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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

December 8, 2014 Volume 7 Issue 232

Market Overview

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

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

Tonight’s Research Points

¢ Nothing new and compelling emerged from a short-term standpoint.
A 4™ Hindenburg Omen signal triggered on Friday.

Short-term Outlook

The Bottom Line
Evidence is pointing weakly higher for the short-term. While the SPX is not overbought

Versus expectations, it is versus just about anything else. So while the Aggregator
configuration is bullish, I am leaning more neutral.
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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
December 4, 2014 2 unfilled up gaps & 50-day high 1-3 days Bullish 0.90% -0.60% -1.20%
Active - Long Term
December 8, 2014 Hindenburg Omens 1-35 days Bearish
December 5, 2014 10-high outside day w/ down close>20q01-11 days Bullish 2.00% -2.00% -4.20%
December 2, 2014 1st day under 10ma in over 25 days 1-20 days | Bullish 4.74% -0.35% -0.65%
November 3, 2014 Best 6 Months 6 months Bullish
November 3, 2014 Quantitative Easing Ends int term Bearish
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
Dropped Tonight
December 2, 2014 1st day under 10ma in over 25 days 1-4 days Bullish 1.90% -0.30% -0.60%
Decembers5,2014 Employment Day tomorrow 1day Bullish

The Evidence

Friday saw the market add to its recent gains. The SPX and NASDAQ each rose 0.2%,
and the Russell 2000 rallied 0.8%. Breadth was near breakeven as the NYSE Up Issues
% came in at 52% and the Up Volume % was 51%. Total NYSE declined for the 4™ day

in arow.

The quiet action over the last few days failed to trigger any new and compelling short-
term studies on Friday. My search for anything possibly meaningful came up empty as
well. So there is very little suggesting any kind of short-term edge at this point. There
are some long-term indications worth discussion, so I’ll have more to say in the

intermediate-term outlook down lower.

| have updated the Aggregator chart below.

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



http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

Page3

4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl o=

SSPX.X - Daity CBOE B=2073.20 A=20801% Hi=2079.47 Lo=2070.81 V=1915736 *
=p =l Df
- D 2,060.00

Ij T I;I 12,040.00
D ;l T 12,020.00

r2,000.00

I,
o

i F1,940.00
r1,820.00

QE Aggregator 1D (3, ADE.Barinterval "QEAZZ" "MYCLASS" True) 0.07 0.05

F1.20
0.80
F0.40
F-0.40

r-0.80

T T
27 Now 10 17 24 Dec il

Without any new short-term evidence being added, the green Aggregator Line remained
above 0. Positive readings mean net expectations from the Active List are for upside over
the next few days. Meanwhile, the black Differential Line inched above 0. The positive
Differential Line reading means the SPX is considered oversold versus recent
expectations. Of course it is unusual to be considered “oversold” while at a new high.
But although SPX saw gains over the past few days, they were not as large as previous
studies indicated were likely. Hence, the “oversold vs expectations” reading. 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 turned long at the close.

Expectations are set to remain bullish on Monday. But the only remaining short-term
study is set to expire. So those expectations will solely be based on the long-term studies.
Any new short-term studies that emerge could greatly impact expectations. The
Differential Pivot will be 2091.05 on Monday. This is 0.8% above Friday’s close. So for
SPX to move from “oversold” to “overbought” it is going to need to close up at least
0.8% on Monday.

We have a bullish Aggregator formation. But I am not quite as bullish. The evidence
behind the bullish expectations is fairly weak (only 1 short-term study). And the relative

“oversold” reading is also “just barely”. There is also probably no other way to suggest
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SPX is “oversold”, since it is at a new high. So bullish signals don’t get a whole lot
weaker than this one. And I’m not inclined to get aggressive here. If we were in the 2™
half of December, which is very strong from a seasonal standpoint, then I might be
feeling more aggressive. But I’d rather wait for more compelling evidence or a more
oversold reading at this point before taking on new exposure. Of course more aggressive
traders could look to try long trades here, and the Numbered Systems spreadsheet did
have a number of stocks and ETFs triggering that could be appealing.

