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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

February 17, 2015 Volume 8 Issue 31

Market Overview

(uantifiable 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 Low volume on the SPX breakout to a new high is a potential positive.
e The number of stocks hitting new highs continues to diverge.
e SOMA dipped a little this past week.

Short-term Outlook

The Bottom Line
Expectations remain bullish. SPX is again overbought. The Aggregator is still neutral

and so am I.
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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
February 17, 2015 Low-vol breakout 1-5 days Bullish
February 13, 2015 Breakaway gap 1-5 days Bullish
Active - Long Term
January 26, 2015 NASDAQleading SPX int term Bullish
November 3, 2014 Best 6 Months 6 months Bullish
November 3, 2014 Quantitative Easing Ends int term Bearish
July 22, 2013 New High Divergence (Study of Tops) [int term Bearish
February 1, 2012 Golden Cross int term Bullish
Dropped Tonight
February 6, 2015 Emplpoyment Day hot streak 1 day Bullish

The Evidence

Friday was another day of gains along with some new highs for the market. The SPX
rose 0.4%, the NASDAQ rallied 0.8% and the Russell 2000 gained 0.6%. Breadth was
positive as the NYSE Up Issues % came in at 63% and the Up Volume % was 65%. Total
NYSE volume came in light.

While SPY broke out Thursday, SPX did not make a new high on a closing basis until
Friday. This triggered the study below, which looks at the light volume on the breakout.
It was last seen in the 2/28/14 Letter. It shows that low volume has actually been a
positive. (Contrary to popular belief.)
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SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is lower
than yesterday. Buy SPX on close. Sell X days later. $100kftrade. 1970 - present.
X | aunet | Tl naingLosig A5 | Wining | Winning | Losing | Losing WinbLossl, A | ALAY
Days Proft | ades Trades (Trades | °M2C®|  Trage Trade Trade Trade Ratip | Tmractor  Trade
200 3143152 53 30 23 5660 273319| 11088 84| 219844 -8157.10 1.24 162 593.05
19| 3290623 54 31 23 57.41 2619.00 962599 -2,099.25 125 1.68 809.37
18| 3263043 54 33 21 81.11 252274| 11,076.80| -240808 1.05 1.85 605.19
17 3345713 54 33 21 81.11 259340 1001728 -248025 1.05 184 620.32
16| 34 579.18 54 34 20 62596 2477381 10944358 -248332 243, 1.00 1.70 640.35
15| 28,669.90 54 35 19| 64.81| 228530 8,16813 -2,700.82 -5 92 0.85 1.56 530.92
14| 359592264 55 38 17| 69.09| 207488 731430 -252408| -552588 082 1.84 653.25
13| 35,868.59 56 36 20 6429 208941 7, 780.85| -1967.51| -5,160.09 1.06 1.91 640.51
12| 23502.54 56 3 25 5536 2,/163.02| 599675 -1,738.04 -453914 1.24 1.54 421.47
11| 18692.45 36 rac] 27 51.79 2157.83| 580960 -1625.35 -5,029.07 1.33 1.43 333.79
10 19,813.82 36 rac] 27 31.79 210048 595000 -1,52222 -432452 1.38 1.43 353.82
9| 27 T782.29 56 a7 19| 66.07| 167980 514720 -1,80863| -5,81226 0.593 1.81 496.29
8| 3432218 36 39 17| 6964 1,573.67 509500 -159123| -418555 0.59 2.27 612.90
7| 3530275 56 33 128 67.86| 1,44530 4 65500 -1,08833| -3,211.35 1.32 279 630 41
6| 4773012 56 40 16 7143 152570 5,002.50 -831.13| -3,563.65 1.84 459 852 32
5| 50,139.43 56 43 13 7679 1507068 448250 -112801| -3,693.73 1.34 442 89535
4| 3566349 56 41 15 7321 125528 4,44000| -1,053.21| -2,813385 1.19 326 63694
3| 33136809 56 38 12 6786 122570 3,950.00 -Tag 89| -1,302.37 1.84 347 58172
2| 13,8630.92 56 a7 19| 66.07 84313 2212838 -85888| -1,91280 1.28 2.45 333.58
1 8,848.58 56 37 18| 66.07 470.71 1,384.02 -475.98 | -1,521.32 0.99 2.03 158.01
53 of 56 instances (95%) closed above the entry price
at some point in the next week.

