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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

November 14, 2016 Volume 9 Issue 221

Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook Quantifiable Edges 3-day Risk/Reward Outlook
Bearish Bulish  Bearigh Bulih

Signals Overview

Aggregator Aggressive VIX QE Buy Pwr / SOMA Swing

Flat 50% Long XIV Flat

Tonight’s Research Points

e The Russell 2000 rising > 1% while SPX closes lower also suggests a
short-term upside edge.

e SOMA should see increases over the next week and a half, helping the
bulls.

Short-term Outlook
The Bottom Line
Evidence is still pointing higher but the market is still overbought. | am sidelined awaiting

a better risk/reward setup.
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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
November 14, 2016 SPX down. RUT up > 1%. 1 day Bullish
November 10, 2016 20-high breakout on 20-high volume 1-5 days Bullish
November 8, 2016 20 low yesterday. 4 high today. 1-8 days Bullish
Active - Long Term
November 11, 2016 SPX 20-high. NDX biggest drop in 20. 1-50 days Bullish
November 8, 2016 20 low yesterday. 4 high today. 1-20 days  [Bullish 3.80% -2.10% -4.50%
April 26,2016 Golden Cross int term Bullish
November 3, 2014 Quantitative Easing Ends int term Bearish
July 22, 2013 New High Divergence (Study of Tops)  |int term Bearish
Dropped Tonight
November 11, 2016 Back to back outside days for QQQ 1 day Bullish
November 7, 2016 SPX bottom 10% range. 5-low & > 200 [1-5 days Bullish

The Evidence

Friday was another mixed day. The SPX finished down 0.1%, the NASDAQ gained 0.5%,
and the Russell 2000 rallied 2.5%. Breadth was positive as the NYSE Up Issues % was
54% and the Up Volume % came in at 53%. NYSE volume pulled back some from
Thursday’s level.

The split market triggered an interesting study from the 9/5/12 subscriber letter. It examined
other times the SPX closed down on the same day the Russell 2000 rose at least 1%. | have
updated the results below.

SPX closes down. RUT closes up = 1%.
Buy SPX on close. Sell next day's close. $100k/trade. 2000 - present.
radeStation Performance Summary Expand ¥
All Trades
Total Net Profit £22,460.82 Profit Factor C4.24]
Gross Profit $29,398.60 Gross Loss (56,937.78)
Total Number of Trades 26 Percent Profitable ( 65.38%
Winning Trades 17 Losing Trades
Even Trades 0
Avg. Trade Net Profit 5$863.88 2 Ratio Avg. Win:Avg. Loss 2.24
Avg. Winning Trade %$1,729.33  Avg. Losing Trade (3770.86)
Largest Winning Trade $11,558.43 Largest Losing Trade (52,722.05)

Stats here are very strong, but there was one big gain that skewed the curve. This can be
seen below.
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SPX closes down. RUT closes up = 1%.
Buy SPX on close. Sell next day's close. $100kitrade. 2000 - present.
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The one instance certainly inflates all the stats and skews the curve. So let’s look at the
curve if we exclude that instance.
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SPX closes down. RUT closes up = 1%.
Buy SPX on close. Sell next day's close. $100k/rade. 2000 - present. (Excludes 10/13/08).
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This still seems worth paying some attention to. And the average instance has led to a $436
gain (0.4%) the next day. | have included this on the Active List.

| have updated the Aggregator chart below.
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With tonight’s new evidence to consider the green Aggregator Line again 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 remained below 0. The negative
Differential Line reading means SPX is 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 sides of zero. Therefore, the Aggregator signal remained flat at the close.

Based on the current active studies, expectations are primed to remain positive on Monday.
Of course this could change if compelling new bearish evidence emerges. The Differential
Pivot will be inverted at 2173.88 on Monday. That is 0.4% above Friday’s close. An
inverted pivot means that the Differential Line will cross through 0 if SPX closes flat. In
this case SPX will need to close up at least 0.4% in order to remain overbought versus
expectations. Anything shy of that and it will be considered “oversold” as of Monday’s
close.

So the Aggregator is again neutral. | am too. While bullish evidence is continuing to
dominate the short-term, | would much prefer to see a pullback before looking to get long
again. | am not looking to take on any new exposure here. | will wait to see how action
plays out early this week and evaluate what new studies emerge.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 11/13 — somewhat 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.) This week we saw the combo systems remain
with one “Flat” while the other two Stayed “Long”.

The SPX had a very strong week, rising 3.8% from where it was last Friday. And the Dow
actually made new all-time highs this week. There was also some bullish intermediate-
term evidence that emerged. This first study was seen in the 11/8/16 letter. | have copied
it below.

Monday was a strong enough move that we saw SPX go from closing at a 20-day low on
Friday to closing at a 4-day high on Monday. In the 10/19/16 letter | looked at other times
in which the market put in a strong thrust off a 20-day low. There I required a close of at
least a 4-day high. | have updated the results below.
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After closing at a 20-day low yesterday SPX closes at a 4-day high today. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1990 - present.

