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

Signals Overview

Aggregator CBI Reading
Long 0

Tonight’s Research Points

e Coming from an intermediate-term high, an unfilled gap down after an unfilled gap up
appears to be somewhat bearish.

e Big down days bounce more reliably if the follow a short-term low than if the originate
after a short-term high.

e The VIX spike suggests a 1-day bounce.

e The 1% close below the 10ma after 25+ days above it is often buyable.

Short-term Outlook

The Bottom Line
The Aggregator bullish. While the selling could have further to go, | believe the upside edge is

strong enough that | will look to start building a long index position.
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The Evidence

Big selling Thursday. The SPX lost 3.5%, the NASDAQ tumbled 5.0%, and the Russell 2000 fell
3.0%. Breadth was negative as the NYSE Up Issues % was 20% and the Up VVolume % came in at
26%. NYSE total volume rose from Wednesday’s level.

The “wonky” action I discussed last night had me concerned, but I did not think it would result in
the largest ever drops from an all-time high the very next day. But that is what happened. Now if
you use the S&P 90 predecessor index when looking back, you’ll see that on 9/26/55 there was a
6.6% decline from an all-time high. And on 11/15/91 the SPX decline 3.9% after making an all-
time intraday high on 11/14/91, but closing down slightly on day and just missing an all-time high
close. For the NDX (-5.23%) it was the 2" largest decline from a 1-year high, trailing only
1/4/2000 (-6.45%). On 6/11/20 the NDX did close down 5.01%, which was the only other drop
greater than 5%.

Big down days can be signs of a washout. But that is much less likely when the big selloff
originates from a high are than it does from a low are. This is something | have discussed numerous
times in the past. Additionally, it generally helps if there is not a sizable move of the intraday low
on these big downs days. Thursday did not bounce greatly from the low before the close, but it did
originate from a high. The studies below are from 8/6/19 and 11/10/11 letters. They demonstrate
the impact of strong selling from a high vs a low. Stats are all updated.

Aifter closing at a 5-day low yesterday, SPY closes down over 3% today and within 1% of ifs intraday
low. Buy on close. Sell X days later. $100k/trade. 1993 - present.
_ All: Al All: _ All: Max All: Max All Avg All: Avg All: _ _
X 'C;!:_'Uh:_:t Total |Winning| Lesing Prﬁﬂr.t:tﬁ:le Winning Losing Winning Losing Win/Loss Prur,r:\l-'"ﬁ ctor 'ﬁlp}:;";g
DaFS Trades| Trades |Trades Trade Trade Trade Trade Ratio
5| 84,735.08 30 23 T 7667 19,383.00| -1251432| 469343 -3325.40 1.41 464| 282820
4| 59.343.76 32 20 12 6250| 1791400 -5,109.60| 451907 -253547 1.75 29 1,854.49
3| 3543285 33 15 14 57.58| 14,708.85 -11518.47 4164 43| -3 04545 1.37 1.85 1,104.03
2| 5042874 34 27 T 7941 1269350 -932067( 320382 -3724%1 0.86 332 1,777.32
1| 52,333.47 35 24 11 6857 11,683.71| -4,08040| 303219 -1,353.10 1.63 3.56( 149524
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After closing at a 5-day high yesterday, SPY closes down over 3% today and within 1% of its infraday

low. Buy on close. Sell X days later. $100k/trade. 1993 - present.
) Al Al Al ) Al Max All: Max Al Avg All: Avg Al . ,
X ’B;Ir';:_:t Total |Winning | Losing Pri‘:!r.t::rle Winning Lasing Winning Losing Win/Loss Prnf?l—lla.actnr ﬁ}"}i;;g

Da‘_n"S Trades| Trades Trades Trade Trade Trade Trade Ratio

51251152 12 5 7 4167 | 10,819.13|-17,935.50 | 3,563.35| -4,33261 0.82 059 -1,04253

4| 348107 12 5 7 4167| 7,08294| -9273.00| 320357 -2846.99 1.16 083 -288.42

3 12 7 5 58.33| 3,882.23| -4,5633.20| 1,852.74| -2,004.18 0.92 129 245.70

2 12 g 4 66.67| 6,340.57| -9,315.80| 2233.72| -3593.15 .62 124 291.43

1 12 7 5 58.33| 3,84572| -2,033.04| 142402 -1346.24 1.06 148 268.74

With the 2" of these studies triggering on Thursday, the pattern does not appear bullish like it
would if the selling came right after a 5-day low.

Another study appeared that suggested the action the last couple of days could lead to more selling.
This study considers SPY performance after posting an unfilled gap down from a high level
immediately after an unfilled gap up. It was last shown in the 7/17/20 Subscriber Letter. Below
are updated results.

SPY posts an unfilled gap down after an unfiled gap up. Yesterday was the highest close in 20 days.
Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1999 - present.
_ All: All: All: _ All: Max All: Max All Avg All: Avg All: _ _
X ﬁ;:_'uh:_:t Total |Winning| Lesing Prﬁﬂr.t:;le Winning Losing Winning Losing Win/Loss Prnt’:tkl-'"éctnr ﬁ.‘r"};?;;g
Days Trades| Trades [Trades Trade Trade Trade Trade Ratic
5| -23,755 .84 41 20 21 48.78| 1,827.28 -7 283.25 788.06 1,881.81 0.42 0.40 -579.44
41833381 41 18] 23 4390 199835 -427314|  B4B.14| 146087 0.58 045 44718
31769530 41 18] 23 4390| 1,31242| 515638 629.78| -1,262.23 0.50 0.39| 43159
2 -168,297.73 42 16 26 38.10 1,383.20| -£,275.593 567.15 -975.85 0.58 0.36 -388.04
1| 78043 42 17 25 4048 100888 -1207.92| 42600 50652 0.71 0.49 -18281

The numbers here appear to suggest a downside edge. Let’s also take a look at a profit curve.
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SPY posts an unfilled gap down after an unfilled gap up. Yesterday was the highest close in 20 days.
Close = 200ma. Buy on close. Sell 3 days later. $100k/trade. 1999 - present.
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While the curve is a little choppy, it has persisted downwards. We have tracked this study for a
while, and the edge has seen an acceleration to the downside in recent instances. This all suggests
we could see further selling over the next few days. | added this to the Active List tonight.

