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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

January 4, 2016 Volume 9 Issue 1

Market Overview

(uantifiable Edges 1-day Risk/Reward Outlook (uantifiable Edges 3-day Risk/Reward Outlook
Bearish Bullsh  Bearigh Bullish

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

Tonight’s Research Points

e 2 unfilled gaps down like we have seen the last 2 days have often been followed by
a bounce.

e Since 1987, two down closes to end a positive quarter has always been followed by
gains.

e Acloser look at 2015 SOMA flows shows how we may be able to anticipate them
better and utilize that information in 2016.

Short-term Outlook
The Bottom Line
Evidence is bullish and the market is now oversold. | believe there is an upside edge and

am looking for a bounce.

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




Pagez

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
January 4, 2016 2 unfilled gaps down 1-5 days Bullish
January 4, 2016 Down last 2 days of positive quarter 1-5 days Bullish
December 24, 2015 QE Buying Power Short 1-6 days Bearish
December 24, 2015 Up 2% frm 3 ago. 3/10 HV < 0.25 1-6 days Bullish 1.95% -1.20% -2.50%
December 23, 2015 Twas 3 Nights Before Christmas 1-8 days Bullish
Active - Long Term
January 4, 2016 Down last 2 days of positive quarter 1-15 days Bullish
December 24, 2015 Up 3 days. 90% up vol today 1-14 days Bullish 3.40% -2.15% -3.80%
December 24, 2015 Up 2% frm 3 ago. 3/10 HV < 0.25 1-19 days Bullish 4.50% -1.80% -3.60%
December 22, 2015 Golden Cross int term Bullish
December 14, 2015 Santa Rally thruJan4 [Bullish
November 2, 2015 Best 6 months Nov-Apr Bullish
October 26, 2015 NASDAQleading SPX int term Bullish
September 9, 2015 FTD on mild breadth & volume int term Bearish
November 3, 2014 Quantitative Easing Ends int term Bearish
July 22,2013 New High Divergence (Study of Tops) |int term Bearish
Dropped Tonight
December 30, 2015 1% gain between Christmas & New Year |1-2 days Bullish

The Evidence

Thursday was a tough way for the market to end the year. The SPX sank 0.9%, the
NASDAQ fell 1.2% and the Russell 2000 also dropped 1.2%. Breadth was negative as the
NYSE Up Issues % came in at 40% and the Up VVolume % was 35%. Total NYSE volume
was again light, but | expect it will begin to rise again this week as traders return from
vacations.

Both Wednesday and Thursday saw SPY leave an unfilled gap down. That is fairly
unusual. Inthe 11/16/15 letter | looked at times SPY gapped down 2 days in a row. | have
updated that research below.

SPY posts an unfilled gap down today and yesterday. Close < 200ma.
Buy on close. Sell X days later. $100k/trade. 2002 - present.

X . All: .AIIE AI!: All % AI!: A.vg AI!: M.ax Al ﬁ.«vg Al I..lax _AII: Al Al Avg
All: Net Profit | Total | Winning | Losing Winning Winning Los=ing Losing Win/Loss
Da‘_-"S Trades | Trades | Trades FIRLELE Trade Trade Trade Trade Ratio FOLIERT| TR
5 23,897.09 15 14 1 93.33 £,103.89| -3,070.17| -3,070.17 0.74 10.41| 192647
4 23,702.20 15 10 5 66.67 694143 103112 -2081.72 2.80 560 158015
3 16,371.92 15 9 ] 50.00 588818 108381 -2134.40 2.37 3.55 1,081.45
2 14,440,432 16 9 7 5625 509184 152718 -5231.80 1.83 2.35 902.53
1 §,081.26 18 11 2 57.89 281820 -1,00016| -4,080.40 1.36 1.87 35747

100% of instances closed above the entry price
at some point in the next week.

Every instance but one was higher 5 days later. The numbers are compelling. Here is the
profit curve.
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SPY posts an unfilled gap down today and yesterday. Close < 200ma.
Buy on close. Sell 5 days later. $100k/trade. 2002 - present.
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As you would expect with such a high percentage of winners, the curve looks strong too.

