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Market Overview

(uantifiable Edges 1-day Risk/Reward Outlook | Quantifiahle Edges 3-day Risk/Reward Qutlook
Bearish Bulish  Bearish Bulish

Signals Overview

Aggregator CBI Reading
Long 9

Tonight’s Research Points

e 7 days up for VIX has been rare but bullish.
Strong downward reversals on Fed Day have typically been followed by a rebound in the
next few days.

e Using SPY and taking into account the strong gap up and the finish well off the lows the
implications appear bearish.

Short-term Outlook

The Bottom Line

The Aggregator is bullish. A strong bounce still appears highly probable in the short-term, but
market action is abnormal, and that is worth keeping in mind.
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The Evidence

The market stared off strong, but Jay Powell kept talking about inflation, and nobody wanted to
hear it. So strong mid-day gains turned in mixed results. The SPX closed down 0.15%, the
NASDAQ rose 0.02%, and the Russell 2000 dropped 1.38%. Breadth was negative with the NYSE
Up Issues % coming in at 30% and the Up Volume % at 32%. NYSE total volume declined some
from Tuesday’s level.

The big selloff triggered several studies in the Quantifinder. Below are some of the most
compelling ones.

Downward intraday reversals of the magnitude we saw on Wednesday are rare on Fed Days. The
study below is from the 12/20/18 letter. It looks at other such reversals.

Today is a Fed Day. SPY closes down and at least 2% below its infraday high.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
. Al All: All: ) All: Max All: Max All: Avg All: Avg All: . .
X ﬁglr'uh:_:t Total [Winning| Losing Pr?:!r.t::rle Winning Lo=ing Winning Los=ing Win/Lozs F‘ruf:tkl-'":lactur ﬁ.‘ll_t;‘;;g
Days Trades| Trades |Trades Trade Trade Trade Trade Ratio

5| 1981577 15 10 5 66.67| 608666 -252875 2,772.99| -1582.82 1.75 3.50 1,321.05
4| 2133252 15 10 5 G667 787242 224112 29931%| -1 71987 1.74 348 142217
3| 1274545 15 10 5 6667 477275 8571724 22681.43| 1897317 1.15 225 245.50
2| TB3T.04 15 9 6 60.00 | 5,087 -4182.32) 2271689 213470 1.06 1.60 509.14
1 4772259 15 10 5 6567 3,6 -3,230.89| 1,529.50| -2104.53 0.73 1.45 318.15

Instances are a little low, but the numbers are solidly bullish. Below is a look at the 4-day profit
curve.
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Today is a Fed Day. SPY closes down and at least 2% below its intraday high.
Buy on close. Sell 4 days later. $100k/trade. 1993 - present.
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While a bit choppy, this curve does head from lower left to upper right. This study appears worth
some consideration.

Another notable bit of action is that Wednesday marked the 7" day in a row that the VIX has risen.
That is a very unusual streak. In the 12/5/13 letter | looked back at all other times the VIX had
risen for 7 days in a row while SPY was above its 200ma. Below are updated results of SPY over
the following days.

WIX closes up for the 7th day in a row.
Buy SPY on close. Sell X days later. $100k/trade. 1993 - present.
. Al Al Al ) All: Max All: Max Al Avg All: Avg Al ) .
X ﬁ;L;:_:t Total [Winning| Losing Pr?gr-t:zle Winning Lesing Winning Losing Win/Lozs F‘rufjr:ll-'"-actur ﬁ.\ll_I}:d\;g
D'a}."S Trades Trades Trades Trade Trade Trade Trade Ratio
5| 16,276.67 11 8 3 7273 445511 150158 238821 -559.68 2.47 660 147970
4| 15451.21 11 ] 3 7273 485507 -1,161.08| 218015 550.00 3.30 881 140555
3| 18,356.97 11 1 0 10000 4577.32 0.00| 16638382 0.00 100.00 100.00( 166882
2| 10,703.67 11 7 3 6354 453224 -582.06 65 -525.65 2.87 6.69 573.06
1] 3,024.00 11 5 54 55| 235532 -1677.36 -554.06 1.60 1.92 27491
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Instances are low, but so far the returns are overwhelmingly bullish. Below is the list of instances
assuming a 3-day holding period.

VIX closes up for the 7th day in a row.
Buy SPY on close. Sell X days later. $100k/trade. 1993 - present.
Date/Time Signal Price % Profit Run-up
Drawdown
4/4/1994 Buy $43.01 2.55% $2,777.94
4/7/1994 Sell $45.03 $0.00
8/9/1994 Buy $45.97 0.78% $804.75
8/12/1994 Sell $46.33 ($522.00)
2/6/1996 Buy $64.77 1.65% $2,484.23
2/9/1996 Sell $65.84 ($108.01)
3/19/1997 Buy $78.78 0.95% $1,015.20
3/24/1997 Sell $79.53 ($1,142.10)
10/30/1997 Buy $89.94 4.58% $4,099.50
11/4/1997 Sell $94.06 $0.00
3/30/1998 Buy $109.56 2.25% $2,453.28
4/2/1998 Sell $112.03 ($136.80)
8/5/2003 Buy $96.42 1.93% $2,208.81
8/8/2003 Sell $98.28 $0.00
4/9/2012 Buy $138.22 0.41% $491.64
4/12/2012 Sell $138.79 ($1,778.58)
12/4/2013 Buy $179.73 0.93% $1,078.64
12/9/2013 Sell $181.40 ($533.76)
11/2/2016 Buy $200.74 1.63% $1,642.20
11/7/2016 Sell $213.15 ($647.36)
10/20/2020 Buy $343.38 0.70% $759.51
10/23/2020 Sell $345.78 ($794.43)
Avg Trade: 1.7% Avg RunUp: 1.9% Avg Drawdown: -0.5%

