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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

August 24, 2016 Volume 9 Issue 164

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 / SOMA Swing

Long 100% Long XIV Flat

Tonight’s Research Points

e Tuesday’s action in SPY suggests higher prices over the next few days.
e Very small gains after multiple down days have often been followed by more
selling.

Short-term Outlook

The Bottom Line
There may be a mild upside edge based on the evidence, but with the market near new

highs it is not compelling enough for me.
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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
August 24, 2016 Unfilled gap 20-high, close > open 1-3 days Bullish
August 24,2016 SPX down 2 days thenup < 0.2% 1 day Bearish
Active - Long Term
July 11,2016 NASDAQ leading int term Bullish
July 11,2016 SPX 50-high breakout 90% up volume [1-35 days Bullish
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
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

Tuesday saw the market posts gains. The SPX rose 0.2%, the NASDAQ closed up 0.3%,
and the Russell 2000 rose 0.7%. Breadth was positive as the NYSE Up Issues % was 67%
and the Up Volume % came in at 68%. NYSE volume rose a little from Monday’s level.

The 1-day SPY pattern hinted at a bullish edge.

In the 11/24/14 Letter | ran a test of

performance following unfilled upside gaps that make a 20-day high. | broke out the results
by times the SPY closed above the open versus times where it closed below the open. |
updated those studies below.

First let’s look at times (unlike Tuesday and not updated from last month) where the finish
was relatively strong:

SPY posts a 20-day intraday high and an unfilled gap up. Close < open and = 200ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
X All Net All: .NIE AI.I: Al % AI!: A.'.rg AI!: r.'I_ax All:ﬁ..vg All: I.I'Iax _NI: Al Al Avg
Total |Winning | Losing Winning Winning Lesing Losing |Win/Loss
D‘a}"S BRI Trades Trades |Trades FIETELE Trade Trade Trade Trade Ratio IR TTERE
10 1282822 144 24 59 58.33) 154554 6,03696| -1987.81| 6391384 0.78 1.1
9 983347 152 a3 52 57.89| 143503 540474 187822 -480038 0.76 1.08
8 118732 158 50 57 5696 128308 545648 -17123% H071.52 0.75 1.01
7 886 67 164 93 68 56.71 1,203.87 514560 -1659.51| -5839.18 0.73 0.95
6| 584850 173 g2 79 53.18| 1,031.68 493126 -112743| -4 87648 0.92 1.07
5 738038 181 99 a0 5470 94324 453948 -1081.06 -356124 0.88 1.08
4| 1324858 195 106 a3 54.36 938.97 462725 -5e0.42| -3 53212 0.96 1.15
3| -B45T46| 208 118 a7 =721 642.57| 2,659.03 -976.14 | -5,080.34 0.65 0.90
2| 639647 228 123 104 53.95 512.58| 2,545.92 -GET.73| -3016.428 0.77 0.91
1 120930 243 124 117 51.03 37291| 238038 -384.88| -2817.32 0.97 1.03
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There doesn’t appear to be any edge in either direction here. Now let’s examine times like
the present where SPY closed below the open.
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SPY posts a 20-day intraday high and an unfilled gap up. Close < open and = 200ma.
Buy on close. Sell X days later. $100k/trade 1993 - present.
. All: All: All: . All: Avg Al Max Al Avg All: Max All: . .
X ﬁ;:_;:_:t Total |Winning Losing Prufﬁable Winning Winning Losing Losing |Win/Loss PrufﬁAI:ILctDr ATIII'_;;;Q
Da‘g‘S Trades |Trades [lrades Trade Trade Trade Trade Ratio
10| 3135458 36 22 14 81.11 217428 483835 -1177.11| 431063 1.85 2.80
5| 2488731 37 26 1 70.27| 157274 374110 -1,459.09| -5564.15 1.07 2.54
8| 2237185 ar 25 11 67.57 335248 -153074| 502140 1.02 233
7| 21,062.40 37 23 14 62.16 3,751.55| -1,238.82| -4952.36 1.35 2.21
6| 21168.08 ar 24 13 5485 415910 -134671| -5 41424 1.20 22
5| 17,166.29 37 22 15 59.46 3,754.17 -342.23 ) -4 540.20 1.81 2.38
4| 18281.50 38 28 10 7368 3,436.02 -T7195| 222824 125 3.50
3| 2441356 41 3 9 75.61 2,362.10 -520.68| -2 427388 1.56 537
2| 1807232 42 28 14 6567 1,988.70 -472363 -g2512 1.85 3.70
1| 7T,87365 43 29 14 B7.44 48572 1,708.92 -404.37 ) -1,015.24 1.15 239
39 of 43 instances (91%) closed above the entry price
at some point in the next week

These results are substantially better than earlier where the finish was above the open. The
weak finish should not concern bulls, in fact it appears they should be excited by it. Below
is an equity curve that shows how the edge has played out over time.

