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Signals Overview 
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Long 4  
 

 

Tonight’s Research Points  

        

 

• Very large selloffs on Fridays are often overreactions that will see a bounce in the following 

days. We see this with several studies. 

• Sharp drops that close poorly have often seen a reversal the next day – even when they do 

not follow a short-term low.  

• Turn of the month is not bullish in long-term downtrends. 

• SPY’s unfilled gap up with a higher close followed by an unfilled gap down with a lower 

close suggest further selling when below the 200ma.  

• We are entering the “worst 6 months” for the market. Additionally, all 4 market timing 

course indicators are unfavorable, which has not been a good combination. 

• Both stocks and bonds are off to their worst YTD date returns through April of all time. 

• The SOMA declined for the 2nd week in a row. This is the 1st time it has done that since 

2019. 
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Short-term Outlook  

The Bottom Line  

The Aggregator is bullish. There is plenty of evidence suggesting a bounce in the next few days 

and the market is strongly oversold. I believe a bounce is coming, but I’ll try not to stick around 

long once it arrives. 

 

 

Summary of Recent Active Studies (see Letters from listed dates for details) 

    
 

 

The Evidence 

The market had a terrible day on Friday and fell to new 2022 lows. The SPX fell 3.6%, the 

NASDAQ collapsed 4.2%, and the Russell 2000 tumbled 2.8%. Breadth was negative with the 

NYSE Up Issues % coming in at 20% and the Up Volume % at 12%. NYSE total volume rose 

quite a bit on the selloff. 

 

This is the 2nd week in a row that we saw a huge drop on Friday. Last week I showed some studies 

that looked at big drops on Fridays. I have copied much of that commentary and updated the studies 

below. 

 

Both the Crash of ’29 and the Crash of ’87 happened on Monday. The Crash of ’87 is still 

remembered by some traders that are active today (though it is getting less and less each year). In 

1987, there was a strong selloff on Friday and then all hell broke loose on Monday. But since then 

strong Friday selloffs have commonly been followed by bounces in the following days. Perhaps 

this is due to the fact that fear of a crash causes what might otherwise be an ordinary selloff to 

become exaggerated and overdone on Fridays. Or perhaps it is just that people don’t want to hold 

over the weekend. Whatever the reason, the tendency to bounce has been strong. In recent years 

the bounce has not always occurred on Monday. Sometimes we saw more selling on Monday 

before the rebound started on Tuesday. Let’s take a look at a few examples.  

 

Study  Date Description T im e span Bias

Avg 

Run-up

Avg 

DrawDn

Avg DrawDn 

- 1 Std Dev

Active - Short Term

May  2, 2022 Unfilled up then unfilled down < 200 1-2 day s Bearish

May  2, 2022 SPY  dn 3% and near intraday  low 1 day Bullish

May  2, 2022 SPX down 1 .5x  20-day  ATR on Fri < 200 1-4 day s Bullish

May  2, 2022 SPX drops 2.5% on Friday 1-5 day s Bullish

April 28, 2022 50-low y esterday . 5th lower low & up 1-4 day s Bullish 3.90% -2.30% -5.50%

Active - Long Term

May  2, 2022 Worst 6 Months with Jan-April selling 1-6 months Bearish

March 14, 2022 Fed Hawkish / QE done int term Bearish

Dropped Tonight (expired, tgt hit, or avg ddn + 1 std dev exceeded) 

April 25, 2022 VIX up 20% on last day of week 1-8 days Bullish 2.65% -1.65% -3.60%

April 29, 2022 NASDAQ 3% gain afer 50-day low 1-2 days Bearish

April 6, 2022 3 1% down days in 10 days > 200 1-20 days Bullish 4.20% -3.50% -8.50%

April 12, 2022 QQQ 5 lower lows, today the largest dn1-20 days Bullish 10.05% -4.40% -7.60%
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This 1st study simply looks at drops of 2.5% or more on a Friday. Last seen in the 4/25/22 letter, I 

have updated all the results. 

