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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

July 24, 2015 Volume 8 Issue 141

Market Overview

(uantifiable 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
Long 100% Long XIV Short

Tonight’s Research Points

e A strong move up by the SOX while the Nasdaq declined hints at strength for
Friday.

e 3-day pullbacks with a low 3/10 Offset HV suggest a bullish edge.

e The CBI hit 8, which is a bullish level during long-term uptrends.

Short-term Outlook

The Bottom Line

Expectations are solidly positive and the market is oversold. This leaves the outlook
neutral.
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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 14, 2015 VIX10%to 10%below 1oma 1-8 days Bullish
Active - Long Term
July 22, 2015 4th Hindenburg Signal 1-35 days Bearish -6.40% 2.70% 4.80%
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

(Not updated Thursday night.)

The Evidence

The market sold off on Thursday. The SPX lost 0.6%, the NASDAQ fell 0.5%, and the
Russell 2000 declined 1.1%. Breadth was negative as the NYSE Up Issues % came in at
32% and the Up Volume % was 28%. Total NYSE volume rose some from Wednesday’s
level.

A positive about the SPX pullback over the last 3 days is that the 3/10 Offset HV
Indicator is extremely low. As a brief review the 3/10 Offset HV compares the current 3-
day historical volatility to the historical volatility of the 10 days prior to these three.
When very low readings occur that means there has been a sharp contraction in volatility.
This often leads to a volatility expansion. It isn’t often useful in determining direction. It
does suggest that a large move could occur, though. The 0.25 level is one | tend to use.
Historically it has reached 0.25 or lower about 9% of the time. The 3 days following
such low readings have seen the 3-day HV expand 5.5 times over the next 3 days. A
chart of the indicator can be found on the Quantifiable Edges charts page.

So let’s take a look and see how the market has reacted following 3-day pullbacks with
low readings vs. those without low readings. | last did this in the 9/5/14 letter and have
updated the studies below. First I’ll show times when the 3/10 Offset HV is above 0.25.
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SPX closes down for exactly 3rd day in a row and HV Offset 3/10 indicator = 0.25.
Buy on close. Sell X days later. $100k/trade. 2000 - present.
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As we knew from past studies there is a mild upside bias after a 3-day pullback. It
appears over the last 15 years that the edge has really only lasted 1-day. Returns after the

1* day are fairly flat.

Now let’s look at times like now where the 3/10 Offset HV is very low.

SPX closes down for exactly 3rd day in a row and HY Offset 3/10 indicator < 0.25.
Buy on close. Sell X days later. $100k/ftrade. 2000 - present.
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2.58 V72427
255 626.47
1.83 27472

These numbers appear to be quite a bit better - both immediately and after a couple of
weeks. The reliability of some kind of bounce improves nicely as well. Below is a profit
curve assuming a 3-day exit strategy.
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SPX closes down for exactly 3rd day in a row and HY Offset 3/10 indicator < 0.25.
Buy on close. Sell 3 days later. $100kitrade. 2000 - present.
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The strong upslope appears to confirm the stats table. The current pullback certainly
contains some appealing characteristics.

Another study | found worth reviewing was from the 7/26/12 subscriber letter. It looked
at times where the NASDAQ composite declined while the SOX rose at least 1%. | have
updated all the stats below.
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MASDAQ closes down while 50X rises = 1%.
Buy NASDAQ on close. Sell next day's close. $100k/trade. 2000 - present.
radeStation Performance Summary Collapse 2

All Trades

Total Net Profit $50,502.43 Profit Factor @7
Gross Profit $79,045.27 Gross Loss (328,542.84)
Total Number of Trades 60 Percent Profitable (71.67%
Winning Trades 43  Losing Trades 7
Even Trades 0

Avg. Trade Net Profit $841.71) Ratio Avg. Win:Avg. Loss 1.09
Avg. Winning Trade $1,838.26 Awvg. Losing Trade ($1,678.99)
Largest Winning Trade %10,390.72 Largest Losing Trade (34,353.48)

Results here seem to suggest a 1-day upside edge for the Nasdaq. The “% Profitable”,
“Profit Factor” and “Avg Trade” are all impressive. Below is a profit curve.

NASDAQ closes down while SOX rises = 1%.

Buy NASDAQ on close. Sell next day's close. $100kftrade. 2000 - present.
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There appears to be some flattening in the curve as some of the biggest winners appeared
early on. Still, the slope remains generally up and the study seems to be worth
consideration.

Of course the Aggregator anticipates SPX movement not Nasdag movement, though the
two are highly correlated. | decided to see how the SPX has performed when the setup
triggered.