X | aunet | o oning Losing | 5% | Wiing | Wining | Losng | Losing Winoss, AV | ALAv

Da}rs Profit Tradez| Trades |Trades N Trade Trade Trade Trade Ratio ProftFactor|  Trade
20| o00844| 28 23 5| 8214 3337.84| 1186550 -3,37285| 5370.08| 0.99 455 212050
19| sg9s5.86 28 21 7| 7500 3657.85) 12,037.30 -255120| 634780 1.43 430 210557
18| 53917.52 25 23 ] 7931 258488 1058330 -245500 414357 122 486| 185522
17| cap2631| 29 23 6 7931 2,03880 11,18370| -253500| -424798 1.1% 442 1862098
16| 5162788 28 22 7 7586 300547 11,506.00( 207035 432078 1.45 456 178027
15| 4021283 29 21 8| 7241 302783 11,173.80 -1,7965%| -472396 169 442 1,695.90
14| 4727080 30 23 7| 7667 278669| 950730 -240330| 789752 1.8 381 157570
13| 3765568 30 22 8 7333 254433 942700| -228355 -7 383.04 1.1 3.06| 125518
12| 8917.88) 30 20| 10| 6667 266697 8151.00) -1642.14| 568684 162 325 123060
11| 4328718 30 23 7 TEET | 245404 B84270| 188225 572220 1.30 4328 144224
10| 2085002 30 22 3| 7333 254878 £02430 -2,01522| 274548 128 348 1,331.70
9| 358 851.90 30 21 9 70.00 245857 8850310| 130867 537160 1.88 438| 132840
8| 38,326.40 30 21 9 70.00| 245300 2827540( -148352 491708 1.65 386| 127755
7| 2787386 30 20| 10| 6667 226221 583220 -1,737.06 -410650|  1.30 260 g29.12
g 2320124 30 18 12 60.00| 2189870 5,88830( 138182 -5308.50 1.81 242 77337
5| 1g818.88 30 18| 12| e0.00) 1,921.51| £508.80] -1,31402| 532000 148 219 82730
4| 20286.57 &l 21 10 6774 170252 432530| 154585 -455850 1.10 iy | 554.41
3 1591553 &yl 21 10 §7.74 149722 4385980| 155280 -4707.50 0.96 203 513.40
2| 1297478 32 23 g| 7188 110263 3.479.30| -1,376.18| -3138.00| 0.80 205 40546
1 580.01 32 15 17 4588 76732 253510 54253 203400 1.1% 1.05 1813

Day 1 is a bit iffy, but after that there appears to be a strong and consistent edge over the
next 4 weeks. This suggests a decent chance that Monday’s rally was the beginning of a
continued move higher. | produced profit curves for the 8-day and 20-day holding periods
highlighted above. First, the 8 day...
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After closing at a 20-day low yesterday SPX closes at a 4-day high today. Close = 200ma.
Buy on close. Sell 8 days later. $100k/trade. 1990 - present.
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The strong, steady upslope for the 8-day period is impressive and serves as confirmation
of the upside edge. Now the 20-day curve.
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After closing at a 20-day low yesterday SPX closes at a 4-day high today. Close = 200ma_
Buy on close. Sell 20 days later. $100k/trade. 1990 - present.
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This one is a little choppier, but it sure has been strong lately, with 11 of the last 12
instances all closing higher. In the 10/19/16 letter I also looked at bounces that did not
reach 4-day highs the 1% day. | have copied that table below.
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After closing at a 20-day low yesterday SPX up but < 4-day high today. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1990 - present.
X | ANt | veminglosig, A% | Wemng | Wiming | Losng | Losing Widoss, AL | ALAYS
DaYS Profit Trades Trades rades e Trade Trade Trade Trade Ratio ProfiFactor  Trade
20| 958,679.41 &1 57 24 7037 308691 12927200 -3,21978| -5587.72 0.96 228 121826
19| 90,223.25 &1 57 24 7037 285593 13,554.52 -3,02590) -12375.24 0.94 224 111387
18| 97,662.29 23 57 26 6867 25995456 13,89561| -2817.31|-13,625.59 1.06 233| 117655
17| 87,679.80 24 57 27 67.86| 2916.34) 13,554.35 -2,909.31|-10,959.00 1.00 212 1,043.81
16| 84,288.88 24 54 30 6429 305521 1184240 -2580.75| -5 465.89 1.14 204 1,003.44
15| 84,025.77 a7 57 30 65.52| 283087 11,759.91| -2577.80| -7@B55.72 1.10 2.09 565.81
14| 82,02917 a7 59 28 67.82| 258023 1044911 -2507.29| -7 789.32 1.03 217 942.85
13| 88,034.30 &8 59 29 67.05| 253022 1095422 -221374| -5510.77 117 237 1,000.39
12| 55,309.90 &1 56 35 6154 2473599 1124350 -237810| -B570.72 1.04 1.86 607.50
11| 54,376.88 54 59 35 G277 245108 1091354 -229245 -B22572 1.07 1.80 55485
10| 53,8379 56 59 a7 6146 234431 1057793 -228385 -11802.12 1.03 1.54 560.81
9| 69,963.51 58 63 35 6429 221218 B,087.07 -15982594 | -5155.44 112 2m T713.91
&) 7797415 1M1 7 30 70300 201404 212470 -216742 -T530.04 0.53 220 772.02
7/100,751.69 103 74 28 71.84| 205510 773485 177242 -518584 1.16 2.95 9787
6| 84,55410 107 73 32 7009 150385 652010 -182785 -582232 1.04 2.45 791.16
5| 6945138 111 72 39 6486 139510 858078 -171989| 583753 1.10 2.04 62569
4| 5543227 18 72 40 8810 148714 585000 -145012 534528 1.01 187 478.24
3 4458807 125 a0 45 8400 117124 38397% 109118 515438 1.07 191 358.77
2 4125488 139 88 53 6187 102908 384428 -B91.48 | 274274 115 187 296.80
1| 2253505 139 a3 58 59.71 77199 2937TN -741.78 | 252580 1.04 154 18212