Intermediate-term Outlook (2 weeks — 2 months) — updated 12/8 — somewhat bullish

Combo #1 Combo #2 Combo #3
Long 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 12/31/71 — 3/7/14 in Lesson 11, Course Downloads. (You must go
through the course first in order to access the Downloads.)

After the pullback on Monday the market recovered nicely this week. New highs were
reached again in multiple indices. Obviously with new highs intact, the uptrend remains
squarely in place. So the bulls certainly have trend on their side. There were also some
studies that emerged with possible intermediate-term implications.

This first one was from the Thursday night subscriber letter.

When price makes a new short-term high as it did Thursday, and then reverses down to
form an outside day, and closes negative, that is sometimes considered a "key reversal™. |
looked at reversals like this a number of times in the past. For the very short-term there
rarely appears to be a substantial edge. Often test results will show churn or very mildly
bearish numbers. But when you look out 1 to 2 weeks what you often see is that the
uptrend most of the time will reassert itself. In the 2/20/14 subscriber letter there was a
study that exemplified this. | have updated its results below.
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After closing at a 10-day high SPY posts an outside day with a down close. Close = 200ma.
Buy on close Sell X days later. $100kftrade 1993 - present.
X ANt | T ioning Losing A5 | Wenng | Wining | Losng | Losng WiLoss, AL | AEAVg
Da‘fS Profit Trades | Trades |Trades e Trade Trade Trade Trade Ratio Profitfactor) - Trade
12| 3074033 53| 37| 16| 69.81 201679 4087E0| -2179.50| -£62512| 003 2.14
11| 4128052 53| 40| 13| 7547 436644 255003 940832 073 2.24
10| 36,211.79) 55| 36| 19| 6545 4,435.52| -1,77862| 757746 1.09 2.07
9 57 38| 19| 6667 187183 -806518| 0.88 1.76
8| 23, sa| 38| 2| e207 16868023 763887  1.00 1,64
714, . 59 39 20 66.10 2,083 -7, 34181 0.70 136
& 13,184.10 82 37 25 5968 3. -5 44 0.88 1.3
5 1650034 B4 38 25 5033 576 -429408| 104 152
4/ 129721 85| 30 2= 4B1E .95 413532 1132 0.97
31088737 88| 32 23] 4923 -1206.46| -372624| 077 0.75
2 1261442 66 30 36 4545 243750 -1,027.23 -361148 079 0.66
1 1069694 66 3 5| 4697 57521 146475 81500 379440 0.7 0.63

A little weakness over the next couple of days is normal, but before long the move higher
sees a continuation. Below is a profit curve using an 11-day holding period.

After closing at a 10-day high SPY posts an outside day with a down close. Close = 200ma.
Buy on close. Sell 11 days later. $100k/trade. 1993 - present.
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The strong, steady upslope serve as confirmation of the bullish edge. | have added this
study to the intermediate-term active list.

Additionally, there were 3-4 Hindenburg Omen signals that triggered this past week.
(Monday was questionable. The official rules call for the NYA to finish above its close
of 50-days ago. In fact, it did not quite make it up there. But SPX did. And SPX is what
| have used for the research in that past, so | decided to use Monday as a signal day
anyway.) | discussed the Hindenburg Omen in detail in the 12/18/13 letter, and have
updated the research and my thoughts below.

The Hindenburg Omen was created by Jim Miekka in 1995. It looks to identify times
when there is a split market developing, which could signal trouble ahead. Friday
marked the 4™ recent Hindenburg Omen signals (under the less strict rules).

Below are the rules for a Hindenburg Omen signal.

