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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 The strongly rising VIX with the SPY also up is something that has often been
followed by market gains.

e Persistent overbought conditions like we have seen recently often lead to more
short-term gains.

e Anew VIX high to go with a new SPX high suggests a SPX pullback is due.

Short-term Outlook
The Bottom Line
Once again, expectations remain positive but the market is overbought. This is leaving me

with a neutral short-term outlook.
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The Evidence

Another day another push higher. The SPX closed up 0.5%, the NASDAQ gained 0.6%,
and the Russell 2000 climbed 0.5%. Breadth was positive as the NYSE Up Issues % was
57% and the Up Volume % came in at 61%. NYSE volume rose a little for the 3" day in
arow.

There was some interesting action on Wednesday that generated a mix of studies. Especially
interesting about the action on Wednesday was that the VIX spiked over 11% while SPY closed
up solidly. It’s fairly remarkable to see such a large spike in the VIX on a day where the SPY
actually rose. In fact, this is only the 4™ time ever that the VIX gained over 10% while SPY
also rose. The other instances all occurred in the 90s. They were 3/14/94, 3/31/94, and 5/5/97.
The study below was last seen in the 12/12/14 letter. It looked at non-Mondays that saw the
VIX spike up > 6% despite the SPY also rising. | have updated the results table below.

VIX closes up over 6% while SPY closes positive. Today is not Monday.
Buy SPY on close. Sell X days later. $100k/trade. 1993 - present.

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

Al Net o . . : All: Al A
Days | PR e et e prorane e | Mo | Leng | Lese | WLSS bromracr| e
5| 19,466.96 20 16 4 80.00| 1,37550| 450160 53527 -914.83 217 8.66 973.35
4| 17,006.93 20 15 5 75.00, 136558 422518 -595.36 | -1,233.08 896 5.89 B850.35
3| 12,939.92 20 16 4 80.00, 107471 4576506 -1,063.87| -3,070.82 1.01 4.04 47.00
2| 803440 20 13 7 65.00| 1,01017| 2807.04 -728.26| -2,28852 1.39 258 401.72
1| 1,734.35 21 12 5 5714 541.02| 189329 -528B5| -1513.70 1.02 1.36 82.59

100% of instances closed above the entry price
at some point in the next week.

The edge here appears to be strong. Below is a profit curve assuming a 5-day holding period.
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VIX closes up over 6% while SPY closes positive. Today is not Monday.
Buy SPY on close. Sell 5 days later. $100k/trade. 1993 - present.
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Results appear very strong. And recent instances have been even stronger. This serves as some
confirmation of the upside edge.

But there were other VIX studies suggesting a possible downside edge. Not only did the
VIX rise on Wednesday, it made a new short-term high. That is very unusual to see the
VIX making a short-term high while SPX is making a long-term high. Over the last 19
years, that has also been a sign of possible trouble.

5SPX closes at a 50-day high while VIX closes at a 10-day high.
Buy on close. Sell X days later. $100k/trade. 1998 - present.
. All: All: All: . All: Avg All: Max All: Avg All: Max All: _ _
X ﬁgtur:_? Total |Winning| Losing F‘rl:lfr-t::lle Winning Winning Lesing Lesing Win/Loss Prufjr:\l-llﬁctur ﬁ.\ll.lf;\;;g
Days Trades|Trades |Trades Trade Trade Trade Trade Ratio
5 -8722.23 11 5 6 4545 104526 232300 -232478) -4221.70 0.45 0.37 -792.93
4| -10,197.29 11 3 8| 2727 113357 1,26270( -1,699.75| -4240.48 0.67 0.25 -927.03
3 -9,51473 11 3 & 2727 1,287.81 1,538.2&| A BT22T| -£423.40 . 0.29 -254.98
2| -2,881.20 11 3 & 2727 1,143.28| 1,83517 -TB8.87| -1,461.48 1.45 0.54 -261.93
1 188.62 12 5 7 41.87 601.04| 1,530.15 -402.37 -987.24 1.49 1.07 15.72
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Instances are low, but the numbers appear to favor the bulls over the next 2-4 days. Below
is a look the profit curve with a 4-day exit strategy.

SPX closes at a 50-day high while VIX closes at a 10-day high.
Buy on close. Sell 4 days later. $100k/trade. 1998 - present.
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The results appear strong enough to give this study some consideration.

The strong upside momentum we are seeing is something | have discussed the last 2 nights,
with studies emerging suggesting momentum is strong enough that it is likely to continue.
Another study with that theme triggered on Wednesday. It notes that SPX has now closed
above its upper Bollinger Band (using the standard 20-period, 2 standard deviation bands)
for 4 days in a row. It’s somewhat unusual to see the market close this far above its mean
for 4 days in a row. Such shows of strength have often begat more short-term strength.
This can be seen in the study below, which last appeared in the 3/19/12 subscriber letter.
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SPX closes above upper Bollinger Band for exactly 4th day in a row.
Buy on close Sell X days later. $100kitrade. 1961 - present.
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69.57
71.74
78.26
73.91
71.74
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67.39
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55.52

All: Avg

Trade

Al Max
Winning

Trade

3,731.50
3,927.00
5,222.40
4,335.00
3,356.16
3,581.50
3,067.74
3,025.75
2,701.80

1,582.32

Al Avg
Losing
Trade

-1,548.62

-1,288.21
-1,554.07

-3

-3

’t';s"i':;‘ Wi ;‘Em Al All Avg
Trade Ratio ProfitFacter| Trade
G24.52 0.8 2.40 T47.05
737.50 1.09 2.98 872.85
-4,731.58 0.83 2.99 875.69
-4.901.14 0.8 278 720.45
-4, 428.54 1.04 2.83 598.37
5,988.92 0.76 215 458.03
-3,254.50 1.23 2.54 455.34
-3,128.00 1.13 2.59 350.67
-2,081.50 99 3.40 394.00
1,596.68 1.12 1.53 89.90

42 of 46 instances (91%) closed above
at some point in the next week.

the entry price

The stats seem to strongly support the bull case. Even those instances that didn’t continue
higher immediately mostly just saw a shallow pullback before hitting new highs at some
point in the week. | find the results especially impressive considering the moves are
measured from a point where the market is already substantially overbought. Below is an
equity curve that assumes an 8-day exit strategy.

Hanna Capital Management, LLC
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SPX closes above upper Bollinger Band far exactly 4th day in a row.
Buy on close. Sell 8 days later. $100kitrade. 1961 - present.
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Despite the last trade being a loser the consistent upslope remains quite impressive.

| have updated the Aggregator chart below.
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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 Thursday. Of
course, this could change if compelling new bearish evidence emerges. The Differential
Pivot will be 2340.24 on Thursday. That is 0.4% below Wednesday’s close. Therefore,
SPX will need to close down at least 0.4% in order to move to “oversold” versus recent
expectations.

The song remains the same. The market looks strong and is suggesting more upside. But
it is already overbought and overdue for a pullback. (It has been 30 days since the NDX
closed below its 10ma.) | still intend to wait until a more favorable entry 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 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
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
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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