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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

February 14, 2017 Volume 10 Issue 30

Market Overview

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

Signals Overview

Aggregator Aggressive VIX QE Buy Pwr / SOMA Swing

Flat 50% Long XIV Flat

Tonight’s Research Points

e A rising VIX at a 50-day SPX high (on the first day of the week) suggests a
pullback.
e RSI(2) crossing above 99 bodes well for the intermediate-term.

Short-term Outlook
The Bottom Line
Expectations remain positive but the market is overbought. This is leaving me with a

neutral short-term outlook.
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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
February 14, 2017 VIX up SPX 50-high on Monday 1-2 days Bearish
February 13, 2017 2 unfilled gaps & 50-high 1-2 days Bullish
February 10, 2017 SPY Breakaway Gap 1-5 days Bullish
February 6, 2017 4 down then 3 up days 1-7 days Bullish 2.35% -1.10% -2.15%
Active - Long Term
February 14, 2017 RSI(2) crosses over 99 1-11 days Bullish
February 9, 2017 RUT down 3. SPX 3-day high. 1-10 days Bullish
January 9, 2017 NASDAQ Leading int term Bullish
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

The Evidence
Monday was more gains for the market. The SPX closed up 0.5%, the NASDAQ gained
0.5%, and the Russell 2000 climbed 0.25%. Breadth was positive as the NYSE Up Issues
% was 56% and the Up Volume % came in at 68%. NYSE volume rose a little from
Friday’s level.

A mix of evidence emerge tonight. While the SPX closed up the VIX also rose. Most
often they trade opposite each other, so this kind of action is somewhat unusual. But VIX
has a tendency to decline going into the weekend (Friday afternoons), and then rise when
it returns from the weekend. So to see this action on the first trading day of the week is less
unusual than at any other time. Still, combined with the SPX 50-day high, it has been often
followed by a dip in the next few days. This can be seen in the study below, which was last
seen in the 12/12/16 letter. Results are all updated.

Today is the 1st trading day of the week. VIX closes up. SPX = 200ma and at a 50-day high.
Buy SPX on close. Sell X days later. $100k/trade. 1999 - present.
_ All: All: All: . All: Avg All: Max All: Avg All: Max All: . .
X ;;:_'Uﬂ_:t Total |Winning| Losing Prufr.table Winning Winning Losing Losging Win/Loss Prufil—ll.actur ﬁzll_ll._;\j:g
D‘a}"S Trades| Trades | Trades Trade Trade Trade Trade Ratio
51373073 57 27 30 47.37| 1,07852 326025 142836 504858 0.75 0.58 -240.89
4| -788323 62 prat] 33 4577 95412 285365 -1,077.35 -427152 0.39 0.78 -127.15
3| 873263 62 28 34 45.16 75415 2641.80 -878.09| -3BB7.84 0.258 0.71 -140.95
2| -17,6891.15 62 27 35 43.55 45313 1,881.72 -855.02| -3,372.16 0.53 0.41 -285.34
1) -7,384.43 62 23 39 37.10 335.42 769.70 -387.18 1,580.04 0.a7 0.51 -115.10

Results here appear somewhat bearish. Below is a profit curve that assumes a 2-day exit
strategy.
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Today is the 1st trading day of the week. VIX closes up. SPX = 200ma and at a 50-day high.
Buy SPX on close. Sell 2 days later. $100kfrade. 1999 - present.
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The profit curve has had a long and fairly steady decline. This study seems worthy of
consideration and | have included it on the Active List.

Of course short-term overbought often triggers some studies that suggest a downside edge.
But when the overbought condition gets very strongly overbought, then those downside
edges often disappear. And rather than strength leading to weakness the strength will beget
more strength. The strong move higher over the last several days has turned the market so
overbought that we are seeing this scenario begin to unfold. It is exemplified in the study
below, which uses RSI(2) and was last seen in the 8/16/16 Letter.

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




SPX closes = 200ma and its RSI{2) crosses over 99.
Buy on close. Sell X days later. $100kftrade. 1995 - present.

X | Axet | S ving|Losing | A5 ™ | Wining | Wining | Losing | Losing | Wintoss |, AY | AEAvg

Days L Trades Trades Trades FETELE Trade Trade Trade Trade Ratio TR s
15| 13,775495 2 15 6 T7143| 148088 3235472 -1,40621| -3,063.60 1.05 263 656.00
14| 1286888 21 15 6| 7143| 141605 3413.94| 139530 -2699.52 1.01 254 61280
13| 13350.18| 2 18 c| 7619| 137026 296148 -1,713.01| -3,320.01 0.80 256  E36.15
12| 1335783 2 14 7| ©667| 143710 2,085.89 -965.97| -1,954.71 1.49 203  £36.08
11| 13,362.52 21 16 5 76.19( 126321 3,510.45( -1,389.77| -2274.70 0.92 2595 636.31
10 1041928 pal 15 & 71.43| 127383 3370.38) -1,448.04| -2753.28 0.83 220 49518
9| 959,37237 pal 14 T 8667| 129775 230401 -1,25858| -3,440.07 1.03 207 445 30
12 67037 pal 14 T B6667| 144455 353394 -1,079.08| -3,48032 1.34 268 60335
7| 10,830.30 22 14 ] 63164| 148443 356439 -124395| 415382 1.19 208 492 29
6| 455436 22 14 ] 6364| 122830 263435 -157693| -528692 078 1.36 20883
5 442268 22 14 ] 6164 51816, 1,7147F| -1,05395 -3,58640 0.87 1.52 201.03
4| 458653 2 15 7 6818 82857 1,81656 -1,12457| -3,038.15 0.74 158 20712
3 182817 23 12 11 5217  5S00.47  1,887.03  -B20.16 -2,830.45 0732 080  -79.49
2 g58E 23 1§ & 8522 451.02 1,598.230 85513 234378 0E2 0.99 -3.29
1 -356.92 23 13 10 56.52 387.27 | 1,606.89 -539.14 | -3,515.37 0.66 0.85 -37.28

The numbers here are basically neutral for the first week or so. On a short-term basis there
is no edge apparent. But once you get out 2-3 weeks, it appears the strength has re-asserted
itself and the market is often higher. Below is the profit curve showing an 11-day holding
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period.
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SPX closes = 200ma and its RSI(2) crosses over 99.

Buy on close. Sell 11 days later. $100k/trade. 1995 - present.
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The upside edge has been apparent for a while and still appears to be intact. Obviously

this study does not help us with the short-term, but | have added it to the intermediate-term
list.

| have updated the Aggregator chart below.

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




Page6

#4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl =a=
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With tonight’s studies to consider, 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 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 stayed flat at the close.

Based on the current active studies, expectations are set to remain bullish on Tuesday.
Strongly bearish evidence would need to emerge in order to change this. The Differential
Pivot will be 2326.67 on Tuesday. That is 0.2% below Monday’s close. Therefore, SPX
will need to close down at least 0.2% in order to move back to “oversold” versus recent
expectations.

Similar to last night. The market looks strong and is suggesting more upside. But it is
already overbought. I intend to wait until a more favorable opportunity emerges.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 2/13 — bullish

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.

This report has been prepared by Hanna Capital Management, LLC and is provided for information purposes only. Under no
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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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