1. The daily number of NYSE new 52 week highs and the daily number of new 52
week lows are both greater than or equal to 2.8 percent (typically about 84) of the
sum of NYSE issues that advance or decline that day (typically, around 3000).
The original version of the indicator used 2.2%. When | originally researched the
Hindenburg Omens a few years ago, 2.2% was the number | used, and it is the
number | again use in the studies below. (Two side notes: 1) If | use 2.8% rather
than 2.2% there have only been 6 instances since 1980 where there has been a
cluster of 3 or more triggers. Five saw lower prices ahead, but this does not give
us a sample size that is really workable. 2) Over time | have also seen published
different places levels of 2.4% and 2.5%, so there is often some confusion over
this requirement.)

2. The NYSE index is greater in value than it was 50 trading days ago. Originally,

this was expressed as a rising 10 week moving average, but the new rule is more

relevant to the daily data used to look at new highs and lows.

The McClellan Oscillator is negative on the same day.

4. New 52 week highs cannot be more than twice the new 52 week lows (though
new 52 week lows may be more than double new highs).

w

It is generally viewed that a single Hindenburg Omen signal is not a reliable indication of
a market top, but that numerous signals provide a more reliable indication of danger.
This is something | explored in the past and updated today. So let’s look at some
numbers. This first table shows results of entering the market when the 1% signal
triggers.
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Buy SPX when 1st Hindenburg Omen Triggers.
Sell X days later. $100k/rade. 1980 - present.

RS il T’:tILI w;‘:'ing Lnililﬁg s Erl:ﬁﬁ;g Erl:ﬁ:‘i:; T;:i‘:; T;shi‘n? Wimﬁss e <l
Days I Trades Trades Trades IELE Trade Trade Trade Trade Ratio ProfitFactor)  Trade

100 2074418 25 14 11 56.00| 6,632.48| 13171.60| -5,555.51|-19,079.85 1.01 1.29 829.77
95| 21,546.05 26 15 11 5760 | 647427 1704548 | 525981 | -22 416.82 0.04 1.29 823.69
90 542407 26 14 12 53.85| 6,441.23| 15961.92| -7,062.76 | -205T2.65 0.91 1.06 208.62
85| 21,081.03 27 15 12 SE55| 7.308.00| 18670.24| 748742 -2 45522 0.95 123 781.15
a0 5,352.09 27 14 13 51.85 7,068342| 1658334 -7,195.08| -21 552 30 0.93 1.08 198.23
75| 2565555 27 15 12 5556 621921 14501.70| -755272|-22917.59 0.82 1.03 93 .35
70| 145547 27 13 14 4815 7.609.91| 1771432 -7170.31 | -20 280.64 1.06 0.59 -53.91
65 27 13 14 48.15| 693562 16609.84| -7.400.16|-21508.76 0.04 0.87 -£57.75
&0 27 13 14 4315 6123.31| 17,197 44| -7621.52 3.31 0.20 075 -1,003.64
55| 4982017 28 13 15 46.43| S 47725| 14306.24| 207229 -27 24671 062 059 -1,781.43
50| -31,070.29 28 12 16 42868| 6,003585| 14505.04| 544485 52458 67 0.93 070 -1,109.85
45| 19,273 47 29 15 14 5172 483685 1315198 561285|-2397183 0.74 0.79 554 F7
40| -21 43135 29 13 16 44 83 5F2886| 1252058 -5994 16| -23,520.93 0.96 0.73 -7359.01
35| -20,055.22 H 14 17 4516 S471.57| 12,021.20| -5685.72|-24 65915 0.95 0.7e -545 .94
30| -10,275.25 H 16 15 51.61 4 47233 985558 -545551 -22460.42 0.82 0.87 -331.48
28| -T,058522 32 15 17 46.88| 453322 9731.64| 476785 -27 3401 1.03 0.91 -220.42
20| -16,406.97 33 17 16 51.52 3,822 525767 -5087.28 -19533.91 0.75 0.20 -£47 .12
15| 4,133.00 36 17 19 4722 315255 5910368| -2602592| -81685.80 1.21 1.08 11494
10| -5,729.97 47 20 22 47682 243245 9501233 -2471.77| -7,89990 0.93 0.89 -136.43
5|-20,071.11 52 18 34 3462 1,873.08 492656 -158196| 577512 1.18 0.63 -335.98

The numbers here certainly aren’t encouraging for the bull case, but they don’t appear to
be terribly dire either.

