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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

September 5, 2014 Volume 7 lIssue 167

Market Overview

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

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing

Long 100% Long XIV Flat

Tonight’s Research Points

e 3-day pullbacks with a low 3/10 Offset HV suggest a bullish edge.
e The first drop below the 10ma in quite a while will often be followed by another

leg up.

Short-term Outlook

The Bottom Line
The Aggregator is still bullish. And with SPX closing down 3 days in a row now, | am

interested in starting to scale in to a long position.
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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
September 5, 2014 1st close < 1o0main > 15 days 1-3 days Bullish
September 5, 2014 3 days down. 3/10 HV < 0.25 1-3 days Bullish
September 2, 2014 End of month at high of month 1-5 days Bullish
September 2, 2014 Labor Day week after 4-week rise 1-4 days Bearish -1.50% 1.20% 2.20%
Active - Long Term
September 4, 2014 SPX 20-day high. NDX biggest loss in 20|1-50 days Bullish 6.50% -2.70% -5.10%
August 22,2014 50-low to 50-high in 2 weeks 1-17 days Bullish 5.40% 0.90% -1.90%
August 20, 2014 SPX RSI(2) crosses over 99 1-15 days Bullish 2.40% -1.50% -2.90%
June 2, 2014 NASDAQleading 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

In a pattern that keeps playing out this week a strong morning was followed by an
afternoon fade. The SPX and NASDAQ finished down 0.2% while the Russell 2000 fell
0.4%. Breadth was negative as the NYSE Up lIssues % came in at 34% and the Up
Volume % was 39%. Total NYSE volume rose a little from Wednesday’s level.

The persistent uptrend of late has kept SPX above its short-term moving averages for an
extended period. | pointed this out over the last few days and indicated that | was not
inclined to take a long position until SPY/SPX pulled back a bit. Thursday, after 17
consecutive closes above the 10ma, SPX sliced down and closed a little below it. SPY
meanwhile closed just a hair above its 10ma. In the 3/14/14 letter | looked at
performance following other instances where SPX closed below its 10ma for the first
time in a while. Results are updated below.

After closing above the 10ma for at least 15 days in a row SPX closes below it but = 200ma.
Buy on close Sell X days later $100k/trade. 1995 - present.

X Al Net All: All: All: I % Al Avg All: Max Al Avg All: Max All:

- ) ) - Al Al Ao
Days | P o S b ‘| e | o200 | om0 ML ot Traoe
5| 30,334.20 43 30 18 6250 1,571.58| 3,505.74 -934 07 -2553.70 1.88 2.80 631.96
4| 2929813 43 33 15 68.75 141360 3206.40| -1/156.70| -3,078.40 1.22 2.69 610.38
3| 23,305.06 43 33 15 6875 1,14855| 280512 573.14| -2,062.10 1.18 2.60 485.52
2| 1328823 43 prac] 9 6042 110318 288272 -984.43 | 218560 1.12 1.7 276.80
1) 1233428 43 28 20 58.33 769.84| 2,097.92 -£51.07 | -1,542.24 1.67 2.34 256.96

42 of 48 instances (87.5%) closed above the entry price
at some point in the next week.

The numbers here all look solidly bullish over the next week. | highlighted the 3-day
holding period because it had a more appealing equity curve than the four or five-day.
You can see its profit curve below.
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After closing above the 10ma for at least 15 days in a row SPX closes below it but = 200ma.

22000 Buy on close. Sell 3 days later. $100k/trade. 1995 - present.
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The strong upslope serves as some confirmation of the bullish edge.

Another positive about the SPX pullback over the last 3 days is that the 3/10 Offset HV
Indicator is extremely low. As a brief review the 3/10 Offset HV compares the current 3-
day historical volatility to the historical volatility of the 10 days prior to these three.
When very low readings occur that means there has been a sharp contraction in volatility.
This often leads to a volatility expansion. It isn’t often useful in determining direction. It
does suggest that a large move could occur, though. The 0.25 level is one | tend to use.
Historically it has reached 0.25 or lower about 9% of the time. The 3 days following
such low readings have seen the 3-day HV expand 5.5 times over the next 3 days. A
chart of the indicator can be found on the Quantifiable Edges charts page.

So let’s take a look and see how the market has reacted following 3-day pullbacks with
low readings vs. those without low readings. | last did this in the 11/21/13 letter and have
updated the studies below. First I’ll show times when the 3/10 Offset HV is above 0.25.
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SPX closes down for exactly 3rd day in a row and HV Offset 3/10 indicator = 0.25.
Buy on close. Sell X days later. $100k/trade_ 2000 - present.

