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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

November 18, 2014 Volume 7 Issue 219

Market Overview

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

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing
Flat 50% Long XIV Short

Tonight’s Research Points

e A 50-day high, an inside day, and then another 50-day high have often been
followed by a pullback.

e Arrising VIX at a 50-day SPX high (on a Monday) suggests a pullback.
When the Russell has fallen for 3 days while SPX has closed at a 3-day high then
the market has rallied over the next couple of days and weeks.

Short-term Outlook

The Bottom Line

The Aggregator turned positive but | don’t see it as a viable opportunity. The QE Buying
Power Swing System’s short signal has me wary, as does the record stretch of time above
the 5ma for SPY. I’d prefer to wait for a pullback for a possible long entry.
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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

November 18, 2014 SPX 3-high. Russell dn 3 in row 1-2 days Bullish

November 18, 2014 50-high, inside day, 50-high 1 day Bearish

November 18, 2014 SPX 50-high. VIX up Monday 1-2 days Bearish

November 14, 2014 SPX up. Up Issue & Up Vol % < 40% 1-3 days Bearish -2.40% 0.50% 0.90%

Active - Long Term

November 18,2014 SPX 3-high. Russell dn 3 in row 1-10 days Bullish

November 13, 2014 5 up to 50 high then down day 1-10 days Bullish

November 3, 2014 Best 6 Months 6 months Bullish

November 3, 2014 Quantitative Easing Ends int term Bearish

October 30, 2014 VX0 >15% < 10ma 3 days thn no drop [1-20 days Bullish 3.50% -0.70% -1.30%

October 27,2014 NASDAQleading SPX int term Bullish

July 22,2013 New High Divergence (Study of Tops) |int term Bearish

February 1, 2012 Golden Cross int term Bullish

The Evidence

Monday was another day of mixed results for the market. The SPX rose 0.1%, the
NASDAQ declined 0.4%, and the Russell 2000 lost 0.8%. Breadth was also mixed as the
NYSE Up Issues % came in at 44% and the Up Volume % was 50.5%. Total NYSE
volume was very light.

And not only were index prices and breadth mixed, but so were the Quantifinder studies.
I’ll cover the most compelling ones.

After Thursday’s move to a new high in SPY, Friday put in an inside day. With Monday
closing at another new high the study below triggered. It was last seen in the 7/7/14
subscriber letter. | have updated all statistics.

After closing at a 50-day high 2 days ago SPY posts an inside day yesterday and then closes at a

50-day high again today. Buy on close. Sell X days later. $100k/trade. 1999 - present.
. All: All: All: . All: Avg All: Max Al Avg All: Max All: . .
X 'c;l:_'uh:_:t Total [Winning |Lesing Pr?grlt:gle Winning Winning Lo=ing Loging  |Win/Loss Prufi;-lléctur 'CEII.II'_:;";Q

Da‘_u"S Trades Trades Trades Trade Trade Trade Trade Ratio
5 1710378 18 5| 14] 2632 61380 117656 -1,440.84) 375410 0.43 015  -900.20
4/ 1162448 19 6 13| 3158 76511 1,24 -1,247.32| -5106.46| 061 028 -611.81
3/ -10283.88 19 7| 12| 3684 581.78| 136756 119471 -3.417.34|  0.49 028 -540.21
2(-10,040.14 19 5 14 2632 70259 1,132.23 96808 -2737.00 0.73 0.26 -528.43
1| -5,034.32 19 3 16 1579 41017 651.42 -391.55( -1,40562 1.05 0.20 -264 98

Stats here suggest a bearish inclination following action similar to the last 3 days. One
day later the market has declined 16 of 19 times. Below I have listed all 19 instances

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




Page3

close. Sell 1 day later. $100k/trade. 1999 - present.

After closing at a 50-day high 2 days ago SPY posts an inside day
yesterday and then closes at a 50-day high again today. Buy on

Date/Time

01/08/99
01/11/99
03/15/99
03/16/99
11/18/99
11/19/99
08/28/00
08/29/00
06/22/05
06/23/05
07/14/05
07/15/05
07/22/05
07/25/05
05/09/06
05/10/06
11/22/06
11/24/06
10/09/07
10/10/07
05/06/09
05/07/09
08/04/10
08/05/10
02/03/11
02/04/11
0z2/07/12
0z/08/12
03/19/12
03/20/12
05/17/13
05/20/13
07/22/13
07/23/13
06/04/14
06/05/14
07/03/14
07/07/14

Signal

Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell

Price

£127.75
$126.53
$131.22
$130.72
$142.63
£142.50
$151.77
$151.59
$121.57
$119.86
£122.91
$122.84
$123.54
$123.19
$132.62
£132.55
$140.92
$140.35
$156.48
£1556.22

