Page 1

QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

October 22, 2014 Volume 7 Issue 200

Market Overview

(quantifiable Edges 1-day Risk/Reward Outlook Quantifiable Edges 3-day Risk/Reward Outlook
Bearish Bulish  Bearish Bullsh

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing

Short 100% Short SPY Flat

Tonight’s Research Points

e Tuesday’s IBD Follow Through Day had some positive characteristics.
The dollar rising in conjunction with the SPX has been a bearish short-term
sign in the past.

e The strong move over the last 4 days from a 50-day low suggests more upside.

Short-term Outlook

The Bottom Line

The Aggregator is still bearish, but that is only expected to last through Wednesday.
Some bullish evidence tonight is set to turn expectations positive after that. | am now
sidelined and awaiting a better opportunity to jump back into the market.
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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 22, 2014 SPXup 1%. UUPup 0.5% 1-2 days Bearish 0.90% -2.50%

October 22,2014 FIDlow vol strong breadth 1-10 days Bullish 4.10% -2.80% -4.30%

October 22,2014 4 up from 50-low. RSI rises 85 1-4 days Bullish 2.90% -2.60% -5.00%

October 21, 2014 Low vol, low range > 10 < 200ma 1-4 days Bearish

October 21, 2014 SPX up 3 from 50-low. Close < 200ma_ [1-3 days Bullish

October 20, 2014 SPY low Vol opex. VIXlow 5. 1-4 days Bearish

Active - Long Term

October 14, 2014 CBI >= 11 1-20 days Bullish

October 9, 2014 20-day low then 4-day high 1-19 days Bullish 2.40% -1.30% -2.50%

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

Dropped Tonight

Octoberis,2014 SPY close bottom 25% 4 days in ro{1-5 days Bullish

October 21, 2014 VIX down 15%. SPX < 200ma 1 day Bearish

The Evidence

The market put in another strong rally day on Tuesday. The SPX gained 2.0%, the
NASDAQ rose 2.4% and, the Russell 2000 rallied 1.6%. Breadth was strongly positive as
the NYSE Up Issues % came in at 81% and the Up Volume % was 83%. Total NYSE
volume rose from Monday's level, but was still somewhat light.

There were a number of studies of interest that appeared based on Tuesday’s action. |
will focus on the most compelling evidence.

It was noted by the Quantifinder that the dollar rose along with the market. This triggered
a study from the 8/10/09 subscriber letter that looked at other times SPX rose at least 1%
while UUP (dollar bullish fund) rose at least 0.5%. It suggested bearish short-term
implications since 2008. Below | have updated the results.

Hanna Capital Management, LLC

16 Hillcrest Rd., Medfield, Massachusetts 02052

781-956-6952




Page3

SPXrises 1% while UUP (dollar bullish ETF) rises 0.5%.
Buy an close Sell X days later. $100k/trade. 2008 - present.

X | ANt | S wning Losing AL | Wonng | Wiming | Losng | Losing |wiLess, AL | ALAY
DaYS Profit lrades Trades Trades e Trade Trade Trade Trade Ratio Frofitfactor|  Trade
10| -45,070.30 22 10 12 4545 1917.08| 367220| -535342 -14,309.75 0.36 0.30| -2,04885
9| -44 593418 23 7 16 3043 219741 401481 -3772.38|-13,855.85 0.58 0.25| -185583
8| -60,190.65 23 2 15 3478 172941 408317 4935086 | -72 706590 0.35 0.19| -251598
T|-55,227.84 24 10 14 4167 151154 3968.31| -502452 -21797.40 0.30 0.21| -2301.18
6|-54636.08 25 ki 17 3200 114274 308721 -3 75165 -15420.70 0.30 0.14| -2185.44
5| -43482.00 25 9 17 362 119281 294530 -3139.25|-14451.05 0.37 0.20| 167238
4|43 571.41 i1 2 18 3077 137633 205484 303234 030485 045 0.20| 167582
3|-26,273.11 28 10 18 3571 116813 340382 -210891| -£,151.13 0.55 0.31 -§38 54
2(-31,998.37 29 o 20 .03 162422 409185 -233032| -B95082 0.70 0.31| -1,103.39
1|-16,225.58 30 13 17 43.33 601.18| 166453 -141417| -4586.30 0.43 0.33 -540.85

93% of instances closed below the entry price
at some point in the next week.

