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QUANTIFIABLE EDGES
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ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

July 5, 2016 Volume 9 Issue 128

Market Overview

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

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing

Flat 50% Long XIV Short

Tonight’s Research Points

e 3 days up from a 50-day low is often followed by more rallying.

e Strong 4-day rallies when SPX > 200ma have led to further gains in the past.
SOMA is expected to remain flat through Wednesday, and the post a little bump
up after that.

Short-term Outlook

The Bottom Line
While most evidence is still pointing higher the market is strongly overbought. This leaves

me short-term neutral.
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Summary of Recent Active Studies (see Letters from listed dates for details)
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Avg Avg Avg DrawDn
Study Date Description Time span [Bias Run-up |[DrawDn |-1Std Dev
Active - Short Term
July 5, 2016 3+ up from 50-daylow. Today is NRy 1-3 days Bullish 2.00% -1.10% -2.95%
July 5,2016 SPXup > 1% 3 of 4 consecutive up days [1-3 days Bullish 2.00% -0.90% -1.80%
July 1, 2016 Up Issue % > 70% 3x 1-2 days Bullish 1.80% -0.80% -1.40%
July 1,2016 QE Buying Power Short 1-6 days Bearish
June 30, 2016 VIX10%above 1omafrom 10%below |1-8 days Bullish 1.90% -1.10% -2.20%
June 28, 2016 Up Issue % < 33% 2x. Today is Monday [1-6 days Bullish 5.60% -2.70% -5.90%
Active - Long Term
July 1,2016 Up Issue % > 70% 3x 1-85 days Bullish 10.70% -4.90% -11.70%
April 26, 2016 Golden Cross int term Bullish
March 2, 2016 FTD & 20-day high int term Bullish
February 1, 2016 2 90% up days in 1 week 1-9 months |Bullish 23.10% -6.60% -15.10%
November 3, 2014 Quantitative Easing Ends int term Bearish
July 22, 2013 New High Divergence (Study of Tops)  [int term Bearish

The Evidence

The market continued higher on Friday — making it the 4" day in a row. The SPX rose
0.2%, and the NASDAQ and Russell 2000 each gained 0.4%. Breadth was positive as the
NYSE Up Issues % was 63% and the Up Volume % came in at 67%. NYSE volume came
in light ahead of the long weekend.

There were a few studies that triggered in the Quantifinder that appeared worth
consideration

The 1% one was last seen in the 10/21/14 letter. It examined what happened other times
the SPX posted at least 3 up days from its 50-day low and underwent a volatility
contraction.

SPX closes higher at least 3 days in a row after posting a 50-day low. Today's range is the
smallest of the last 7 days. Buy on close. Sell X days later. $100k/trade. 1980 - present.

. All: All: Al Al Avg All: Max Al Avg Al Max Al . .
X ﬁ;:_'uh:_:t Total |Winning Losing Pr’gﬂﬂ:zle Winning Winning Lo=ing Losing | NVin/Loss PFI:IT'I‘tAF"E.CiDr ﬁ}:.'};;"f
Days Trades| Trades [Trades Trade Trade Trade Trade Ratio
5 22 26 18 8 69.23| 220624 B4877.04 3.4 1.00 2.25 5
4| 20 26 18 8| 69.23| 1590462 5068810 3 1.14 2.57 49
J 3| 27, 26 18 8| 6923| 193743 -2, 1.92 4.31 9
2| 10,5 27 19 ] 70.37| 1,319.75 5, 0.73 1.72 4
1 24 32 20 12 82.50 898.80 8, 0.70 1.18 77.66

94 /6 of instances closed above th entry price
at some point in the next week.
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Results here appear quite compelling. The consistency noted at the bottom of the table is
also impressive. Below is a profit curve that assumes a 3-day holding strategy.

SPX closes higher at least 3 days in a row after posting a 50-day low. Today's range is the
smallest of the last 7 days. Buy on close. Sell 3 days later. $100k/trade. 1980 - present.
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The consistency of the curve serves as confirmation of the bullish inclination. While part
of the reason we saw a relatively small range on Friday was likely due to pre-holiday
trading, | still felt this was worth consideration — especially considering how large the
ranges of the previous 6 days had been.