 

 

 

Over the next several days there has been a strong tendency for the market to bounce. Let’s first 

look at the 5-day curve, the stats of which are highlighted in the table above. 
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Despite this past week not working out, that is a strong and steady upslope, helping to confirm the 

upside edge. Let’s also look at the 1-day and 2-day curves, as they tell the story on Monday and 

then “Turnaround Tuesday”. 
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For a while, Monday looked great. In recent years, not so much. But here is the 2-day curve: 
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This looks great all the way through. So those times the bounce did not arrive on Monday, it almost 

always did by Tuesday afternoon. Of course you’ll also notice that last week we saw the opposite 

occur, with the bounce arriving on Monday as it used to, and then getting wiped out on Tuesday. 

 

This next study was also discussed last week in the 4/25/22 letter. It defines a strong selloff as 

more than 1.5x the recent (20-day) average true range. Results are updated. 
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The numbers here are all very impressive and suggest a strong bullish bias. I decided to look at the 

1-day and 5-day returns this week. First, below is the profit curve for a 1-day holding period. 
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The last 5 instances have now bounced nicely on Monday. Prior to that there were some bumps in 

recent years. Here is the updated 5-day curve. 

 

 

 

Very persistent rise here from lower left to upper right. Other than this past week’s failure, I have 

no complaints about this curve. 

 

Last week I also ran this study with a long-term trend filter. I updated that below. 
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In long-term downtrends there have not been a huge number of instances, but the results have been 

even stronger. While the 5-day exit was a loser last week, the upside tendency did play out for the 

1-day and 4-day timeframe. Below is the 4-day curve. 
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Another strong and persistent upslope. 

 

Some other aspects of large selloffs that have influenced the odds of a strong bounce the next day 

(or several days) are 1) whether the drop occurred from a point that was already low (such as a 5-

day low close the day before, and 2) whether the market closed near the low end of its range. 

(Within 1% of its intraday low is one that I have used in the past.) In the 4/2/20 letter I looked at 

the combination that we saw on Friday, which was a close within 1% of the intraday low, but 

without a 5-day low occurring the day before. I have updated that study below. 

 

 

 

We see here what appears to be a moderate 1-day upside edge. A profit curve using a 1-day holding 

period is below. 
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The chart here is quite choppy. Still, it does appear to have demonstrated an upward tendency over 

longer periods. Overall this study appears worthy of 1 day of consideration. 

 

In that 4/2/20 letter I also looked at the low close when it did follow a 5-day low. You can see 

those updated results below. 
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Quite a contrast. These numbers are much stronger. Not only is the 1-day about 2.5x better on 

average, but the edge has persisted out to 5 days as well. Unfortunately, since Thursday was an up 

day, the current setup is represented by the previous results, rather than these. 

 

There was also a short-term bearish study that emerged that is worth some discussion. It looked at 

the 2-day action in SPY. It was last featured in the 4/14/20 letter and has been updated. 

 

 

 

Potential downside here appears to be sizable. Possibly the unfilled gap up with the higher close 

saw a good number of people chase the market higher (on Thursday). The unfilled gap down 

immediately after caused many of those same people to be caught on the wrong side of the market 

Friday. Now those people could continue to exert selling pressure over the next few days. Below 

is a profit curve assuming a 2-day holding period. 
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Results here appear strong enough to merit some consideration. 

 

The 1st trading of the month often carries an upside edge. But that has really only been the case 

when the SPX is above its 200ma. And SPX is well below that line right now. In the 12/3/18 letter 

I showed Day-1 results when SPX was in a long-term downtrend like now. I have updated that 

chart below. 
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This does not suggest any edge to me. We can’t look to 1st of the month to help us out this month. 

 

Keeping in the seasonality theme, the QE Seasonality Calendars for May have officially been 

posted. Below is a look at the one for SPX. 
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Mostly choppy until we get to the few days leading up to Memorial Day near the end of the month. 

Seasonality does not appear great for May. Additionally, we are moving in the “Worst 6 Months” 

period, which I will discuss in some more detail in the intermediate-term section. 

 

I have updated the Aggregator chart below.   

 

http://quantifiableedges.com/how-the-quantifiable-edges-aggregator-uses-expectations-and-riskreward-analysis-to-establish-a-reliable-market-bias/
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With this weekend’s evidence considered, the green Aggregator remained above zero. Positive 

readings mean expectations are for upside over the next few days.  Meanwhile the black 

Differential Line is still above zero. The positive Differential Line reading means that 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 formation stayed long at the close.  