Let’s now look at results if instead of entering after the 1* trigger, you purchase only if

the trigger is at least the 2™ one in a 30-day period, which is a common time-period that
Hindenburg watchers look for.
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Buy SPX when 2nd Hindenburg Omen Triggers.
Sell X days later. $100k/ftrade. 1980 - present.
X Al Net All: _AII:l AI_I: Al % AI!: Al'.rg AI!: I'ﬂ_ax All: ﬁ!n.rg All: Mu lAII: All Al Avg
1 i Total |Winning|Losing Winning | Winning Losing Losing |Win/Loss
Days B Trades|Trades Trades EELE Trade Trade Trade Trade Ratio ProfiFactor)  Trade

100 30,479.45 14 9 2| 6429 754134 17883.98| -7478.53 1887912 1.0 182 2177.10
85| 2723484 13 10 2| 6667 7038.34| 17603.78| 867211 -21,212.88 0.81 163 181566
80| 26,2850.78 13 1A 4| 7333 559563 20476.58| -9916.68 -20011.68 0.60 166 1,752.39
&> 6,702.98 16 i) & 20.00| 824265 2045519 -7,154.78 -21,083.60 1.15 1.15 24394
80| 880558 16 8 7 5625| 710047 | 18961.47| -7871.24 -21 56168 0.50 1.16 550.35
75| 14,088.59 16 8 7 5625| 7438953 1786151 -7,551.54 ) -23181.60 0.59 127 881.16
70 -541.00 16 10 6 6250 5876.74| 2170067 -10,068.06  -19,060.08 0.59 0.59 -40.06
65| -21,888.59 18 8 8 5000 8631817 20504.41| -9055.25 -23,131.68 0.70 070 -1,383.04
60 -10,575.85 18 8 ¥ 5625 542341 1845785 -8483.7% -22011.80 0.54 0.82 -560.59
55| -29,851.44 18 8 8 5000 5381.50| 1862548 -9 11294 -26 32963 0.59 0.58| -1885.72
50| -21,000.94 18 8 ] 50.00| 5538.90| 17961.02| -7,873.34 | -29,889.60 0.70 070 118572
45 -21,853.50 19 8 10 4737 485480 1834532 -§,534.67 -24765.558 074 0.67| -1,138.88
40 -20,843.02 19 8 11 4211 5340587 | 1481513 -5,779.16 | -24,853 82 0.82 0.67 | -1,087.00
35| -16,521.02 19 8 10 473F| 4856821 13303.31 5022689 2221128 0.81 0.73 -869.53
30 | -20,964 .89 19 10 ] 5263| 3593583 11,007.09| -5702.58  -20354.88 0.59 085 -1,103.42
25| -22,338.49 20 10 10 5000 4,073.86| 10173.56, -6307.71)-23,381.28 0.85 085 -1,118.52
20 -34,131.20 21 8 13 38.10| 369545 8886.35 -4,899.60) -2225552 0.75 0.48| -1625.30
15 -5,381.13 s ] 13| 4081 2597513 830502 -247441| 574856 1.20 0.83 -245.05
10 -7,108.63 28 ] 19 3214 283745 924723 -1,71820) 574821 1.85 073 -253.58

5 -1,708.31 35 13 23 /1| 227575 624573 -1,380.57| -3,352.38 1.87 0.55 -47.45

Some of these numbers look a little worse, but you’d probably need to squint to notice. I
next checked instances that triggered a 3" signal in a 30-day period.