Very little drawdown compared to both the run-up and the average trade. This appears to be worth
some consideration. | also looked to see how the VIX did over this 3-day time period.
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VIX closes up for the 7th day in a row.
Buy VIX on close. Sell 3 days later. $100k/trade. 1993 - present.
Date/Time Signal Price % Profit Run-up
Drawdown
1/3/1994 Buy $12.57 -10.34% $2,386.50
1/6/1994 Sell $11.27 ($17,739.65)
4/4/19904 Buy £23.87 -28.86% £0.00
4/7/1994 Sell $16.98 ($29,616.23)
8/9/1904 Buy $12.54 -11.56% $2,790.90
8/12/1994 Sell $11.00 ($12,040.74)
2/6/1996 Buy $14.50 0.27% $5,551.74
2/9/1996 Sell $14.63 (£7,950.64)
3/19/1997 Buy $21.74 -7.73% £781.83
3/24/1997 Sell $20.06 ($19,775.70)
10/20/1997 Buy $38.20 -15.60% £0.00
11/4/1997 Sell $32.24 ($18,240.49)
3/30/10098 Buy $24.66 -10.87% $1,257.05
4/2/10908 Sell $21.98 ($11,556.75)
8/5/2003 Buy $22.68 -13.62% $5,334.89
8/8/2003 Sell $19.50 ($14,108.80)
4/9/2012 Buy $18.81 -8.56% $11,961.00
4/12/2012 Sell $17.20 ($8,558.76)
12/4/2013 Buy $14.70 -8.23% %4,625.36
12/9/2013 Sell $13.40 ($8,230.42)
11/2/2016 Buy $19.32 -3.16% $19,095.75
11/7/2016 Sell $18.71 ($4,812.75)
10/20/2020 Buy $29.35 -6.13% %4,088.40
10/23/2020 Sell $27.55 ($7,120.63)

Except for the 1996 instance, there was a decline every time, and most of them were sizable.

But not everything tonight looked positive. Two other important notables with the action were 1)
the fact that the market gapped up large to start the day, and 2) that while it went from strongly
positive to solidly negative the market did close well off its lows. In the past I’ve shown how
bounces in the last few minutes of the day will often reduce an upside edge. In this case we see
that the late day bounce has almost always been followed by a pullback in the next couple of days.
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SPY gaps up = 1% then closes down on the day but above the bottom 15% of the intraday range.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
, All: All: All: ) All: Max All: Max All Avg All: Avg All: ) ,
X ﬁgt;:_:t Total |Winning| Lesing F‘ri‘:!r.t::rle Winning Losing Winning Lesing Win/Lozs Prnfil—'".adnr ﬁ}"}:uzg
Days Trades| Trades |Trades Trade Trade Trade Trade Ratio

5-21,5981.81 10 5 5 50.00 3,602 34| -12 819.52 229638 569274 0.34 034 -215318
4| -21,421.23 11 4 7 3636 303534 -5751.200 1444326 -3885.47 0.37 0.21) -1,947.38
3| -28,773.98 11 1 10 5.09| 364770 -5546.64| 364770 -324217 113 0.11| -2,615.82
2| -27,107.92 11 1 10 9.09| 2559.06| -7347.99| 255906 -2966.70 0.86 0.09 -245435
1| -29,355.99 11 3 8 2F27| 2368882 -9839.383 1,451.54 4 213.597 0.34 013 -288373

Instances are low but when stats are this overwhelming | generally pay attention. Below | have
listed all the instances along with a 2-day exit strategy.

SPY gaps up = 1% then closes down on the day but above the bottom 15%

of the infraday range. Buy on close. Sell 2 days later. $100k/trade. 1993 - present.

