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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

February 18, 2016 Volume 9 Issue 32

Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook . Quantifiable Edges 3-day Risk/Reward Outlook ,
Bearish Bulish  Bearish Bulish

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing

Short 100% Long VXX Flat

Tonight’s Research Points

e A mix of bullish and bearish studies emerged tonight.

Short-term Outlook

The Bottom Line
The Aggregator remains bearish and | believe a pullback is likely in the next few days.

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




Pagez

The Evidence

Wednesday was the 3™ day in a row of strong market gains. The SPX rallied 1.7%, the
NASDAQ gained 2.2%, and the Russell 2000 rose 1.5%. Breadth was positive as the NYSE
Up Issues % was 82% and the Up Volume % came in at 89%. Total NYSE volume rose
for the 2" day in a row.

The Quantifinder showed a real mix of studies tonight. Both bulls and bears have some
compelling evidence they can point to. Let’s first look at the bullish studies.

Just closing up 3 days in a row from a 50-day low has typically been a good sign. The
study below was last seen in the 10/21/14 letter. Stats are updated.

SPX closes up for exactly the 3rd day in a row but < 200ma. It closed at a 50-day low just prior
to the rally. Buy on close. Sell X days later. $100k/trade. 7/1/2001 - present.

X Al et All: All: All: Al All: Avg AI!: r.'l_ax All: Avg All: Ma:-c _AII: Al All Avg
Total |Winning|Losing Winning Winning Losing Losing |Win/Loss
Days Profit Trades | Trades Trades e Trade Trade Trade Trade Ratio ProfitFactor)  Trade
5| 30,337.089 14 11 3 7857 32476 751560 -1,795.50| -3,382.50 1.81 6.63| 2 166.94
4| 25001.78 14 10 4 71.43| 286852 5800.13 -920.85| -1,887.00 3.12 7.79| 1,785.84
3| 1862244 14 10 4 7143 259377 4,850.000 -132881| -4776.88 1.42 3585 133017
2| 1743242 14 13 1 9286 162949 450660 -3751.00| -3,751.00 0.43 565 124517
1| 15,451.80 14 9 5 6429 1,923.53| 4,599.94 -370.00 -334.50 .20 936 1,104.41

Prior to 2001 the setup did not appear to suggest any edge

It has been quite a hot streak since 2001 with these setups. Prior to that, no edge was
evident in either direction. Below is a profit curve assuming a 2-day exit strategy.
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SPX closes up for exactly the 3rd day in a row but < 200ma_ It closed at a 50-day low just prior
to the rally. Buy on close. Sell X days later. $100k/trade. 7/1/2001 - present.
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The last instance did not hold true but the curve certainly seems to support the data
nonetheless.

Also notable is that Wednesday was the 3rd day in a row that provided strong breadth readings.
In the past, 3 days of strong breadth has led to further short-term upside. This is something |
discussed in the 10/21/13 Letter. | have updated that study below.
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NYSE Up Issues % = 70% for exactly the 3rd day in a row.
Buy SPX on close. Sell X days later. $100k/trade. 1967 - present.
_ All: _ All: Avg All: Max Al Avg All: Max All: : _
X ﬁ;:_;:? Total |Winning|Le=ing Prﬁltl'lrt:i’tle Winning Winning Lozing Losing |Win/Loss PI’DT'.I‘tAF";lC‘tDI ’a.kll.l}:;;g

Da‘,l"s Trades | Trades (Trades Trade Trade Trade Trade Ratio
10| 2994660 21 16 5 76.19| 3,133.32| 8596133 403730 873975 073 248| 142503
9| 27 6826.04 | 16 5 7819 301458 1011258 -£121.38 -5422.42 0.73 234 131553
3| 2464503 21 14 7 6667 295512 841794| -233952| 954276 1.24 247 117357
T 28799.45 21 16 5 7619 263091 7.911.38| -2659.01| -5421.07 0.99 34T 1,371.40
6| 28 068537 21 15 6 7143 292539 9523763 -263590| 553478 1.11 277 133545
5 20,8557 21 15 G T1.43) 238952 834425 -248550 652310 0.96 238 993.80
4| 1715297 21 14 T 8687 188777 B272.01| -1,23513 | -3472.70 1.45 29 316.81
3| 13,890.89 21 12 ] 5F14| 207172 6595039 121886 -2691.05 1.70 22T 661.47
2| 1799426 21 18 3 85.71 1,070.05( 4 14450 22221 -790.32 253 18.21 256.87
1| 10,016.84 21 14 L] 86 .67 837.90( 260946 -285.64 -455 45 293 6.84 476.99

All 21 instances posted a close above the entry price
at some point in the next 5 days.

