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Market Overview

Quantifiable 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

Flat 50% Long XIV Short

Tonight’s Research Points

e A SOX decline combined with a strong NDX has often been followed by a market
pullback over the last 12 years.

e Breakouts to new 50-day highs often lead to more buying in the short-term. This
is especially true when there has been a run-up into the breakout and the breakout
occurs on lower volume. Both conditions were present Tuesday.

e The very low 3/10 Offset HV suggests a big move could be coming in the next
few days.

¢ New highs continue to diverge.

SOMA levels inched up and remain range-bound.

Short-term Outlook

The Bottom Line

Evidence remains mostly bullish, but the market is too overbought for me to consider
taking on new exposure.
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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
April 27, 2015 NDX up 1% & SOX down. 1-6 days Bearish -3.20% 1.90% 4.10%
April 27, 2015 Breakout. 3up & Low vol. 1-5 days Bullish 1.90% -0.90% -2.00%
April 20, 2015 1% drop on 2:1 negative breadth 1-9 days Bullish 3.00% -2.50% -5.40%
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

The Evidence

Friday was a little mixed but the SPX and NDX both broke out to new highs. The SPX
closed up 0.2%, and the NASDAQ rose 0.7%, but the Russell 2000 declined 0.3%.
Breadth was barely positive as the NYSE Up Issues % came in at 50.1% and the Up
Volume % was 51.2%. Total NYSE volume dropped quite a bit from Thursday’s level.

Friday was the 1% time since March 2" that the SPX closed at a new high. The new high
triggered a number of studies in the Quantifinder. | have shown numerous times before
that breakouts to new highs show a better chance of following through if they occurring
after a decent basing period of at least 1-2 weeks. Some other studies that triggered
showed evidence that to some people might seem counter-intuitive. One study showed
that breakouts that occurred on declining volume have followed-through much better than
breakouts accompanied by rising volume. Another study showed that when the breakout
has come after the market had already risen for at least the past 2 days, then it has done a
better job of carrying that momentum forward.

In the 4/2/14 Letter | combined these concepts and published the following study. (All
stats are updated.)
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SPX closes higher for at least the 3rd day in a row. It closes at a 50-day high after
not having done so for at least 10 days. NYSE volume is lower than yesterday.
Buy on close. Sell X days later. $100k/trade. 1970 - present.
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. All: All: All: . All Avg Al Max All Avg Al Max All: . .
X ﬁ;L;:_:t Total |Winning|Lesing Prﬁgr.t::ble Winning Winning Lo=ing Losing |Nin/Loss Prnf:tsglédnr ﬁ.\II_I}:d\;g
Da'_l"S Trades|Trades Trades Trade Trade Trade Trade Ratio

5 31,924.10 30 24 il 80.00 167438 448250 -137685 -359373 122 486 106414
4| 23,2859.95 30 24 i 80.00 1,23428 444000 -105548 -2145.44 1.17 468 776.33
3| 21,035.59 30 21 5 70.00| 124565 385000 578.56| -1,082.79 216 5.04
2| 13225868 30 22 ] 73.33 282.41 213310 77343 1,305.60 1.14 314 440.86
1 8,567.32 30 21 2 70.00 55874 1,384.02 -380.52 -893.32 1.43 374 28558

. o .
28 of 30 instances (93%) closed above the entry price

at some point in the next week.

Stats here are very impressive, with the average follow-through being over 1% 5 days
later. And this is with a setup where the SPX is already extended! The consistency is
impressive as well. Below is a look at the profit curve assuming a 5-day holding period.

SPX closes higher far at least the 3rd day in a row. It closes at a 50-day high after
not having done so for at least 10 days. NYSE volume is lower than yesterday.
Buy on close. Sell X days later. $100k/frade. 1970 - present.
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While the last couple if instances have not done great, the persistent upslope acts as nice
confirmation of the upside edge.

To demonstrate the importance of the 3-day rise and the low volume on the breakout, |
reversed both of those criteria and re-ran the study.

SPX closes at a 50-day high after not having done so for at least 10 days. It closed down
either yesterday or the day before. NYSE volume is higher than yesterday.
Buy an close Sell X days later. $100k/trade. 1970 - present.

