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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

July 20, 2015 Volume 8 Issue 137

Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook , Quantifiable Edges ?-day Risk/Reward Outlook .
Bearish Bullsh  Begrish Bulish

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing
Short 100% Short SPY 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 14 % years.

Short-term Outlook

The Bottom Line

With the SPX still overbought, evidence has turned bearish. There appears to be a bit of
a downside 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
July 17, 2015 NDX up 1%. SOX dn. 1-6 days Bearish -3.10% 1.80% 4.00%
July 17, 2015 SPX top 1-% 10-day range opex Thurs [1-5 days Bearish -1.60% 0.90% 1.75%
July 16, 2015 3+ Higher hi, low, close. Dn close. 1-4 days Bullish 1.45% -0.75% -1.50%
July 14, 2015 VIX10%to 10%below 10ma 1-8 days Bullish
July 14, 2015 QE Buying Power Short 1-6 days Bearish
Active - Long Term
May 18, 2015 NASDAQleading 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
July 9,2015 VIX 100 high. SPX 20-low < 100-lo{1-20 days |[Bullish 3.10% -1.60% -3.20%
July 15, 2015 3+ up from 50-low. Narrow range 7. 1-3 days Bullish 2.10% -1.00% -2.80%

The Evidence

Friday was an odd day for the market, as the major indices finished mostly higher but
breadth was very weak. The SPX closed up 0.1% and the NASDAQ rallied 0.9%, but the
Russell 2000 lost 0.45%. Breadth was negative as the NYSE Up Issues % came in at
34% and the Up Volume % was 40%. Total NYSE volume rose some from Thursday’s
level, but it was not terribly high for an options expiration day.

One interesting aspect of Friday’s action was the discrepancy between the NDX and the
SOX. While the NDX rose 1.5% on Friday, the SOX declined 0.2% - which is quite
unusual action. It brought about a study last seen in the 4/27/15 Letter, which | have
updated below.

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

All: All: All: Avg Al Max All: Avg Al Max All:

X Al Net Tﬁlalal Winning Lnsiﬁg Al % Winning Winning Lo=ing Lo=ing |Nin/Loss Al Al Avg
D‘a‘_u"S Fli Trades Trades Trades TS Trade Trade Trade Trade Ratio Froftfactor)  Trade
10| -81,005.85 41 16 25 30.02| 483528 18826.33| -5,366.80 | -13,954.55 077 0.49% -187575
o -73611.02 41 13 28| 31.71| 555644 2215489 -5359195|-15780.45 1.03 048 181734
B -T4TT1.12 42 12 30 2857| 6,143.82| 3030745 -4949.90 -13,288.50 1.24 0.50) -1,780.26
7| -87,344.55 43 10 33 23.26| T5965.22| 3162802 -4939.30 ) -17,436.00 1.53 046 -2031.27
6115367 .83 43 10 33| 2326 6706544 2342119 -5552.49|-21,09048 122 0.37| -288297
5| -82 72047 2 15 at 3409 416209 1274543 -5005.51|-12,750.08 0.83 0.43 -1,8801%
4| 5262371 44 20 24 4545 305356 1132233 4737201279624 0.64 0.54| -1,195.59
3| -28,796.43 45 18 27 4000 432474 1561569 -3,94969 | -15779.50 1.09 073 53592
2| -5819.05 47 d| 25 44 68| 341857 1662443 298496 916050 1.15 0493 -123.81
1) -323073 49 22 27 44590 283580 97.52| -2287258| 525654 1.16 0.95 -55.93
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Six days later 77% of the instances were losers and the average occurrence was a 2.7%
loss. That seems to be a fairly substantial edge. | also updated how the SPX performed
while this was all going on.

MNDX rises = 1% while SOX declines on the day.
Buy SPX on close. Sell X days later. $100k/trade. 2000 - present.
_ All: All: Al _ Al Avg All: Max Al Avg All: Max All: _ _
X ﬁ;LDNfst Total |Winning| Losing Prj;‘ﬂr.t;:lle Winning Winning Losing Losing |Min/Loss PrnﬂthFILctnr ﬁ}”;;:‘j:g
Da‘;"S Trades Trades [Trades Trade Trade Trade Trade Ratio
10| -17,926.63 41 17 24 4146 2831.05 97747 -2,752.27| -B478.02 1.03 0.73 -437.23
G|-28712.11 41 18 23 43.90| 2541.24| 527330 -3,22845| -5983.07 n.a2 0.64 -551.51
& -34,067.71 42 18 23 45.24| 222079 9,16545 -3,315.77| -7,574.41 0.67 0.535 -811.14
7| -42,087 .88 43 19 24 4419 210223 10,101.57| -3,418.34|-11,381.59 0.61 0.49 -575.02
6| -45 12985 43 13 30 30.23| 280231 8&753.07) -2,751.5%| -9589.14 1.02 0.44| 107278
5 -41417.35 ad 18 26 40.81 1,750.83| 6,87r.04 -2805.18| -751922 0.62 0.43 -941.30
4|-27 158 48 24 21 23 47.73| 1,559.24| 508510 -2,695.76|-115917.40 062 0.56 -517.24
3|-13355.83 435 20 23 44.44| 1,68868) 687726 -2,045.18| -5480.50 052 0.74 -256.50
2| 5838407 47 20 27 4255 160280 534288 -1445.00 -5411.50 1.1 0.82 148.60
1| 296654 49 24 25 45.98| 1,271.81| 5396.04) -1102.08| -Z2652.30 1.15 1.11 60.54

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.

