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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

March 2, 2016 Volume 9 Issue 41

Market Overview

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

Signals Overview

Aggregator Aggressive VIX QE Buy Pwr Swing

Short 100% Short SPY Short

Tonight’s Research Points

e The big drop in VXO suggests a downside edge.
e The SPY price action also points lower.
e The Follow Through Day Tuesday looks promising.

Short-term Outlook
The Bottom Line

Evidence is mixed but tilted bearish for the next few days. With SPX strongly overbought

I am anticipating a dip.
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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
March 2, 2016 FTD & 20-day high 1-3 days Bullish
March 2, 2016 VXOdrops 15%-20%in 1 day. SPX<200 [1-2 days Bearish
March 2, 2016 SPY closes top 10% 1-day & 10-day rng |1-3 days Bearish
Active - Long Term
March 2, 2016 FTD & 20-day high int term Bullish
February 18,2016 Up Issue % > 70% 3x 1-85 days Bullish 10.70% -5.10% -12.10%
February 1, 2016 2 90% up days in 1 week 1-9 months |Bullish 23.10% -6.60% -15.10%
November 2, 2015 Best 6 months Nov-Apr Bullish
November 3, 2014 Quantitative Easing Ends int term Bearish
July 22, 2013 New High Divergence (Study of Tops) int term Bearish
Dropped Tonight
March 1, 2016 Turnaround Tuesday 1 day Bullish

The Evidence

Tuesday was a huge day for the market. The SPX rallied 2.4%, the NASDAQ gained 2.9%,
and the Russell 2000 rose 2.0%. Breadth was positive as the NYSE Up Issues % was 81%
and the Up Volume % came in at 77%. Total NYSE volume rose some from Monday’s
level.

A few studies triggered that noted the sharp drops in the the VIX and VXO (the old version
of the VIX). They are viewed as “fear indices”. So when there is a sharp decline in them
that generally means fear is quickly leaving the market. More accurately, options traders
are no longer willing to pay large premiums for protection, and option prices are dropping
rapidly. The study below was last covered recently in the 1/25/16 letter. Stats are all
updated.

WXO closes down between 15%-20% on the day. SPX < 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1998 - present.
. Al Al Al . Al Avg All Max Al Avg All: Max Al . .
X ﬁ;lr.;:_:t Total Winning| Losing Prufﬁahle Winning Winning Los=ing Losing |WinfLoss Pruf:tsglﬁdnr ﬁ.‘ll.lf:j:g
Da‘_-"S Trades Trades Trades Trade Trade Trade Trade Ratio

3 -12,021.77 14 ] ] 57.14| 248204 §915.44 ) -5313.02) -59038.48 0.47 0.562 -§28.70
413244 88 15 7 2 4567 191484 -3,33092| 532928 0.57 0.50 -882.99
3|-18,794 52 16 5 11 3125 1,381.77 -2327T58| 52896872 0.55 0.27| -117488
2| -21,807.81 16 2 14 12.50 142237 143948 1768088 419525 0.81 0.12| -1,352593
1|-10,775.25 16 5 11 31.25 60435 131150 -125427 -2415.00 0.43 022 -573.45

We see here some very bearish statistics over the 1-2 day period. Below is a look at the
profit curve.
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VX0 closes down between 15%-20% on the day. SPX < 200ma.
Buy SPX on close. Sell 2 days later. $100k/trade. 1998 - present.
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This equity curve seems to strengthen the bearish case. It appears there is rarely upside
follow-through when fear dissipates so quickly during a downtrend.

Another study worth discussion is one from the 2/26/16 letter, which looks at SPY closing
in the upper part of its 1 and 10-day ranges. | have updated it below.

After gapping up SPY closes intop 10% of daily range and top 10% of 10-day range.

Close < 200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.