 

Based on the current list of active studies, expectations are set to remain positive on Monday. This 

is unlikely to change.  Meanwhile, the Differential Pivot will be 4223.23 on Monday. That is 2.2% 

above Friday’s close. Therefore, SPX will need to close up at least 2.2% on Monday in order to 

flip from oversold to overbought vs recent expectations. 

 

So the Aggregator is bullish. Friday was a day I was looking to take profits because it appeared 

likely the market would flip from oversold to overbought. But unfilled gap lower kept me from 

getting a fill, and the 3.6% drop in SPX kept it oversold. I do believe we have a good chance of a 

bounce here in the next few days. But I am not sure I want to get too aggressive to the long side, 

with both the intermediate-term trend and my intermediate-term outlook pointing lower. 

Wednesday is a Fed meeting. Weak closes before Fed meetings will often suggest a strong upside 

edge for the Fed day. Of course when we are this oversold heading into the meeting, we may see 
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the bounce start to occur before Wednesday. So I may look to add to my position if we see strong 

additional selling on Monday or Tuesday. Otherwise, I am content to remain with my current 

moderate sized long index exposure.  

 

 

Intermediate-term Outlook (2 weeks – 2 months) – updated 5/2 – somewhat bearish 

Combo #1 Combo #2 Combo #3

Flat Flat Flat  
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 “flat”.  

 

For the 4th week in a row, the market struggled. The SPX lost 3.3%, the NASDAQ fell 3.9%, and 

the Russell 2000 dropped 3.95%. Bonds also continued their decline. The US Aggregate Bond 

ETF (AGG) lost another 0.1%, while TLT, the 20-year Treasury Bond ETF dropped 0.45%. Bonds 

are in their worst bear market of all time, and stocks are getting pummeled so far this year. 

 

On Friday on Twitter (@QuantifiablEdgs) I shared some studies that showed this has been the 

worst start to a year in a VERY long time…the worst ever in some cases. The studies do not include 

Friday’s selloff, so I’ll give updated numbers below each one. 

 

 
 

Friday’s NASDAQ selloff left it down 21.16% year-to-date, which is the worst ever through April. 

Past drops of 8% or more have not seen very good results the rest of the year. Next is SPX. 

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/
https://twitter.com/QuantifiablEdgs
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SPX closed April down 13.31%, which is the worst ever for the S&P 500. If you count the S&P 

90, then it is the worst start to the year since 1939. 

 

Bonds are no better. Going back to 1990 (as far as the database contains), we see the following 

results for 20+ yr Treasuries and 7-10 yr Treasuries. 
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Friday did not help these either. Long bonds are now down 19.06%, and intermediate-term bonds 

down 10.38%, both easily the worst years in the database. So for investors it has been an extremely 

difficult start to the year. There has been almost nowhere to hide. Crypto is also struggling, with 

Bitcoin down over 20% so far this year. And if you are in cash, that is getting eaten up by 8% 

inflation. Things will get better at some point. But if you are looking for seasonality to help, I have 

more bad news… 

 

Over the last several years I have looked at the “Worst 6 Months” and filtered it by whether the 

market has suffered a pullback at any point leading up to the end of April.  To define “pullback” I 

started with a clean slate every year on January 1.  The close of Jan 1 was the high for the year as 

of that date.  Each time a new high was made I would measure the pullbacks from the highest close 

to-date.  I broke “Sell in May” down by years the SPX had a 5% pullback before May versus years 

it did not.  Three-quarters of the time we have seen a 5% pullback.  The updated results table below 

shows times where there had NOT been a pullback at some point before May (unlike this year). 

 

 
 

Results here are actually quite positive, with 15 winning years and only 3 losers. And only twice 

did the Max Adverse Excursion (drawdown) exceed 10%, and that was just barely in both cases.  

Overall, the results suggest that when there has been a strong market headed into May that the 
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May-October period has been pretty good.  But this year we have seen a huge pullback. Here are 

results for years in which there was a 5% pullback at some point in Jan-April. 