Here we see that there appears to be a strong upside inclination over the first week.
Beyond that there isn’t much of an edge.

To see how the 1-week edge has played out over time | have produced a profit curve
below.
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SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is lower

than yesterday. Buy SPX on close. Sell 5 days later. $100k/trade. 1970 - present.
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Trade Number

The last few instances have struggled a little bit, but the upslope certainly appears intact.
| also ran it using time instead of instances in the x-axis.
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SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is lower
than yesterday. Buy SPX on close. Sell 5 days later. $100k/trade. 1970 - present.
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This provides further illustration of the persistent upside edge.

I have found in the past that a very strong rise in volume that accompanies a breakout can
be a positive, but any rise less than extremely high volume has generally not been a good
sign. So | adjusted the other study in the 2/28/14 subscriber letter to look at breakouts that
occurred on higher volume, but not at a 20-day volume high.
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SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is higher
than yesterday but < 20-day high. Buy SPX on close. Sell X days later. $100k/trade. 1970 - present.

X | arnet | O ngliosng AL ® | Wining | Winmg | Losng | Losig wiLoss, AL | ALAv
Days Proft | ades| Trades Trades | °20€|  Trade Trade Trade Trade Ratio | Tondector  Trade
200 530972 93 44 45 47.31 337206 1338377 -3,156.74|-11 54862 1.07 0.96 -57.85
19| 10,233.75 o4 45 45 5213 311788 913536 -3,/167.72|-11,862.35 0.93 1.07 108.87
18| 11,751.38 94 45 45 5213 3006839 9503.00) -3,012.48|-10,28365 1.00 1.08 125.01
17| 7,850.82 94 50 44 53.19| 285955 995384 -3071.068| 941967 0.93 1.06 83.52
16| 243513 95 51 45 53.13| 267442 89072 -297T6.81| 948288 0.90 1.02 2541
15| 682871 85 45 47 51.04| 2567525 815048 -2644.83| 950360 1.01 1.05 71.14
14| 588475 95 53 43 5521 23210 770240 -3,008.81 1012046 077 0.85 -71.72
13| -7,94555 896 50 45 5208, 2351 7.911.80 689, -9 72534 0.86 0.54 8277
12| -14,602 40 896 51 45 5313| 2/13580| 101975928 45, -9 873.00 0.73 0.83 -152.11
11| -8,070.58 96 48 43 50.00 228055 1037244 459, -9 482 &8 0.93 0.93 -34 .07
10| -15,545 82 96 45 51 4688 220433| 1050725 -8 ,683.68 0.93 0.858 -161.83
G| -10845.40 56 44 52 4583 213183 341373 -6 87868 1.08 0.50 -110.85
& -15283.07 95 45 47 51.04| 1,851.00 8,52475 -7,085.22 0.81 0.24 -155.20
T 123082 95 47 40 4396 178355 633726 -7,255.84 1.08 1.01 12.82
& -1,235.00 ] 51 45 53.13| 147943 8231920 -7,103.12 0.27 0.93 -12.228
5 535247 95 43 53 4479 158943 851682 -5 08244 1.14 0.93 -55.22
41334699 95 42 43 50.00 1,228.56| 6,716.71 -5,585.55 0.82 0.22 -135.03
3 58992 95 52 44 5417 112478 6,740.50 -5,361.06 0.85 1.01 613
2 307511 95 55 41 57.28 731.01 402544 -£ 27616 0.69 0.593 -32.03
1 719271 95 54 42 56.25 51410 2731.56 -2, 72261 1.05 1.35 7452

As you can see, higher volume breaks to new highs do not carry the same bullish
implications. These stats appear to be almost dead neutral. But of course volume was
lower on Friday. And that appears to be a positive.

I have updated the Aggregator chart below.