X | Aunet | O ing|iosing AE% | Wning | Winng | Losng | Losig WmLoss, AL | AUAY

Da‘_l"S Frofit Trades | Trades Trades e Trade Trade Trade Trade Ratio Frofifactor  Trade
5| 8268500 73 35 38 4795 157388 851882 132868 503344 128 1.18 11322
4 -490 .24 73 35 37 4832 132745 §716.7 -1,304.82| -5585.55 1.02 0.99 572
3 945245 73 38 35 5205 1277383 g 74050 -1117.25| -53581.08 1.14 124 125.45
2 11,268534 73 40 32 5479 95843 402244 246.08 | -4 168572 1.13 1.42 15432
1 5,092.35 73 42 A 57.53 564.55| 2,731.58 -471.57 | -2,72281 1.20 1.82 124.55

Breakouts under these conditions have seen essentially no edge over the next few days.

Another interesting aspect of Friday’s action was the discrepancy between the NDX and
the SOX. While the NDX rose 1.3% on Wednesday, the SOX declined 1.7% - which is
very unusual action. It brought about a study last seen just over a year ago in the 4/17/14
Letter, which I have updated below.

MNDX rises = 1% while 50X closes down on the day.
Buy NDX on close. Sell X days later. $100k/trade. 2000 - present.
X All Net All: _NI:_ AI!: ! AI!:A_VQ AI!: r.'l_ax All: ﬁf.vg All: MEL:( _AII: All All Avg
Total Winning| Losing Winning Winning Lo=ing Losing | Min/Loss
Daf-"S Profit Trades | Trades (Trades s Trade Trade Trade Trade Ratio ProfiFactor)  Trade
10| -75 28599 40 16 24 40.00 4 38525 | 18,828.33| -5,580.47 | -13,954 58 074 050 -188217
9|-75835595 40 13 27 32.50 558644 | 2215485 -543147 -15730.45 1.02 0.49| -13%90.50
8| -71,316.46 41 12 28 2927 514382 30307.45 5,001.46 | -13,288.50 123 051 -173543
7| -34 54157 42 10 32 23.81 7,5985.22| 31828.02 5,006.07 | -17,435.00 1.51 047 -2M2.50
6114, 176.05 42 10 32 23.81 6,786.44| 2342119 -5838.77|-21,090.43 1.19 0.37| -2T718.48
5|-31,45883 43 15 28 3483 418209 1274543 513893 | -12,750.03 0.81 0.43 -1289438
4|-45 92805 43 20 23 4551 3,053.58 | 1132233 4825805 1279524 0.53 0.55 -1181.12
3| -27 726 57 44 18 26 40.91 -4,060.45 -15779.50 1.07 074 -530.15
2| -5345.34 45 21 25 4565 -3,08543| 5160 1.1 0.93 -118.21
1| -2972.45 48 e 26 4533 -2344 53 5255 1.12 095 -51.93
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Six days later 76% of the instances were losers and the average occurrence was nearly a
3% loss. That seems to be a fairly substantial edge. | also updated how the SPX
performed while this was all going on.

NDX rises = 1% while SOX closes down on the day.
Buy SPX on close. Sell X days later. $100k/trade. 2000 - present.

X Al Net All: _AII:_ AI!: All % AI!: A_Vg AI!: M_ax All:ﬁ_wg All: h_lax _AII: Al All Avg
Total |Winning|Losing Winning Winning Losing Losing |Ain/Loss
Da‘j’S Frofit Trades Trades [Trades e Trade Trade Trade Trade Ratio ProfiFactor]  Trade
10| -17,851.80 40 17 23 42 50| 2831.05| 97747 2 BEB 60| -B478.02 0.99 0.73 445 .30
9| -25316.68 40 18 22 45.00| 264124 827830 -3311.77| -8963.07 0.80 0.85 53292
8| -32,303.33 41 19 22 45.34| 222079 9518545 -338623 -T57441 0.56 0.57 -787.89
7 -40,771.07 42 19 23 45.24| 210223 10101.57| -3509.28 -11,391.59 0.50 0.49 gT0.74
6| -45979.25 42 13 29 30.95| 2802.31| 8,753.07| -22841.70| -9589.14 0.99 0.44 -1,054.74
5| -40,975.55 43 18 25 41.86 730.93| 6, -289969| -F51922 0.50 0.43 -952.82
4 54 43 21 22 48.84 2 -2, 748.55 | -11,817.40 0.50 0.58 -55G.42
3 -12,84 s 20 24 45.45 -2,108.17 | -9,48090 0.80 0.75 -251.85
2 45 20 26 43.48 -1,496.32| -6411.90 1.07 0.82 -148.83
1 43 24 24 50.00 -1,130.83| -2,892.80 1.12 112 70.39

The pullbacks haven’t been quite as reliable or as strong as the NDX but there still
appears to be a decent downside edge. Below is an equity curve that assumes a 6-day
holding period.
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NDX rises = 1% while SOX closes down on the day.
Buy SPX on close. Sell 6 days later. $100k/trade. 2000 - present.
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While choppy, it has persisted lower and continues to make new lows. Overall, this study
appears worthy of consideration.