The stats appear to suggest a downside edge. A good portion of the downside was quickly
realized in the first couple of days. Below is a profit curve that assumes a 2-day holding
period.
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SPX rises 1% while UUP (dollar bullish ETF) rises 0.5%.
Buy on close. Sell 2 days later. $100k/trade. 2008 - present.

10000

-10000

Equity ()

-20000

-30000

-40000
2 3 4 5 86 7 & 9% 10 11 12 13 14 15 16 17 18 19 20 21 22 Z3 24 25 26 27 28 29

Trade Number

The strong, steady downslope appears to confirm the downside edge. | have included this
study on the Active List tonight.

Another interesting study was from the 11/21/12 subscriber letter. It looked at other times
that the market made a 50-day low, and then 4 days later its 2-day RSI was over 85 points
higher. | have updated the results from that study below.

SPX posts a 50-day low 4 days ago. Today its 2-period RSl closes = 85 points higher.
Buy SPX on close. Sell X days later. $100k/trade. 1960 - present.
i Al Al All: . Al Avg All: Max Al Avg Al Max Al i i
X ﬁ;lr.ur:_:t Total |Winning |Losing P:Jkltl'-rt:ille Winning Winning Losing Loging |Win/Loss PrufrtAFI;ﬂur ﬁfr"};:\;g
Days Trades | Trades (Trades Trade Trade Trade Trade Ratio
5| 18,555.44 50 28 22 5600 206964 1.16 147 3711
4| 40,044.10 50 32 18 64.00| 1,985.47 1.58 275 200.32
3| 26,720.43 50 33 7 66.00( 1,329.9 1.23 2.40 53441
2| 23,92367 53 v 16 69.81( 1,193.23 0.95 219 452 52
1| 19,561.07 63 38 24 60.32 854.42 1.59 2.52 310.45
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Numbers here appear bullish. Below is an equity curve using a 4-day holding period.

SPX posts a 50-day low 4 days ago. Today its 2-period RSI closes = 85 points higher.

Buy SPX on close. Sell 4 days later. $100k/ftrade. 1960 - present.
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The strong steady upslope serves as confirmation of the bullish tendency. When strong
bounces occur from oversold intermediate-term lows it can often create a short-term
overbought condition that becomes even more overbought in the following days

But perhaps the most notable bit of evidence that emerged on Tuesday was the fact that it
qualified as an IBD Follow Through Day (FTD). | have done a lot of research on FTDs
over the years. Much of that research can be found on the blog. Here is a link.

http://quantifiableedges.com/category/ibd-follow-through-day/
A couple of filters that have appeared useful in examining FTDs are breadth and volume.

Tuesday's FTD was accompanied by strong breadth, but only moderate volume. Let's
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look at those factors individually, and then I will show how the combination has played
out over time.

In the 10/19/11 letter 1 noted that when very strong breadth accompanied a FTD it
increased the chances of success — both short and intermediate-term. Below | have
updated that study.

