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Market Overview

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

Signals Overview

Aggregator CBI Reading
Flat 1

Tonight’s Research Points

¢ A SOXdecline combined with a strong NDX has often been followed by a market pullback.
e Opex week in January used to lean bearish. That no longer appears to be the case.
e Momentum, liquidity & breadth all remain positive for the intermediate-term.

Short-term Outlook

The Bottom Line
The Aggregator is bearish, but I do not find evidence compelling enough to bet against the strong

uptrend.
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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
January 11, 2021 NDX up > 1%. SOX down. 1-6 days Bearish
January 5,2021 3-day Hi, Low, close 1-5 days Bullish
Active - Long Term
December 10, 2020 SPX 20 intra-high. NDX biggest dn 20 1-50 days Bullish 6.20% -2.80% -5.40%
November 23, 2020 NASDAQ Leading int term Bullish
November 16, 2020 SPX 50-day %b crosses over 100 1-50 days  |Bullish 4.90% -4.40% -8.90%
November 2, 2020 Best 6 Months 1-6 months |Bullish
July 9, 2020 Golden Cross int term Bullish
March 23, 2020 QE4 int term Bullish
Dropped Tonight (expired, tgt hit, or avg ddn + 1 std dev exceeded)
January 4, 2021 [SPY closes month at high of month [1-5 days Bullish 2.00% -1.00% -2.20%

The Evidence

Friday was mixed. The SPX gained 0.55%, the NASDAQ rallied 1.0%, and the Russell 2000
declined 0.25%. Breadth was positive with the NYSE Up Issues % coming in at 51.2% and the Up
Volume % at 51.0%. NYSE total volume declined some from Thursday’s level.

An interesting aspect of Friday’s action was the discrepancy between the NDX and the SOX.
While the NDX rose 1.3% on Friday, the SOX declined slightly. This is somewhat unusual action.
It brought about a study last seen in the 12/29/20 Letter, which | have updated below.

MNDX rises = 1% while 50X closes down on the day.
Buy NDX on close. Sell X days later. $100k/trade. 2000 - present.
X | A | AL AL AL e | ALl | Al | v At | A | aua
Dafﬂ'S —— Trades| Trades |Trades FIICELE Trade Trade Trade Trade Ratio e
10| -90,200.556 48 19 29 39.58| 18,826.33|-13954.56 452478 507427 0.74 0.49% -187512
5| -79,044.02 48 16 32 33.33| 22154.85 -15780.45 5,385.37| -5162.81 1.04 052 -154575
8| -77,084.48 50 16 24 32.00| 30,307.45|-13,288.50 5,504.73 4.881.18 1.13 0.53| -1,557.6%
79611433 51 13 38 3549 3162802|-17,436.00| 548718 -4 74364 1.7 0.47| -1,384.50
61123652.32| &1 13| 38 2549| 23.42119|-21,090.48| 6,040.40) -5323.54 1.14 0.39| -2,424586
5|-83,049.33 52 18 24 3462 1274543 -12750.08 4022 44 2 n.8a 0.47 | -159710
4| -50,032.03 53 23 30 4340 1132233 -12795.24 3,120.36 077 0.58 -544.00
32078185 54 23] 3 4259 1561569 -15779.50| 367348 1.00 0.74| 55152
2| 223470 56| 27| 29 48321 1652443 916050 287215 1.04 0.87| 399
1) 8570 58| 28| 20 4828 0939752 525664 225251 1.06 0.99 855