Another factor that traders may want to consider is the fact that the 3/10 Offset HV
indicator closed at just 0.23 on Friday. This suggests a volatility expansion is likely to
occur in the next few days. | discussed this indicator a couple of weeks ago when we had
another low reading. Below | have copied that commentary:

| first introduced the 3/10 Offset HV in July of 2009. It essentially takes a short 3-day
measure of Historical Volatility and compares that to the 10-day measure of 3-days ago.
Low readings indicate there has been a contraction in volatility. High readings indicate
there has been an expansion. Anything at or below 0.25 is regarded as extremely low.
Often after very low numbers like this we see a volatility expansion take place...

In the July 2009 study I found on average when the 3/10 Offset HV falls below 0.25, then
the 3-day Historical Volatility reading 3 days later is about 5.5 times higher than on the
trigger day. | decided to examine the 6 years since then and found that HV over this time
period increased on average 4.75x over the next 3 days. This is below the historical
average but still implies a sharp volatility expansion is likely.
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In August of 2009 | published a study that found this condition created a favorable
environment for trading Opening Range Breakouts (ORBs). A link to that study is below:

Quantifiable Edges ORBs Study

For anyone who is interested in seeing some techniques for actually trading these ORBs,
there is a webinar from October 2010 on the subject on the videos page (subscribers

only).

Daytrading ORBs using the 3/10 Offset HV as a filter

It’s important to note that the 3/10 Offset HV indicator predicts volatility, not direction.
For direction | look to the Aggregator. Of course tonight the Aggregator is neutral. The
low 3/10 Offset HV implies that a move in either direction could be exaggerated and
increases risk (and possible reward).

So we are seeing bullish evidence, bearish evidence, and evidence suggesting whatever
way things break, it could be a sharp move. It is times like this when the picture is not
entirely clear that I find the Aggregator most useful. | have updated the Aggregator chart
below.
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4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl o=
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The green Aggregator Line tonight again stayed above 0. Positive readings mean net
expectations from the Active List are for upside over the next few days. Meanwhile, the
black Differential Line remained 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.

Based on the current active studies, expectations are set to remain positive on Monday.
Of course that could change if additional bearish evidence emerges. The Differential
Pivot will be 2115.38 on Monday. That is just 0.1% below Friday’s close. So SPX will
flip from “overbought” to “oversold” versus recent expectations on just about any down
close on Monday.

There is a bit too much conflict and the market is a little too extended for me to get
excited about the long side just yet here. And the increased risk suggested by the low
3/10 Offset HV makes possible trades less appealing. A decline in the next couple of
days that is also accompanied by short-term bullish evidence could get me to start
building a long index position. But | am not quite there yet, and will instead wait for a
higher probability setup to emerge before taking on new exposure.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 4/27— 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.)

With SPX and the NASDAQ both closing at new highs on Friday there is no doubt the
uptrend remains in place. Traders need to continue to respect the trend.

Of course seasonality will change some on Friday as we move from the “Best 6 Months”
(Nov — April) to the “Worst 6 Months” (May — Oct). For detailed information on how
the market has performed during the Best vs Worst 6 month periods please check out the
Market Timing Course. The bottom line is that since 1960 the market has made very
little headway during the Worst 6 Months, and nearly all of its gains during the Best 6
Months.

But while the Worst 6 Months is nearly upon us, our other 3 Market Timing Course
indicators are all bullish. So let’s examine Worst 6 Months returns when this has been
the case.