5 All: Al All: _ All: Avg All: Max All: Avg All: Max Al _ _

X ﬁ;lr.;:_;t Total |Winning| Losing Prﬂ\:lrlt::lle Winning Winning Losing Losing |Nin/Loss Pruf:ts;-'":lactnl ﬁ}"};‘?
D‘a"_f'S Trades| Trades (Trades Trade Trade Trade Trade Ratio

5| -16,783.58 32 18 13 5625 1,24%79%| 3,095.18| -3,021.53| -5223.38 0.41 0.57 -524.43
4|-13,443.12 35 16 19 4571 1,490.86| G5,167.16| -1963.31| -5244.16 0.76 0.64 -384.26
3|-23,722.84 7 13 24| 3514 133594 344712| 1 T1253 -5133.72 0.78 0.42 -541.16
2|-22,310.29 35 17 22 43.59 82491 2,07522| -1851.53| -5196.96 0.50 0.39 -572.06
11-10,585.11 41 19 22 45.34 646.87| 2,238.25| -1,039.80( -3,187.90 0.562 0.54 -258.17

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




Page4

Numbers over the 1% 3 days appear squarely bearish. Below is a look at a 3-day profit
curve.

After gapping up SPY closes in top 10% of daily range and top 10% of 10-day range.
Close < 200ma. Buy on close. Sell 3 days later. $100k/trade. 1993 - present.
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The last instance looked good for 2 days but Tuesday’s rally caused it to close higher. |
have included this study on the active list as well.

Tuesday did mark the 1% IBD Follow Through Day (FTD) since the rally began. Unusual about
this FTD is that it occurred in conjunction with SPX making a new 20-day high. This triggered
the study below, from the 10/19/11 letter.
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Today is Follow Through Day (FTD). SPX closes at a 20-day high.
Buy on close. Sell X days later. $100ki/trade. 1971 - present.

X AuNet |l oning Losing AE® | Woning | Wining | Losng | Losing wioss, AL AAVS
Da}rs Profit Trades | Trades |Trades e Trade Trade Trade Trade Ratio FrofilFactor  Trade
20| 365,389.20 12 10 2 B83.33| 424240| B44958| -3 0M7.38| 4916486 1.41 7.03| 303243
19| 3549668 12 ] 3 75.00| 456048 8638.19%| -151587| -253528 3.M 503 3,041.39
18| 3814432 12 9 3 75.00| 474512| B&02184| -1523.58 -2534461 312 9135| 3,17869
17| 38477.08 12 10 2 83.33| 395801 8 709.58| -1551.48 -1%5933.40 2.55 12.76| 3,038.76
16| 34,235.65 12 10 2 83.33| 3,513.70| &45547 -450.18 -454 210 7.81 39.03| 2,853.05
15| 35,531.59 12 10 2 83.33| 361587 B&417.53 -313.55 -584.91 11.53 5766 2596057
14| 3760464 12 10 2 83.33| 3,52450| 8%923.75 -820.18 | -1818.28 4.78 2392 313372
13| 31,320.51 12 10 2 B83.33| 3,30968| 748455 -888.15| -1,660.80 373 1863 261004
12| 23,595.18 12 7 5 58.33| 4,00197| 652245 -883.72| -2107.14 453 6.34| 198626
11| 20,331.32 12 8 4 6667 | 3,25134| 628881| -1419.85 -253754 229 458 1855428
10 12,4599.25 12 6 6 50.00| 3,250.75| 5659.28| -1,167.55 -2571.24 278 278 104160
9 17,019.83 12 7 5 58.33| 3,24410| 670447| -1137.77 -3,011.76 2.85 399 141832
8| 19,310.54 12 7 5 58.33| 3,60823| T7,35966| -1,189.33| -2,687.04 3.03 425 150924
T 23,957.852 12 8 3 T9.00| 289679 735347 -581.07 | -1,142.35 419 12.58| 189983
6| 20,017.58 12 11 1 9167 192232 7431.05| -112752| -1127.52 1.70 18.75| 166816
5| 15,230.44 12 11 1 9167 141476 497783 -331.92 -331.92 475 4689 126920
4| 15,307.83 12 10 2 83.33| 183551 5,600.87 -523.64 -552.82 312 1562 127585
3| 14,666.97 12 9 3 75.00| 1,835.80( 552948 518.41 -5998.20 2.97 8.9 1,222 235
2| 10,563.95 12 7 5 58.33| 1,86092| 35367.23 -452.50 -808.15 3.78 5.29 880.33
1 561013 12 7 5 58.33| 1,099.88| 2537.59 -417.80 -1,255.50 253 3.69 457.51

