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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

June 22, 2015 Volume 8 Issue 118

Market Overview

(quantifiable Edges {-day Risk/Reward Outlook , (uantifiable Edges 3-day Risk/Reward Outlook ,
Bearsh Bullsh  Bearish Bulish

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing
Short 100% Short SPY Short

Tonight’s Research Points

e Seasonality may be a weakness this upcoming week.
e SOMA saw a decent increase this past week which could help the bulls.

Short-term Outlook

The Bottom Line

Despite Friday’s selloff, the market remains short-term overbought and the evidence is
still pointing South. But the overbought condition will expire on Monday afternoon
unless SPX rallies. So while there appears to be a mild downside edge, | am not sure it is
a strongly favorable reward/risk opportunity.
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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 20, 2015 June post-opex weak 1-5 days Bearish -2.00% 1.00% 1.80%
June 19, 2015 QE Buy Pwr Short / Opex overbought [1-5 days Bearish
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
Dropped Tonight
June 10, 2015 4 lower lows. 20-day low > 200ma 1-8 days Bullish 2.40% -1.50% -2.70%

The Evidence

The market moved mostly lower on Friday. The SPX lost 0.5%, the NASDAQ fell 0.3%,
and the Russell 2000 closed down a mere 0.02 points. Breadth was negative as the
NYSE Up Issues % came in at 40% and the Up Volume % was 25%. Total NYSE
volume spiked up as it typically does on Opex Friday.

The week after June opex is one that has struggled quite a bit in recent times. This is
something | observed in the 6/24/13 letter. The table below is an updated version
showing full-week performance this week dating back to 1999 when the bearish
inclination seemed to kick in.
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Weekly SPX perfromance following Opex Friday in June.
$100kitrade. 1999 - present.
Date/Time Signal Price % Profit Run-up
Drawdown
06/18/99 Buy $1,342.84 (2.05%) $612.72
06/25/99 Sell $1,215.31 ($2,541.16)
06/16/00 Buy $1,464.48 (1.57%) $1,662.60
06/23/00 Sell $1,441.54 ($1,779.56)
06/15/01 Buy $1,214.36 0.91% $2,122.16
06/22/01 Sell $1,225.42 ($545.30)
06/21/02 Buy £989.14 0.07% $1,690.74
06/28/02 Sell £089.82 (%$3,658.22)
06/20/032 Buy £005.50 (1.96%) £0.00
06/27/03 Sell $076.22 ($2,189.00)
06/18/04 Buy $1,135.02 (0.05%) $996.16
06/25/04 Sell $1,134.43 ($937.20)
06/17/05 Buy $1,216.96 (2.09%) $215.66
06/24/05 Sell $1,191.53 ($2,091.82)
06/16/06 Buy $1,251.54 (0.56%) $507.18
06/23/06 Sell $1,244.50 ($1,135.23)
06/15/07 Buy $1,532.91 (1.98%) $286.565
06/22/07 Sell $1,502.56 ($2,091.05)
06/20/08 Buy $1,317.86 (2.99%) $1,332.75
06/27/08 Sell $1,278.49 (%$3,439.50)
06/19/09 Buy £021.23 (0.25%) £83.16
06/26/09 Sell £018.90 ($3,495.96)
06/18/10 Buy $1,117.51 (2.65%) $1,221.08
06/25/10 Sell $1,076.76 ($4,416.18)
06/17/11 Buy $1,271.50 (0.24%) $2,114.58
06/24/11 Sell $1,268.45 ($673.14)
06/15/12 Buy $1,342.84 (0.58%) $1,525.88
06/22/12 Sell $1,335.02 ($1,263.82)
06/21/13 Buy $1,502.43 0.87% $1,713.68
06/28/13 Sell $1,606.28 ($1,990.20)
06/20/14 Buy $1,962.87 (0.10%) $265.00
06/27/14 Sell $1,960.96 ($909.00)

