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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

May 8, 2017 Volume 10 Issue 86

Market Overview

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

Signals Overview

Aggregator Aggressive VIX QE Buy Pwr / SOMA Swing

Flat 50% Long XIV Short

Tonight’s Research Points

e Friday’s breakout with low volume looks bullish.
SOMA flat but is expected to see a moderate rise after Wednesday.

Short-term Outlook
The Bottom Line

Expectations favor the long side, but the market is already somewhat overbought. This
leaves me short-term neutral.

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




Pagez

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
May 8, 2017 50-day breakout on lower volume 1-5 days Bullish
May 5, 2017 High volume up days 1-10 days Bullish
May 5, 2017 Up day poor breadth. 1-3 days Bearish
April 27,2017 20-low. 1-day bounce, then inside down [1-8 days Bullish 2.00% -1.20% -2.50%
Active - Long Term
April 28, 2017 20-high. High volume. 1-16 days Bullish 2.80% -1.80% -3.20%
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

Friday was a strong day for the market. The SPX rose 0.4% and closed at a new all-time
high (though it did not make an new intraday high). NASDAQ also posted a new high
with a 0.4% gain, and the Russell 2000 rallied 0.6%. Breadth was positive as the NYSE
Up Issues % was 72% and the Up Volume % came in at 79%. NYSE volume dropped
substantially from Thursday’s high level.

Friday we saw SPX breakout to new closing highs. One measurement that can provide
clues when SPX breaks out to a new high after a basing period is volume. I’ve discussed
volume on breakouts a number of times in the past, including in the 1/9/17 letter. For a
breakout to have a good chance of success you generally want volume to come in either 1)
lower than the day before (like Friday), or 2) extremely high. Moderate but increasing
volume is the worst scenario. To see why | say this, take a look at the 3 studies below. The
first one examines new breakouts like the current one that occur on declining volume.
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SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is lower than
yesterday. Buy on close. Sell X days later. $100k/trade. 1970 - present.
X | AeNet |t ing|Losing | 5% | Wining | Wiming | Losmg | Losing | Wisloss | AU | ALAYS
Days FIOTE Trades Trades |Trades FIUIELE Trade Trade Trade Trade Ratio FIOLFEERT)  TTELE

20| 33,321.02 57 33 24 5789 258450 1108884 -2137.81| -8,157.10 1.20 1.85 584.58

19| 32,421.35 58 34 24 5862 243387 962899 -20587.09 -505582 1.16 1.64 558.99

18| 34272892 58 35 22 62.07| 2,397.07| 11,076.80| -2,384.81| -5,094.30 1.01 1.66 590.91

17| 32,574.10 58 35 22 62.07| 2,435.87| 10017.28| -2488.78| -B682.98 0.58 1.60 568.52

16| 35999.76 58 v 21 B83.79 238238 1094436 -2483.24| -D243.31 0.96 1.69 620.69

15| 29,962.52 58 38 20 6552 2160.38| &166.13| -2,606.59| -5,354.92 0.83 1.57 516.60

14| 35081.37 &0 41 19 68.33| 1,960.73| T7,314.30| -238413| -5525.68 0.82 1.77 584.86

13| 35,302.456 [ 39 2 63.93| 1,963.12| 7,780.85| -1,875.42| -5,160.08 1.05 1.86 37873

12| 21,550.53 [ 34 27 5574 1953400 5589575 -166167 -4539.14 1.18 1.48 353.29

11| 15,603.86 [ 3z ra:] 5246 189093 580960 -154343| -5029.07 1.22 1.35 255.50

10| 16,383.16 61 31 30 5082 1,800.05| 586000 -141081| -4324.52 1.35 1.38 271.86

8| 23,350.20 61 38 23 62.30| 1,570.91 5147200 158018 -5,812.25 0.9 1.64 382.79

8| 28,526.61 61 42 19 68.85| 1,402.70| 5096.00| -1546.68| -4,186.55 0.81 2.00 434.04

7| 3087012 &1 39 22 6393 135809 485500| 102207 -3211.35 1.34 237 506.07

6| 4551468 &1 42 19 6385 142635 500250 -757.51| -3,563.65 1.88 418 74614

5| 4773227 61 45 16 73TF| 141822 448250| 100547 -3683.73 1.41 397 782.50

4| 3182345 &1 43 18 7049 116883 444000 102674 -251385 1.14 272 521.70

3 3025244 &1 40 21 6557 1,13473| 385000 -720080 -1,802.37 1.57 3.00 45594

2| 1853317 &1 40 21 6557 20444 221288 54574 181260 1.24 238 303.82

1 801538 &1 39 22 6393 452,37 1,384.02 43758 182132 1.03 1.83 131.40

Numbers here appear pretty solid, with add-on buying typically coming in during the next
week. Below is a look at a profit curve.

SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is lower than
yesterday. Buy on close. Sell 5 days later. $100kirade. 1970 - present.
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The move from lower left to upper right is encouraging. Next let’s look at times where
there was extremely strong volume (20-day high volume).

SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is the
highest in at least 20 days. Buy on close. Sell X days later. $100kirade. 1970 - present.
X anet | ning Losing A5 | Wiming | wiming | Losng | Losg | Winoss | AV | ALAv
Days AL Irades| Trades Trades FIOLELS Trade Trade Trade Trade Ratio ROLTEED])  WELs
20 1853822 40 22 13 55.00 363258 8,853.20| -3,409.92| -8308.32 1.07 1.30 453 45
19| 1368517 40 23 17 57.50 324084 8,942.40 380772 0.90 121 34213
18| 24,585.38 40 23 17 57.50| 357450 561350 3,525.13 1.04 1.41 514.88
17| 20,513.97 40 24 16 §0.00 327482 505984 -3 5 0.90 1.36 515.35
16| 25570.48 40 23 17 57.50| 353085 804882 2 1.08 1.48 639.26
15| 2077565 40 23 17 57.50 3,424 85 7,668.00 2 1.00 1.36 51935
14| 21,.212.28 40 23 17 57.50| 330274 812838 3 1.03 1.39 530.:
13| 25526.24 40 24 16 §0.00 305435 7478854 1.02 1.54 54066
12| 21,979.40 40 23 17 57.50| 279665 73523 112 1.52 54549
11| 2837152 40 26 14 §5.00 251485 §782.40 0.95 1.77 709.25
10| 31,1457 40 24 16 50.00 248782 619820 1.39 209 77883
9| 2788757 40 24 15 60.00| 227285 641816 128 205 597 .44
8| 2966358 40 24 16 §0.00 224580 622034 1.48 222 741.59
T 3044370 40 25 15 §2.50 2712 528421 1.51 2.52 761.09
6| 3359745 40 28 12 70.00 1,753.17 4 695.76| -1,29094| -3,093.30 1.36 3 AF 830 094
5| 2985377 40 26 14 55.00 1,655.48 4 77160 -941.33 | 258272 1.76 327 T46.59
4 2120124 40 25 14 65.00| 1268635 318512 -B3IT.42) 184821 1.51 2.8 530.03
3| 17,575.07 40 25 14 65.00| 108630 2989356 -762.04| 218815 1.42 265 435.38
2| 2750843 40 27 12 67.50 1181.81 3,813.53 -368.70| -1,259.60 322 T.25 837.71
11 1510212 40 prat] 11 T2.50 54811 275552 -33573) 128250 1.93 .09 37755

Numbers here are quite similar, with the first week getting solid follow-through buying
once again. Lastly, let’s look at rising but moderate volume.

SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is higher
than yesterday but < 20-day high. Buy on close. Sell X days later. $100k/trade. 1970 - present.
X | At | L g Losing | AE% | Wining | Wining | Loamg | Losig | Winless | AL | AbAvg
Days Proft rrades| Trades | Trades " ° ™22 Trage Trade Trade Trade Ratip | /omractor  Trade
200 2280027 93 47 51 47.98 3,358.14 ) 1340170 -3,038.00) -11,541.15 1.10 1.02 28.57
19| 1225114 g8 50 43| 51.02| 313866| 913536 -3,014.20| -11,854.39 1.04 108 12501
18| 17,725.00 83 33 48 53.54| 283817 8503.00) -3001.11|-10,283.68 0.58 113 178.04
17| 10,096.55 93 53 45 53.54| 282165 955258 -303154 9.67 0.93 1.07 101.99
16 542872 1M 34 47 53.47| 265625 8891072 -253638  -9482.83 0.50 1.04 53.76
15| 13,008.59| 101 53 43 52.48| 259273 &15048| -2581.77| -5808.60 1.00 1.10 128.81
14 -858.23 ) 101 36 43 55.45| 232548 770240 -2913.54 -10,120.48 0.80 0.99 -5.52
13 -2281.58 101 53 43 52.48| 233028 7511380 -282013 -9,72534 0.89 0.98 -22.35
12 -8,738.23 102 35 47 53.92| 2180.981| 1018798 -2685.50| -9,865.02 0.81 0.95 -66.06
11 -1167.40 102 52 50 50.838| 2311.53| 1038037 -2427.34 -9 43283 0.895 0.99 -11.45
10 -8,367.89 102 30 52 49.02| 2185.36| 1051518 | -2262.23| -5,683.66 0.97 0.93 -B2.04
g 403311 102 43 54 47.06| 2150268 241373 -188512 -5873.63 1.08 0.96 -35.58
&| -7,574.84 102 34 45 52.94 1,708.68 853268 -2080.30| -7,075.24 0.82 0.52 -74.28
T 818013 102 33 45 51.86 1,748.87 633728 170212 -7255.84 1.03 1.1 50.00
6| 579%5.43 102 56 45 54.50 148547 65815%.80| -165064| -710318 0.85 1.09 66.63
5| 2853381 102 48 53 48.04 1,548.06 851682 137738 -5,088.44 1.12 1.04 2788
4| -3102.24| 102 55 47 53.92 124085 871671 | -1517.83| -558558 0.82 0.96 -30.41
3 9.028.536 102 39 43 57.84 1,125.38 | 6,740,530 133417 -5,3681.06 0.84 1.16 88.32
2| 250285 102 80 42 58.82 T71.44 402544 -1 04247 -£27516 0.74 1.08 2454
1 884277 102 aF 43 55.80 521.72) 2731.58 -454.34 | -2,72281 1.12 1.42 56.69
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This does not appear to suggest any edge over the next 1-4 weeks. Perhaps it was fortunate
that Friday’s breakout occurred on declining volume.