Six days later 74% of the instances were losers and the average occurrence was a 2.4% loss. That
seems to be a fairly substantial edge. | also updated how the SPX performed while this was all
going on.
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NDX rises = 1% while SOX closes down on the day.
Buy SPX on close. Sell X days later. $100k/trade. 2000 - present.
X | Aunet | S g Losing| 5% | Wining | Losng | Wiming | Losng | Winoss | A | ALAVS
Days Profit Trades| Trades | Trades Profitable Trade Trade Trade Trade Ratio ProfitFactor  Trade
10| -21,840.24 43 20 28 4167 & -8, 478.02 -2,793.85 1.01 072 -455.00
9| -23,310.38 43 21 27 4375 9 -3,963.07 -3,078.85 0.93 072 -485.83
8| -32,60554 50 23 27 4500 5, -7,574.41 -3,226.15 0.73 0.53 -552.11
7|44 76664 51 23 28 4510 10, 7 -11,381.58 -3,318.78 0.53 0.52 B77.78
6| -43,503.09 5l 17 34 33.33| 8§, -9,589.14 -2, 755.24 0.96 0.48 -951.04
5 -41,197 .81 52 22 30 42.31 6 -7,5919.22 -2,675.60 0.66 0.49 -792.26
4| -23,603.09 53 25 27 4506 S -11,817.40 -2 435.06 0.567 0.565 -445.34
3| -10,930.26 54 25 25 4630 B -9,430.90 -1,864.57 0.93 0.80 -202.41
2 -1,911.52 56 25 31 4464 & -5,411.50 -1,325.55 1.18 0.95 -34.13
1 6,089.65 58 30 28 51.72| 5,396. 4| 2858280 -1,017.88 1.13 1.21 104.59

The pullbacks haven’t been quite as reliable or as strong as the NDX but there still appears to be a
decent downside edge. Below is an equity curve that assumes a 6-day holding period.

NDX rises = 1% while SOX closes down on the day.
Buy SPX on close. Sell 6 days later. $100k/trade. 2000 - present.
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That is a fairly steady downslope. It has now failed on the last 4 instances, so that is perhaps a bit
of a warning. But that is not enough to throw out the whole study. We have used it for years and |
believe it still merits some consideration.

Opex week overall has typically been a bullish part of the month for the market. But January was
an exception to this rule for a good while. The table below shows results of buying the Friday
before options expiration week in January and then selling at some point over the next few days.
It is updated from the 1/13/2020 letter.

Buy SPX on close of Friday before options expiration week in January.
Sell X days later. $100k/trade. 1999 - 2020.
) All: All: All . All: Max Al Max All: Avg All: Avg All: . )
X ﬁglr';:_:t Total [Winning| Losing Prj:lkﬂr-t:ile Winning Losing Winning Lasing Win/Loss mej::_llsﬁm ﬁ#ll._:d‘-;g
Days Trades| Trades |Trades Trade Trade Trade Trade Ratio
5| -17,245.67 22 i 15 31.82| 282910 -5383.93 1,831.83 | -2,004.57 0.91 0.43 -783.89
4| -15649.49 X2 9 13 40.91 2,02433| 522032 107944 -15851.11 0.55 0.38 -711.34
3 -13,148.20 22 9 13 40.91 2.206.50( -5345.78 804.76| -1,568.54 0.51 0.38 -5O7 .65
2| -5403.32 22 10 12 45.45| 145915 -2775.24 530.11 -352.04 .59 0.50 -24581
1| -3,578.58 22 10 12 45.45| 108062 -2250.08 454 27 585.10 0.68 0.56 -162.66

Numbers here suggest a downside inclination. But below is a look at the 5-day profit curve.
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Buy SPX on close of Friday before options expiration week in January.
Sell 5 days later. $100k/trade. 1999 - 2020.
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The downward progress simply has not persisted over the last 9 years. And that is a big chunk of
the chart. I’ll also note the QE Seasonality Calendar for SPX for this upcoming week.