Buy SPX when the 3rd Hindenburg Omen triggers.
Sell X days later. $100k/trade. 1980 - present.
X All Net All: .A"f AI!: All % AI!: Al'.rg AI!: I'.'I_a.x All: ﬁln.rg All: Max lAII: Al Al Avg
1 i Total Winning |Losing Winning Winning Losing Losing |Win/Loss
Days Frofit Trades | Trades |Trades R Trade Trade Trade Trade Ratio ProftFactor  Trade

100 24547.43 10 7 3 70.00| ©49767| 1851290 -§978.75|-18,085.07 0.93 21T| 245474
85| 1417168 10 6 - 60.00 640426 16,070.66 -5 06347 -16770.54 1.06 158 141717
90| 1,080.35 10 5 5 50.00| 7.421.31| 1859558 -7 209.24 1927767 1.03 1.03 106.03
85 524007 10 ] - 60.00| 7,073.03| 18,884.96| -8307.03|-21,362.25 0.85 1.28 g24.01
80| -7 .2Z7.80 11 5 6 4545 7,540.10| 16,528.58| -7 488.05|-15,449.82 1.01 0.84 -557.07
75 597.16 11 5 ] 4545 9,64147| 18,280.24| -7 868.35 | -22,758.23 1.23 1.02 90.65
70| -8 87265 11 5 6 4545 T7,65221%| 1811822 -8013.83|-21,021.08 0.85 079 -806.51
B85 -24 312.51 ik 4 7 3636 6051582| 17,909.76| -7 196.43 | -23,731.68 0.91 0.52| -2210.23
B0 -24 033.87 11 4 6 36.36| 5,845.03| 1720810 -7 903.00|-22,575.65 074 0.49| -2134.80
35| -28,102.66 11 3 ] 2727 7,196.06( 17,905.52| -6,336.35|-20,673.65 1.14 0.43| -2,645.70
50| -18,897.71 12 4 8 33.33| T7,428.85| 17,255.74| -6,076.64|-22263.69 1.22 0.61| -1,574.81
45 -28 482.23 12 5 7 4167| 510288 1550780 -7 713.81|-25143.28 0.66 0.47| -2373.52
40| -38,157 .63 12 4 8 33.33| 5058258( 13,700.50| -7,560.99|-26,846.01 0.74 0.37| -3,179.80
35| -28,355.64 12 3 9 2500| 6532364 11461758 -5536.29|-22 79579 1.23 0.41| -244530
30| -28 214.58 13 6 7 46,15 475450 10,991.14 | -8 24914 | -23,844.34 0.58 0.49| -224728
25| -36,178.35 13 5 ] 3846 444414 534104 -7 28959838 -25105.73 081 0.38| -2,782.95
20 -41,061.44 13 4 9 3077 4/136.00| 845880 -21,408.07 0.65 0.28| -3,158.57
15 65.23 15 [ 9 40.00| 3,20522| 7,0728.68 -25,924.28 0.54 0.36| -2,207.68
10| -42,286.03 17 5 12 2941 1,88284| 3,159.86 -25,784.84 0.44 0.18| -2,433.00

5 -13,719.37 22 6 16 2727 1,564.0Z| 417428 -3,509.22 1.08 041 -523.61
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Between 35 and 55 days out there appears to be somewhat weak returns on a small
sample size.

With the 4™ trigger occurring on Friday I also updated the stats when 4 signals occur.