Today is an IBD Follow Through Day and the 1-yr Up Issues % Rank = 95%.
Buy SPX on close. Sell X days later. $100k/trade. 1971 - present.
. All: All: All: . All Avg Al Max Al Avg All Max All: . .
X ’:!:_;:_:t Total Winning |Losing F‘r?lfl'.rtable Winning Winning Lo=ing Losing  |Win/Loss PrnﬂtAF"ﬁctnr ﬁf;'}:d\;g
Da‘;s lrades| Trades Trades Trade Trade Trade Trade Ratio
10| 28,820.77 42 24 18 57.14| 258158 10,921.96| -2374.2% -11,137.08 1.28 1867 586.21
5| 2788118 42 25 59.52| 2,790.79| 10,571.08| -2454.04 | -0558.46 1.13 167 553.54
8| 20,240.81 42 2 20 5236| 3147.36| 8&372.32| -2450.05| -8,554.20 1.28 1.41 451.52
7| 25,842.85 42 23 15 3476 311455 9585954 241022 -8340.30 1.28 1.56 615.31
6| 2060736 42 28 16 61.90 240331 743105 2861743 -734390 0.92 1.4%5 49055
5| 21,555863 42 28 16 §1.90 221871 487783 225811 540113 0.92 1.50 513325
4| 2878250 42 28 16 §1.90 2,319.55 5,800.13 1,970.37 4 82342 118 191 §85.30
3| 27.478.51 42 27 5 6429 210557 7252.08| -1958.13| -4359.81 1.08 1.84 654.25
2| 22.879.93 42 26 16 6190 174697 5367.23| -1408.83| -4,195.25 1.24 2.02 54478
1) 18,406.32 42 25 17 3952 11323 3,903.99 -Sg2.44 | -1673.25 54 2.85 438.25
36 of 42 instances (86%) closed above the entry price
at some point in the next week.

Results here still appear strong. Below is the 3-day profit curve.
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Today is an IBD Follow Through Day and the 1-yr Up Issues % Rank = 95%.
Buy SPX on close. Sell 3 days later. $100k/trade. 1971 - present.
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Not the smoothest curve, but the overall slope remains up and it appears to suggest a
long-side edge. So the strong breadth appears to be a positive. For comparison, | also
ran the study to show times when breadth was not that strong.

Today is an IBD Follow Through Day and the 1-yr Up Issues % Rank < 95%.
Buy SPX on close. Sell X days later. $100k/rade. 1971 - present.
. All: All: All: . Al Avg All: Max Al Avg Al Max All: . .
X ﬁglr';:_:t Total [Winning Losing Prl:l‘lfl'.rtahle Winning Winning Losing Losing  |Win/Loss PrufrtAFI:;ctnr ﬁ.kll.t:u:g
Da‘_l"S Trades Trades Trades Trade Trade Trade Trade Ratio
10| 5,507.55 as 24 20 54.55| 331895 8961.33| -3,707.37 | -24,545.70 0.50 1.07 12517
9 44 22 22 50.00 343169 1011253 -3,532.10|-18,395.06 0.96 0.96 -T2
8 44 24 20 5455 311423 9,347 15| -3,250.485 | -17 458923 0.95 1.15 21710
7 a4 25 15 58.82| 2803.40 981411| -3337.681 12458518 0.24 1.11 151.60
] as 238 16 6364 281245 9,588.49| -3531483| -9,023.28 0.80 1.39 505.40
5 ad 25 18 59.08 2631.01 834426 -3186.892| -7 78518 0.82 1.1% 246.85
4 44 22 22 50.00 2 566.07 721786 242571 | -7,74585 1.08 1.08 70138
3 a4 21 23 4773 211141 §,990.3%| -2053.75| 528932 1.03 0.94 -55.83
2 a4z 20 24 45.45| 185237 513401 169292 -8,433.70 1.09 0.91 -31.42
1 ad 18 26 40.91 1,150,893 | 4,708.01 596,06 | -2475.86 1.65 1.14 59.53

As you can see, there is no discernible short-term edge here. From an intermediate-term

I~
5]
o0 perspective, | would also note that breadth seemed to play a part there as well. When the
[a W
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Up Issues % Rank was > 95% then 22 of 42 instances (52%) managed to post successful
rallies. When breadth was not as strong on a FTD, then only 19 of 44 instances (43%)
went on to successful rallies.

The second filter worth examining was volume. In the 6/13/12 letter | looked at whether
NYSE volume came in above or below its 10-day average. First let’s look at times like
Tuesday when volume was not particularly strong.

