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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

March 17, 2016 Volume 9 Issue 52

Market Overview

(uantifiable Edges 1-day Risk/Reward Outlook . Quantifiable Edges 3-day Risk/Reward Outlook .
Bearish Bullsh  Bearish Bullsh

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing

Short 100% Short SPY Short

Tonight’s Research Points

e Short-term highs on a Fed Day are often met by a pullback over the next few days.
e Breakouts to 50-day highs on increasing volume and without an unfilled up gap
have generally not followed through well.

Short-term Outlook

The Bottom Line
Expectations are now negative and the market is now overbought. This suggests a bearish

short-term 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
March 17,2016 Fed day 10-high < 100-high 1-2 days Bearish
March 14, 2016 March opex week bullish 1-4 days Bullish
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 16, 2016 Fed Day 1 day Bullish

The Evidence

Wednesday saw the market rally in reaction to the Fed. The SPX rose 0.6%, the NASDAQ
gained 0.74%, and the Russell 2000 rallied 0.75%. Breadth was positive as the NYSE Up
Issues % was 78% and the Up Volume % came in at 72%. Total NYSE volume rose some
from Tuesday’s light level.

Today’s breakout to a new intermediate-term high on a Fed Day reminded me a lot of the
October 28" breakout that also occurred on a Fed Day. And a lot of the same studies
triggered then. The first study looked at Fed Days that reached 10-day highs, but not 100-
day highs. It was last seen in the 10/29/15 letter and has been updated below.

SPX closes at a 10-day high but not a 100-day high on a Fed Day.
Buy on close. Sell X days later. $100k/trade. 1994 - present.

X All Net T;\Slll: _AII:_ AI.I: : AI!: A.vg AI!: M_ax All: ﬁ_wg Al r..hax .AII: Al Al Avg
otal |Winning|Losing Winning Winning Losing Losing |Win/Loss
Da‘_n"S Proft  rrades Trades Trades| '°2CC  Trade Trade Trade Trade Ratip | CTractor)  Trade
10| -23,634.26 285 1 15 4231| 1,495.78 -267251| 962550 0.55 0.41 -908.01
5 -28,923.37 25 1 15 42.31| 1,503.43 -2, 897 41 | -12,528.50 0.52 038 -1,03551
8| -21,083.50 25 11 15 42.31| 1,264.07 -2,332.55| -7,050.88 0.54 0.40 -810.90
7 -10,216.10 25 14 12 53.85| 1,317.24 -2621.45 | -5,122.858 0.58 0.58 -392.93
6| -10,380.63 26 13 13 50.00| 1,433.75 -223226| -490827 0.64 0.54 -399.25
5|-22,145.76 285 1 15 4231| 1,34497 -246270| -5,26892 0.55 0.40 -B51.76
4| -18,6899.18 25 1 15 42.31| 1,137.33 -2, 08085 -4528.95 0.55 0.40 -719.20
3 -12,312.57 25 14 12 53.85| 1,135.3% 2,351.83| -5,547.24 0.43 0.56 -473.55
2| -23,263.18 26 8 18| 3077 626.38 -1,570.79 | -5,485.94 0.40 0.18 -054.74
1|-12,708.30 285 3 20| 23.08 92490 1,990.25 -912.89| -3,300.30 1.1 0.30 48878

25 of 26 instances (96%) closed below the entry price
at some point in the next 4 days.
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The numbers here all point to a downside edge, primarily over the 1% 2 days. Below is a
profit curve showing how the edge has played out over time.

SPX closes at a 10-day high but not a 100-day high on a Fed Day.
Buy on close. Sell 2 days later. $100k/trade. 1994 - present.
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Not the smoothest curve, but | prefer a steepening one like this to a flattening one. | think
this study is compelling enough to include on the Active List.

Also in that 10/29/15 letter | looked at times SPY broke out to a new 50-day high. | broke
it down by times it did so with an unfilled gap up vs times it did not. | found that times it
left an unfilled gap up showed a tendency to follow through over the next few days. Times

without an unfilled up gap did not show the same tendency. | have re-run below the studies
from that letter.

First, times SPY posted an unfilled up gap long with the breakout.
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SPY closes at a 50-day high after not having done so for at least 10 days. Today it leaves an unfilled
gap up. Buy on close. Sell X days later. $100k/ftrade. 1993 - present.

X EIELE TJ:tIL Wij:ll':.ing Luzlilﬁg I ﬁ:ﬁﬁ;z :rl:ﬁrnﬂi:; T;;:; T_Igsrli‘nﬂ: wiﬁm - LLEET
D'c';l.‘_n"S Frofit Trades | Trades |Trades P Trade Trade Trade Trade Ratio Frofitfactor  Trade
| 5| 37 473.87 50 34 16| 68.00| 159196 5434.00| -1,040.80 -3,218.88 1.53 3.25 T49.48
4| 2474049 50 34 16 68.00| 120985 363792 -1,02465| -3,267.84 1.18 251 49481
3 50 33 17 6600 1,08773| 399255 -977.92 | -2,538.18 1.09 212 3rz.21
2 77.16 50 33 17 65.00 T87.26| 254592 -529.55 | -2,293.20 1.25 2.43 305.54
1 5,686.30 50 36 14 72.00 474.81 1,816.10 814.06 | -2,581.68 0.58 1.50 113.83

45 of 50 instances (90%) closed above the entry price

at some point in the next week.