X
Days
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Profit Total Winning| Losing PerrtabIe Winning

Tradesz|Trades |Trades Trade
458 124 72 52 5806 287754
70,0 128 78 51 60.47| 270782
547 132 79 52 50 85| 253506
62,7 139 79 50 55.83| 250452
42 9 142 79 63 5563 230814
526 152 20 72 5263 239133
53,9 160 95 65 59.38| 186557
38 180 92 68 5750( 163037
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38, 160 a7 63 60.63| 104404
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As we knew from past studies there is a mild upside bias after a 3-day pullback. It
appears over the last 14 years that the edge has really only lasted 1-day. Returns after the
1% day are fairly flat.

Now let’s look at times like now where the 3/10 Offset HV is very low.

SPX closes down for exactly 3rd day in a row and HV Offset 3/10 indicator < 0.25.
Buy on close. Sell X days later. $100k/trade. 2000 - present.
5 Al All: Al 5 Al Avg Al Max All: Avg Al Max All: 5 _
X ﬁglmh:_;t Total [Winning|Losing PerrtﬂhIE: Winning Winning Losing Loging |Win/Loss Pruf?l-llélctur ﬁ-\II_I;ﬂAd'.;g
Da‘_n"S Trades Trades (Trades Trade Trade Trade Trade Ratio
10| 3493782 32| 21| 11| 6563 2,779.79| 13,81590| -2,130.70| -5143.04 1.30 249 1,091.81
9| 3315838 32| 21| 11| 6563 248574 11,20623| -175020 -581760 1.43 272| 1,03620
8| 30,901.25 32 21 11 §5.63| 283576 1138235| 222271 452484 1.18 226 965.66
7 17.979.50 32 15 13 59.35| 2491891 101M17.38| 2253599 -553208 1.10 1.61 561.86
6| 2022523| 33| 20| 13| 6061 253833 500358| -234934| 706416 1.08 186 81289
5| 2490451 33| 21| 12| 6364| 242605 823480| 217178 -7,03256 1.12 196 75468
4| 1948057 33| 21| 12| 6364| 214483 851076 -213174 -7,14544 1.01 176 58971
3| 2537098 33| 19| 14| 5758 216661 843234| 1128198 -3,02182 1.82 261| 76882
2| 21,0845 33 20 13 §0.61 1,78062| 50823 -1,119.06| 527136 1.59 245 638.32
1 7,.718.10 33 20 13 §0.61 98237 2.971.43 -917.63 | -4 860.72 1.07 1.65 23388
0
29 of 33 instances (88%) closed above the entry price
at some point in the next week.

These numbers appear to be quite a bit better - both immediately and after a couple of
weeks. The reliability of some kind of bounce improves nicely as well. Below is a profit
curve assuming a 3-day exit strategy.

Hanna Capital Management, LLC 16 Hillcrest Rd., Medfield, Massachusetts 02052 781-956-6952




Page 5

SPX closes down for exactly 3rd day in a row and HV Offset 3/10 indicator < 0.25.
20000 Buy on close. Sell X days later. $100k/trade. 2000 - present.
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The strong upslope appears to confirm the stats table. The current pullback certainly

contains some appealing characteristics.

| have updated the Aggregator chart below.
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4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl o=
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With 2 new bullish studies being added tonight the green Aggregator Line managed rise a
little further above 0. Positive readings mean net expectations from the Active List are for
upside over the next few days. Meanwhile the black Differential Line also held 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.

Expectations are set to remain positive on Friday. Of course this could easily change if
strong new bearish evidence emerges. The Differential Pivot will be 2006.29 on Friday.
That is 0.4% above Thursday’s close. So for SPX to move from oversold to overbought
it is going to need to close up at least 0.4% on Friday

I’ve ignored the bullish signal for a few days now with SPX having avoided a pullback
for so long. This one is not yet very deep, but SPX has closed lower 3 days in a row now,
and it also closed just below its 10ma. With short-term evidence all pointing higher and
the market in a bit of a pullback, I will look to start scaling in long if I can get a favorable
fill. Details are in the Trade Ideas section down below.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 9/2— slightly bullish

The intermediate-term outlook was last updated in the 8/25/14 Letter. It can be found in
the most recent weekly letter on the website.
http://quantifiableedges.com/current-weekly-letter/

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 @ $200.21 LIMIT ON OPEN. If not filled, cancel order
and then look to buy at $200.21 LIMIT ON CLOSE. 1 would like to get a favorable
fill here, so | will be looking to buy into either a gap down open or a lower close. | will
not be a buyer of an intraday selloff. With the HV 3/10 Offset so low, and the
employment report due out before the open, we could see a strong intraday move. And if
the move is a gap up that starts heading lower, then I do not want to step in front of it.

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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