Page3

As you can see, it has been quite a streak of bearishness. Thirteen out of sixteen years
have closed down. So it would seem we may be entering a week seasonal period. Here is
a profit curve for the above trades.
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Weekly SPX perfromance following Opex Friday in June.
$100k/trade. 1999 - present.
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Most seasonal tendencies | have found | have also been able to think of why they may
exist. Optimism going into a holiday or long weekend, and mutual fund flows occurring
near the turn of the month are two such examples. In some cases | can't explain the
"why", but it doesn't really matter if the edge has persisted for a long period of time. In
this case the edge hasn't existed for that long. In fact, if you look back further, you'll find
periods where this week appeared to show a bullish tendency. Below is the same seasonal
study run from 1979 - 19809.

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




Page 5

Weekly SPX performance following opex Friday in June.
$100k/trade. 1979 - 1989
Date/Time Signal Price % Profit Run-up
Drawdown
06/15/79 Buy $102.08 0.54% $1,057.32
06/22/79 Sell $102.63 ($1,145.43)
06,/20/80 Buy $114.05 1.71% $3,433.92
06/27/80 Sell $116.00 ($613.20)
06/19/81 Buy $132.27 0.21% $1,534.68
06/26/81 Sell $132.55 ($884.52)
06/18/82 Buy $107.27 1.73% $3,830.52
06,/25/82 Sell $109.13 ($876.08)
06/17/83 Buy $169.13 0.74% $2,139.42
06/24/83 Sell $170.39 ($1,081.53)
06/15/84 Buy $149.02 3.65% $4,435.31
06/22/84 Sell $154.46 ($335.50)
06/21/85 Buy $189.61 1.18% $1,180.48
06/28/85 Sell $191.85 ($938.06)
06/20/86 Buy $247.58 0.82% $1,027.65
06/27/86 Sell $249.60 ($1,265.42)
06/19/87 Buy $306.96 0.06% $1,075.75
06/26/87 Sell $307.15 ($208.00)
06/17/88 Buy $270.67 1.15% $2,287.80
06/24/88 Sell $273.78 ($1,162.35)
06/16/89 Buy $321.35 2.07% $2,068.15
06/23/89 Sell $328.00 ($653.10)

So back then we had 11 years in a row of gains. For me, this somewhat diminishes the
probability of the recent bearish inclination persisting for an extended period. | have
listed the study on the Active List, but | have also somewhat reduced the negative
expectations it carries.

| have updated the Aggregator chart below.
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With more bearish evidence emerging the green Aggregator Line held below 0. Negative
readings mean net expectations from the Active List are for downside over the next few
days. Meanwhile the black Differential Line also remained below 0. The negative
Differential Line reading means SPX is overbought versus recent expectations. So
expectations are negative and the SPX is overbought. This is considered a bearish
configuration. Bearish configurations are visible on the chart whenever both lines close
below 0. Therefore the Aggregator signal stayed short at the close.

Based on the current active studies, expectations are set to remain negative on Monday.
Of course this could change if strong bullish evidence emerges. The Differential Pivot
will be slightly inverted at 2110.18 on Monday. That is just 0.19 points above Friday’s
close. An inverted pivot means that the Differential Line will cross through 0 if SPX
closes flat. In this case, or order to remain “overbought” versus recent expectations, SPX
will need to close up slightly on Monday. A flat or down close will cause it to turn short-
term oversold.

There still seems to be a bit of a downside edge. | was looking to get short on Friday.
Unfortunately, the unfilled gap down kept me from getting filled. At this point, with the
Differential Pivot inverted, | am a bit wary of taking on a short. This is because my only
opportunity to profit would be between the open and the close on Monday. Potential
reward is limited because SPX will turn oversold if it moves lower as anticipated. But
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risk is not nearly as limited, and I could have a short position move against me for several
days. So I will stand pat on Monday and wait for a better reward/risk scenario to emerge
before taking on new positions.