Results here are pretty good and also seem to favor more upside. But if you compare the
“Avg Trade” column on the far right you'll find that from Day 2 — Day 19 the Avg Trade
here was about one-half to two-thirds the Avg Trade when the 1% day jumped SPX up to a
4-day high. Overall, the 1st study above appears worthy of both the short and
intermediate-term Active Lists.

We also saw some intermediate-term evidence emerge on Thursday night. | have copied
that study below.

The most notable action was in the NASDAQ, which bucked the rest of the market as sold off
fairly hard. One interesting aspect of Wednesday’s action is that the NDX suffered its worst
decline in at least 20 days while SPX made a 20-day intraday high. This is something | last
looked at in the 9/4/14 Letter. When | examined other instances of this back then | found little
in terms of short-term implications, but the intermediate-term implications appeared strong.
Below | have updated results for a 50-day holding period.
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SPXmakes 20-day infraday high while NDX suffers biggest drop in 20 days.
Buy SPX on close. Sell 50 days later. $100k/trade. 1985 - present.
radeStation Performance Summary Expand ¥

all Trades

Total Met Profit $100,778.94 Profit Factor 10.36
Gross Profit $111,543.81 Gross Loss (310,764.87)
Total Humber of Trades 26 Percent Profitable m
Winning Trades 21 Losing Trades 5
Even Trades 0

Avg. Trade Net Profit %3,876.11 JRatio Avg. Win:Avg. Loss 2.47
Avg. Winning Trade 35, .61  Avg. Losing Trade (52,152.97)
Largest Winning Trade $11,736.48 Largest Losing Trade (34,474.24)

As you can see, the numbers all look solidly bullish. The big NDX drop during an intermediate-
term move higher for SPX has rarely derailed the rally. Most of the time it has been followed
by additional gains. Below is the profit curve.

SPXmakes 20-day intraday high while NDX suffers biggest drop in 20 days.
Buy SPX on close. Sell 50 days later. $100k/trade. 1985 - present.
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The strong, steady upslope is quite impressive, and serves as confirmation of the apparent
upside edge. | have added this study to the intermediate-term Active List.

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).

SOMA & SPX Levels
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And now the zoomed-in view (2012 — present).

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




Page]. 3

SOMA & SPX Levels
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SOMA this past week (Wednesday to Wednesday), was basically breakeven, posting a very
small gain of less and 0.01%. This was in line with expectations based on the Fed’s SOMA
schedule. The 3.11% rally for the SPX over this period was exceptionally strong. The
market has generally struggled during weeks where the SOMA fails to expand. Since the
beginning of 2015 SPX has risen 65% of the time for a sum total of 8.06% during SOMA
expansion weeks (of at least 0.01%). During all other weeks, like this past week, SPX has
only risen 45% of the time and has lost a sum total of 1.65%. Based on the reinvestment
schedule the Fed has stuck to over the last two years, this current week, which ends on
Wednesday, should see the SOMA post a gain. And the week after this is also likely to see
a moderate increase. So we should have some temporary liquidity support from the Fed.
This could be helpful to the bulls.

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 two years and we have
not seen any strong derivations. | expect liquidity analysis to remain a vital tool for us.
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A couple of new studies this week have helped the bullish case. They considered the strong
bounce from the low, and the ability of the SPX to post a 20-day high without help from
the NASDAQ. We still have two of the four Market Timing Course indicators in “bull”
mode. And the Fed might provide some liquidity over the next week and a half. Bears
will note that Fed support is temporary, the NASDAQ is lagging, and new highs have been
diverging for years now. | am “somewhat bullish overall. | am open to trading either side
on a short-term basis. | will be more selective with shorts than longs.

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
None

A complete list of Quantifiable Edges trade idea results since the inception of the letter in
2008 can be found here.
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