Date/Time Signal Price % Profit Run-up
Drawdown

8/13/1997 Buy $02.28 -2.84% $1,115.40
8/15/1997 Sell $89.66 ($2,869.95)
8/28/1998 Buy $103.38 -3.21% $628.55
9/1/1998 Sell $100.06 ($9,428.25)
10/6/1998 Buy $08.590 -2.03% $1,460.16
10/8/1998 Sell $06.50 ($6,459.18)
10/28/2002 Buy $89.61 -0.20% $390.25
10/30/2002 Sell $89.43 ($2,910.15)
10/14/2008 Buy $09.85 -6.09% $0.00
10/16/2008 Sell $93.77 ($13,323.31)
11/10/2008 Buy $02.63 -7.35% $0.00
11/12/2008 Sell $85.82 ($8,103.29)
3/3/2009 Buy $70.07 -1.81% $3,005.60
3/5/2009 Sell $68.80 ($2,711.30)
6/21/2010 Buy $111.41 -1.96% $430.53
&6/23/2010 Sell $100.23 ($2,628.21)
8/1/2011 Buy $128.78 -2.03% $0.00
8/3/2011 Sell $126.17 ($4,074.00)
8/5/2011 Buy $120.08 -2.17% $0.00
8/9/2011 Sell $117.48 ($8,161.92)
10/29/2018 Buy $263.86 2.57% $3,541.86
10/31/2018 Sell $270.63 ($279.72)

Not only were 10 of 11 instances losers, but all those losers saw an intraday low at least 2.7%
below the entry price at some point in the next 2 days. This would suggest there is potential for
additional selling in the next day or two.
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| have updated the Aggregator chart below.
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With tonight’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 is still very far above zero. The positive Differential Line reading means that SPX is strongly
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 formation stayed long at the close.

Based on the current studies on the active list, expectations are scheduled to remain positive on
Thursday. It would take some extremely compelling new bearish evidence to change this.
Meanwhile, the Differential Pivot will be 4443.11 on Thursday. That is 2.1% above Wednesday’s
close. Therefore, SPX will need to close up over 2.1% on Thursday to flip from oversold to
overbought vs recent expectations.

So the Aggregator is still long. And evidence is strongly bullish. But let’s face it, the market should
have bounced by now according to basically any historical standards. We are experiencing
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http://quantifiableedges.com/how-the-quantifiable-edges-aggregator-uses-expectations-and-riskreward-analysis-to-establish-a-reliable-market-bias/

abnormal market conditions. We see this is some of the studies | have shared, but even just looking
at how extreme the pullback has been it can easily be seen. Since the NASDAQ began in 1971,
the only other January to see the market pull back this much was 2008, when it dropped nearly
17% before rebounding to close January down 9.9%. Wednesday the NASDAQ was down 13.4%
for the month. | have a fair amount of long exposure, and I still believe the odds strongly favor a
short-term bounce. But | will surely be reducing my positions when that bounce finally arrives. |
am not inclined to load up on any more index exposure right now.

Intermediate-term Outlook (2 weeks — 2 months) — updated 1/24 — neutral

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

NFLX —1/3 @ $519.20 (bought @ limit)
NFLX —1/3 @ $397.50 (bought @ limit)
F—1/3 @ $20.65 (bought @ limit)
NFLX — 1/3 @ $387.15 (bought @ limit)
F—1/3 @ $20.39 (bought @ limit)
F—1/3 @ $19.98 (bought @ limit)

New

AMGN - 1/3 @ $222.54 (buy @ limit)
TMO - 1/3 @ $562.90 (buy @ limit)

KO - 1/3 @ $59.60 (buy @ limit)

Broad Market Large Cap CBI — 9(, NFLX-3, F-3, AMGN, TMO, KO)
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Additional New Trade Ideas

A full listing of system triggers can be found at the numbered systems page each night. 1 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.

AMGN - Buy 1/3 Catapult position @ $222.54 LIMIT. From the Catapult section above, this
is the 1% of up to 3 possible lots of AMGN.

TMO — Buy 1/3 Catapult position @ $562.90 LIMIT. From the Catapult section above, this is
the 1% of up to 3 possible lots of TMO.

KO - Buy 1/3 Catapult position @ $59.60 LIMIT. From the Catapult section above, this is the
1% of up to 3 possible lots of KO.

Current Open Trade Ideas

Symbol Entry Date Entry Price] Current Price] %o Gain/Loss|Notes
AVGO(1/3)] 1/14/2022 $595.78 $557.12 -6.49%]Sell on open
NFLX(1/3) | 1/14/2022 $517.60 $359.70 -30.51%|Catapult
AVGO(1/3)| 1/18/2022 $588.32 $557.12 -5.30%]|Sell on open
SPY(1/4) 1/18/2022 $459.74 $433.38 -5.73%| Aggregator
SPY(1/4) 1/19/2022 $451.75 $433.38 -4.07%| Aggregator
AVGO(1/3)| 1/19/2022 $577.79 $557.12 -3.58%|Sell on open
NFLX(1/3) | 1/24/2022 $383.91 $359.70 -6.31%|Catapult
F(1/3) 1/24/2022 $19.93 $19.91 -0.10%|Catapult
NFLX(1/3) | 1/25/2022 $379.14 $359.70 -5.13%|Catapult
F(1/3) 1/25/2022 $20.00 $19.91 -0.45%|Catapult
BRK.B(1/3)] 1/25/2022 $301.87 $309.26 2.45%|Sell on open
F(1/3) 1/26/2022 $19.98 $19.91 -0.35%|Catapult
SPY(1/4) 1/26/2022 $433.38 $433.38 0.00%]Aggregator
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