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October 1, 2014 Volume 7 Issue 185

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 Long

Tonight’s Research Points

e Turn of the month is offering some bullish evidence.
e Consolidations like we have seen the last 3 days after making new 20-day lows
have shown a mild upside edge.

Short-term Outlook

The Bottom Line

Expectations remain positive. The market is oversold, and Wednesday is a strong
seasonal day. | like the outlook for the next few days. | am long and looking to get

longer.
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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
October 1, 2014 SPY closes bottom 1/2 range last of mo |1 day Bullish
October 1, 2014 EOM < 10ma and > 200ma 1-5 days Bullish 2.15% -1.25% -3.20%
October 1, 2014 20-day low then 3-day pause 1-5 days Bullish 1.90% -1.30% -2.80%
September 26, 2014 4 lower lows & 20-low > 200 1-8 days Bullish 2.40% -1.50% -2.70%
September 25, 2014 Reversal from 20-day low > 200ma 1-6 days Bullish 2.40% -1.50% -2.70%
September 24, 2014 QE Buying Power System Long 1-6 days Bullish
September 24, 2014 SPX 20-day low > 200ma 1-7 days Bullish
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%
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

Tuesday started with a gap up but the market could not hold those gains and the major
indices suffered losses. The SPX and NASDAQ closed down 0.3%, and the Russell 2000
each fell 1.5%. Breadth was negative as the NYSE Up Issues % came in at 37% and the
Up Volume % was 30%. Total NYSE volume rose quite a bit with some mutual fund
rebalancing at the end of the day.

Several studies related to turn of the month triggered in the Quantifinder. Beginnings of
new months often arrive with seasonal strength. This has especially been true 1) during
long-term uptrends, and 2) when the market is not already short-term overbought. The
study below was last seen in the 9/3/13 subscriber letter. It uses moving averages to take
these concepts into account. All stats are updated.

SPY closes < 10ma and = 200ma on last trade day of the month.
Buy on close. Sell X days later. $100k/trade. 1994 - present.

X | A | A AL | M| Al | Atave | MM M | st
Da'_l"s Profi Trades Trades Trades e Trade Trade Trade Trade Ratio Profifactor  Trade
5| 72,921.00 68 o4 14| 7941 184569 443557 -191046| -7,153.30 0.97 373 107237
4| 6546584 68 53 15| 7r94| 165663 383800 -1488.04| -7100.17 1.11 393 B62.73
3| 45,027 84 68 45 22| 6765 162733 370944 -131042| -3,45238 124 280 676.88
2| 39,320.34 68 51 17| 75.00) 1203.39| 344232 -1297.20) -4,320.08 0.93 278 578.24
1| 39,546.28 68 52 16| 76.47 568.02| 3,119.10 677 66| -2559.62 143 465 581.56

63 of 68 instances (93%) closed above the entry price
at some point in the next 5 days.
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Day 1 has obviously provided strong numbers, but even beyond that there appears to be
some follow through over the next few days. Below is a profit curve for the 5-day
holding period.

SPY closes < 10ma and = 200ma on last frade day of the month.
Buy on close. Sell 5 days later. $100k/trade. 1994 - present.
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The curve struggled a bit between instances 50-60, but seems to be mostly back on track
now.

| also showed a compelling turn of the month study in the 3/3/14 Letter that triggered. It
broke out stats when SPY closed in the top half of its daily range versus the bottom half,
and found that weak closes on the last day of the month led to much better returns on the
1% day of the next month. Below are stats for this scenario.
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SPY closes = 200ma. | closes in the bottom half of it trading range. It is the last day of the
month. Buy on close. Sell 1 day later. $100k/trade. 1996 - present.

radeStation Performance Summary Collapse %

All Trades

Total Met Profit $62,165.59 Profit Factor {15, 1§
Gross Profit %66,548.40 Gross Loss (%4,382.81)
Total Mumber of Trades 87 Percent Profitable C 83.91%
Winning Trades 73  Losing Trades 14
Even Trades 0

Avg. Trade Net Profit 5 Ratio Avg. Win:Avg. Loss 2.91
Avg. Winning Trade $911.62 - Awg. Losing Trade ($313.06)
Largest Winning Trade $3,295.88 Largest Losing Trade ($885.28)

The stats here are phenomenal. Gains absolutely blow away losses in every category.
Gross gains are over 15x the size of gross losses. And the average win is actually bigger
than the largest loss. That’s an incredible stat when you are looking at a sample size of
87 instances. And the profit curve...

