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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

May 19, 2014 Volume 7 Issue 95

Market Overview

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

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing

Long 100% Long XIV Flat

Tonight’s Research Points

e Short-term studies remain all bullish.
e The New High % continues to diverge strongly.
¢ Liquidity remains positive but substantially slower.

Short-term Outlook

The Bottom Line

There still appears to be an upside edge, and the market is still oversold. | have some
long index exposure to try and take advantage of the anticipated bounce. 1 will not look
to add more right here. 1 will take profits if the market rallies strongly on Monday.
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Summary of Recent Active Studies (see Letters from listed dates for details)

Study Date Description Time span [Bias Avg Max Move
Active - Short Term

May 16, 2014 2 unfilled down gaps, 5-low > 200ma 1-5 days Bullish
May 13, 2014 Low vol breakout 1-5 days Bullish
May 13,2014 Breakaway Gap 1-5 days Bullish
Active - Long Term

May 16, 2014 2 unfilled down gaps, 5-low > 200ma 1-5 days Bullish
May 1, 2014 3 of 4 Market Timing Indicators weak |int term Bearish
April 28, 2014 Sell in May 6 months Bearish
April 7, 2014 SPX new high while NDX huge drop 1-50 days Bullish
December 23, 2013 QE Tapering int term Neutral
July 22,2013 New High Divergence (Study of Tops) |int term Bearish
February 1, 2012 Golden Cross int term Bullish

The Evidence

Friday was a back and forth day that finished strongly, leaving the major indices with
gains. The SPX rose 0.4%, the NASDAQ climbed 0.5%, and the Russell 2000 gained
0.6%. Breadth was positive as the NYSE Up Issues % came in at 67% and the Up
Volume % was 63%. Total NYSE volume rose to the highest level of the week, but it was
still quite light for an options expiration day.

The moderate rebound did nothing to inspire compelling short-term studies. We still
have 3 active short-term studies. Two are from the breakout on Monday and one is from
the Wed-Thurs pullback. The breakout studies are both set to expire on Tuesday, but the
pullback study is active until Thursday. Here again | have copied the results table from
Thursday’s Letter.

SPY leaves an unfilled gap down for the 2nd day in a row. It closes at a 5-day low but = 200ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
. All: All: All: . All: Avg All: Max Al Avg Al Max All: _ _
X ﬁ;lr.ur-:_:t Total |Winning Losing P:Jkltl'-rt:lile Winning Winning Losing Losing |Win/Loss Pruanlllﬁctur ﬁ.\ll_lf:;.;g
DEi‘_'fS Trades Trades [Trades Trade Trade Trade Trade Ratic
10| 40 48231 33 24 9 72713 2 264 85 532539 -1543.73| 435336 1.47 3.9 1,226.15
9| 37,0859 34 27 T 7941 203235 488241 -25398% -5273598 080 3.09 1,051.08
8| 31,003.31 34 24 9 7059 2, 04090 457425 199760 -420150 1.02 272 5911.86
7| 19573.40 34 23 10 67685 192568 442974 243402 -505752 Wi 1.82 Cav.4s
6| 2611453 34 28 5 7353 1584519 382872 -168838| -3,73450 0.99 274 763.07
5| 2760354 34 24 10 7059 153313| 354002 -318.56| -2465495 167 401 212.05
4| 2223188 34 28 2 7647 116554 438328 -1.01228| -1,920860 1.15 375 653.88
3| 1212514 34 20 14 5882 109355 332514 703,29 -164532 1.58 223 35562
2| T7,301.08 34 20 14 5882 91425 2094214 -T8455 243812 117 166 21474
1 357547 35 20 15 5714 72407 197415 727068 -1,24928 1.00 1.33 102.16
Only one instance failed to close above the entry price at
some point in the next 6 days. It triggered on 9/14/99.
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We did get the up close on Friday, but like all of the short-term active studies right now,
there appears to be a good chance of a continued bounce.

Nothing new was added to the short-term list, but | have updated the Aggregator chart
below.
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Without anything new being added tonight the green Aggregator Line remained above 0.
Positive readings mean net expectations from the Active List are for upside over the next
few days. Meanwhile the black Differential Line is also still well above 0. The positive
Differential Line reading means the SPX is oversold versus recent expectations. So
expectations are positive and the SPX is oversold. This is considered a bullish
configuration. Bullish configurations are visible on the chart whenever both lines close
above 0. Therefore the Aggregator signal stayed long at the close.

Without any bearish short-term studies, expectations are slated to remain positive on
Monday. Of course this could change if strong bearish evidence emerges. The
Differential Pivot will be 1898.36 on Monday. That is a 1.1% above Friday’s close. That
means SPX will need to close up at least this much on Monday in order to move from
oversold to overbought versus expectations. A move that large is fairly unlikely to occur
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in just one day. It may take a multi-day rally or consolidation to work off the oversold
condition.

Without new and convincing evidence emerging | am not inclined to up my long
exposure at this point. | will hang on to my current SPY position to try and take
advantage of the anticipated move up over the next day or so.

