a few
days ago, since it had already met its price objective. With it now triggering again, | have updated
the stats below.
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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 | munet | C g Losing | 5% | Wioning | Losig | Wiming | Loang | Wintoss | AL | ATAVS
Da‘!'ls Profit Trades| Trades |Trades Profitable Trade Trade Trade Trade Ratio ProfitFactor  Trade
20 45856484 35 28 T &0.00| &285440| -5183.75 242487 -2780.82 0.85 3.51 1,387.57
19| 45022 32 35 28 9 7429 7.58018| -801750 271373 -2726.07 1.00 288 131482
16| 40,567.08 35 24 11 68.57| 8,00640 -6177.00 254589 -183812 1.39 3.03| 1,170.45
17| 35,048.32 35 25 10 T222| T42272| 753275 23245 -240757 0.95 2500 1,001.34
16| 31,838.93 35 23 13 6359 602112 583025 242091 133395 1.32 234 384.42
15| 31,594 65 36 25 11 6944 6197786 -527075| 218972 -2127.12 1.03 235 87763
14| 32,589.29 37 29 ] 78.38| 543596 -5,176.50 1,937.05| -2948.13 0.66 2.38 860.79
13| 28,760.28 3r 25 12 6757 534912| -3388.00| 1,89235) 146240 1.29 270 304.33
12| 33,048.68 37 25 11 TOZF| 579455 410427 184635 -1359.59 1.36 321 393.21
11| 2945713 a7 24 13 64 86| 575000 -3,48318| 1,963.10| -1358.26 1.45 287 79514
10 24,332.30 37 23 14 6216 5,076.96| -4247.60 1,858.20| -1,314.74 1.41 232 657.63
9 25592420 3r 27 10 7297 4568908 441840 1,53402) 144944 1.08 2.85 72758
& 21,1216 3T 25 12 6757 522240 414153 145195 -128540 1.14 237 570.50
T 1543172 ar 27 10 7297 363540 -5521.20 1,263.38| -1,867.56 0.68 1.83 417.07
6| 1593353 7 25 12 6757 3,501.08| -3359.07| 1,13563| -1,038.08 1.09 228 430.54
5| 1833873 3r prac] ] 78.38| 358284 288571 94218 -1123.08 0.4 3.04 43564
4| 13,593.20 a7 25 12 6757 372008 -3,022352 50280 -743.08 1.21 251 367.38
3| 11,652.58 37 24 13 6486, 2917.08 -2626.02 &77.60 -724.21 1.21 224 31453
2 278558 3r 13 15 4365 1,558.35 -1,50817 815.85 -237.92 1.41 1.33 7474
1 -1,54558 a7 13 19 4365 1,506.89 -540.84 350.32 42270 0.85 081 -21.77

No real edge over the 1% few days, but the market has typically pressed higher over the intermediate
term. Momentum this strong often sees follow through. It certainly has since the 8/10 instance.
Below is a look at the 20-day profit curve. (Note the 8/10 instance is not on here, yet since it has
not yet been 20 days since it triggered.)
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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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| probably should have put this study in the intermediate-term section. But you’ll see there that we
have other studies from earlier this week with a similar message. Momentum is strong, and that is
generally an intermediate-term positive.

There was one study from the Quantifinder that suggested bullish short-term implications as well.
It was from the 7/25/14 letter, and examined new 50-day highs that occurred in conjunction with
3 positive and increasing volume days. All stats are updated.

SPX closes at a 50-day high and up for at least the 3rd day in a row. NYSE volume rises the last 3 days.
ltis NOT opex week. Buy on close. Sell X days later. $100k/trade. 1970 - present.
. Al Al Al ) All: Max All: Max Al Avg All: Avg Al ) .
X ﬁgt;:_? Total |Winning| Lesing Pr?:!&::rle Winning La=ing Winning La=ing Win/Loss F‘rl:lfjr:ll-'"-adur ﬁ.\ll.lf:d:g
Dail"s Trades Trades Trades Trade Trade Trade Trade Ratio
5| 18,082.97 56 33 23 5893 4,771.60 3,827.55 1,455.11| -1,301.55 1.12 1.60 32291
4| 1108191 56 4| = 6071 6,138.16| -3,898.65| 1,133.49] 124895 0.91 140 19753
3| 1552007 56 36 20 6429 4,37664| 438845 995.18| -1,014.87 0.98 177 27730
2| 20,441.00 56 35 21 62.50| 439992 -3412.80 D65.36 -635.55 1.52 253 365.02
1 1222113 63 40 23 63.49| 275552 -1071.43 562 .87 447 55 1.26 219 193.99
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The numbers suggest bullish implications. | used to include opex week in this study. But I found
a while back that excluding opex weeks from the pattern made for more consistent results, since
opex weeks often have screwy volume patterns. Below is a look at the profit curve assuming a 2-
day holding period.