The profit curve below shows compounded profits in a $100k starting portfolio during

the Worst 6 Months when our other indicators were all bullish as they are now. It goes
back to 1971.
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SPX compounded profits of $100k starting portfolio that goes long during the "Worst 6
Months" when our other 3 Market Timing Course indicators are bullish, and exits when
either 1) the "Best 6 Months" arrives or 2) another indicator is no longer bullish. 1971 -2014.
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As you can see, the “Worst 6 Months” under these circumstances has actually fared quite
well, with over $120k in profits and a choppy, but persistently upward moving profit
curve. (Of course this strategy is for evaluation only. Staying in cash during the “Best 6

Months” regardless of market conditions would be silly, since the “Best 6 Months” have
done substantially better.)

For comparison, and to prep ourselves in the case that we see any indicator changes, let’s
now look at how the Worst 6 Months has performed when it did NOT have the other 3
Market Timing Course indicators all pointing bullish.

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




Page]. 1

SPX compounded profits of $100k starting portfolio that goes long during the "Waorst 6 Months" when
at least 1 of the other 3 Market Timing Course indicators are NOT bullish, and exits when either
1) the "Best 6 Months" arrives or 2) all 3 other indicatars turn bullish. 1971 - 2014.
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In this case a $100k portfolio would now be down to about $67k — a pretty terrible return
over 43 years.

Of course one of our Market Timing Course indicators is our NASDAQ/SPX Relative
Strength Indicator, which looks for a leading NASDAQ. If instead of going long SPX
during the Worst 6 Months with everything else positive as shown earlier, let’s look at
NASDAQ returns under this scenario.
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NASDAQ compounded profits of $100k starting portfolio that goes long during the "Worst 6
Months" when our other 3 Market Timing Course indicators are bullish, and exits when

either 1) the "Best 6 Months" arrives or 2) another indicator is no longer bullish. 1971 - 2014.
260000 - - - - -

240000

220000

200000

180000

160000

140000

120000

Equity($)

100000

80000

60000

40000

20000

0

-20000

101278 B/13/88 2110087 10/24/05 Ti8M14
11221971 - 4247215

Profits here are even more impressive. The NASDAQ would have gained about twice as
much as the SPX over the same time period.

One other potential positive to the current Worst 6 Months is that the SPX has been in a
persistent uptrend leading up to it. Last year in the 4/29/14 letter | showed that years
where SPX has avoided a 5% pullback prior to May it has performed MUCH better
during the Worst 6 Months than years in which there had been a 5% pullback. So far this
year, we have not yet seen a 5% pullback. If that holds true until Thursday, then this
study could add further bullish confirmation. | will update that study next weekend once
we know for sure whether there has been a 5% pullback or not.

The bottom line for this upcoming “Worst 6 Months” period is that it does not appear to
look very dire, and with the trend in place and the NASDAQ leading, further gains
appear more likely than a large decline.

On the downside, while new highs were reached for SPX the number of new stocks

making new highs continued to diverge badly. This can be seen on the chart below,
which is similar to the one found on the QE charts page.
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7 TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Index Bl o=
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Not only is the New High % diverging, it is still very far below the May 2013 level, and
it seems to be getting progressively worse as this rally continues. As | discussed in the
Study of Tops (available for Gold & Silver subscribers on the special reports downloads
page) 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 now nearly 2 years 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 most recent temporary top in March.

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.
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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).

SOMA & SPX Levels
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And now the zoomed-in view (2011 — present).

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




Page]. 5

SOMA & SPX Levels
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SOMA again saw another mild increase this week. That changed really nothing in my
SOMA analysis. SOMA has basically chopped sideways over the last couple of months.
The high came on January 14", and changes since then have been minimal. But still the
SOMA line has not 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. There
have been strong swings over the last several months. The market has not made much
progress but the rally is still intact. Perhaps flat SOMA is enough to sustain the market
for now. | doubt a steadily declining SOMA would support a positive market
environment. Fed policy changes and SOMA activity remain an important market
influence. Therefore, as | have been doing, | will continue to keep a close eye on Fed
action and SOMA levels.

Overall, evidence still seems to favor the bulls. The flat SOMA and the continually
floundering number of stocks hitting new highs may eventually set the stage for a
correction. But the uptrend remains strong and the Market Timing Course indicators are
all predominantly favorable, even with the Worst 6 Months approaching.
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Therefore 1 am keeping the intermediate-term outlook at “somewhat bullish” as it has
been for some time now. | 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 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

Symbol Entry Date [Entry PricgCurrent Pricg% Gain/Loss|Stop Notes

XIV(1/2) 3/9/2015 $32.25 $41.92 29.98%| $32.69 |Aggressive VIX
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