Today is an IBD Follow Through Day. NYSE volume is under its 10ma.
Buy SPX on close. Sell X days later. $100k/trade. 1971 - present.
X | AENet | ning Losing AL | Waning | Wining | Losng | Losng Wintoss, AL | ALAYS
Da‘;"5 L Trades | Trades Trades FLILE Trade Trade Trade Trade Ratio e

10| -3,950.38 34 21 13 61.76| 2,981.72| 10,921.96| -5120.49|-24,545.70 0.58 0.84 -116.15
g|-1825371 34 19 15 5588 253554 10571.08| -4,42510 | -18,3585.06 0.57 0.73 -536.87
2|-18 82182 34 17 17 50.00 2 185 0| -3,82858| -17 48928 0.70 0.70 54770
7| -10,285.80 34 16 18 47.06| 253877 4| -2,828.39)-12,455.18 0.50 0.20 -302.55
6| -2038.34 34 19 15 5588 2.3 80| -3,112.80| -9,023.28 0.75 0.95 -51.44
5| -§,044.89 34 17 17 3000 23865 2| -2,752.26| -T,789.18 0.87 0.87 -177.75
4| 594345 34 14 20 4118 2681.30| 712413 -2,231.33| -7,745.85 1.21 0.84 -204.37
31326208 34 13 21 3824 2268908 569212 203820 -528932 1.1 0.69 -380.08
2 -20,88575 34 14 20 4118 1,386817 532324 -15859980| -85,433.70 0588 0.48 -513.70
1 T48.75 34 16 18 47.08 954.40| 285008 2068.76 | -2475.88 1.18 1.05 22.02
Only 12 of 34 FTDs (35%) went on to successful rallies.

As you can see, short-term results were poor, and intermediate term results were even
worse. Let's now compare this to times when volume came in strong.

Today is an IBD Follow Through Day. NYSE volume is = its 10ma.
Buy SPX on close. Sell X days later. $100k/ftrade. 1971 - present.
X AuNet |l iming Losing| A5 | Winning | Wining | Losing | Losng Winoss, AL | AUAY
Days Proft  rrades Trades Trades °'00°  Trade Trade Trade Trade Ratip | Tortractor) Trade
10| 3827870 52 27 25 51.82 896133 -201273(-11,137.06 163 176 73613
9 4282578 52 28 24 53.85 10,112.58| -2,2680.77| -9 586846 153 179 823.57
3 4841459 52 28 23 5577 5,34715| -2282.81 -955420 1.52 1.82 531.06
7| 42,800.01 52 32 20 61.54 9514.11| -295916.68 -1023855 1.08 1.73 823.08
6 4453391 52 35 17 67.31 959349 -3041.04| -7 343580 0.81 1.87 864.11
5 3348318 52 35 17 67.31 834426 -275798| 555714 0.83 1.82 f
4| 3881853 52 34 18 65.38 T21786| -22368593| -5213.25 1.04 156
3| 37,843.93 52 35 17 67.31 7,252.08| -1991.07| -3 93855 1.03 212
2| 40,163.00 52 32 20 61.54 536723 -1,158587| 363044 1.71 273
1| 2027588 52 27 25 51.82 4 708.01 -539.08| 200848 232 250
29 of 52 FTDs (56%) went on to successful rallies.

This appears to be a much more favorable setup.
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So the strong breadth appears to be a positive, but the moderate volume appears to be a
negative. The last thing | decided to look at was the combination of a FTD that was
accompanied by strong breadth, but moderate volume (like Tuesday). Those results are
below.

Today is an IBD Follow Through Day and the 1-yr Up Issues % Rank = 95%. NYSE volume
comes in < its 10ma. Buy SPX on close. Sell X days later. $100k/trade. 1971 - present.