Quantifiable Edges Seasonality Calendar
~SPX SE&P 500 Index

Date Win% Profit Factor Avg % Chg
1/11/2021 05.0% 1.208 0.022
1/12/2021 56.39 1.571 0.129
1/13/2021 LB.82 1.534 0.078
1/14/2021 61.32 1.609 0.108
1/15/2021 00.19 1.637 0.107

Baseline 54.84 1.153 0.049

The numbers here do not suggest weakness at all. Of course they don’t look back as far. The
calculations continually roll, and they look back about 10 years. The calendar also doesn’t just
look specifically at seasonality in one way like the Opex in January study. It utilize multiples slices
of seasonality to come up with a composite number. And those composite numbers look fairly
strong, especially near the end of the week. Bottom line for me is that while January opex used to
show weakness, it has not over the last decade, and there is a chance seasonality could even prove
slightly helpful this upcoming week.
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| have updated the Aggregator chart below.
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With tonight’s evidence considered, the green Aggregator Line dipped below zero. Negative
readings mean net expectations are for downside over the next few days. Meanwhile the black
Differential Line is far below 0. The negative Differential Line reading means that 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 turned short at the close.

Based on the current list of active studies, expectations are set to remain negative on Monday. This
could change if compelling new bullish evidence emerges. Meanwhile, the Differential Pivot will
be 3767.42 on Monday. That is 1.5% below Friday’s close. So SPX will need to close down at
least 1.5% on Monday in order to flip from overbought to oversold vs expectations.

So the Aggregator is bearish. | will note that 1-day expectations are actually neutral as shown in
the graphic at the top of the letter. Any trade to the short-side would also be counter-trend.
Momentum is tough to battle against when it is this strong. So based on the mix of evidence, | am
not interested in taking on index trades to the short side. 1 would need a much more compelling
setup than I am currently seeing. I do think a pullback at some point soon is likely. I just don’t love
it from a reward/risk standpoint when considering a trade just yet.

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



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 1/11 — 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”.

This past week saw the market rally. The SPX rose 1.8%, the NASDAQ gained 2.4% and the
Russell 2000 rallied 5.9%. The longer-term trends is still up, with all 3 indices making all-time
highs this week.

There were no new studies that emerged with intermediate-term implications. Breadth and
momentum remain strong. | did note that along with the rally in stocks, we have seen a spike in
bond rates over the last several days. | did look at other times SPX and TNX (10-year rates) were
both hitting long-term highs at the same time. Results overall were slightly negative over the next
1-10 weeks, but they were not consistent enough to suggest a compelling edge.

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

Domestic Security Holdings as of

4 Previous Janua]_’y 6 2021

Pocted January 7, 2021 ar4:30 PM

SUMMARY T-EILLS T-NOTES AND T-BONDS FRNS TIPS AGENCY DEBTS MBS CMBS

Security Type Total (SThousands)
Us Treasury Bills (T-Bills) 326,044,000.0
S Treasury Motes and Bonds (Notes/Bonds) 3,008,176,018.3
US Treasury Floating Rate Notes (FRNs) 17,269,242.7
US Treasury Inflation-Protected Securities (TIPS)* 314,306,602.3
Federal Agency Securities** 2,347,000.0
Agency Mortgage-Backed Securities*** 2,029,629,198.2
Agency Commercial Mortgage-Backed Securities** 9,840,055.2
Total SOMA Holdings 6,607,612116.8
Change From Prior Week 10,534,800.2
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http://quantifiableedges.com/module-1/intro/
http://quantifiableedges.com/module-1/intro/
http://quantifiableedges.com/module-4/combining-price-seasonality/
http://quantifiableedges.com/module-4/market-timing-course-downloads/
http://quantifiableedges.com/module-4/market-timing-course-downloads/

This past week saw the SOMA rise by about $10.5 billion. That is a moderate amount, but it also
includes some of late December. | expect to see much strong SOMA increases to occur over the
next few weeks. Below is an updated SOMA/SPX chart from 2008 — present.

