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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

June 16, 2015 Volume 8 Issue 114

Market Overview

(uantifiable Edges 1-day Risk/Reward Outlook Quantifiable Edges 3-day Risk/Reward Outlook
Bearish Bulish  Bearigh Bulih

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

Tonight’s Research Points

e Under similar circumstances “Turnaround Tuesday” has failed to live up to its
reputation.

e 2 unfilled down gaps under similar circumstances has commonly been followed
by a bounce over the next few days.

e VIX spikes to new high when SPX > 200 have been short-term bullish for SPX.

Short-term Outlook
The Bottom Line
More bullish evidence emerged and the market is now squarely oversold. This points to a

short-term upside edge.
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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
June 16, 2015 2x unfilled gap down > 200ma 1-6 days Bullish
June 16, 2015 VIX spike 50-high. SPX > 200ma 1-2 days Bullish
June 15, 2015 Unfilled gap down after unfilled gap up. |1-2 days Bearish
June 10, 2015 4 lower lows. 20-day low > 200ma 1-8 days Bullish 2.40% -1.50% -2.70%
Active - Long Term
June 16, 2015 2x unfilled gap down > 200ma 1-10 days Bullish 2.50% -1.70% -3.00%
May 18, 2015 NASDAQ leading SPX int term 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

For the 2" day in a row the market opened poorly and never recovered. The SPX lost
0.5%, the NASDAQ declined 0.4%, and the Russell 2000 fell 0.3%. Breadth was also
negative as the NYSE Up Issues % came in at 35% and the Up Volume % was 24%.

Total NYSE volume rose a little from Friday’s light level.

Notable about the price action over the last 2 days is that both Friday and Monday SPY
posted unfilled gaps down — never reaching breakeven at any point during the day. This
helped trigger the study below, which I last featured just recently in the 6/1/15 letter.

Results are updated.

SPY leaves an unfilled gap down for the 2nd day in a row. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1998 - present.
. All: All: All: All: Avg All: Max All: Avg All: Max All: _
X ﬁ;lr.uh:_;t Total |Winning| Losing Pr};ﬂrt:;le Winning Winning Losing Losing |Win/Loss Pruf?;lﬁdur
Days Trades |Trades | Trades Trade Trade Trade Trade Ratio
| 10| 43,234 60 35 26 9 7429 215722 532539 -142813| 432054 1.51 4 36
9| 41904028 36 23 & Tr78 1598282 4383241 -183114| -4075.15 1.20 4.21
8| 3514756 36 24 11 6667 204055 4742 40| -1,25683| -4,70085 1.62 3.54
7| 2826968 37| 25 11| 6757 196831 442074| -1903.47| 450410 1.03 235
6| 3194341 a7 27 10 7297 175302 382872 -155182| -367157 1.13 3.06
§ 2525309 37| 26 11| 70.27| 149198 3940.02| -123075| -3627.12| 1.2 287
4| 1589227 a7 28 11 7027 113283 4 38828 -1,232.84| -334264 0.92 217
3| s31s80) 37| =2 15| s5o46| 89951| 332514 -B9823| 274701 100 1.47
2 542011 ar 20 17 54 05 883.97 294814 -T2113 ) -2436812 1.23 1.44
1| 770487 37| 24 13| 6486) 69483 1987415 690.10| -1,84926] 1.0 1.86
0
35 of 37 instances (94%) closed above the entry price
at some point in the enxt week.

Al Avg
Trade

1,235.37
1,164.00
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The numbers appear to suggest s strong tendency for a bounce in the next few days.

Below is the profit curve assuming a 6-day holding period.
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SPY leaves an unfilled gap down for the 2nd day in a row. Close = 200ma.

Buy on close. Sell 6 days later. $100k/trade. 1998 - present.
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The solid upslope acts as confirmation of the bullish edge. Since the 10-day numbers
were also | strong | ran a profit curve for that as well.

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




Page4‘

SPY leaves an unfilled gap down for the 2nd day in a row. Close = 200ma.
Buy on close. Sell 10 days later. $100k/trade. 1998 - present.
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This is also impressive. | have included this study on both the Short and Intermediate-
term Active Lists tonight.

It is also notable that the VIX spiked up 11.7% on Monday and closed at the highest level
since March. In the past when it has closed at a high level on a strong move there has
been a tendency for the SPX to bounce over the next 1-2 days. This can be seen in the
study below from the 10/8/13 letter. (Stats are updated.)

WIX posts biggest % gainin 10 days and closes at a 50-day high. SPX = 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1997 - present.

X All Net All: _AIIE AI!: All % AI!: A.vg AI!: r.'I_ax All: ﬁ_wg Al I.I'Iax .AII: Al Al Avg
Total |Winning| Losing Winning Winning Lesing Losing |Win/Loss
Da‘_n"S Profi Trades | Trades | Trades s Trade Trade Trade Trade Ratio Profifacior  Trade
5| 2408487 34 18 16 5294 245529 T7070.28| -1,256.90| -3,385.80 1.95 2.20 708.38
4| 23,766.59 34 23 11 6765 1, 5| 4546.84| -195024| -3863.84 1.01 21 699.02
3| 17,553.07 37 23 14 6216  1,564.55) 404274 -131654 -2578.01 1.19 1.95 474.41
2| 2125252 37 24 13 6486 127922 480966 -726.83| -2726.97 176 3325 57439
1 557274 39 24 15 §1.54 831.89| 5117.45 -989.51 ) 194522 0.287 1.39 142.29
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The numbers appear compelling. Below is a profit curve using a 2-day hold.