Now, times like the present when it did not.

SPY closes at a 50-day high after not having done so for at least 10 days. Today it leaves an unfilled
gap up. Buy on close. Sell X days later. $100k/trade. 1993 - present.
. All: All: All: . All Avg Al Max Al Avg Al Max All: . .
X ’:!:_;:_:t Total \Winning Losing F‘r?lfl'.rtahle Winning Winning Lo=ing Loging |Win/Loss PerJr:-'".actur ﬁ}ll_t;‘;;g
Days Trades Trades Trades Trade Trade Trade Trade Ratio
50 151147 42 25 17 5952 1,00965 267120 -1,38593 L 0.72 1.06 3599
4| 323188 42 220 20| 5238 104858 207207 -1,312.81 4 0.80 088  -78.95
3| 180064 42 23| 19| 5476 1,06223 2927.90| -1,19067 72 0.89 1.08 43.06
2| -3,183.75 42 20 22 47 82 671.32 2,324 90 755.1 .06 0.89 0.81 -75.80
1| 143370 42 22| 19| 5238 47819 158607  -475.94 2 1.00 118 34,14

This does not help the bull case.

And neither does the fact that the breakout came on rising (but not extremely high) NYSE
volume. This is something | covered in some detail in the 8/22/14 letter. Below is a copy
of the study that referenced the current setup.
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SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is higher
than yesterday but = 20-day high. Buy SPX on close. Sell X days later. $100k/trade. 1970 - present.

X Al Net All: .AII:. Alll: All % AI!: Alvg AI!: M.a.x All: ﬁln.rg All: Ma.x lAII: Al Al Avg
Total Winning|Losing Winning Winning Losing Loging |[Nin/Loss
Da'_.rs Frofit Trades |Trades |Trades e Trade Trade Trade Trade Ratio Profifactor  Trade
20(-11 55884 a0 41 49| 4556 349077| 13,39377| -3,156.74|-11 54862 1.1 093 -128.43
19| 428523 91 45 45| 5055 319202| 9,13535| -3,167.72|-11 86236 1.01 1.03 47.09
18| 6304563 91 45 45| 50.55| 3,08405| 9,503.00) -3,012.48|-1029365 1.02 1.08 69.28
17| 260488 81 47 44| 5165 253045| 995384 -3,071.06| -9419567 0.95 1.02 2863
16, 210011 93 43 44| 5269 26B254| 891072 -3,03510| 948288 028 098 7258
15| 243523 93 47 45| 5054 26B046| 23,150.48| -2694.90| -950850 1.00 1.02 2623
14| -10,813.55 93 50 43| 5376 237225| 7,702.40| -3,009.91|-1012045 079 0.92 -116.27
13| -10,340.75 93 47 45| 5054 241182 791180 268916| 972534 0.90 0.9z -111.19
12 16827691 93 49 44| 5269 218479 10,197.98| -2,802.9%| -9 B72.00 0.78 0.87 -175.02
11| -5,890.83 93 45 43| 4839 2403.23| 10,372.44| -2/459.08| -948288 0.98 0.92 -106.35
101719823 93 43 50| 4624 226421 1050725 -229118| -B6B366 0.99 0.as -184.93
9|-12,167.25 93 41 52| 4409 225070( 841373 -200857| 587568 1.12 028 -130.83
8|-15454.59 93 47 45| 5054 1733.01| 852475 -212861| -T708522 0.21 0.23 -177.04
7 B3.77 93 45 43| 4839 182829| 6,337.26) -1,712.18| -725584 1.07 1.00 0.95
6| -2025852 93 43 44| 5269 150838 6,819.80) -1,72585| -7,103.18 0.&87 0.97 -21.79
5| -549832 93 41 52| 4409 15B4508| 2,516.82| -1,402.20| -5085.44 117 0.92 -59.12
4(-133599.52 93 45 47| 4946 125953| 671671 -1517.83| -558555 0.83 0.81 -144.08
3 454 53 93 50 43| 5376 115572| 6,74050| -1,334.45| 535106 0.&87 1.1 489
2| -3,131.35 93 53 40 5609 75203 402844 107472 427618 0.70 0.93 -33.67
1| 726025 93 53 40 5600 52111 273156 -502.97 | -272281 1.02 1.36 78.07

Either declining volume or a 20-day high in volume would have generated bullish results.
Unfortunately for the bulls, volume does not appear to be helpful for this breakout.

I 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 Fed study considered the green Aggregator Line dipped back below zero.
Negative readings mean net expectations from the Active List are for downside 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 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 Thursday are set to remain bearish. But this could change if new bullish
evidence emerges. The Differential Pivot will be 2018.61 on Thursday. That is 0.4%
below Wednesday’s close. So for SPX to move from overbought to oversold versus recent
expectations it will need to close down at least 0.4%.

There now appears to be a bit of a downside edge again. And there is also a bit of room o

the downside before the SPX would become oversold. So if | can get a favorable fill, I will
take a small short position to try and take advantage of this downside edge.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 3/14 — 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.

SPY —sell short ¥ index position @ $204.00 LIMIT ON OPEN. If not filled on open,
cancel order and look to short @ $203.35 LIMIT ON CLOSE. | will look to short on
a decent sized gap up or a close higher. But I won’t be shorting into an intraday rally.

Current Open Trade Ideas
None tonight.

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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