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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

December 23, 2014 Volume 7 Issue 243

Market Overview

Quantifiable 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
Flat 50% Long XIV Short

Tonight’s Research Points

e Over the next several days seasonality is set to be especially strong.
¢ Monday’s breakout to a new high in SPX is not as clearly indicative as | would
like to see.

Short-term Outlook

The Bottom Line
The rally continued and more bullish evidence emerged. Overbought with positive

expectations has the Aggregator neutral. | generally am as well.
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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 23, 2014 Twas 3 Nights Before Christmas 1-8 days Bullish 2.70% -1.00% -2.00%
December 22, 2014 VIX10% Above MA to 10% Below 1-8 days Bullish 2.60% -1.00% -2.00%
Active - Long Term
December 19, 2014 Russell strong after Dec opex 1-10 days Bullish
December 18, 2014 20-high volume on up day. Not opex  |1-10 days  |Bullish
December 18, 2014 20-low to 4-high 1-19 days Bullish
December 17,2014 CBI >=11. 1-20 days Bullish
December 15, 2014 End of Yr. Strength & January Effect thruJan2 [Bullish
December 9, 2014 Hindenburg Omens 1-35 days Bearish
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

The Evidence

The market moved higher on quiet trading Monday. Final numbers saw the SPX gain
0.4%, the NASDAQ rise 0.3%, and the Russell 2000 rally 0.5%. Breadth was positive as
the NYSE Up Issues % came in at 57% and the Up Volume % was 55%. Total NYSE
volume was holiday-week light.

The study below is the “Twas 3 Nights Before Christmas” study, and I have shown it
each year in the letter. It triggered as of Monday’s close. | show here how it has
performed for a few of the major indices. First...SPX.

Buy SPX at close 3 trading session before Christmas.
Sell X days later. $100k/trade. 1987 - present.
. All: All: All: . All: Avg All: Max All: Avg All: Max All: . .
X ﬁ;:_'uﬁr?t Total |Winning Losing P::lkltl'lrt:irle Winning Winning Losing Losing | Win/Loss Prnanlllﬁdur ﬁ.\ll_ll._;\.;g
DEU_I"S Trades Trades rades Trade Trade Trade Trade Ratio
10 7 21 5 TTTB 238180 -4,436.38 1.03 360
9 27 20 7 7407 -1, 75270 -3,288.00 81 4 60
8 27 21 g5 TTI8 911.57| 248244 287 10.03
¥ 27 20 7 7407 -861.54 1,580.04 57 7.34
5 7 18 9 BBET 752 899.26| -1,768.23 2.10 420 77
s 27 21 6 7i78 24T -1,153.50 | -2 84694 1.5 533 1,109.09
4 7 18 9 BBET 070, -B90.06| -2,258.85 177 354 20
3 27 13 9 66.67 4 592 40 -813.86 | -1,794.00 1.73 348
2 7 20 7 7407 325717 -T43.34| -2,185.04 1.45 414
1 27 20 7 T4.07 252324 54479 -1512.40 1.11 318
25 of 27 instances (93%) closed above the entry price
at some point in the next 5 trading days.
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The stats all appear quite strong. I would note the “Max Losing Trade” column shows
very mild numbers from days 1-8, with no decline reaching 3%.

But as | discussed last week, smallcaps rule this time of year. So let’s examine some
other indices. First let’s look at the Russell 2000.