VIX posts biggest % gainin 10 days and closes at a 50-day high. SPX = 200ma.
Buy SPX on close. Sell 2 days later. $100kitrade. 1997 - present.
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This study has struggled some recently, but the long-term upward bias does not appear
broken yet. | will be keeping an eye on it, but have added it to the Short-Term Active
List tonight.

As | laid out in the “Turnaround Tuesday” study from the 9/25/12 blog, Tuesday has
generally been the best day under many circumstances for the market to begin to mount a
bounce. But | as | showed in the 2/10/15 Subscriber Letter, circumstances like the
present have not shown the bullish tendency. In that letter | broke down 2-day pullbacks
by whether they closed above or below the 200ma.

First | looked at all instances since 2000 where SPX had closed down for exactly 2 days
in a row and it was Monday. Here are those results.
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SPX closes down for the 2nd day in a row. Today is Monday.
Buy on close. Sell next day's close. $100k/trade. 2000 - present.

radeStation Performance Summary Collapse %

All Trades

Total Met Profit $22,483.55 Profit Factor ( 1.?§
Gross Profit $51,324.69 Gross Loss (328,841.14)
Total Mumber of Trades 79  Percent Profitable 53. 16%1
Winning Trades 42 Losing Trades 37
Even Trades 0

Avg. Trade Net Profit $284.60.7 Ratio Avg. Win:Avg. Loss 1.57
Avg. Winning Trade $1,222.02 Avg. Losing Trade (3779.49)
Largest Winning Trade $10,716.03 Largest Losing Trade ($2,190.26)

The win rate is just above 50/50, but the winners have been quite a bit bigger on average,
so the net expectation is bullish. But now let’s break it down based on the long-term
trend. First let’s look at times when SPX has closed under its 200ma (unlike now).

SPX closes down for exactly the 2nd day in a row. Today is Monday. SPX < 200ma.
Buy on close. Sell next day's close. $100k/trade. 2000 - present.
radeStation Performance Summary Collapse %

All Trades

Total Met Profit $23,315.02 Profit Factor @
Gross Profit $36,050.39 Gross Loss (512,735.38)
Total Number of Trades 33 Percent Profitable 3.64%
Winning Trades 21 Losing Trades 2
Even Trades 0

Avg. Trade Net Profit $7060.52) Ratio Avg. Win:Avg. Loss (1.562
Avg. Winning Trade $1,716.69 Avg. Losing Trade ($1,061.28)

We see here under half of the total instances, but very positive numbers, and more than
the previous study’s total gains. Of course what is good news for one segment is bad for
the other. Here are the results under circumstances similar to the present where the SPX
is above its 200ma.
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SPX closes down for the 2nd day in a row but = 200ma. Today is Monday.
Buy on close. Sell next day's close. $100k/rade. 2000 - present.
radeStation Performance Summary Collapse %

all Trades

Total Net Profit (3831.48) Profit Factor C D.QEZ
Gross Profit $15,274.30 Gross Loss ($16,105.78)
Total Number of Trades 46 Percent Profitable
Winning Trades 21 Losing Trades 25
Even Trades 0

Avg. Trade Met Profit $18.08)) Ratio Avg. Win:Avg. Loss 1.13
Avg. Winning Trade 5 .35  Awvg. Losing Trade (3644.23)
Largest Winning Trade %1,54B8.32 Largest Losing Trade (%2,190.26)

“Turnaround Tuesday” sure doesn’t fit here. In fact, the tendency for a while appeared to
slightly favor a continuation of the 2-day pullback. Recent instances have turned the stats
close to breakeven, so | am not really convinced of an edge in either direction at this
point. But I am convinced that “Turnaround Tuesday” does not seem to provide a strong
bullish edge under these circumstances. So I’ll instead be leaning on the first 2 studies
tonight to provide evidence for the Aggregator.

| have updated the Aggregator chart below.
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New evidence tonight helped the green Aggregator Line remain above 0. Positive
readings mean net expectations from the Active List are for upside over the next few
days. Meanwhile the black Differential Line moved strongly above 0. The positive
Differential Line reading means SPX is 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 turned long at the close.

Based on the current active studies, expectations are set to remain positive on Tuesday.
This could change if strong bearish evidence emerges. The Differential Pivot will be
2120.82 on Tuesday. That is 1.75% above Monday’s close. So SPX would need to close
up at least this much on Tuesday in order to flip back to “overbought”. That would be a
very big rally. A more likely scenario for working off the oversold condition would be a
multi-day rally or consolidation.

We have some new bullish evidence to consider, an oversold market, and plenty of room
to the upside before SPX will turn overbought. This all suggests to me a solid
reward/risk opportunity. Therefore | will look to start scaling into a long position to try
and take advantage of the anticipated bounce. Details in the Trade Ideas section down
below.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 6/15- slightly bullish

The intermediate-term outlook was last updated in the 6/15 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

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.

SPY — buy % index position @ $209.11 LIMIT. Based on the short-term section
above, I will look to start scaling into an index position if I can get filled <= Monday’s
closing price.

Current Open Trade Ideas

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

XIV(1/2) 3/9/2015 $32.25 $44.72 38.67%| $40.40 |Aggressive VIX
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