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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

December 11, 2014 Volume 7 Issue 235

Market Overview

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

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

Tonight’s Research Points

e The 1% 10-day low in a while is often buyable, but it has been less reliable when
the market is drifting sideways.

e The stretched VIX is suggesting a bounce over the next 1-2 days.
3 down days, a gap down, and a 10-day low have combined for a substantial
upside edge in the past.

Short-term Outlook
The Bottom Line
Evidence continues to build suggesting a short-term bounce. And the market is now

strongly oversold. | am long and looking to get longer.

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




Pagez

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 11, 2014 30+ days over 10-low then 10lo, hi ADX| 1-4 days Bullish
December 11, 2014 VIX25%over 10ma. SPX > 200ma 1-2 days Bullish
December 11, 2014 10-low, unfilled gap dn, 3 days lower 1-2 days Bullish
December 10, 2014 SPY rises > 1% open to close but down |1-2 days Bullish
December 10, 2014 SPX dn. Up Issue % > 55% 1-2 days Bullish
December 9, 2014 Big frop from 50-high 1-4 days Bullish 1.20% -0.80% -1.50%
Active - Long Term
December 9, 2014 Hindenburg Omens 1-35 days Bearish
December 5, 2014 10-high outside day w/ down close>20q1-11 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 10, 2014 SPX Dn. RUT up 1%. 1 day Bullish
December 9, 2014 Poor breadth on drop from 50-high 1-2 days Bearish -1.40% 0.40% 1.00%

The Evidence

Despite some bullish evidence Tuesday night, the market got hit pretty hard on
Wednesday. The SPX lost 1.6%, the NASDAQ fell 1.7%, and the Russell 2000 declined
2.2%. Breadth was extremely negative as the NYSE Up Issues % came in at 17% and the
Up Volume % was just 6%. Total NYSE volume rose for the 3" day in a row.

A good number of studies triggered in the Quantifinder tonight. The ones below are the
ones | found most worth consideration.

While the SPX declined sharply, the VIX index rose sharply. In fact it closed 35% above
its 10-day moving average. In the 8/1/14 letter | examined stretches of 25% or more. |
have updated that study below.

VIX crosses over and closes » 25% above its 10ma. SPX = 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1990 - present.

X e | ML AL S| e Atae | Athec s a | s
Da‘."'s Profi Trades | Trades |Trades s Trade Trade Trade Trade Ratia Profifactor)  Trade
5| 2435892 25 14 11 500 2 7.070.28 963.96 | -1,759.84 259 3.30 574.35
4| 3023241 25 18 7 7200 207569 4568050 4102114 -2255.24 2.03 523 1,209.30
3| 20,102.01 25 18 7 72.00| 1,502.14| 394055 990.94 | -22560.28 1.52 3.90 204.08
| 2| 2299085 25 18 7 7200 1,48545| 480966 53787 147335 276 711 919 64
1| 18,198.51 25 19 6 76.00| 1,12583| 511745 -BE475 | -1,53228 1.30 412 647.04

23 of 25 instances (92%) closed above the entry price at some

point in the next 3 days. All 25 did within 7 days.
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Very impressive consistency. Sizable bounces seem to have been the norm under these
circumstances. Below is a profit curve that assumes a 2-day exit strategy.

VIX crosses aver and closes = 25% above its 10ma. SPX = 200ma.
Buy SPX on close. Sell 2 days later. $100k/trade. 1990 - present.
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Impressive steadiness. | have included this study on the Active List.

There were also a number of Quantifinder studies that looked at SPY and/or SPX making
short-term lows, closing down 3 days in a row, and/or leaving unfilled gaps down. This
next study was last seen in the 10/2/14 letter and it combined all of these ideas. All stats
are updated.
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SPY leaves an unfilled down gap, makes a 10-day intraday low, and closes lower for at least the 3rd
day in a row. Close = 200ma. Buy on close. Sell X days later. $100kitrade. 1993 present.

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

L - - - ) ) : Al Al A
Days | P o, eSS promae YrkS | YeneS | o209 | Leon ML coract Trade
5 25 18 7 7200 1984308 223874 158838 477072 1.22 3.15 895427
4 25 16 5 64.000 1931.23 553102 142489 -4430.01 1.39 2.47 755.02
3 25 20 5 80.00| 1,827.51 4 249 44 -BB1.24 | 1 BAT AT 1.85 739 112576
2 \ 25 20 4 80.00| 158403 547788 -720.23| -1,118.36 2.20 11.00( 1,151.98
1| 15,495.90 28 20 § 76.92 B947.05| 575438 57420 167738 1.85 5.50 595.00

24 of 26 instances (92%) closed above the entry price
at some point in the next 3 days.

The stats suggest a high probability of an almost immediate bounce. And although much
different than the 1% study, the results are actually quite similar. Below is a profit curve
assuming a 2-day holding period.