Buy Russell 2000 at close 3 trading session befare Christmas.
Sell X days later. $100k/trade. 1987 - present.
_ All: All: All: . All: Avg All: Max Al Avg All: Max All: . .
X ﬁglmp:_? Total |Winning Losing Pilt[d:{t'lle Winning Winning Losing Losing |Win/Loss PrufrtAlJLctur ﬁ.‘ll.t;;;g
Days Trades Trades Trades Trade Trade Trade Trade Ratiz
10| 6388695 27| 23| 4| 8519 334671| 11,169.90| -3271.87 -5643.30 1.02 5.88| 2,366.18
9| 6874502 27 22 5 8148 361962 1035342 -217653| -597350 1.68 7.32| 254628
8| 7502687 27| 24| 3| 8889 329771 913050| -137271| -2948.40 2 40 19.22| 277877
7| 6489261 27 25] 2| se2s8) 270100 7,189.56| -1,316.19] -1,809.60 2.05 2565 2,403.43
6| 5504335 27 22 5 8148 280087 &,941.50 -514.30 -977.82 545 2396 213879
5| 4003008 27 22| 5| 8148] 241305) 1129950 -B11.39] 238563 297 13.08| 1,615.93
4| 3254237 27 20 7 7407 192843 7,937.50 -8680.89 | -1,84590 224 §.40 1,205.27
3| 292732 37| 22 5| 8148 148385 513875 58829 -1,59120 2.50 1098 1,084.19
2| 23,689.9 27| 20 7| 7407 135777 431775 48508 93030 274 7.84| B77.40
11 13,191.55 27 21 6 T7i8 763.25 225570 -472.78 1,354.50 1.61 565 423 58
All 27 instances closed above the entry price
at some point in the next 4 trading days.

Results are substantially stronger here. And the Russell has never gone without providing
an opportunity for a winning trade on a closing basis. Now the Nasdag.

Buy NASDAQ Composite Index at close 3 trading session before Christmas.
Sell X days later. $100k/trade. 1987 - present.
_ All: All: All: _ Al Avg All: Max Al Avg Al Max Al _ .
X ﬁglr;:_;t Total |[Winning|Losing PrAultl'rt:{t;le Winning | Winning Losing Losing |Win/Loss PruﬁtAFILctDr ATIII'_;;E
Da“n"S Trades|Trades [Trades Trade Trade Trade Trade Ratio
10| 74,860.92 27 23 4 8519 3,789.99| 1237458 -301224| -5231.80 125 720
9| ao17406) 27| 23| 4 8519 386029( 11558.04) 2153.16| 5039.77 179 10.31
4| 86,709.99 27 25 2 9259| 357625 1191540 -134819( -141268 265 33.16
7| 5424453 27| 20| 7| 7407 302450 9.42834) B9334| 201042 3.39 9.67
6| 47 832.51 27 22 5 81.48| 2393.93 9.407.88 896679 -2,010.42 248 10.80
5| es03s62| 27| 20| 7| 7407 253472 043658 20839 -2,88256 314 8.95
4| 3338362 27 20 7 7407 1 8, 5 22012 -2083.38 238 6.81
3| aoz0s08| 27| 20| 7| T407| 1 g, 575.40| -1,327.36 259 7.39
2| 27 48663 27 21 6 7778 7, -835680 0 211445 1.84 645
1| 1eg2833] 27| 22| 5| @148 2.4 -852.16| 143975 1.01 443
Since NASDAQ inception in 1971 the only that the NASDAQ failed to close
above the entry price at some point in the next 5 trading days was 1986.
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Results just keep getting better. And only once since the inception of the Nasdaq did it
go without some kind of move up in the following week. Below is the 8-day profit curve.

Buy NASDAQ Composite Index at close 3 trading session before Christmas.
Sell 8 days later. $100k/trade. 1987 - present.
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The curve is as impressive as the stats.

Lastly, let’s look at the NDX.
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Buy MASDAQ 100 at close 3 trading session before Christmas.
Sell X days later. $100k/trade. 1987 - present.

x All Net All: All: All: Al Al &Avg All: Max All &Avg All: Max All;