We also saw another study that suggested the strong move over the last few days is a
positive. It looked at momentum price thrusts in SPX like we have seen over the last 4
days while SPX has been in a long-term uptrend. Below are the results.
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SPX closes up for at least the 4th day in a row and at least 3 of the last 4 days it closed up = 1%.
Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1970 - present.

X All: Net All: All: All: All % Al Avg Al Max All: Avg Al Max All:

o . o C ) . - All: Al Ao

Days Pt | SIS proane WS | Werks | Loend | Loms LSS otpact Tace
5 20 15 5 7500 175544 358150| 110179 -1493.32 1.59 478 1,041.14
4 20 17 3 8500 126069 306774 -T5227| -1,043.858 162 5 50 053.75
| 3 20 15 5 7500 151472 431858 456659 -169158 227 582 069.39
I 2 0 20 12 &| &0.00 053.00| 25BBST -454 95| -1301.14 213 319 358.82
1| 228258 23 11 12 47 83 70227 260045 -45353| -136290 1.55 142 00 24

21 of 23 instances (91%) closed above the entry price at some
point in the next week. (All did within 9 days.)

The above stats are impressive. Notable though is that there have only been 4 instances
since 2000. These triggered on 6/2/09, 8/21/09, and 7/1/11, and 2/11/14. So although the
total number of instances is decent, we don’t have much of a sample in recent years. Below
is a profit curve assuming a 3-day holding period.

SPX closes up for at least the 4th day in a row and at least 3 of the last 4 days it closed up = 1%.
Close = 200ma. Buy on close. Sell 3 days later. $100kftrade. 1970 - present.
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| do like the curve. And though I would rather see more in the way of recent instances, it
appears this study is worth taking under some consideration. Price thrusts as we have seen
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over the last few days have led to further upside on a fairly consistent basis. | have included
this study on the Short-Term Active List.

| have updated the Aggregator chart below.

4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl =a=
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With tonight’s studies included the green Aggregator Line held above zero. Positive
readings mean net expectations from the Active List are for upside over the next few days.
Meanwhile the black Differential Line is now very far below 0. The negative Differential
Line reading means SPX is strongly overbought versus recent expectations. So
expectations are positive but SPX is overbought. This is considered a neutral
configuration. Neutral configurations are visible on the chart whenever both lines close on
opposite side of 0. Therefore, the Aggregator remained flat at the close.

Based on the current active list, expectations are poised to remain positive on Tuesday.
This is highly unlikely to change. The Differential Pivot will be 2082.75 on Tuesday. That
is 1.0% below Friday’s close. So for SPX to move from overbought to oversold versus
expectations on Tuesday it will need to close down at least 1.0%.
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My short-term outlook is basically the same as it was Thursday night. The bounce has
been strong, and evidence suggests it could still have further to go. But the market is just
way-too overdone in the short-term for me to consider taking on new long positions. | will
wait for a bit of a pullback or for the evidence to turn bearish before I will take on new
trades.

Intermediate-term Outlook (2 weeks — 2 months) — updated 7/5 — slightly bullish

Combo #1 Combo #2 Combo #3
Long Long Flat

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.) We now see signal combinations #1 and #2
“long” and Combo #3 is “flat”.

After closing down 3 weeks in a row, SPX managed to post a gain this week that entirely
recovered the losses of the last three. The June highs are in site, as are potential new all-
time highs. In addition to the strong move up, the accompanying breadth triggered a study
in Thursday night’s letter that suggested an intermediate-term bullish edge. | have copied
that study below.

On the bullish side, Thursday 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 2/18/16 Letter. | have updated that study below...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.
“ester | ALNet | Tt wimang|Loaing | AE® | Winnng | Wining | Losng | Losng (Wloss| AL | AbAvg
daysin Trades | Trades |Trades Trade Trade Trade Trade Ratio