Not only are the net results strong but the consistency has been outstanding with all 21 instances
posting gains at some point during the next week. Below | have listed all 21 instances and
assumed a 2-day exit.
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NYSE Up Issues % = 70% for exactly the 3rd day in a row.
Buy SPX on close. Sell 2 days later. $100k/trade. 1967 - present.
Date/Time signal Price % Profit Run-up
Drawdown
1/9/1967 Buy $82.81 0.80% $1,339.77
1/11/1967 Sell $83.47 ($1,738.08)
5/29/1970 Buy $76.55 1.69% $2,847.08
6/2/1970 Sell $77.84 ($927.26)
10/11/1974 Buy $71.14 0.42% $4,622.45
10/15/1974 Sell $71.44 (£744.65)
1/3/1975 Buy $70.71 0.44% $2,163.42
1/7/1975 Sell $71.02 ($1,117.06)
1/5/1976 Buy $02.58 1.48% $2,775.60
1/7/1976 Sell $03.95 (5226.80)
1/5/1979 Buy $99.13 0.20% $836.64
1/9/1979 Sell $99.33 ($1,310.40)
8/18/1982 Buy $108.52 4.15% $4,577.37
8/20/1982 Sell $113.02 ($1,077.57)
10/8/1982 Buy $131.05 2.59% $4,555.11
10/12/1982 Sell $134.44 %0.00
3/3/1983 Buy $153.47 0.12% $956.07
3/7/1983 Sell $153.66 ($1,269.45)
8/3/1984 Buy $162.35 0.22% $1,795.80
8/7/1984 Sell $162.71 ($953.25)
12/26/1991 Buy $404.84 2.54% $2,541.63
12/30/1991 Sell $415.13 ($61.75)
3/21/2007 Buy $1,435.04 0.07% $265.65
3/23/2007 Sell $1,436.11 ($356.04)
1/2/2009 Buy $031.80 0.21% $1,289.35
1/6/2009 Sell $034.70 ($1,312.89)
4/2/2009 Buy $834.38 0.13% $066.28
4/6/2009 Sell $835.48 ($1,379.21)
9/8/2009 Buy %1,025.39 1.83% $1,818.75
9/10/2009 Sell $1,044.14 ($137.74)
7/9/2010 Buy %1,077.95 1.61% $1,978.92
7/13/2010 Sell $1,095.34 ($690.00)
7/26/2010 Buy $1,115.01 -0.80% $528.66
7/28/2010 Sell $1,106.13 {$1,059.10)
3/21/2011 Buy $1,298.38 -0.06% $164.01
3/23/2011 Sell $1,297.54 ($1,103.41)
9/15/2011 Buy $1,209.11 -0.42% $897.90
9/19/2011 Sell $1,204.09 ($1,701.50)
6/27/2013 Buy $1,613.20 0.11% $818.01
7/1/2013 Sell $1,614.96 ($740.54)
10/18/2013 Buy $1,744.50 0.58% $845.31
10/22/2013 Sell $1,754.67 (£218.31)

A few recent instances did not do as well, but every instance has still managed to close higher
at some point in the next week. So I believe this study is worth taking into consideration.

Intermediate-term implications of this study are also very compelling. | have included them
below as well.
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NYSE Up Issues % = 70% for exactly the 3rd day in a row.
Buy SPX on close. Sell X days later. $100k/trade. 1967 - present.

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

X L Total |Winning|Losing . Winning Winning Losing Losing |Win/Lozss - HLERE
DayS Frofit Trades | Trades Trades pobae Trade Trade Trade Trade Ratio ProfitFactor  Trade