o . : S C ) . . Al All: Ay
Days | PO o Sl e S | Voo | Lo | Lowhd Wt rotpacer e
10| 77,570.80 27 22 5 8148 413285 1481116 -2869.56| -5387.52 1.55 641 287259
9| 36,395.61 27 22 5 81.48| 438366 1383166 -20309%9| 509568 216 951 3,199.84
8| 93,085.44 27 24 3 8380 403499 143270 -125041| -Z253455 323 2582 344772
T 27 20 7 7407 331165 12638852 -135466| -3,669.30 244 698 2101.87
B 27 20 7 7407| 265199 1184352 130897 -2 80304 203 579 182507
5 27 20 7 7407 294541 1144350 -1372.41| -3,225.03 215 613 182672
4 27 19 8 7037 241067 1124505 -1,053.71| 224257 229 543 138419
3 27 18 9 6667 2734408 374280 -061.42 ) -2,203.20 244 438 124224
2 27 21 6 7778 185634 1016730 -1239.44| -3741.356 1.50 524| 116839
1] 18,053.17 27 21 6 7778 1,148.03| 2268334 -100224| -285220 1.14 4.00 65C.64

25 of 27 instances (93%) closed above the entry price
at some point in the next 5 trading days.

Numbers here are similar to the Nasdag Composite, but the 8-day profits are the best we
see among any of the indices.

There were also several studies in the Quantifinder related to the new high breakout in
the SPX. Several of these considered the low volume. Many of the volume-related
breakout studies show better returns when volume came in at a low level. Low volume is
not “abnormal” volume. Rather it is simply that there are more folks taking vacation and
less trading occurs. We will likely see more extreme volume days this week and next.
As | have done in the past, | will be filtering out all volume studies from now until the
New Year.

Even without the volume filter, fresh breakouts to new highs can lead to follow through
over the next several days. But I closely examined an old study from 2010 that looked at
times the breakout came while SPX rose for at least the 3" day in a row. While the long-
term (1970 - ) for that setup looked pretty good, it has struggled since around 2002. In
fact, over the next 1-5 days returns were very mildly negative. Between this and the
holiday volume issue, | simply decided that the current breakout was not generating an
edge compelling enough to take under consideration.

So | simply added the “Twas 3 Nights Before Christmas” study to the Active List tonight.
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| have updated the Aggregator chart below.
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With tonight’s bullish study the Aggregator Line again held above 0. Positive readings
mean net expectations from the Active List are for upside over the next few days.
Meanwhile, the black Differential Line is still far below 0. The negative Differential
Line reading means the SPX is strongly overbought versus recent expectations. So
expectations are positive but the SPX is overbought. This is considered a neutral
configuration. Neutral configurations are visible on the chart whenever both lines close
on opposite sides of 0. Therefore the Aggregator signal stayed flat at the close.

Based on the current active studies, expectations are set to remain bullish on Tuesday. Of
course this could change if strong bearish evidence emerges. The Differential Pivot will
be inverted at 2083.04 on Tuesday. That is 0.2% above Monday’s close. An inverted
pivot means that the Differential Line will cross through 0 if SPX closes flat. In this case
SPX is going to need to close up at least 0.2% in order to remain “overbought”.
Anything less than that and it will be considered “oversold versus expectations”.

The studies call for more upside. And even if bearish evidence emerges, it is highly
unlikely 1 would look to short during such a strong seasonal period while my

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



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

Page 7

intermediate-term outlook is outright bullish. The bearish evidence would have to be
extremely compelling, and that seems highly unlikely during a slow holiday market.

It is not going to take much in order for the market to turn “oversold”. In fact, anything
flat, down, or even slightly up on Tuesday would do it. If I am going to take on new long
exposure, | would prefer a bit of a pullback on a price basis, perhaps towards the mid-
point of the short-term range at least.

None of these scenarios are playing out yet. At this point the market is overbought and
expectations are higher. The Aggregator is neutral and so am I. I’ll re-evaluate
tomorrow night as | always do, and if something changes by then, I may consider taking
on new exposure. For now it is just “wait and see”.

Intermediate-term Outlook (2 weeks — 2 months) — updated 12/22 — bullish

The intermediate-term outlook was last updated in the 12/22 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
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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.

None tonight

Current Open Trade Ideas

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

XIV(1/2) 12/10/2014 $37.21 $34.91 -6.18% Aggressive VIX
XIV(1/2) 12/11/2014 $34.03 $34.91 2.59% Aggressive VIX
MDLZ(1/3)| 12/17/2014 $36.02 $37.39 3.80% sold on open
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