NASDAQ closes down while SOX rises = 1%.
Buy SPX on close. Sell next day's close. $100k/trade. 2000 - present.
radeStation Performance Summary Collapse 2

All Trades

Total Net Profit $24,550.30 Profit Factor ( 2.23:
Gross Profit %44,571.55  Gross Loss (320,021.25)
Total Number of Trades 60 Percent Profitable _66.67%
wWinning Trades 40 Losing Trades 0
Even Trades 0

Avg. Trade Met Profit 409,17 _JRatio Avg. Win:Avg. Loss 1.11
Avg. Winning Trade $1,7T¥.29 Avg. Losing Trade ($1,001.08)
Largest Winning Trade $3,863.25 Largest Losing Trade (34,520.40)

Based on these results it appears the SPX has benefitted as well. The strength of the
upside edge isn’t quite as strong though. The average instance sees a rise of about 0.4%
instead of the 0.8% shown in the Nasdaq results. Traders looking to take advantage of
the setup could consider trading the Nasdag rather than the S&P in cases like this.

| also ran the SPX profit curve and have included it below.
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NASDAQ closes down while SOX rises = 1%.
Buy SPX on close. Sell next day's close. $100k/trade. 2000 - present.
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The curve here appears similar to the Nasdaq profit curve without as much flattening.

Another indicator starting to give strong readings is the Quantifiable Edges Capitulative
Breadth Index (CBI). It reached 8 at the close on Thursday. While 10 is the level | often
refer to as a very strong bullish indication, levels as low as 7 or 8 have often been followed
by market bounces when the market has been in a long-term uptrend. Below I have produced
a table showing results if you entered SPX long at differing CBI levels and then exited the
position when the CBI returned to 3 or lower. (I consider 3 or lower to be neutral.)

Quantifiable Edges CBl closes == X. SPX = 200ma.
Buy on close. Sell when CBI <=3 $100k/trade 1995 - present
. All: Al All: . All: Avg All: Max All: Avg All: Max All: . .
X ﬁgt;:_? Total |Winning | Losing Prﬁgr.table Winning Winning Losing Losing |Min/Loss PerﬂAIJgCtDF ﬁf:.';;\j";g

Trades | Trades |Trades Trade Trade Trade Trade Ratia

10| 18,654.20 12 12 0| 10000 155452 5471.50 0.00 0.00| 100.00 100.00| 1,554.52

9| 2399539 18 16 2 8889 157355 5,471.50 -581.04 0 -1,128.58 2.66 21.30 1,333.08

2| 31,780.70 26 23 3 BB46| 155440 462700 -1,33017| -2,173.18 1147 296 12257

7| 45173.55 40 35 5 87.50( 142414 4B627.00 -93425) 217816 1.52 1067 1,129.34
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As you can see, results have been solid across the spectrum. The 8 level is highlighted since
that is where we are at currently. Below is a profit curve of this strategy.

Quantifiable Edges CBI closes == 8. SPX = 200ma.
Buy on close. Sell when CBI <= 3. $100k/trade. 1995 - present.
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The strong, steady upslope serves as confirmation of the bullish edge.

So between the SOX action, the low HV 3-day pullback, and the spiking CBI we are seeing
come compelling short-term evidence tonight.

| have updated the Aggregator chart below.
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The bullish studies tonight helped push the green Aggregator line 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 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 Friday. Of
course this could change if compelling bearish evidence emerges. The Differential Pivot
will be 2115.04 on Friday. That is 0.6% above Thursday’s close. In order to move to
overbought versus expectations, SPX will need to close up at least 0.6% on Friday.

The market is oversold, and | like the bullish evidence that is emerging. There is also
ample room to the upside to realize some decent profits. So | am ready to start scaling
into a long index position. Additionally, I will be looking to increase my stock exposure
with new Catapult trades triggering. Details are in the Trade Ideas section down below.

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 7/20— slightly bullish

The intermediate-term outlook was last updated in the 7/20 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

APA —1/3 @ $47.53 (bought @ limit)

APA — 1/3 @ $47.53 (bought 2" lot @ limit)
OXY — 1/3 @ $69.47 (bought @ limit)

COP - 1/3 @ $55.83 (bought @ limit)

UTX - 1/3 @ $101.55 (bought @ limit)

New

COP — 1/3 @ $55.83 (buy 2™ lot @ limit)
UTX — 1/3 @ $101.55 (buy 2™ lot @ limit)
ORCL- 1/3 @ $39.00 (buy @ limit)

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI — 8/5(APA-2, OXY, COP-2, UTX-2, ORCL)

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

ORCL — buy 1/3 Catapult position @ $39.00 LIMIT. This is a Catapult trade from
above. It is the 1% of 3 possible lots for ORCL.

COP — buy 1/3 Catapult position @ $54.04 LIMIT. This is a Catapult trade from
above. It is the 2" of 3 possible lots for COP.

UTX — buy 1/3 Catapult position @ $101.14 LIMIT. This is a Catapult trade from
above. It is the 2™ of 3 possible lots for UTX.

Though they have done well over time, Catapults tend to be quite volatile and are
traded without initial stops. Those new to Catapults should examine the information

on the Catapult System page.

SPY — buy % index position @ $210.18 LIMIT. Based on the short-term outlook
above, | will look to begin scaling into a long index position.

Current Open Trade Ideas

Symbol Entry Date |Entry Price|Current Price |% Gain/Loss |Stop Notes
APA(1/3) 7/22/2015 $47.32 $47.35 0.06% Catapult
APA(1/3) 7/23/2015 $47.32 $47.35 0.06% bought @ limit
OXY(1/3) 7/23/2015 $69.44 $69.69 0.36% bought on open
COP(1/3) 7/23/2015 $55.10 $54.04 -1.92% bought on open
UTX(1/3) 7/23/2015]  $101.55 $101.14 -0.40% bought @ limit
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