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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

July 28, 2014 Volume 7 lIssue 140

Market Overview

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

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing
Long 100% Long XIV Flat

Tonight’s Research Points

e The very light NYSE volume on the pullback Friday could suggest more selling
soon.

e The spike in SPY volume, along with the unfilled gap down from a new high,
suggests short-term bullish implications.

e Breadth diverged badly as SPX made a new high this past week.

e The Fed meeting on Tuesday and Wednesday will determine policy changes for
the next month and a half or so.

Short-term Outlook

The Bottom Line

Friday’s down day turned the Aggregator back to bullish. | am considering a long
position but would like to see the market pull back another day before jumping in.
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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

July 28, 2014 Unfilled gap dn from 50-high. Vol high. [1-5 days Bullish
July 25,2014 50-high. 3 up days on rising volume. 1-2 days Bullish
July 25,2014 SPX 50-high. VIX up 2.5% midweek. 1-2 days Bearish
July 23,2014 SPY new high with unfilled gap 1-5 days Bullish
Active - Long Term

June 2, 2014 NASDAQ leading SPX int term Bullish
April 28, 2014 Sell in May 6 months Bearish
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

The market suffered some losses on Friday. The SPX and NASDAQ each lost 0.5%
while the Russell 2000 declined 1.0%. Breadth was negative as the NYSE Up Issues %
came in at 34% and the Up Volume % was 33%. Total NYSE volume was the lightest
we’ve seen since the %2 day on July 3",

The study below is one that was last seen in the 3/11/14 letter. It looks at light volume
occurring on down days after a 50-day high. Stats have all been updated.

After closing at a 50-day high yesterday SPX declines today. NYSE volume is the lightestin 10
days. Buy on close. Sell X days later. $100k/trade. 1970 - present.

X | Axnet | T g osing | 25 | Winning | Wening | Losimg | Losng [Wiioss| AL | AUAV
Days Frofit Trades | Trades |Trades e Trade Trade Trade Trade Ratio FrofifFactor)  Trade
10| -24,036 11 65 34 31 523 1,731.07 5104.00| -2673.585 0.65 0.7 -369.79
9 -19,707.03 66 34 32 51.52 1,725.02| 385523 -244268 0.70 0.7 -253.59
8| -29,250.70 86 3 35 4397 1,515.34 3521.07| -2177.88 0.70 052 44319
7|-38,022.81 66 30 36 4545| 131729| 373248| -2153.93 0.61 0.51 -576.10
6| -36,792.61 &7 H 36 46.27 | 1,083.91 2,563.47| -1955.39 0.55 048 545,14
5 -24 04538 838 32 36 47.08 953.13 -1,515.15 0.63 0.56 -353.81
4|-21,139.53 70 34 36 43 57 863.93 -1,407 87 0.62 0538 -301.99
3| 542585 T2 39 33 5417 84314 -1,181.17 0.71 024 -89.25
2 -3,018.36 72 37 35 51.39 719.20 -245 5L 0.85 0.90 -£1.92
1 5,018.45 72 36 36 50.00 515.05 -554.45 0.79 079 -59.70

The first few days don't show much of an edge, but once you get out 6-7 days there
appears to be a possible downside inclination. To confirm this | took a look at the equity
curve. In this case | decided to show time on the x-axis rather than instances to
demonstrate how consistent the edge has been over the years.
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After closing at a 50-day high yesterday SPX declines today. NYSE volume is the lightest in 10
days. Buy on close. Sell 6 days later. $100k/trade. 1970 - present.
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For a study without strongly lopsided statistics, the steadiness is impressive. But with no
real edge appearing for the first several days, | again decided not to include this study on
the active list. Still, it may be worth keeping in mind.

Interestingly, while SPX volume was very low, SPY volume came in at the highest level
of the week. This seemed quite unusual and | ran a few tests to see if it might be a
significant event. | could find no hard evidence that it was predictive of anything. But
while the odd volume action did not mean anything on its own, the study below, from the
1/13/10 blog, triggered. | took a new look and updated the stats.

After closing at a 50-day high yesterday, SPY posts an unfilled gap down. Volume is the highest in 5
days. Buy on close. Sell X days later. $100k/trade. 1993 - present.
. All: All: All: . Al Avg All: Max All: Avg Al Max All: . .
X }S;L;:_:t Total |Winning|Losing Pri:!r-t::ne Winning Winning Losing Losing |Win/Loss Prnf?l-llﬁctur ﬁ}”;;:‘;;g
Days Trades| Trades |Trades Trade Trade Trade Trade Ratio
5| 21,641.40 28 20 8 7143 150431 3,192.86| -1,30685| -3,56463 123 3.07 Tr2.9,
4| 14 40651 23 21 7 75.00 1,282.02 272582 173800 -4,021.24 072 215 51452
3| 628287 28 17 11 60.71 5 6| 2214.81 54T ET| 351823 1.04 1.60 22475
2 892.33 prat] 17 12 58.62 S 1,%49.79 -1200.08( -4,109.04 0.75 1.08 3077
1 245083 25 15 14 51.72 9 1,404.00 -TE7.28| -273812 115 123 85.85
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Implications here appear solidly bullish. | also examined the profit curve using a 5-day
holding period.