SOMA & SPX Levels

7,000 4000.00

ik

5,500
/\N\/ - 3000.00
4,750 M Y

4,000 A - 2500.00

Billions
{=]

(=]

L

=)

>,

)
N
(

3,250

- 2000.00

L
\

- 1500.00

1,750 —% 'Nf
1 W - 1000.00

i
\

250 500.00

=]
B8N INNeNS53FReNOANSS53588IR0EN883H]SS
R I R I T P T = S T = - S BT R T R T O T - LT - I - =
ST i G Gl R A T A Ao i I Gl AT Al AT el e e e -G s e G gl e~

oo oo e Momo; W W A DD S e s

%88888333‘4.—.1-“-1.4‘4.-.1-“-13331-.HﬂaaﬁaﬂaﬂﬁHEEEERRQ
L = i o o o = = o o o = = o = = = o o = = e o e = I = = = = ]
G EEEEEEEEEEEEEEEEEGEEEEEGEEE EEEEEEEEEEEEEEEEGE:

Total® —— S&P 500

The SOMA is in the midst of the largest expansion in history, and the expansion is expected to
continue for the foreseeable future. To this point, the Fed has indicated they will remain aggressive
in their efforts to stimulate the economy. And that is good for the market for as long as it lasts.

Of course it will end at some point. And there was some discussion this past week about when we
might expect to see the massive QE bond purchase program begin to “taper”, or wind down.
Estimates at this point appear to be late 2021 at the earliest, with some forecasting into 2022. So
there appears to e plenty more time that the market will have the Fed behind it. When tapering
begins that could produce problems for the market. But we’ll worry about those problems when
we get closer to them.
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My intermediate-term outlook remains largely unchanged. Breadth is favorable with the NYSE
Advance/Decline line again at new highs, momentum is strong, the NASDAQ is leading, and | am
not seeing any immediate red flags from a technical perspective. The Fed’s continued pumping is
also a large plus for the bulls. Overall, I remain somewhat bullish, and do not see a reason to
change. That basically means | will be a bit more cautious when considering short positions than
with long positions.

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers
KHC — 1/3 @ $33.69 (bought at limit)

Broad Market Large Cap CBI — 1(KHC)

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

Symbol Entry Date |Entry Price |Current Price|% Gain/Loss |Stop |Notes
KHC(1/3) 1/8/2021 $33.51 $33.62 0.33% bought on open

The author of Quantifiable Edges (QE), Mr. Robert Hanna, is separately affiliated with a registered investment adviser in the States of Washington,
California, Colorado, Michigan, Texas, Massachusetts, and Louisiana, Eastsound Capital Advisors, LLC (ECA) d.b.a. Capital Advisors 360, LLC.
ECA may not transact business in states where it is not appropriately registered, excluded or exempted from registration. Individualized responses
to persons that involve either the effecting of transaction in securities, or the rendering of personalized investment advice for compensation, will
not be made without registration or exemption. Advisory clients of ECA utilizing the approaches developed by Mr. Hanna will receive the QE
newsletter at no charge. ECA is not otherwise affiliated with QE, and neither endorses nor warrants the content of this site, the QE newsletter(s),
any embedded advertisement, nor any linked resource herein.

This report has been prepared by Quantifiable Edges, LLC and is provided for information purposes only. Under no circumstances is it to be used
or considered as an offer to sell, or a solicitation of any offer to buy securities. While information contained herein is believed to be accurate at the
time of publication, we make no representation as to the accuracy or completeness of any data, studies, or opinions expressed and it should not be
relied upon as such. Robert Hanna, Quantifiable Edges, LLC or clients of Quantifiable Edges, LLC may have positions or other interests in
securities (including derivatives) directly or indirectly which are the subject of this report. This report is provided solely for the information of
Quantifiable Edges, LLC clients and prospects who are expected to make their own investment decisions without reliance upon this report. Neither
Quantifiable Edges, LLC nor any officer or employee of Quantifiable Edges, LLC accepts any liability whatsoever for any direct or consequential
loss arising from any use of this report or its contents. This report may not be reproduced, distributed or published by any recipient for any purpose
without the prior express consent of Quantifiable Edges, LLC.
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