100 |120,732.10 16 13 3 8125 1023893 | 3522825 -£12454| 95315828 243 10.76| 7,545.76
95 /112,055.80 16 14 2 8750 8761.21| 27 455.01| -5300.59| -7569.87 1.65 11.57| 7,003.49
90 |137,186.39 17 15 2 88.24| 555450 30599185 -308558| -5,123.18 312 23.38| &,089.79
B85 (141 ,871.97 17 16 1 9412 8593655 26681.37| -1312.89( -1,312.89 6.81 108.91 8,333.65
80(131,053.85 17 16 1 89412| 8579380 28559705 -822312| -522312 1.38 2208 770504
75[125,606.08 18 17 1 9444 704405 2778857 | -844275| 944275 0284 14.30| 6887312
70| 9824726 18 16 2 B389 6833234 2427756 554303 -853218 1.23 9386| 545813
65| 50,363.01 18 15 3 83133 6055469 2745501 | -448579(-1243875 1.55 T75| 504785
60101 15716 19 16 3 23421 747319 30604.83| 513798 -1433051 1.22 649 532406
5510272711 20 16 4 80.00| 757880 30696.93 -5033.43|-1342422 1.53 6.10| 5,136.36
50| 9550318 20 18 5 75.00 226821 23028026 -5702.98|-16443.76 1.45 435 477541
45| 8902928 20 17 3 85.00| 8957.38 28118.13| -8305.37|-22705.40 071 403 4451.458
40| 7592785 20 17 3 85.00| 647031 2355%2.05 -11,355.88|-25,195.29 0.57 3.23| 3,798.33
35| 7082433 21 17 4 8085 557485 1887788 -5585.16|-168,976.682 093 396 337259
30| 7308209 pal 16 5 7619| 554785 1525706 -4 414.08(-15251.41 1.35 431 3,480.58
25| 73285387 21 17 4 80895| 516668 1407233 -363444| 562437 1.42 604 345023
20| 68210385 21 17 4 80895 4564234 1404525 -404575(-11,381.58 1.23 521 324814
15| 51,701.67 21 18 3 8571 364347 | 12 387.45| 4626550 -10,189.61 079 472 246183
10| 325887.73 22 17 5 727 312790| 8596133 -4037.30| -8738.76 0T 263 1459944

5| 21,021869 22 16 6 7273 224967| 834426 -249550) 552310 0.90 2.40 §55.53

The results table suggests a strong consistent edge
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.
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The curve appears to serve as further confirmation of the upside edge. The strong, steady
upslope is very impressive. The steadiness is fairly amazing considering it looks out 85 days.

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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And now the zoomed-in view (2012 — present).

@mwmm

781-956-6952

16 Hillcrest Rd., Medfield, Massachusetts 02052

Hanna Capital Management, LLC



Page]. 0

SOMA & SPX Levels
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SOMA this past week (Wednesday to Wednesday) declined a fairly sizable 0.35%. This
is something I indicated was probable last week based on the Fed’s reinvestment schedule.
The 0.7% loss for the SPX over this period is pretty typical. Most often the SPX will suffer
during weeks that the SOMA fails to expand. Since the beginning of 2015 SPX has risen
65% of the time for a sum total of 9.62% during SOMA expansion weeks. During all other
weeks SPX has only risen 44% of the time and has lost a sum total of 7.76%. Based on the
reinvestment schedule the Fed has stuck to over the last year and a half, this current week,
which ends on Wednesday, is likely to remain essentially flat. The following week the
SOMA is expected to post a decent gain. So the bulls could get some help from increased
Fed liquidity as early as Thursday.

It continues to be important to monitor SOMA activity, including the monthly reinvestment
schedule so that we may quickly identify any change in policy and take steps to adjust our
strategies. To this point the Fed has kept to their schedule of the last year and a half and
we have not seen any strong derivations. | expect liquidity analysis to remain a vital tool
for us.

The breadth thrust signal that triggered this week was a good sign for the bulls. They also
have another active breadth study from February and the bullish FTD study from March
pointing higher. The trend as measured by the 200ma and the Golden Cross still is up as
well. There is still a fair amount of active bearish evidence as well, The lagging NASDAQ
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in conjunction with the “Worst 6 Months” has not been good for the market historically.
The overall weak Fed support, and the long-term new-high breadth divergence also favor
the bears. With this week’s new bullish evidence and the fact that the market is again
challenging new highs I am moving my outlook to “slightly bullish”. 1 am still willing to
take trades in either direction, but I will be more conservative with short trades than | will
with long trades.

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 PricdCurrent Price |% Gain/Loss |Stop [Notes

XIV(1/2) 6/14/2016|  $24.70 $25.94 5.02% Aggressive VIX
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