NDX rises = 1% while SOX declines on the day.
Buy SPX on close. Sell 6 days later. $100k/trade. 2000 - present.

10000

-10000

-20000

Equity(F)

-30000

-40000

-50000

Trade Number

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




Page4‘

While choppy, it has persisted lower and continues to make new lows. Overall, this study
appears worthy of consideration.

The market strength on days that breadth was so terrible was unusual. | had several old
breadth studies that emerged related to the poor breadth, but they all have been less
reliable in recent years. 1 also sliced and diced things a few different ways. For instance,
a 1% NDX rise while the Nasdaqg Up Issue % was below 40% has only happened 5 times.
They were all in the 2000 — 20002 period. The dates were 1/31/00, 5/24/00, 3/22/01,
7/11/02, & 7/16/02. Interestingly, the NDX was higher 4 days later every time. But it
was certainly a terrible period of time to hold on for longer-term gains. With only 5
instances, and having them all clustered in that time period, | am not reading too much
into it. Poor (and diverging) breadth has historically been a negative for the intermediate-
term, and has been a prerequisite for long-term tops. But the negative breadth on Friday
did not generate strongly compelling short-term evidence.

| have updated the Aggregator chart below.
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The NDX/SOX study today shifted the green Aggregator line down just slightly below O.
Negative readings mean net expectations from the Active List are for downside over the
next few days. Meanwhile the black Differential Line held 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 turned short at the close.

Based on the current active studies, expectations are set to remain negative on Monday.
Of course this could change if additional bullish evidence emerges. The Differential
Pivot will be 2115.35 on Monday. That is 0.5% below where SPX closed on Friday. So
SPX will need to close down at least 0.5% on Monday to move from overbought to
oversold versus expectations.

The Aggregator is bearish and there appears to be a bit of a downside edge. Aggressive
traders could look to take advantage of this with a short position. | am generally a bit
cautious when trading counter-trend positions. And while | considered taking on some
short exposure, | elected against it for the time being. The SPX is only about 8 points
(0.4%) below its all-time high. A break of that number could generate excitement and
lead to a short-term upward acceleration. So | will wait another day or so to see if we get
that break and I’ll examine any new evidence that accompanies it.

Intermediate-term Outlook (2 weeks — 2 months) — updated 7/20- 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.

It was a strong week for the market. SPX rose 2.4%, which was the biggest weekly %
gain since March. It is now within a few points of new all-time highs. And the
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NASDAQ closed the week at new highs. So the uptrend appears to be intact, although it
has been more of a drift than a trend so far this year.

From a studies standpoint, we did see one intermediate-term study reach its target, so it is
now being removed from the Intermediate-Term Active List. No new compelling
intermediate-term studies emerged.

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

4,500,000,0:00,000

r 220000

4,000,000,000,000 J/__,_—’mm 2000.00

- 1800.00

3,500,000,000,000

- 1600.00

3,000,000,0:00,000

r 1400.00

2,500,000,000,000

- 120000

2,000,000,000,000 1000.00

04
08
14
18
23
27
05
10
14
19
23
27
03
08
12
17
21
25
30
04
0s
12
19
23
28
0z

10
15
19
2
28
04
08
20
2

2012
2012
2012
2012
2012
2012
2012
2012
2012
2012
2012
2013
2013
2013
2013
2013
2013
2013
2014
2014
2014
2014
2014
2014
2014
2014
2014
2014
2014

2015
2015
2015
2015
2015

w
=]
=
=
v|1
5
=

The SOMA total this week saw a bit of a rise. This allowed it to hit its highest level since
March. But it still remains squarely within the range it has been in since QE3 ended at
the end of October. Interestingly, the market has held in a range during this period as
well. Over the last several years, SPX has continually struggled when the SOMA has not
been increasing thanks to Quantitative Easing. The recent sideways range is about as
good as we have seen, with other periods of steady (or declining) SOMA suffering deeper
pullbacks. Things could get interesting when the SOMA range is finally broken in a
decisive way (up or down). Fed policy and SOMA activity have had a huge market
influence over the last several years, and paying attention to them is critical. | will
continue to monitor changes closely as I 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). 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, the leading NASDAQ, the MTC Combo Systems, and the long-term
uptrend still have me leaning bullish. I therefore will remain “slightly bullish”. 1 am
willing to trade both long and short, but I’1l 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
None

This report has been prepared by Hanna Capital Management, LLC and is provided for information purposes only. Under no
circumstances is it to be used or considered as an offer to sell, or a solicitation of any offer to buy securities. While information
contained herein is believed to be accurate at the time of publication, we make no representation as to the accuracy or completeness of
any data, studies, or opinions expressed and it should not be relied upon as such. Robert Hanna, Hanna Capital Management, LLC or
clients of Hanna Capital Management, LLC may have positions or other interests in securities (including derivatives) directly or
indirectly which are the subject of this report. This report is provided solely for the information of Hanna Capital Management, LLC
clients and prospects who are expected to make their own investment decisions without reliance upon this report. Neither Hanna
Capital Management, LLC nor any officer or employee of Hanna Capital Management, LLC accepts any liability whatsoever for any
direct or consequential loss arising from any use of this report or its contents. This report may not be reproduced, distributed or
published by any recipient for any purpose without the prior express consent of Hanna Capital Management, LLC.
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