SPY posts a 20-day intraday high and an unfilled gap up. Close < open and = 200ma.
Buy on close. Sell 3 days later. $100k/ftrade. 1993 - present.
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The upslope here is persistent and rather impressive. | have included this study on the
Short-Term Active List.

But the SPX bounce was so weak that it could be a concern. In the 10/10/13 letter | looked
to see whether there was a substantial difference in performance following a small move
down after two down days versus a small move up after two down days. Below | have
updated that study.

First let's consider what happens after two down days are followed by a third lower close,
but that third close is a drop of less than 0.2%.

SPX declines for the 3rd day in a row. Today's decline is less than 0.2%.
Buy on close. Sell X days later. $100k/trade. 1999 - present.
. All: All: All: . All: Avg All: Max Al Avg All: Max All: . .
X ﬁg:_’;:_:t Total |Winning|Losing F‘r?:lt.table Winning Winning Losing Losing [Win/Loss PrnfﬂAFl:;ctnr ATIII.-:;\:".;Q
D‘Ei‘_u"S Trades Trades Trades Trade Trade Trade Trade Ratio
5 1445351 43 20 23 45.51 225788 5,379.66 1,334.52 1.69 1.47 336.356
4 11,517.48 43 23 20 5349 1,813.89 5,583.52| 151021 1.20 1.38 267 .85
3| -3,038.32 43 24 15 55.81 144583 404764 -1588.11 0.73 0.92 -70.81
2| TFB87335 43 25 17 6047 138278 412360 -1651.40 0.84 128 183.22
1 8,030.47 43 29 14 67.44 817.19| 2286.08| -1,119.15 0.73 1251 186.76

Results here are a bit mixed, but at least day one appears to suggest a bit of an upside edge.

Now let's look at times like the present where two down days were followed by an up day,
but that up day rose less than 0.2%.

After closing down 2 days in a row SPX closes up today but by less than 0.2%.
Buy on close. Sell X days later. $100k/trade. 1999 - present.
_ All: All: All: _ All: Avg All: Max Al Avg All: Max Al . .
X ﬁ;L;:_? Tetal |Winning Losing Prnf#tahle Winning Winning Lesing Lesing |Win/Loss PrufrtAlJ;ctnr ﬁ.‘ll.t;;;g
Days Trades |Trades [lrades Trade Trade Trade Trade Ratio
5| 972492 39 20 19 51.28| 2173.46| 7,590.88| -1,776.01| -5506.23 1.22 1.28 249.35
4 -10,035.88 39 18 21 48.15| 183377 4668224 | 187827 | -7538583 0.87 0.7s 25733
3|-10,845.69 39 16 23 41.03| 157471 3939.79| -1,567.00| -56B8545 1.00 0.70 278.09
2 -£207.45 39 16 23 41.03 0 140641 473284 118131 318770 1.21 0.84 107 .83
1|-10,220.69 39 16 23 41.03 828.81| 3,390.84 | -1,020.94| -332538 0.81 0.56 -2682.07
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As you can see, results here suggest a small down day is substantially different than a small
up day. While not overwhelming, the edge in this case would appear to be for more
downside, most of which is realized on day one. Lastly, | decided to show a profit curve
assuming a 1-day holding period.

After closing down 2 days in a row SPX closes up today but by less than 0.2%.
Buy on close. Sell 1 day later. $100k/trade. 1999 - present.
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The curve continues to make new lows and appears to confirm the downside inclination
suggested by the numbers.

| have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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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 included the green Aggregator Line remained above zero. Positive
readings mean net expectations from the Active List are for upside over the next few days.
Meanwhile the black Differential Line moved just barely above 0. The positive Differential
Line reading means SPX is a little oversold versus recent expectations. So expectations
are positive and SPX is 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 active list, expectations are poised to remain positive on Wednesday.
Of course this could change if compelling new bearish evidence emerges. The Differential
Pivot will be 2187.63 on Wednesday. That is less than 1 point above Tuesday’s close. So
it will only take a small move up for SPX to move from oversold to overbought versus
expectations.

While 3-day expectations are positive, the 1-day expectations are actually slightly negative.
So timing may not be quite right. And with the Differential Pivot so close by there is not
much upside potential before the bullish Aggregator signal would expire. So while there
may be a small bullish edge over the next few days, 1 am not inclined to get involved in
new positions just yet.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 8/22 — bullish

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

XIV(1/2) 6/14/2016 $24.70 $37.58 52.15% Aggressive VIX

Contango is still strong and expectations are currently positive. So | will look to ride XIV
a bit longer.
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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
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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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