After closing at a 50-day high yesterday, SPY posts an unfilled gap down. Volume is the highest in 5

o000 days. Buy on close. Sell 5 days later. $100kitrade. 1993 - present.

20000 /

180001 - - -

L RS A HE R St SR S SRR P s S AR

14000

120001 -+

10000

2000 / .....
8000 / .....

40007 -1 b A L

Equity(F)

20001- .....

-2000

2 3 4 5 & 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28
Trade Number

The big dip in the middle of the chart was thanks to a couple of big losers in 2010. But
other than that the curve looks quite impressive. Overall | thought the study was strong
enough to include on the Active List.

| have updated the Aggregator chart below.
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With the 1 study being added tonight the green Aggregator Line remained above O.
Positive readings mean net expectations from the Active List are for upside over the next
few days. Meanwhile the black Differential Line chopped back above 0. The positive
Differential Line reading means the SPX is now 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 quickly turned from flat back to long at the
close.

Based on the current active studies, expectations are set to remain positive on Monday.
Of course this could change if more bearish evidence emerges. The Differential Pivot
will be 1998.63 on Monday. That is over 1.0% above Friday’s close. So it will take a
strong move up on Monday to move from oversold back to overbought.

There is a fair amount of room for the market to move up before it becomes overbought
again. And evidence is pointing higher. So the setup is appears somewhat bullish here.
But the pullback is just 1-day old and SPY did not even close below its 10-day moving
average. It won’t take much more of a pullback to do so. Aggressive traders could
certainly begin scaling into positions right here. Coming off of highs | often like to see a
couple of down days before jumping in to the long side. So I intend to begin scaling long
if SPY closes down much on Monday.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 7/28 — slightly bullish

Combo #1 Combo #2 Combo #3
Flat 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 1/1/71 — 3/7/14 in Lesson 11, Course Downloads. (You must go through
the course first in order to access the Downloads.)

Despite the bad Friday, SPX managed to close the week higher and also post new highs
on Thursday. It remains above its 10, 20, 50, 100, & 200 day moving averages and the
uptrend certainly appears to remain in place at this point.

Despite the new highs this week, the number of stocks hitting new 52-week highs was
much lower than in early July and many previous peaks. It is very far below the peak
seen in May 2013. This divergence is still a bit of a concern. The chart below can also
be found on the QE charts page.
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| would also point out that the A/D line shown in maroon has been diverging over the last
few weeks as well. This is another potential negative sign.
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Subscribers that would like more info on this chart should check out the Study of Tops
(available for Gold & Silver subscribers on the special reports downloads page). Until
this divergence is resolved with new highs increasing beyond the May 2013 level, the
market remains at risk of topping out. If the divergence is resolved, then it would be
highly unlikely that the market would top out and begin a major decline any time in the
next couple of months.

| 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. 4 “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 head lower since purchase
amounts were again tapered starting July 1. We estimate net inflows this past week to
have been about $9.4 billion. That is quite low compared to the last year and a half, but it
as good as we have seen in July and are likely to see anytime in the near future.

This upcoming week isn’t clear. Monday-Thursday we will see some inflows, but the
week will be full of Fed news. On Wednesday the Fed will announce any policy changes
when they conclude their 2-day meeting. | am expecting to see another $10 billion
reduction in monthly buying, as they have done at each meeting so far this year.
Thursday the Fed will release the buying schedule for August. All this activity could
certainly cause volatility this week as the market anticipates and then reacts to the news.

While the reduced flows have not had a negative impact up to this point, I am still of the
opinion that the market is likely to struggle sometime between here and when they hit 0,
or at the very least, shortly after they hit 0. This has effectively been the case at least
back until 2003 when the Fed began publishing its POMO flows.

The leading NASDAQ is still providing a plus, and the uptrend appears intact. So the
bulls have some things in their favor. The bears are still banking on the shrinking New
High % divergence and the weak seasonality (and at some point in the next few months
the lack of Fed stimulus.) | am keeping my outlook at slightly bullish again this week. 1
will use some caution on both sides of the market, but will continue to favor longs over
shorts.
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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

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 % index position @ $197.65 LIMIT ON CLOSE. Based on the short-term
outlook above, I will look to get long if SPY closes down just a little bit on Monday.

Current Open Trade Ideas
None

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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