Hanna Capital Management, LLC

16 Hillcrest Rd., Medfield, Massachusetts 02052
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4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl o=
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Tonight’s study helped the green Aggregator Line to move further above 0. Positive
readings mean net expectations from the Active List are for upside over the next few
days. Meanwhile, the black Differential Line closed again below 0. The negative
Differential Line reading means the SPX is 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.

If nothing new emerges, then expectations are set to remain positive on Tuesday. The
Differential Pivot will be 2068.59 on Tuesday. That is 1.4% below Friday's close. This
means that for SPX to move from overbought to oversold on Tuesday it is going to need
to close down at least 1.4%. That would be a strong selloff. More likely we will need to
see a multi-day decline or consolidation to work off the overbought condition.

The Aggregator remains neutral. And while we have a few breakout studies suggesting
further upside is likely in the next several days, the market is just too overbought on a
short-term basis to interest me in a swing trade. | will therefore wait until either a
pullback presents a better long opportunity, or bearish evidence emerges and compels me
to short. Until then, I remain in a holding pattern, patient and alert to new opportunities.

Hanna Capital Management, LLC 16 Hillcrest Rd., Medfield, Massachusetts 02052 781-956-6952
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Intermediate-term Outlook (2 weeks — 2 months) — updated 2/17 — 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.)

SPX put in its 2" strong week in a row, rising over 2.0% this past week. While the
breakouts on Thursday and Friday did provide some encouraging evidence for the short-
term, they did not substantially change the long-term picture, except to confirm that the
market’s uptrend remains intact.

It is notable that 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 almost 2 years 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

Hanna Capital Management, LLC 16 Hillcrest Rd., Medfield, Massachusetts 02052 781-956-6952
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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 (as in this case). | 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.

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.

As | do each week, | have updated our Fed SOMA charts below. Below is a description
for those who are new to these charts or who may want a refresher.

SOMA stands for System Open Market Account. It is the account at the Fed that contains
all of its bond purchase holdings. We have tracked Fed purchases for several years, and
as is evident in the charts below, the stock market has consistently reacted positively
when the Fed has been buying securities in the open market and increasing the size of its
account. When the account has declined, the market has struggled. The obvious
takeaway has been “don’t fight the Fed”. As far as intermediate-term indicators go, this
has been as good as anything in recent years.

While the Fed is not making new QE 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 old Quantifiable Edges POMO indicators did. Below are long
and short-term views of SOMA and SPX. First, the long-term view (back to 2003).

Hanna Capital Management, LLC 16 Hillcrest Rd., Medfield, Massachusetts 02052 781-956-6952
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SOMA & SPX Levels
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SOMA balances declined some this past week. SOMA has definitely flattened out, but it
has not yet rolled over. Of course, in looking at the 1% chart you’ll note that even flat
SOMA readings have led to difficult markets over the last several years. Since
quantitative easing ended in October the market has seen much choppier action, with
more pronounced down moves than we saw during QE. But it has still managed new
highs. And perhaps flat SOMA is enough for now. | doubt a steadily declining one
would provide much support for the market. So as | have been doing, | will continue to
keep a close eye on Fed action and SOMA levels.

The intermediate-term outlook from last week remains largely unchanged. One factor
pointing to possible trouble is the limited amount of Fed stimulus. This can be seen in
the SOMA account levels discussed above. The continually floundering number of
stocks hitting new highs since spring of 2013 is also a potential warning sign.

Bulls can point to strong seasonality (Best 6 Months) as well as a continuing uptrend
(Golden Cross) and a leading NASDAQ. More details on the influence of these factors
and how different combinations have performed can be found in the Market Timing
Course. (Included free with all annual subscriptions.)

Hanna Capital Management, LLC 16 Hillcrest Rd., Medfield, Massachusetts 02052 781-956-6952
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Overall, the bullish evidence is still outweighing the bearish. Seasonality will persist for
another few months, and the SPX 50-day moving average is still well above its 200-day
moving average. NASDAQ leadership also remains intact. | am Kkeeping the
intermediate-term outlook at “somewhat bullish” as it has been for the last several weeks.
I remain more inclined to take on long positions than short ones, but will take either if
short-term evidence is compelling enough.

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 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) 12/11/2014 $34.03 $29.15 -14.34% Aggressive VIX
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