Buy SPX when 4th Hindenburg Omen Triggers.
Sell X days later. $100k/trade. 1980 - present.
p X | AlNet TJ:':LI WiJ:ll':.ing Luzlilﬁg - mﬁﬁi‘;g ﬁ':'n'n"iﬁﬁ T;;:; TLSTn? WinAniss — <At
Days I Trades Trades Trades FEElE Trade Trade Trade Trade Ratio FELTEET) TS
100 1727513 8 5 2| 7500 381633 7,36208| -2811.44| 367120 136 407 215839
95| 13,31576 3 4 4 50.00 5461684 820797 -213270| 4583515 256 256 188447
50 241385 3 3 5 37.50 4816822 545043| -228594| -538220 2.02 1.21 30174
85 881775 8 4 4| 5000 471782| 714118 -3,082.18) 555335 154 154 @722
20 3,934.30 3 4 4| 5000 422161| 724839 -3238.04| -5160.20  1.20 130 49179
75 -3,153.19 9 4 5| 4444 523461 851503 -4818.32| 903435 1.09 0.87| -350.35
70| -529434 9 5 4 5556 300363 511504| -532812| 532250 0.56 0.70 -599 37
65| -20459.73 9 3 8 3333 185218 428064| -433504|-10 48780 0.45 022 -2273.30
80 -22281.35 9 4 5 44 44 147508 4353843 -583643 -1180230 0.26 021 -247578
g5 -20,811.15 9 3 6| 3333 242778 533552| 464008 -2851.04) 052 026 -2,290.12
50| -16,833.14| 10 4 6| 40.00| 292368 3,93412| -475464 0.61 0.41| -1683.31
452120714, 10 3 7| 3000 282189| 373016 -4239.02|-14, 0.67 0.28] -2,120.71
40| -23,053.59 10 3 T 3000 266531 3,31535| -4435385|-11,839.384 0.60 026 -230536
35| -34,850.23 10 2 8 2000 211264 3323.16| -4334.44|-14 1498638 0.43 0.11| -3,435.02
30 -17,122.08) 1 g 6| 4545 2732077 G528280| -4795.31)-13732.20)  0.4% 0.40| -155554
25 -17,952.08 11 ) 6| 4545 2233722 6,25330| -404070 -12,34252|  0.47 0.39| -1632.58
20|-25556.30| 11 2 9| 18.18 421512| 479640 -3776.28| -967280 1.2 025 -2,323.30
15-18,860.76 | 11 3 8 2727 386379| 430189 -3731.52 0.98 0.37| -171481
10| -15,867.71 15 5 10 3333 182722 285483| -243038 0.74 037 1,044 51
5|-12,832.05 16 4 12 25.00 183845 252952| -161545 1.05 0.35 -TE35.51

There are only 10 instances when looking out 35-45 days, but with 8 of them being down
35 days later these results warrant closer investigation. Below are the individual
instances.

Hanna Capital Management, LLC 16 Hillcrest Rd., Medfield, Massachusetts 02052 781-956-6952
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Buy SPX when 4th Hindenburg Omen Triggers.
Sell 35 days later. $100k/trade. 1980 - present.
Date/Time Signal Price % Profit Run-up
Drawdown
02/14/80 Buy $116.72 (14.16%) $1,001.52
04/07/80 Sell $100.19 ($16,264.00)
07/24/86 Buy $237.94 (3.06%) $6,846.00
09/12/86 Sell $230.66 ($3,864.00)
03/15/94 Buy $467.01 (3.35%) $873.12
05/05/94 Sell $451,38 ($6,666.10)
12/08/99 Buy $1,403.88 (3.11%) $5,262.52
01/28/00 Sell $1,360.16 ($3,385.28)
04/24/06 Buy $1,308.11 (6.45%) $1,412.84
06/13/06 Sell $1,223.69 ($6,504.84)
07/20/07 Buy $1,534.10 (5.37%) $853.45
09/10/07 Sell $1,451.70 ($10,627.50)
10/25/07 Buy $1,514.39 (3.07%) $2,532.42
12/14/07 Sell $1,467.95 ($7,147.14)
06/04/13 Buy $1,631.38 3.34% %4,111.40
07/24/13 Sell $1,685.94 (%4,334.05)
08/09/13 Buy $1,691.42 (0.58%) $2,267.96
09/30/13 Sell $1,681.55 ($3,773.05)
12/17/13 Buy $1,781.00 0.90% $3,911.04
02/07/14 Sell $1,797.02 ($2,412.48)

The last 3 instances, all of which occurred during the last two years, have not played out
as bearish as the previous ones. Still, even those instances saw pullbacks of 2.4%, 3.8%,
and 4.3% from the 4™ trigger date’s closing price at some point during the next 35 days.
And the average drawdown is still about 2x the size of the average run-up. So the
numbers still do seem to favor the bears. In my opinion the setup does not appear as
menacing as the name might suggest, but there has been enough market damage
following these signals that it is probably worth remaining cognizant of it. | have
therefore listed it on the Intermediate-term Active List.