But not everything was bearish. Also notable was the action in the VIX, which rose 26.5% on
Thursday. An interesting study from the Quantifinder was from the 8/5/11 letter. It notes not only
that the VIXis relatively stretched on a short-term basis, but that the VIX reading is also somewhat
high on an absolute basis. Over the years | have found that short-term stretches are not as impactful
when the stretch is coming from a very low level. This is the reason the VIX > 30 is also included
as a filter. Results are updated.
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VIX crosses = 30% above its 10ma and closes = 30.
Buy SPX on close. Sell next day's close. $100kitrade. 1997 - present.
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Instances are a little lower than I’d prefer, but the stats are very strong, and the curve is fairly
smooth. The average performance the day after the setup has been a 3% gain. That is a huge
average for just a 1-day trade.

The persistent uptrend of late has kept SPX above its short-term moving averages for an extended
period. Tuesday, after 26 consecutive closes above the 10ma, SPX sliced down and closed below
it. In the 4/6/16 letter | looked at performance following other instances where SPX closed below
its 10ma for the first time over 25 days. Results are updated below.
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After closing above the 10ma for at least 25 days, SPX closes below it but = 200ma.
Buy on close. Sell X days later. $100k/tade. 1995 - present.

X | awnet | b nning| Losing| A% | Winning | Losng | Winning | Losng | Wintloss |, A | AtAvg

Da‘."'s Profi Trades| Trades Trades Profitable Trade Trade Trade Trade Ratio ProfitFactar)  Trade
10| 3053468 16 14 2 a7.50 582505 -3,08283 243585 -1,75720 1.35 970 1,911.54
| 9| 30,500.35 16 15 1 93.75 6,462 89| -245328 218691 -245328 0.90 13.43 1,906 27
8| 2755432 16 14 2 87.50 6,404 58 -869 28 2,034 82 -465 60 435 30.53 1,722 14
7| 2160333 16 13 3 8125 04 1,310.40 1,842 23 -780.05 236 1023 1,350 55
6 1394373 16 13 3 81.25 46| -1,386.50| 1,692.05| -1,017.66 166 720 1,183.98
5/ 1752162 16 13 3 81.25 -2,008.50| 161619 -1,162.94 1.39 6.02| 1,095.10
4| 1765145 18 iz 4 75.00| 3,20840| 288592 175388 -m427E 2.07 620 110222
3| 11,773.10 16 13 3 31.25 280512 -1,630.30 120223 -1,285.25 0.94 4.05 735.82
2 3,3595.44 16 10 8 82.50 213010 -1,425.20 1,0959.85 -433.73 2.54 423 52478
1 4159217 16 11 5 88.75 57588 -1,55520 55586 47245 1.28 27T 282 .01

The numbers here all look solidly bullish. Below is a look at the 4-day profit curve.

After closing above the 10ma for at least 25 days, SPX closes below it but = 200ma.
Buy on close. Sell 4 days later. $100k/tade. 1995 - present.
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We have seen a little bit of a fade lately, but this study still appears to be worth consideration.

| have updated the Agaregator 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 mix of studies considered, 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 shot above 0. The positive Differential Line reading means SPX is oversold
versus recent expectations. So expectations are positive and SPX is oversold. This is considered
a bullish configuration. Bullish configurations are visible on the chart whenever both lines close
above zero. Therefore, the Aggregator signal turned long at the close.

Based on the current list of active studies, expectations are set to remain positive on Friday. Of
course, this could change if compelling new bearish evidence emerges. Meanwhile, the
Differential Pivot will be 3537.35 on Friday. That is a whopping 2.4% above Thursday’s close.
Therefore, SPX would need to a very large 2.4% on Friday in order to flip from oversold to
overbought vs recent expectations.

So the Aggregator is bullish. And evidence is leaning positive, though it is mixed. The fact that
we sold off so strongly from a top, and with an unfilled gap down, could mean more selling in the
coming days. The market can do anything, and the record drop from all-time highs is just another
example of that. Employment numbers are set to be released on Friday morning at 8:30am, and
they are capable of generating a sizable reaction. So that is another wildcard to consider. But I do
think there is a bit of an upside edge here. So I will look to take on a partial index position on
Friday if | can get a favorable entry price either at the open or the close. (I am not interested in
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buying into a selloff mid-day if that occurs after decent start to the day.) If the selling worsens on
Friday, then I will likely continue to scale in after the weekend.
Intermediate-term Outlook (2 weeks — 2 months) — updated 8/31 — slightly bullish

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.

SPY — Buy Y% index position @ $342.00 LIMIT ON OPEN. If not filled at the open, I will
cancel my order and look to instead buy @ $342.00 LIMIT ON CLOSE. Based on the short-
term outlook above, | a looking to start building a long index position.

Current Open Trade Ideas
None
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