 

 
 

 

Of the 43 years where a 5% pullback has occurred, 15 of them saw the market drop more than 10% 

from its April closing price during the next 6 months.  And 7 of them were more than 10% lower 

at the close of October.  There were slightly more winning years than losing ones, but the losers 

were quite a bit bigger. This suggests the market could be susceptible to some poor seasonal 

influence over the May – October timeframe. Below is the full list of instances. I have highlighted 

run-up (green) or drawdowns (red) exceeding 10% in the MFE and MAE columns. 
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Further, I will also note that entering the “Worst 6 Months” means that all 4 indicators from the 

QE Market Timing Course are now unfavorable. This is the 1st time this has happened since I 

released the course back in 2014. Let’s take a look at all past instances where this setup occurred 

back to 1971. 

 

 
 

Not horrible, but there are a few very sizable drops in there. Below is a look at a profit curve 

showing a hypothetical portfolio that only invested when this setup was active. 
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Not good. The downs were big and the ups were not. 

 

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

found below. 
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This week the SOMA declined about $16 billion. This is the 1st time since September of 2019 that 

the SOMA declined two weeks in a row. The Fed may not have officially started Quantitative 

Tightening (QT) yet, but the last couple of weeks seem to be giving us a small peak at life with 

global concerns and a Fed that is not providing liquidity. Below is an updated SOMA/SPX chart 

from 2008 – present. 

 

 

 

The largest expansion in the history of the SOMA is over. So the blue line has flattened and will 

likely begin to head lower in a noticeable way fairly soon. There should be an announcement with 

regards to QT on Wednesday. Some people anticipate it will officially begin in June, many believe 

May. Based on the numbers the last couple of weeks, it appears it might already have begun to a 

degree. The Fed is no longer a friend to the market, and they won’t be for as long as they are 

fighting inflation and the economy appears stable. So far, the market has not done well without the 

Fed on its side, and that is not unexpected. 
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Overall, market action remains volatile. Other than being short-term oversold and primed for a 

bounce, there is very little supporting the bull case over the intermediate-term. The trend is clearly 

down with stocks and bonds off to the worst 4-month start to a year of all time. The Fed is hawkish, 

the NASDAQ is lagging, seasonality looks lousy, and there is a ton of uncertainty with regards to 

geopolitics and the global economy. I’m now inclined to lean bearish. From a trading perspective, 

I am still willing to take short-term trades in either direction, but I’ll be more cautious with my 

long entries and quicker with my long exits than if we were in a bullish environment. 

 

 

Catapult and Capitulative Breadth Statistics 

HCatapult & CBI Presentation Link 

 

Open Catapult Triggers 

NFLX – 1/3 @ $188.54 (bought @ limit) 

CHTR – 1/3 @ $461.49 (bought @ limit) 

New 

CHTR – 1/3 @ $428.49 (buy @ limit) 

AMGN – 1/3 @ $233.19 (buy @ limit) 

 

 

Broad Market Large Cap CBI – 4 (NFLX, CHTR-2, AMGN) 

 

Additional New Trade Ideas 

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

 

CHTR – Buy 1/3 Catapult position @ $428.49 LIMIT. From the Catapult section above this 

would be the 2nd of up to 3 lots for CHTR. 

 

AMGN – Buy 1/3 Catapult position @ $233.19 LIMIT. From the Catapult section above this 

would be the 1st of up to 3 lots for AMGN. 

 

SPY – Buy ¼ index position @ $407.75 LIMIT ON CLOSE. Based on the short-term section 

above, I will look to take on another lot of SPY if it closes down a bit more than 1% on Monday. 

 

 

 

 

 

http://quantifiableedges.com/subscribers/video/p/id/18
http://quantifiableedges.com/subscribers/video/p/id/18
http://quantifiableedges.com/numbered-systems-page/
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Current Open Trade Ideas 

Symbol Entry Date Entry Price Current Price % Gain/Loss Notes

LLY(2/3) 4/22/2022 $289.30 $295.79 2.24% sold on open

LLY(1/3) 4/25/2022 $278.73 $295.79 6.12% sold on open

SPY(1/4) 4/25/2022 $423.67 $412.00 -2.75% Aggregator

SPY(1/4) 4/27/2022 $416.10 $412.00 -0.99% Aggregator

NFLX(1/3) 4/28/2022 $188.54 $190.36 0.97% Catapult

CHTR(1/3) 4/29/2022 $449.89 $428.49 -4.76% Catapult  
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