| have updated the Aggregator chart below.

#% TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl o=
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With the new breakout study to consider the green Aggregator Line moved back 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 0. Therefore, the Aggregator signal turned flat at the close.

Based on the current active studies, expectations are set to remain bullish on Monday. This
could change if compelling new bearish evidence emerges. The Differential Pivot will be
2384.53 on Monday. That is 0.6% below Friday’s close. So SPX would need to close
down at least 0.6% in order to move from overbought to oversold as of Monday’s close.

At this point the potential breakout looks encouraging. There appears to be a good chance
of follow through this upcoming week. But with the market overbought I am not inclined
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to try for an index swing trade. | will continue to wait for a more favorable reward/risk
setup. | do have some long exposure via the open Catapult trades. The CBI remained at 4
on Friday afternoon, so there is no change there.

Intermediate-term Outlook (2 weeks — 2 months) — updated 5/8 —bullish

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

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 there were no changes to the
Combo systems.

SPX put in a strong week this past week with a gain of 0.6%. And with SPX and the
NASDAQ both closing at new all-time highs, there is little doubt that the uptrend remains
intact. After a load of intermediate-term studies to discuss last week, there was nothing
new this week that emerged.

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).

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



http://quantifiableedges.com/module-1/intro/
http://quantifiableedges.com/module-4/combining-price-seasonality/
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SOMA & SPX Levels
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The Fed’s SOMA this past week (Wednesday to Wednesday) came in near breakeven with
an increase of less than 0.01%. This was in line with expectations based on the Fed’s
SOMA schedule. The 0.03% move higher for the SPX over this same period was typical
for a week that the SOMA did not move much. Since the beginning of 2015 SPX has risen
65% of the time for a sum total of 12.36% during the 40 weeks in which SOMA expanded
at least 0.01%. During the 82 other weeks (like this one) SPX has only risen 49% of the
time and has gained a sum total of just 4.08%. Based on the reinvestment schedule the Fed
has stuck to over the last two+ years, | expect this current week to again come in largely
unchanged. But the following week is likely to see the SOMA rise a bit. So after
Wednesday, the bulls will have a bit of a liquidity wind at their backs.

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 two-plus years and
we have not seen any strong derivations. That is expected to change at some point this
year, and | will be keeping a close eye out to see when it does. | expect liquidity analysis
to remain a vital tool for us.

With the market making new highs, and no new compelling bearish evidence to speak of,
| have once again elected to remain “bullish”. Both price action indicators from the Market
Timing Course remain bullish, which is keeping 2 of the 3 “Combo” systems bullish as
well. There is also the April 28" bullish intermediate-term study that remains active. Of
course bears do have weak Fed support, weak seasonality, and a long-term divergence of
new highs to point to. But for now the bulls still appear to be in control. So I intend to
continue to trade longs more aggressively, and be extra cautious with any short trades.

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

T-1/3 @ $38.40 (buy @ limit)

DIS - 1/3 @ $111.62 (buy @ limit)

T-1/3 @ $38.01 (not filled — cancel for now)
DIS - 1/3 @ $111.17 (bought @ limit)

Broad Market Large Cap CBI —4(T-2, DIS-2)
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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

Symbol Entry Date |Entry PricelCurrent Price [% Gain/Loss |Stop  [Notes

T(1/3) 5/4/2017 $38.40 $38.56 0.42% Catapult
DIS(1/3) 5/4/2017]  $110.58 $111.99 1.28% Catapult
DIS(1/3) 5/5/2017] $111.17 $111.99 0.74% Catapult
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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
who are expected to make their own investment decisions without reliance upon this report. Neither Hanna Capital Management, LLC
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