Results here are impressive over both the short and intermediate-term. To get a better feel for
the short-term returns | have listed the instances below.
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Today is Follow Through Day (FTD). SPX closes at a 20-day high.
Buy on close. Sell 6 days later. $100k/trade. 1971 - present.
Date/Time Signal Price % Profit Run-up
Drawdown
12/1/1971 Buy $05.54 1.49% $2,750.98
12/9/1971 Sell $06.06 ($847.28)
Buy $94.71 0.65% $1,877.90
18/197 Sell $05.33 ($126.60)
12/1/1978 Buy $06.27 0.87% $2,397.78
12/11/1978 Sell $07.11 ($944.58)
8/1/1984 Buy $154.08 7.43% $7,658.20
8/9/1984 Sell $165.53 $0.00
10/16/1985 Buy $187.97 0.28% $780.57
10/24/1985 Sell $188.50 ($631.89)
8/11/1986 Buy $240.67 2.42% $2,971.40
8/19/1986 Sell $246.50 ($132.80)
10/8/1986 Buy $236.67 1.20% $1,477.00
10/16/1986 Sell $239.52 ($974.82)
m Buy $1,485.00 0.23% $2,584.19
003 Sell $1,488.42 ($1,123.59)
Buy $1,370.15 -1.14% $1,194.48
4/9/2008 Sell $1,354.49 ($1,452.96)
7/15/2009 Buy $932.68 4.68% $5,001.18
7/23/2009 Sell $976.29 ($559.61)
10/18/2011 Buy $1,225.38 1.36% $2,524.77
10/26/2011 Sell $1,242.00 ($2,271.24)
12/11/2012 Buy $1,427.84 0.56% $1,411.20
12/19/2012 Sell $1,435.81 (%1,117.20)
Avg Run-up: 2.7% Avg Drawdown: -0.85%

The run-up to drawdown ratio here is quite impressive. I’ll also note that 9 of the 12 instances
went on to have “successful” rallies. (“Success” means it either hit a new 200-day high or at
least rose 2x as much as it had already risen off the bottom.) The 3 instances whose rallies did
not succeed (circled in red) all saw run-ups of at least 2% before they eventually rolled over
and made new lows.

| have updated the Aggregator chart below.
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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 added the green Aggregator Line dropped back below zero.
Positive readings mean net expectations from the Active List are for upside over the next
few days. Meanwhile the black Differential Line remained below 0. The negative
Differential Line reading means SPX is overbought versus recent expectations. So
expectations are now 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 turned short at the close.

Expectations on Wednesday are slated to remain bearish. But this could change if strong
new bullish evidence emerges. The Differential Pivot will be 1929.02 on Wednesday. That
is a whopping 2.5% below Tuesday’s close. So for SPX to move from overbought to
oversold versus recent expectations it would need to close down at least 2.5% on
Wednesday. That’s improbable for just 1 day. A more likely scenario for working off the
overbought condition would be a multi-day decline or consolidation.

So there again appears to be a downside edge. Last night I indicated 1 would be looking to
cover my short index positions on Tuesday. Unfortunately, the large gap up and run higher
did not offer me a fill. But with the new evidence and now strongly overbought SPX, |
again desire short exposure. So | will hold onto the 2 lots of short SPY 1 already have and
see how things play out on Wednesday.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 2/29 — neutral

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

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 PricdCurrent Price (% Gain/Loss |Stop |Notes
SPY(1/4)(s) 2/17/2016| $191.16 $198.11 -3.64% Aggregator
SPY (1/4)(s) 2/26/2016 $196.57 $198.11 -0.78% Aggregator

| was looking to cover SPY on Tuesday. Unfortunately, it gapped up large and never
came back to my limit price.

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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