100 |121,663.29 16 13 3 81.25 10,310,856 35228.25| -412464 | -9531.58 2.50 10.83| 7,603.95
85)112,836.31 16 14 2 8750 881696 27 455.01| -530058| -7569.87 1.66 1164| 705227
90 131,796.43 16 14 2 8r.50 9,851.97| 30991.65| -3,085.58| -5123.16 321 2250 823728
85132 867.55 16 15 1 9375 894536 26681.37| -1,31289| 131289 6.81 10220| 830422
80122 090.92 16 15 1 93.75 8,554.27| 28597.05| -8,223.12| -5223.12 1.37 2062 753088
75114 288.87 17 16 1 8412 773385 27 7B6.5T| -9,44275| 944275 0.82 13.10| 6723456
70| 92659.21 17 16 1 9412 §,324.46 ) 24 277.56| -B,532.18| -353218 0.74 11.86| 545054
65| B4 787.45 17 14 3 8235 7,038.01) 27455.01| -4,586.24 | 1243875 1.53 7.16| 4887.50
B0 9474323 18 15 3 8333 7,543.81| 30504.83| -8,137.93|-14 33051 123 6.15| 528351
55| 85731.08 19 15 4 78.95 772432 30686.83) -5,03343 1342422 1.53 5.75| 503848
50| 88,198.68 19 15 4 7895 778757 23,080.26| -7,078.71|-16443.76 1.10 4.1 4 64204
45| 81,399.80 19 16 3 8421 6,925.5% 28118.13| -9,805.37 | -22705.40 0.71 377 428420
40| 6721293 19 16 3 8421 | 6,330.04| 23 992.05|-11,355.88 | -25,195.29 0.56 297| 353752
35| 65,994.61 20 16 4 80,00 5521.20) 18677.88| -5,985.16|-16976.62 0.94 376 329973
30| 65,653.67 20 15 5 7500 584826 15257.06| -4,414.08|-15281.41 132 397 323288
25| 67,506.23 20 16 4 80,00 512775 1407288 -363444| 552437 1.41 5.64 337531
20| 6321148 20 16 4 80.00 496215 14,04525| -4,04575|-11381.59 123 4.91 3,160.57
15| 48517.24 20 17 3 85.00 357047 12387.45| -4,825.90 | -10189.61 0.79 450 242586
10| 29,946.60 21 16 5 7619 3,133.32| B961.33| -403730| 373976 0.78 248 142603

5| 20,889.71 21 15 ] 71.43 2,388.52) 834428 -2,495.50| -5523.10 0.96 2.39 %93.80

The results table suggests a strong consistent edge has followed this setup. Below is a
performance graph showing performance assuming an 85-day holding period.
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NYSE Up Issues % = 70% for exactly the 3rd day in a row.
Buy SPX on close. Sell 85 days later. $100k/trade. 1967 - present.
140000

130000

120000

110000

100000

80000

a0000

70000

Equity($)

60000

0000

40000

30000

20000

10000

0

Trade Number

The curve appears to serve as further confirmation of the upside edge. The strong, steady
upslope is very impressive.

But as | mentioned, not everything was bullish. And compelling bearish evidence also
emerged. An indicator that is providing a notable reading is the 3/10 Offset HV for the SPX.
I first introduced this indicator in the 7/13/2009 blog. It looks for periods where short-term
historical volatility is contracting sharply. When that happens it is often soon followed by a
volatility expansion. This volatility expansion can occur in either direction. The indicator does
not predict direction. But when combined with other indicators it can provide some powerful
signals. The study below looks at the combination of low a 3/10 Offset HV, a short-term
overbought market, and a long-term downtrend. It was last seen in the 12/7/11 subscriber letter.
I have updated all results.

Hanna Capital Management, LLC 16 Hillcrest Rd., Medfield, Massachusetts 02052 781-956-6952
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SPX 310 Offset HV < 0.25 and RSI(2) = 90. Close < 200ma.
Buy on close. Sell X days later. $100k/trade. 1999 - present.

[ERRRNT-)

==

X Al Net
Da].lls Profit
5| 37,443,

4| -29,335.

3| -20,540

2| 23673

1] -15,957.

i | B0

(=}

All: All: All: . Al Avg All: Max All: Avg Al Max All:
Total |Winning|Losing Prnf;‘table Winning Winning Losing Losing u'Jin.fL!:lss
Trades | Trades (Trades Trade Trade Trade Trade Ratio
17 4 13 2353 T06.79| 1,138.84 -3,088 -7,519.22 0.23
17 3 14 1765 10048 1,209.90| -234643| -5663.22 0.43
17 4 13 2353 575.91 1,631.16| -1880.29| -5445561 0.52
17 1 16 588 151064 151064 -1573.99| -5,264.73 0.96
18 5 13 2778 951.26| 2286.84| -1598.02| -8,883.33 0.60

All: All Avg
ProftFactar| Trade
007 -2,202.8

0.0% -1,755.0

018 -1,208.2

0.06| -1,3%2.5

0.23 -887.1

R L]

jury

As you can see, the results are overwhelmingly bearish over the next couple of days. Below is

a profit curve.