Seasonality may also help the bulls here. In the 1/3/2011 Subscriber Letter I examined
other times where the SPX closed down on the last two days of the quarter. | found that
when the last two days were down, but the quarter was still positive, there appeared to be
a strong upside tendency over the next few weeks. Below is an updated stats table.
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SPX closes down the last 2 days of the quarter. SPX close = 63 trading days ago (est. quarter).
Buy on close. Sell X days later. % 100k/trade. 12/31/86 - present.
All: All: All: : ; : : :
X | All NetProfit| Total |Winning | Losing | % ;rl:n’:i\nlg ﬁmﬁ TLQ:: T_Illzhshi‘n? Wiﬁm it LA
Days Trades | Trades | Trades | °M20% | yrage Trade Trade Trade Reto | Tomractor| Trade

15 22 21 1 95.45| 2,983.09| 13,076.88 -339.84 -339.64 878 164.34

14 22 pal 1 9545 273357 10,580.16 -327.24 32724 835 175.45

13 22 pal 1 59545 1107456 128544 128544 2.07 43.39

12 22 21 1 95.45 11,198.16 | -1,744.80| -1,744.30 1.54 32.43

11 22 20 2 50.91 44| 21105592 -1,295.04 238 23.56

10 22 19 3 86.35 -1,683.70| -3,179.04 1.45 515

] 22 18 4 81.82 -1689.82 0 -2,570.04 1.55 6.95

2 22 k) 3 86.35 222735 5 -93045 ) AT TE 238 15.16

7 22 18 4 81.82 2127599 ; 2 -1,007.95) 148325 21 9.50

G 22 18 4 81.82 211812 B22.72 -769.41) -1,938.50 275 12.39

5 22 19 3 36.36| 1,791.93 220 44 -741.54 | -1 47098 242 15.30

4 22 18 4 8182 17 4 42804 108271 -2,062.20 1.85 741

3 22 16 6 7273 1,526.35 371320 1,28097 ) -2,701.82 1.18 315

2 22 17 5 TF27 127381 413235 -123070 -2555782 1.04 352

1 22 14 2 §3.64 7 3| 1,763.38 -575.37 | -2,55882 1.28 220

The consistency and the strength of the edge is impressive. Below | have produced profit
curves for the 5 and 15-day holding periods.

SPX closes down the last 2 days of the quarter. SPX close = 63 trading days ago (est. quarter).
Buy on close. Sell 5 days later. % 100k/rade. 12/31/86 - present.
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SPX closes down the last 2 days of the quarter. SPX close = 63 trading days ago (est. quarter).
Buy on close. Sell 15 days later. % 100k/trade. 12/31/86 - present.

2 3 4 5 & 7 & 9 10 M 12 13 14 15 48 17 18 19 20 21 22
Trade Number

The 15-day has been especially consistent, though both seem to act as solid confirmation
of the edge suggested by the numbers. | have included this study on both the short and
intermediate-term active lists.

So despite the fact that we are now exiting the very strong late-December seasonal period,
the short-term active studies are mostly pointing higher.

| have updated the Aggregator chart below.
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# TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index B ==
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With tonight’s studies included the green Aggregator Line moved a little further above
zero. Positive readings mean net expectations from the Active List are for upside over the
next few days. Meanwhile the black Differential Line now joined the green line above
zero. The positive Differential Line reading means SPX is oversold versus recent
expectations. So expectations are positive and SPX is short-term 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 studies, evidence is set to remain positive on Monday. Of course this
could change if strong bearish evidence emerges. The Differential Pivot will be 2084.30
on Monday. That is a whopping 2.0% above Thursday’s close. So for SPX to move from
oversold to overbought versus expectations on Monday it will need to close up at least
2.0%. That is a pretty unlikely gain for just 1 day. A more likely scenario for working off
the oversold condition would be a multi-day decline or consolidation.