Intermediate-term Outlook (2 weeks — 2 months) — updated 5/19— slightly bearish
Despite the rally on Friday the SPX and Russell 2000 ended down on the week. SPX
declined modestly for the 2" week in a row. The Russell closed at the lowest weekly
level of 2014. The NASDAQ finished up on the week, but the NASDAQ/SPX Weekly
Strength Indicator is still showing the NASDAQ to be in a lagging position over the last
10 weeks, which is a negative for the bulls.

Another concern is that the NYSE New High % continues to diverge, as it has since July.
This can be seen on the chart below, which is similar to the one found on the QE charts

page.
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In fact, not only is the New High % diverging, it is still extremely far below the May
2013 level. And as | discussed in the Study of Tops (available for Gold & Silver
subscribers on the special reports downloads page) and have reiterated here a number of
times, the divergent New High % is a condition that has preceded every major SPX
decline since 1970.
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This opens up the possibility of a major top being put in. Note | said possibility, not
probability. It needs to be understood that while the narrowing of New Highs and/or the
turn down in the Advance/Decline Line has been a prerequisite for a top to take place,
these breadth conditions have not been very useful in timing the tops. Often such
divergences have persisted for many months, or even years. | therefore view these
breadth divergences as possible warning signs — not as timing signals. The current
divergence is about a year old. It hasn’t mattered yet, but if it persists, then it will matter
at some point.

If the market continues higher and the New High % rallies to new highs as well, then that
would suggest the market is unlikely to reach a major price top for at least another 2
months. I’ll continue to keep an eye on it. For now it remains highly divergent. So the
rally is occurring with fewer and fewer stocks making new highs. And from this point it
will likely take quite a bit of work to get the New High % back to the May 2013 level.

One potential positive is the price-action based study that appeared in Thursday night’s
Letter, and which I showed the results table of in the short-term section. It looked strong
up t 2 weeks out. Below is a look at the profit curve assuming a 10-day holding period.

SPY leaves an unfilled gap down for the 2nd day in a row. It closes at a 5-day low but = 200ma.

Buy on close. Sell 10 days later. $100k/trade. 1993 - present.
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The strong, steady upslope here was encouraging and | added it to the intermediate-term
active list.
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| update the intermediate-term POMO/QE chart each week. For those not familiar, below
is a brief description.

POMO stands for Permanent Open Market Operations and it is how the Fed has gone
into the open market to buy securities over the last several years. The net effect of this
buying is an influx of cash into the system. It appears a portion of that cash makes its
way to the stock market and works as a bullish influence. A “POMO Day” is simply a
day where these operations take place. The chart below shows a couple of indicators.
The top pane is the S&P 500. The middle (purple) pane is the net rolling number of days
in the last 20 that have been POMO days. In other words, a day the Fed buys on the
market will add +1 while a day of selling will count as -1. The bottom pane is the total
amount of money infused into (or taken out of) the system over the previous 20 days.
Since the Sept 13, 2012 QE3 announcement the POMO numbers are also adjusted to
reflected the Fed’s new approach of buying AMBS securities. Therefore, prior to that
date the indicators just look at POMO, since that date it is a combination of POMO and
AMBS flows.
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The POMO/AMBS days indicator is still riding along at 20, where it spent most of 2013
and 2014 so far. The volume indicator is continuing to drift lower, and it is again making
lows not seen since 2012. We estimate net inflows this past week to have been just under
$10 billion. That is the lowest level we have seen since the holiday-shortened week of
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Good Friday in April. The liquidity backdrop is continuing to deteriorate, but there is
still stimulus being pumped in. So it is a positive force, just a shrinking and smaller
positive force than the market has become accustomed to.

This upcoming week we expect to see Fed liquidity flows that are very similar to last
week. It seems to be getting harder and harder for the market to make a strong push
higher in this environment.

All told, we have weak seasonality, declining (yet still positive) Fed-induced liquidity,
and a continued New Highs divergence as outlined in the Study of Tops. Additionally,
three of the four indicators from the QE Market Timing Course are negative, and the
market has historically struggled under these conditions. (This was discussed in more
detail in the recent Quarterly Market Timing Update.) On the plus side, the trend is still
up (for the SPX at least). And we also have the double gap down study from above
suggesting a 10-day positive bias. Overall | have decided to keep my outlook at slightly
bearish. | would not be surprised to see a correction of 10% or more emerge at some
point in the next 3-6 months (and the Russell already did this). This means | will demand
a bit more before jumping into long positions. | will also continue looking for short
opportunities.

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

None

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI -0
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Additional New Trade Ideas
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

SPY(1/4) 5/15/2014] $187.40 $188.05 0.35% sell at $190.12 limit on close

$190.12 is the estimated equivalent of the Differential Pivot for SPX, and is the lower
limit of where I will look to take profits at the close if it manages a big up day.

This report has been prepared by Hanna Capital Management, 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, Hanna Capital Management, LLC or
clients of Hanna Capital Management, 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 Hanna Capital Management, LLC
clients and prospects who are expected to make their own investment decisions without reliance upon this report. Neither Hanna
Capital Management, LLC nor any officer or employee of Hanna Capital Management, 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 Hanna Capital Management, LLC.
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