SPY leaves an unfilled down gap, makes a 10-day intraday low, and closes lower for at least the 3rd
day in a row. Close = 200ma. Buy on close. Sell 2 days later. $100k/trade. 1993 present.
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The curve is a little choppy, but the study certainly seems strong enough to include on the
Active List tonight.

Notable about the low close on Wednesday is that it was the 1** 10-day low close since
10/16. Before today SPX had gone 38 trading days without posting a 10-day low. That
is a long time. Historically the 1% pullback to a 10-day low after such a long time without
one has provided a solid upside edge. In the 8/15/13 letter I also found that the edge is
more prevalent when SPX has been trending than when it has been chopping sideways
for an extended period. In that letter | used ADX to determine trend strength. | found
that a reading of 20 or higher seemed to be a decent filter. Updated results are below
with that filter included.

After going at least 30 days without closing at a 10-day low, SPX closes at a 10-day low

but = 200ma. 14-day ADX closes = 20. Buy on close. Sell X days later. $100kitrade. 1980 - present.
. Al All: All: _ Al Avg All: Max Al Avg Al Max All: . _
X ﬁ;lr.uh:_:t Total \Winning| Losing Prnfﬁable Winning Winning Losing Losing [Win/Loss Prl:lﬁtAl-'I:;ctl:lr ﬁ.kll.t;?;g
Da‘_n"S Trades | Trades | Trades Trade Trade Trade Trade Ratio
10| 67,539.15 42 28 14 6667 308544 1238578 1308685 -538224 2.34 469 1808.08
9| 6585242 42| 31| 11| 73.81| 2631.57| 10520.82 142067 375336  1.34 5198 15679
8| 83,733.48 42 32 10 76.19 249935 1055443 -1826820 81772 1.54 492 151748
7 42 30 12 7143 2400.45 774324 228080 814112 1.05 263 106295
g 42| 31 11| 7381 203508 580374 165554 -4111.40| 123 3.47| 1,070.60
5 42 25 13 §9.05| 156452 4 §08.35 125480 -3502.11 1.57 3.45 968.31
4 42| 34 8| 8095 161371 469050 -1,499.06) 220296 1.08 455 1,020.80
3 42| 30 12| 7143 126233 304055 132251 -448488 095 239 £2377
2 42 28 14 6667 1,030.05 374445 1,112.36| -7,559.56 0.93 1.85 3159
1| 7E0a77| 42| 260 18| 8190 71188 228780 6873 -1922.40|  1.04 168 17873
40 of 42 instances (95%) closed above the entry price
at some point in the next week.

The numbers here are quite good, suggesting a short-term upside edge. Below is a profit
curve.
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After going at least 30 days without closing at a 10-day low, SPX closes at a 10-day low

DX closes = 20. Buy on close. Sell 4 days later. $100k/trade. 1980 - present.

Trade Humber

This profit curve also shows a strong steady upslope.

| have updated the Aggregator chart below.
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With the new studies tonight the green Aggregator Line stayed far 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 strongly above 0. The positive
Differential Line reading means the SPX is considered 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.

Based on the current active studies, expectations are set to remain bullish on Thursday. It
would take compelling bearish evidence to change that. The Differential Pivot will be
2063.93 on Thursday. This is 1.9% above Wednesday’s close. So for SPX to move from
“oversold” to “overbought” it is going to need to close up an awful lot on Thursday. A
more likely scenario to work off the oversold condition would be a multi-day rally or
consolidation.

| was obviously early in starting to scale into my long position on Wednesday. But the
new evidence suggests the long side should contain an upside edge. The studies are
compelling. And the market is so oversold short-term, that there appears to be a good
amount of room for a bounce. So I will look to up my exposure on Thursday. Details are
in the Trade Ideas section down below.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 12/8 — somewhat bullish
The intermediate-term outlook was last updated in the 12/8 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

New

F @ $15.16 (buy 1/3 @ limit)

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI — 1(F)
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Additional New Trade Ideas

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 @ $203.16 LIMIT. Based on the short-term outlook, I will
look to continue to scale in to my long index position with a 2" lot (of possibly 4).

XIV — buy % position @ $34.03 LIMIT. The SPX appears primed for a bounce, the
VIX is strongly overbought, and there still remains a small amount of contango in the
futures. 1 will look to scale in to the 2" and final lot of my XIV trade here if | can get a
decent fill. As | mentioned last night, XIV trades can be extremely volatile. Traders
should take this into account when considering their position size.

F — buy 1/3 Catapult position @ $15.16 LIMIT. From the Catapult section above.
More about Catapults can be found on the Catapult System page on the website..

Current Open Trade Ideas

Symbol Entry Date|Entry Price|Current Price |% Gain/Loss |Stop Notes
SPY(1/4) |12/10/2014| $205.91 $203.16 -1.34% bought on open
XIV(1/2) [12/10/2014]  $37.21 $34.03 -8.55% bought on open
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