Evidence is turning more and more bullish for the short-term, and the market is now
oversold. Additionally, there appears to be a good amount of room to the upside before
the market would be considered “overbought”. That improves reward potential and overall
reward/risk when evaluating the possibility of trades. | believe there is a good chance of a
bounce in the next few days. | began to scale in to an index position on Thursday, and |
may look to add to that position on Monday.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 1/4 — 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 and the
combo systems are all still positive.

The market suffered a bit of a decline in its last week of 2015. The SPX dropped 0.8% for
the week, leaving it with a 0.7% loss for the year. The other indices finished the year mixed
as the NASDAQ gained 5.7% while the Russell 2000 lost 5.7%. Other than the “2-down
days to finish a positive quarter” study discussed in the short-term section above, there
were no other studies that triggered with intermediate-term significance.

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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While the Fed raised interest rates a few weeks ago, its SOMA policy is apparently
unchanged. This week total SOMA value saw a decline of 0.24%. | took a closer look at
weekly and monthly SOMA patterns for 2015. 1 found out a few things in doing so. The
last week of the month has typically seen a decline in the SOMA. The average decline for
2015 during the last week was 0.30%. So the 0.24% decline last week was actually less
than usual. (Though it was bigger than the 0.21% decline seen the last week in November.)
Next week | expect the SOMA to come in nearly flat. That has been standard for the first
week of the new month. It is during the 2" or 3@ week each month that the SOMA will
typically see a rise. | believe this is due to the fact that the Fed continues to reinvest
maturing securities and that the schedule of maturities is fairly consistent from month to
month. Overall the SOMA is almost dead flat for 2015. The market is also. From 12/31/14
to 12/30/15 the SOMA wiggled back and forth and ended with a net gain of 0.12%.

| also took a little deeper dive into the weekly data. Before discussing the results, |1 would
note that SOMA amounts are reported by the Fed as of the close on each Wednesday. So
weekly returns are also measured on a Wednesday to Wednesday basis for these tests. In
looking at the data | found that during 2015 there were 17 weeks in which the SOMA
increased by greater than 0.01%. Of those 17 weeks, 11 saw the SPX make gains and 6
saw the SPX suffer losses. The total additive (non-compounded) gains during those 17
weeks was 9.69%. There were 35 weeks in which the SOMA was either flat or declined.
Of those 35 weeks, only 12 saw gains. The net additive (non-compounded) LOSS during
those 35 weeks was 8.71%. So there was a sizable difference in performance during the
times the Fed was providing liquidity versus times it wasn’t. Below is a summary table
that shows the averages for these weeks.

2015 SOMA & SPX Performance
Instances SPX Win % SPX Avg Week
SOMA Increases = 0.01% 17 B63% 0.57%
SOMA does NOT increas 0.01% 35 34% -0.25%

As | have been saying for a long time, flat or declining SOMA readings have typically led
to market struggles. But a rising SOMA has consistently led to gains. It will be important
to monitor SOMA activity during 2016 so that we may quickly identify any change in
policy and quickly take steps to adjust our strategies. We may also be able to anticipate
the Fed’s reinvestment schedule based on what we have seen for the last 12 months. And
because of this we should be able to see any deviation from the current “norm” very
quickly. I expect liquidity analysis to remain an important tool for us in 2016 and beyond.

Santa Claus seasonality is about done here, but the Market Timing Course indicators are
all bullish, and we have seen a few other bullish studies emerge in the past couple of weeks.
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So most of the evidence is favoring the bull side. The bears can still point to the FTD study
from a while back, the questionable Fed support, and the old breadth divergence study.
None of these appear strongly bearish on their own. Much like the last few weeks, it
appears the bulls have more going for them than the bears do. | am tentatively bullish, but
could move off that stance if evidence begins to swing the other way. For now, | will be
more aggressive with long trades, and will only take shorts if the edge appears very
compelling.

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

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 @ $203.00 LIMIT ON CLOSE. Based on the short-term outlook above, |
will look to up my long position if SPY closes down a bit more on Monday.

Current Open Trade Ideas
Symbol Entry Date |[Entry PricdCurrent Price |% Gain/Loss |Stop Notes
SPY(1/4) 12/31/2015| $203.87 $203.87 0.00% bought on close
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