£92.14

$90.86
$112.97
$112.85
£130.78
$131.15
$134.79
$135.19
$140.85
$140.44
$166.94
$166.93
£$169.50
£169.14
£193.19
$194.45
$198.20
$197.51

% Profit
(0.95%)

(0.38%)
(0.09%)
(0.12%)
(1.41%)
(0.06%)
(0.28%)
(0.05%)
(0.40%)
(0.17%)
(1.39%)
(0.11%)

0.28%

0.20%
(0.29%)
(0.01%)
(0.21%)

0.65%

(0.35%)

Avg Run-up: 0.2% Avg Drawdown: -0.7%

Run-up
Drawdown

$0.00
($1,978.46)
$335.28
($571.50)
$238.34
(5441.63)
$72.38
($565.88)
$24.66
(51,430.28)
$105.69
($447.15)
$331.69
($558.21)
$98.02
($550.42)
$0.00
($510.48)
$0.00
(5683.73)
$1,095.85
($2,018.10)
$0.00
($787.65)
$320.88
($420.20)
$318.63
($355.68)
$0.00
($857.89)
$383.36
($197.67)
$194.37
($265.05)
$754.82
($253.33)
$0.00
($5493.92)

Risk/reward here heavily favors the short side. The average drawdown is over 3 times the
size the average run-up. Also notable is that the only instances where intraday run-up
exceeded drawdown were 5/17/13 & 6/4/14.
looked like 2-5 days provided an even larger edge, their profit curves have flattened out

While the numbers in the original table

greatly. So I am only concerning myself with the 1-day returns at this point.
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While the SPX closed up the VIX also rose. Most often they trade opposite each other,
so this kind of action is somewhat unusual. But VIX has a tendency to decline going into
the weekend (Friday afternoons), and then rise when it returns from the weekend. So to
see this action on the first trading day of the week is less unusual than at any other time.
Still, combined with the SPX 50-day high, it has been often followed by a dip in the next
few days. This can be seen in the study below, which was last seen in the 6/10/14 letter.
Results are all updated.

Today is the 1st trading day of the week. VIX closes up. SPX closes = 200ma and at a 50-day high.
Buy SPX on close. Sell X days later. $100k/trade. 1999 - present.

X All: Net Al _AII:_ AI_I: All % AI!: A.vg AI!: r.'I_ax All: ﬁ_wg All: r._'Iax _AII: All Al Avg
Total Winning |Lesing Winning Winning Lo=ing Lo=ing |Win/Loss
Da‘."'s Proft Irades Trades Trades R Trade Trade Trade Trade Ratio Profifactor  Trade
5| -10,108.69 30 24 26 48.00| 1,070.53| 3,260.25| -1,377.01| -5,048.68 0.78 0.v2 -202.15
4 §,173.04 35 26 e 47 27 952.52| 2953.8% -1,076.17 | -4271.52 0.89 0.80 -112.24
3| -9,878.10 55 23 32 41.82 805.07| 2641.80 -881.02| -3,387.84 0.9 0.88 -175.83
2| -17,069 .87 55 24 3 4364 446 68| 1,981.72 -896.45| -3,372.18 0.50 0.39 -310.36
1| -7,590.01 55 20 35 36.36 319.74 769.70 -399.57| -1,580.04 0.80 0.48 -138.00

Results here appear squarely bearish. Below is a profit curve that assumes a 2-day exit
strategy.
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Today is the 1st trading day of the week. VIX closes up. SPX closes = 200ma and at a 50-day high.
Buy SPX on close. Sell 2 days later. $100k/trade. 1999 - present.
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It has flattened out a bit lately, but at this point I will continue to give the study some
credence.

Not everything that appeared on the Quantifinder tonight was bearish. One aspect of
recent market action that is interesting and suggestive of an upside edge is the fact that
despite the rise in the SPX to a new high, the Russell 2000 closed lower for the third day
in a row. The study below was last seen in the 3/10/14 Subscriber Letter. Stats are
updated.
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Russell 2000 closes down for at least the 3rd day in a row while SPX closes at a 3-day high.
Buy SPX on close. Sell X days later. $100k/trade. 10/98 - present.
X | ANt S iming Losing |, 5% | Wnning | Winning | Losing | Losing Winloss), A% | ALAYS
Da@.rs Profit Trades| Trades Trades — Trade Trade Trade Trade Ratio ProfiFactor]  Trade
10| 40,582.08| 13 11 2| 8462 3,90233| 10,577.93 -1,86678| 272300 240 13.18
9 13 10 a| 7802| 272001 220002 -102428 257470 364 12.14
8 13 10 3| 7682| 333835 934715 -82421| 146300 405 13.50
7 13 8 5| 61.54| 446230) 961411 82452 278320 5.4 B.66
6 13 ] < 6923 375081 958845 159181 348160 2.36 530
5 13 ] < 6923 308418 770088 180243 -207504 193 434
4 13 9 B 6923 2954538 7.217.85 -§91.23 0 -183010 2897 §.59
3 13 9 4| B923| 220083 423033 SE451| 28722 390 877
2 13 10 a| 7e02| 18se43| 513401 -24223] 85173 E42 18.08
1 14 ] 5| 6420| 143835 470801 37119 -Tedds| 387 .97

As you can see, stats are overwhelmingly bullish right off the bat, and they stay strong
through the first two weeks. Instances are a bit low, but I have listed them all below along
with their 2-day returns.