Intermediate-term Outlook (2 weeks — 2 months) — updated 6/22— slightly 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.) There were no changes this
week to the different Combination Signals. All three remain long.

Despite the pullback the last couple of days, the market did manage to post gains on the
week. The SPX finished the week 0.75% higher. The market remains fairly flat, as it has
for the last several months, with bulls showing slight gains. There was one study with
intermediate-term significance that emerged this week. It was from the Monday night
letter. 1 have copied an excerpt below.

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.

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



http://quantifiableedges.com/module-1/intro/
http://quantifiableedges.com/module-4/combining-price-seasonality/
http://quantifiableedges.com/module-4/combining-price-seasonality/
http://quantifiableedges.com/module-4/market-timing-course-downloads/

Page8

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 Al Max All: Avg Al Max All: .
X ﬁ;lmh:_r?t Total Winning| Lozing Pr’;gr.t:ih'le Winning Winning Losing Losing [Win/Loss Pruf?l—llﬁctur
DaYS Trades |Trades | Trades Trade Trade Trade Trade Ratio
| 10| 4323450 35 25 9 429 215722 532539 -142813( 432054 1.51 4.385
9| 41580408 36 28 ] TrTF8 188262 483241 1683114 407515 1.20 4
8| 3514758 36 24 11 6587 2,040.55 474240 -125588 -4700.595 1.62 3.54
7| 2826968 v 25 11 6757 19583 442974 180347 460410 1.03 235
6| 31,948.41 37 27 10 7297 1,758.02| 382872 -1551.82| -3671.57 1.13 3.06
5| 25253.09 v 25 11 027 148188 384002 123075 -3827.12 121 287
4| 1589227 v 26 11 7027 1,132.83) 438828 -123284 -334254 0.92 217
3| 6315580 v 22 15 5548 899.51 3,325.14 -EB823 ) 27471 1.00 147
2| 542011 ar 20 17 54.05 88397 254814 -T21.13) -2,436.12 1.23 1.44
1 7.704.87 v 24 13 6485 694,83 157415 55010 -1,845.28 1.1 1.88
35 of 37 instances (94%) closed above the entry price
at some point in the enxt week.

Al Avg
Trade

1,235.27
1,164.00
978.32
764.05
B63.47
§82.52
429,52
170.70
145,49
208.23

The numbers appear to suggest a strong tendency for a bounce in the next few days...

Since the 10-day numbers were also | strong | ran a profit curve for that as well.

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.

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).
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SOMA & SPX Levels
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SOMA & SPX Levels
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It is almost indecipherable, but the SOMA did post a decent rise this past week — putting
it at the highest level since mid-May. Still, it is squarely within the range it has been in
since QE3 ended at the end of October. Things should really get interesting when that
range is finally broken in a decisive way. Fed policy and SOMA activity have had a huge
market influence historically, and paying attention to them is critical. | will continue to
monitor changes closely as | normally do.

Once again my intermediate-term outlook is largely unchanged. Our Market Timing
Course indicators are still mostly bullish (and the MTC “Combo Systems” are all
bullish). And we had a new price-action based study this past week suggesting a bullish
2-week inclination. But other indicators continue to suggest a dangerous environment.
This includes the diverging number of stocks making new highs and the questionable
SOMA action. Overall, I am not inclined to bet against then trend, the leading
NASDAQ, the MTC Combo Systems and the new bullish evidence. | therefore will
remain “slightly bullish”. I am willing to trade both long and short, but I’'ll be a bit
pickier with short-side opportunities.
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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) 3/9/2015]  $32.25 $46.53 44.28%|  $41.95 [Aggressive VIX
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published by any recipient for any purpose without the prior express consent of Hanna Capital Management, LLC.

Copyright © 2015 Hanna Capital Management, LLC.

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



http://quantifiableedges.com/subscribers/video/p/id/18
http://quantifiableedges.com/numbered-systems-page/