SPX 310 Offset HV = 0.25 and RSI(2) = 90. Close = 200ma.
Buy on close. Sell 2 days later. $100k/trade. 1999 - present.
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Results are strongly negative and consistent.

Hanna Capital Management, LLC

16 Hillcrest Rd., Medfield, Massachusetts 02052

781-956-6952
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SPY has been very strong the last few days. Such strong moves on back-to-back days during a
prolonged downtrend have been followed by pullbacks on a very consistent basis. This is
demonstrated in the study below, which I last showed in the 10/25/11 subscriber letter, and
have updated tonight.

SPY closes up = 1% today and yesterday. It closes at a 10-day high but < 200ma.
Buy on close Sell X days later $100k/trade 1994 - present
. All: All: All: . All: Avg All: Max All: Avg All: Max All: . .
X ﬁ;:_;:_:t Total |Winning|Losing Pﬁlfl'.rtable Winning Winning Loging Loging |Win/Loss Prnf?l—llﬁctnr ﬁ.‘:.t;;;g
Da‘;"S Trades | Trades Trades Trade Trade Trade Trade Ratio
5(-38,991.50 30 11 18 3667 153327 339942 -2939.87( -7,053.11 0.52 0.30| -129872
4| 47 2824457 31 T 24 2258 147474 247556 -2423868( -7879.83 0.61 0.18| -1,543.37
3| -39 964 74 31 T 24 2258 1,389.30 286479 -207041| 550264 0.67 0.20 1,289.159
2| -36107.87 <) 10 21 32.26 8630.40 250560 -213294( -5350.20 0.41 0.19| 116477
1) -21969.47 32 12 20 37.50 591.27 205200 -145324| -2857.20 0.41 0.24 586.55
Only 1 instance failed to close be the entry price at some
point in the next 3 days. It triggered on 5/29/09.

The numbers here all very strongly suggest a downside edge. The equity curve is below.

Hanna Capital Management, LLC 16 Hillcrest Rd., Medfield, Massachusetts 02052 781-956-6952
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SPY closes up = 1% today and yesterday. It closes at a 10-day high but = 200ma.
Buy on close. Sell 4 days later. $100k/trade. 1994 - present.
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Again we see a strong steady downslope, confirming the bearish edge.

This of course leaves us with a real mix of studies.

| have updated the Aggregator chart below.

Hanna Capital Management, LLC 16 Hillcrest Rd., Medfield, Massachusetts 02052 781-956-6952
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#4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl =a=
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With tonight’s studies being considered the green Aggregator Line held below zero.
Negative readings mean net expectations from the Active List are for downside over the
next few days. Meanwhile the black Differential Line is also below 0. The negative
Differential Line reading means SPX is overbought versus recent expectations. So
expectations are negative and 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.

Expectations on Thursday are primed to remain bearish. Of course this could change if
strong new bullish evidence emerges. The Differential Pivot will be 1894.99 on Thursday.
That is 1.65% below Wednesday’s close. So for SPX to move from overbought to oversold
on Wednesday it will need to close down at least 1.65%.

Evidence is still leaning bearish. And the Aggregator suggests a decent opportunity to
trade. | am already partially short. With evidence from Wednesday so mixed | am not
inclined to add to my position on Thursday. I’ll instead wait to see how things unfold on
Thursday and what additional evidence emerges there.

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




Intermediate-term Outlook (2 weeks — 2 months) — updated 2/16 — neutral

The intermediate-term outlook was last updated in the 2/16/16 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

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.

None tonight.

Current Open Trade Ideas

Symbol Entry Date |Entry PricqCurrent Price (% Gain/Loss |Stop |Notes
BA(1/3) 2/12/2016| $105.12 $116.34 10.67% sell on open
SPY (1/4)(s) 2/17/2016| $191.16 $192.88 -0.90% shorted on open

Page]. 2

BA reached its exit trigger and will be sold at Thursday ’s open.

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.

Copyright © 2016 Hanna Capital Management, LLC.
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