SPX closes at a 50-day high and up for at least the 3rd day in a row. NYSE volume rises the last 3 days.
Itis NOT opex week. Buy on close. Sell X days later. $100k/trade. 1970 - present.

Equity($)

Trade Number

There has certainly been chop along the way, but it still looks fairly healthy and is back at new
highs. Overall, the study seems worth consideration.

There are a number of other extremes that are occurring that | have been watching, but they are
failing to produce strong directional evidence based on my analysis. Still, they are notable, and
may help me uncover clues in the coming days and weeks. Here are a few to note:

e The SPX rally has not led to a decline in the VIX. We saw this examined a few ways in
Thursday night’s letter. Today | will note that while SPX has closed up 7 days in a row,
the VIX is actually higher than it was 7 days ago. The only other dates that has happened
are 12/31/91, 9/3/2003, and 2/15/17. | see nothing remarkable about forward performance
following those dates.

e Breadth has failed to keep up with the market gains. More stocks hitting highs would be
preferable, but | do not have anything suggesting recent breadth is giving a compelling
short-term edge.

e TLT (the long-term treasury ETF) is having its worst month since 11/2016.
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| have updated the Aggregator chart below.
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With tonight’s evidence considered, the green Aggregator Line moved up 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 turned flat at the close.

Based on the current list of active studies, expectations are set to remain positive on Monday. Of
course, this could change if compelling new bearish evidence emerges. Meanwhile, the
Differential Pivot will be 3453.99 on Monday. That is 1.5% below Friday’s close. Therefore, SPX
would need to close down a sizable 1.5% on Monday in order to flip from overbought to oversold
Vs recent expectations.

So the Aggregator is neutral. The market is so overbought that it is likely to continue heading in
that direction, and betting against it appears to be a low-probability play. But betting long does not
offer great reward/risk for the short-term. A multi-day pullback might be the next strongly
favorable short-term opportunity. Of course the market will have to actually pull back at some
point for that to set up. I’ll continue to exercise patience.
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http://quantifiableedges.com/how-the-quantifiable-edges-aggregator-uses-expectations-and-riskreward-analysis-to-establish-a-reliable-market-bias/

Intermediate-term Outlook (2 weeks — 2 months) — updated 8/31 — 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 rose strongly this past week. The SPX gained 3.3%, the NASDAQ rose 3.4%,
and the Russell 2000 climbed 1.7%. The large-cap indices are at new highs, and clearly in an
uptrend. The Russell is lagging.

There were a few studies from the 8/27 nightly letter that had intermediate-term implications. |
have copied them below.

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
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).
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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!: M.ax All: Hax AI!: Al'.rg All: ﬁ.wg . All: Al All Avg
Total [Winning| Losing Winning Losing Winning Losing Win/Loss
DaYS AT Trades| Trades Trades FICELE Trade Trade Trade Trade Ratio pESTEET TR
15| 3882077 40 3 ] TFH0| 3,78211| -3,265.02( 1,73256| -1,653.30 1.05 3.61 570.74
14| 34,399.50 40 31 ] Tr50| 446136 -402468( 160414| -1703.22 0.94 3.24 859.99
13| 36,312.76 42 33 5 7857 388082 -332001 1,515.32( -1,521.42 1.00 3.65 364.59
12| 3756263 43 33 10 76.74| 405861 -3,175.53( 149659 -118248 127 418 873.55
11| 39,280.03 43 33 10 76.74| 410640 -2523.21 1,554.77 | -120274 1.29 427 §913.49
10| 31,856.50 44 33 11 ¥5.00| 377055 -279328 1,379.43| -1 24224 1.1 3.33 72401
9| 2760136 44 33 11 T5.00| 345327 344007 1,223.75( -1,162.05 1.05 3.16 8527.30
8| 2453225 44 30 14 68.18| 3,547.80| -3,46032 1,281.85 -994.53 1.29 276 557.55
7| 17,169.82 45 29 16 64.44| 358435 -415362 1,123.84 -953.85 147 2.1 381.55
6| 702248 45 27 18 60.00| 263436 -520692 1,032.16( -1,158.10 0.89 1.34 1586.05
5| 9437865 45 30 18 6667 | 215264 -3,596.40 850.41| -1,071.65 0.79 1.59 209.73
4| &67857 45 29 16 64.44| 269792 -303918 24545 1114588 0.76 1.37 14841
3| 152551 46 26 20 5652 3504854 -238045 70052 -551.35 0.83 1.08 33186
2| 336685 45 26 20 56.52 227352 -234876 653.24 -r32.87 0.95 1.23 73.19
1 203.70 46 22 24 4783 209610 -3515.37 514.54 -463.18 1.41 1.02 4.43