All: Al Al Avg All: Max All: Avg Al Max All:

X e T’E‘tl:él Winning LIJSiI"Ig - Winning Winning Losing Losing |WinfLoss o e
Da"\"S Profit Trades| Trades |Trades R Trade Trade Trade Trade Ratio Profitfactor)  Trade
| 10| 39 14 13 1 9286| 3,199.94( 10,921.96| -2491.20| -2491.20 1.28 1670 27T
9 14 12 2 85.71| 287087 10,571.08| -1,441.44| -1,707.84 1.99 1195 225
8 14 ] 6 57.14| 3.48005| 8027.20| -1,626.58| -3,207.39 2.14 285 12
7 14 7 7 50.00| 3907.91| 9599.94| -144596| -3470.40 2.70 270 1,23
6 3 14 ] 6 57.14| 288762| 6,965.80| -200454| -3473.28 .44 1.92 T
5| 12,025.73 14 ] 6 57.14| 282791| 4,42390| -1,766.25| -3,8834.79 1.60 213 858.98
4| 11,063.43 14 7 7 5000 321767| 5800.13| -1,637.18| -3,310.58 1.97 1.97 790.24
3| 7,155.00 14 7 7 5000 274041| 569212 -1,71827| -4,359.81 1.59 1.59 511.07
2| 6,068.3 14 ] 6 57.14| 190633| 5323.24| -153022| -4,19525 1.25 1.66 433.52
1| 5,085.55 14 ] 6 57.14| 1,071.74| 2,860.08 -581.39| -1,673.25 1.84 248 363.25

-

o0 successful rallies.

12 of 14 FTDs (56%) went on

There have only been 14 such instances. Over the first few days there does not appear to
be a strong consensus. But the further out you look over the next two weeks, the better
the numbers become. 10 days out 13 of 14 instances were trading higher and the average
instance had gained 2.8%. That is quite impressive. Below is a look at a 10-day profit
curve.
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Today is an IBD Follow Through Day and the 1-yr Up Issues % Rank = 95%. NYSE volume
comes in < its 10ma. Buy SPX on close. Sell 10 days later. $100k/trade. 1971 - present.
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The strong study upslope appears to confirm the upside edge. | am viewing Tuesday's
FTD as a positive for both the short and intermediate term.

| have updated the Aggregator chart below.
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With tonight’s studies taken into account the green Aggregator Line again held just a
little below 0. Negative readings mean net expectations from the Active List are for
downside over the next few days. Meanwhile the black Differential Line is also below O.
The negative Differential Line reading means the SPX is overbought versus recent
expectations. So expectations are negative and the SPX is overbought. This is
considered a bearish configuration. Bearish configurations are visible on the chart
whenever both lines close below 0. Therefore the Aggregator signal remained short at
the close.

Based on the current active studies, expectations are slated to turn bullish on Wednesday.
Of course that could change if new bearish evidence emerges. The Differential Pivot will
be 1901.26 on Wednesday. That is 2.1% below Tuesday’s close. That is a very large
drop, and highly unlikely to occur on Wednesday. A more likely scenario for working
off the overbought condition would be a multi-day pullback or consolidation.

It is also notable that the CBI has returned to zero. This cluster of catapult trades was
larger than most, and it contained a few big losers, but like most catapult clusters in the
past it worked out well overall. 1 intend to take the last couple of catapult positions off
on Wednesday at the open.
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The Aggregator is suggesting a bit of a downside edge, but I am less than enthused.
Unless more bearish evidence emerges, the downside edge will only last for one day.
With only one day to possibly profit, that does not set up a highly favorable risk/reward
scenario in my view. At this point, | intend to step aside, examine what evidence appears
in the next few days, and await the next strongly favorable trading opportunity.

Intermediate-term Outlook (2 weeks — 2 months) — updated 10/20 — neutral

The intermediate-term outlook was last updated in the 10/20/14 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.

None tonight.
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Current Open Trade Ideas

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

APA(1/3) 10/7/2014 $85.46 $75.53 -11.62% sold on close
APA(1/3) 10/8/2014 $83.77 $75.53 -9.84% sold on close
APA(1/3) 10/10/2014 $81.48 $75.53 -7.30% sell on open
SPY(1/4) 10/16/2014 | $183.06 $191.68 4.71% sold on open
MDLZ(1/3)| 10/17/2014 $32.04 $33.23 3.71% sell on open

2 lots of APA were sold at the close as per the intraday update sent to subscribers. The
last lot along with MDLZ will be exited at the open on Wednesday.
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