SPY closes = 200ma. | closes in the bottom half of it trading range. It is the last day of the
month. Buy on close. Sell 1 day later. $100k/trade. 1996 - present.
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You will be hard pressed to find a long-term profit curve much straighter and more
impressive than this one.

After last Thursday’s sharp selloff the market has floundered around. The Friday bounce
did not follow through the last few days. Neither bulls nor bears have been able to gain
traction. So we have seen a consolidation. It is often said that consolidations resolve in
the direction of the trend. Many would say that means down, since we are around 20-day
lows. Others could claim that the trend is up, since SPX is still well above its 200ma. |
refer back to the study below, which last appeared in the 9/3/13 Letter.

After closing at a 20-day low 3 days ago SPY closes between the high and the low of that bar for
the next 3 days. Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.
_ All: All: All: . All Avg Al Max All: Avg Al Max All: 5 5
X ﬁ;t;:_;t Total |Winning|Lesing Pruflr.tﬂble Winning Winning Losing Losing |Win/Loss PrufrtAl-'I:;dur ﬁ.kll.léij\;g
Da}"s Trades|Trades (Trades Trade Trade Trade Trade Ratio
£ 2520521 38| 26 o| 7222 1,751.75| 498419 -2260.02| -4326.19 0.78 224  700.14
4| 2002336 36| 25| 11| 69.44| 165565 4,855.07 -1,94253| -4,345.88 0.85 194  556.20
3| 16,204.44 36| 22| 14| 61.11| 169270 4,577.32| -1,359.65| -4248.64 4 196  505.68
2| 13,341.02 ar 23 14 6216 1,33256 493284 123627 -281342 177 360.57
1| 1247809 39 24 13 8154 934 71 235532 -TB5.78( -2,101.63 1.22 225 31995

Closing between the high and low of the bar that put us at a 20-day low means 1) the
selloff day was probably pretty large, and 2) the market has been moving sideways since.
Results here seem to favor the bull case. And even though the size of the gains is not
great, the % Profitable appears pretty good. | also examined the profit curves. The 5-day
can be found below.
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After closing at a 20-day low 3 days ago SPY closes between the high and the low of that bar for

the next 3 days. Close = 200ma. Buy on close. Sell X days later. $100kftrade. 1993 - present.
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The curve has certainly been choppy. But has continued to move from lower left to

upper right and is again making new highs. | decided to include this study on the Active
List tonight as well.

| have updated the Aggregator chart below.
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4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl o=

SSFXX - Dally CBOE L=1872.29 -5.51 -0.28% B=1958.22 A=1975.55 0=1978.21 Hi=1985.17 L0o=1968.96 C=1972.29 V=2,137,789
I‘:I + +2,010.00

IJ__I |J_‘| ‘I' I_T_l T 4 * +2,000.00
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With tonight’s bullish studies taken into account the green Aggregator Line remains well
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 remained long.

Based on the current active studies, expectations are slated to remain bullish on
Wednesday. It would take strong bearish evidence in order to change that. The
Differential Pivot will be 1992.48 on Wednesday. That is just over 1% above Tuesday’s
close. So for SPX to move from oversold to overbought it is going to need close at least
1% higher on Wednesday — a fairly tall order.

With the Differential Pivot far off there is plenty of room to profit from a bounce. And
the evidence tonight appears compelling, especially in conjunction with evidence we
were already seeing. With my intermediate-term outlook now just neutral I am not
inclined to get too aggressive here. But I will look to scale into a 2™ lot of SPY if | can
get an ok fill.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 9/29 — neutral

The intermediate-term outlook was last updated in the 9/22 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 @ $197.00 LIMIT. Based on the short-term outlook
above, 1 will look to take on a 2™ lot of SPY if I can get a decent fill price.

Current Open Trade Ideas

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

SPY (1/4) 9/24/12014]  $198.01 $197.02 -0.50% Aggregator
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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
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