Subscribers that wish to study Hindenburgs more on their own may download the
Tradestation strategy code from the member downloads section.

http://quantifiableedges.com/other-code-spreadsheets/

I would also note that Tom McClellan wrote an interesting piece on the history of the
indicator a while back. You may find a link to that write-up below.

http://www.mcoscillator.com/learning_center/kb/special_market_reports/hindenburg_om
en_signaled_but_also_not/
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As the Hindenburg signals would indicate, despite the new highs this week, the number
of stocks hitting new 52-week highs continues to deteriorate. This keeps the divergence
in place that we have noted for over a year and a half now. This can be seen on the chart
below, which is similar to the one found on the QE charts page.
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In fact, not only is the New High % diverging, it is still very far below the May 2013
level. And as I discussed in the Study of Tops (available for Gold & Silver subscribers
on the special reports downloads page) and have reiterated here a number of times, the
divergent New High % is a condition that has preceded every major SPX decline since
1970.

This opens up the possibility of a major top being put in. Note | said possibility, not
probability. It needs to be understood that while the narrowing of New Highs and/or the
turn down in the Advance/Decline Line has been a prerequisite for a top to take place,
these breadth conditions have not been very useful in timing the tops. Often such
divergences have persisted for many months, or even years. | therefore view these
breadth divergences as possible warning signs — not as timing signals. The current
divergence is over 18 months old. It hasn’t mattered yet, but if it persists, then it will
matter at some point.
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If the market continues higher and the New High % rallies to new highs as well, then that
would suggest the market is unlikely to reach a major price top for at least another 2
months. I’ll continue to keep an eye on it. For now it remains highly divergent. So the
rally is occurring with fewer and fewer stocks making new highs. And from this point it
will likely take quite a bit of work to get the New High % back to the May 2013 level, or
even levels we saw at the end of October.

| 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 now at zero. The Fed’s QE program is done making
new purchases. | expect the indicators on this chart to flatline for the foreseeable future.
And | will likely stop including this chart in the weekly update until some kind of activity
(buying or selling) resumes.

But while the Fed is not making new purchases any longer, it is continuing to reinvest
maturities. Therefore, the total assets in their System Open Market Account (SOMA) has
not begun to dive like the POMO indicators in the chart above. The SOMA chart | have
been sharing remains relevant, and | will continue to update it. This week’s update is
below.
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SOMA & SPX Levels
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It is tough to see in the above chart, but the SOMA total assets increased slightly from
last week. The increase did not get it up to the high it reached 2 weeks ago though. We
appear to be seeing a flattening of the blue Total Assets line at this point. The market has
continually struggled over the years whenever the SOMA has not been increasing. So |
will continue to watch the Total Assets line closely to see whether it begins to roll over
and head south, or whether reinvestments can keep it afloat a while longer.

Evidence built this week for both sides of the bull/bear argument. Strong seasonality,
trend (Market Timing Course indicators) and price action indications (like the key
reversal study) are siding with the bulls. But liquidity (SOMA flattening) and breadth
divergences (Hindenburg, Study of Tops) are potentially bearish.

I am still somewhat bullish overall. The bearish warning signs have not yet had an
impact on index prices, as SPX is at a new high. I will likely want to see some
confirmation from price before moving neutral (or bearish). So for now | will remain
more willing to take on longs than shorts for my short-term trades. | believe risk/reward
continues to favor the bulls on these short-term trades.
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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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