Russell 2000 closes down for at least the 3rd day in a row while SPX closes at a
3-day high. Buy SPX on close. Sell X days later. $100ki/trade. 10/98 - present.
Date/Time Signal Price % Profit Run-up

Drawdown
11/13/98 Buy %1,125.72 1.21% $2,286.24
11/17/98 Sell $1,139.32 $0.00
06/03/99 Buy $1,299.59 2.69% %2,799.84
06/07/99 Sell $1,334.52 ($3.80)
03/15/00 Buy $1,392.16 5.19% $6,047.07
03/17/00 Sell $1,464.47 ($0.71)
11/09/01 Buy $1,120.31 1.68% %1,675.87
11/13/01 Sell %1,139.09 ($1,957.11)
08/07/03 Buy £974.12 0.66% %1,156.68
08/11/03 Sell $980.59 ($29.58)
12/04/03 Buy $1,069.72 (0.04%) £0.00
12/08/03 Sell %1,069.29 ($895.59)
07/14/05 Buy $1,226.50 (0.44%) $245.43
07/18/05 Sell $1,221.13 ($434.97)
07/09/09 Buy £882.68 2.08% %2,075.81
07/13/09 Sell £901.05 ($1,115.31)
07/06/10 Buy %1,028.06 4.10% %4,189.43
07/08/10 Sell %1,070.25 £0.00
01/21/11 Buy $1,283.35 0.61% $660.66
01/25/11 Sell $1,291.18 ($175.56)
02/28/12 Buy $1,372.18 0.14% $421.92
03/01/12 Sell $1,374.00 ($602.64)
03/30/12 Buy %1,408.47 0.34% $973.70
04/03/12 Sell $1,413.31 ($280.70)
03/07/14 Buy $1,878.04 (D.55%) $228.43
03/11/14 Sell %1,867.63 ($750.48)
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The last instance failed to pay off, but | don’t find that too concerning. | have included
this study on both the short-term and the intermediate-term active list.

| have updated the Aggregator chart below.

¥ TradeStation Chart Analysis - S5PX.X Daily [CBOE] 58P 500 Index
SSPX X - Daily CBOE B=2036.38 A=204572
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With new evidence to consider tonight the green Aggregator Line inched up above O.
Positive readings mean net expectations from the Active List are for upside over the next
few days. Meanwhile, the black Differential Line stayed slightly above 0. The positive
Differential Line reading means the SPX is considered oversold versus recent
expectations. It sounds very unusual to say the market is “oversold” while also at a new
high. But is simply has not risen as much as expectations suggested over the last few
days. Hence the reason it is “oversold” per the Differential Line. So expectations are
positive and the SPX is a little oversold. This is considered a bullish configuration.
Bullish configurations are visible on the chart whenever both lines close above O.
Therefore the Aggregator signal turned long at the close.
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With the current studies on the Active List, expectations are set to remain bullish on
Tuesday. Of course this could easily change if more bearish evidence emerges. The
Differential Pivot will be inverted at 2034.56 on Tuesday. This is 0.3% below Monday’s
close. An inverted pivot means that the Differential Line will cross through zero if SPX
closes flat. In this case it is going to take a close down of at least 0.3% in order for SPX
to remains “oversold” on Tuesday. Any close above that level and it will turn
“overbought”.

So the Aggregator is suggesting a small bullish edge. But it is not even close to
compelling enough to entice me to take a trade based on it. The signal is quite weak, the
SPX is only marginally oversold, and a flat close tomorrow would turn it overbought. So
there is very little upside room for this weak signal to work. Additionally, the
Aggregator is competing against the short signal for the QE Buying Power Index, and
also the fact that the market is overbought by almost any other measure. An example that
| have mentioned repeatedly is its refusal to close below the 5-day moving average.
Monday marked the 22" day in a row that SPY closed below it 5-day moving average,
making it the longest such streak since the inception of SPY in 1993.

So | do not think we have a good-looking long signal here. But if the short-side evidence
plays out and a pullback emerges in the next few days, that could set up a nice long
opportunity. | intend to remain patient until a more favorable reward/risk opportunity
emerges.

Intermediate-term Outlook (2 weeks — 2 months) — updated 11/17 — somewhat bullish
The intermediate-term outlook was last updated in the 11/17 Letter. It can be found in
the most recent weekly letter on the website.
http://quantifiableedges.com/current-weekly-letter/
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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.

None tonight.

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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