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. I 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.

X | ANt | T g Losing| A5 Wning | Losing | Wing | Losing | WisLoss | AT | ALAY

Days HI Trades Trades Trades FIICELE Trade Trade Trade Trade Ratio rITEELY MRS
50|171,08497| 140 B4 56 60.00| 1840818 -20,704.80 485886 -4233.20 1.15 172 122204
45124 435.41 148 83 63 56.85| 15,816.57 | -32382.30 495340 -£553.86 1.09 1.43 852.32
40137,838.19| 151 o0 & 5960 1762467 |-27,920.40| 444533 420328 1.03 153 91350
35 148.407.47 158 95| &3 60.13| 1578213|-13617.00| 403538 -3729.42 1.08 1683 93920
30| 9926263 165 98| &7 59.39 11920.74|-10,485.00| 333821 -3.401.23 0.98 1.44| 60159
25| 63,08066| 173 58 75 5665 1085954 -873216|( 2,99931| -3,073.02 087 1.27 364 63
20| 58,995.09, 184 105 79 5F.07| 9,501.30) -10205.38| 258499 -2583.96 0.96 1.28 320.63
15| 6014263 203| 118 24 5362 734346 -0763.44| 232145 257288 0.90 128 29530
10| 44317.47 227 13m| =28 6123 823916 -913353| 163507 -2152.04 0.78 123 19523
5| 20,054.08| 277 156 121 56.32| 503081 -5817.77 1,11868| -1276.53 n.8a 1.13 T72.40

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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The Fed posted the latest update to the SOMA holdings after the

found below.

« As of 08/19/2020

DOMESTIC SECURITIES HOLDINGSAS OF

August 26, 2020 13

Quantifiable Edges, LLC

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

Security Type
US Treasury Bills (T-EBills)
US Treasury Notes and Bonds (Motes/Bonds)
US Treasury Floating Riate Notes (FRN)
US Treasury Inflation-Protected Securities (TIPS)™
Federal Agency Securities™
Agency Mortgage-Backed Securities™**
Agency Commercial Mertgage-Backed Securities™"
Total SOMA Holdings

Change From Prior Week

*Does not reflect inflation compensation of 37439 8479

**Fannie Mae, Freddie Mac and Federal Home Loan Bank

close on Thursday. It can be

Total (in Thousands)
326,044.000.0
3,702,072,679.2
16,096.475.3
276,905,708.8
2,347,000.0
1,939.919.413.5
9,309,080.7
6,272,694 3375

-16,135,474.1

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

This past week saw the SOMA decline by over $16 billion. That is a big number. But it is not a
concern to me. We have seen the last week of each month has generally seen a decline in the
SOMA. It is not policy change. It is simply a calendar quirk. Overall, 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. 1 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.

In a policy release Thursday, the Fed indicated that employment is its #1 concern as of right now.
Containing inflation is secondary. They have used a 2% inflation target for a long time now. But
Thursday they indicated that “ ...following periods when inflation has been running persistently
below 2 percent, appropriate monetary policy will likely aim to achieve inflation moderately
above 2 percent for some time.” My interpretation of this is that they are focused on job growth
and that increased inflation could be a result, and they are ok with that for the time being. Now is
a time for stimulus.
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Overall, my intermediate-term outlook remains much the same as it did last week. The
intermediate-term list has a good number of active bullish studies. It has continued to grow with
the strong momentum we’ve seen lately. And NASDAQ leadership 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.

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
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