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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

December 13, 2017 Volume 10 Issue 240

Market Overview

(uantifiable Edges 1-day Risk/Reward Cutlook | Quantifiable Edges 3-day Risk/Reward Outlook
Bearish Bullsh - Bearigh Buligh

Signals Overview

Aggregator Aggressive VIX

Flat 50% Long XIV

Tonight’s Research Points

e The strong move up in the VIX with SPX rising is showing mixed signals, depending
on how you view it.
e 3 days up into a Fed Day has typically led to a strong Fed Day.

Short-term Outlook
The Bottom Line
The Aggregator remains neutral and so do 1.
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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
December 13, 2017 Up 4 days into Fed 1 day Bullish
December 13,2017 VIXup 6%. SPXup. 1-5 days Bullish
November 13,2017 VIXup 2.5%. SPX50-high 1-5 days Bearish
December 11, 2017 Dec opex Seasonality bullish 1-5 days Bullish 1.95% -1.10% -2.20%
December 5, 2017 SPX 20-high and close in bottom 10% [1-8 days Bullish 1.90% -1.20% -2.40%
December 4, 2017 SPX > Upper Boll Band 4 days in row 1-8 days Bullish 2.05% -1.30% -2.80%
Active - Long Term
November 30, 2017 SPX 50-intraday high. NDX big down 50 [1-50 days Bullish
November 29, 2017 SPX breaks 50-day Upper Bollinger Band 1-50 days Bullish 4.85% -4.10% -7.80%
November 14, 2017 SPX top 25% 20day rng. RUT bottom 25 [1-40 days Bullish 5.60% -2.80% -5.50%
November 13,2017 Hindenburg Omen Cluster 1-35 days Bearish
October 24, 2017 SPX 20-high. NDX big drop 1-50 days Bullish 6.30% -2.80% -5.50%
October 2,2017 SOMA reduction begins intterm Bearish
April 26,2016 Golden Cross intterm Bullish
July 22,2013 New High Divergence (Study of Tops) int term Bearish

The Evidence

Tuesday was a mixed day for the market. The SPX finished up 0.15%, the NASDAQ lost
0.2%, and the Russell 2000 fell 0.2%. Breadth was also mixed as the NYSE Up Issues %
was 45% and the Up Volume % came in at 58%. NY SE volume rose some from Monday’s
level.

There was some interesting action on Tuesday that generated a mix of studies. Especially
interesting about the action on Wednesday was that the VIX spiked over 6% while SPY
closed up solidly. It’s unusual to see such a large spike in the VIX on a day where the SPY
actually rose. The study below was last seen in the 2/16/17 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 paositive. Today is not Monday.
Buy SPY on close. Sell X days later. $100k/trade. 1993 - present.

Al Al All: . All: Avg All: Max All: Avg All: Max All: . _
X All: Met Profit | Total |Winning| Lozing Pr};:lr-t::ne Winning Winning Lo=ing Losing Win/Loss Prufjr‘tkl-'"ﬁctur ﬁ.\ll.t;:‘j\;g
Days Trades| Trades | Trades Trade Trade Trade Trade Ratio
5 20,112.96 21 17 4 80.95| 1,332.59| 4,501.60 -£35.27 -914.83 2.10 8.92 95
4 17,584.93 21 16 5 76.19| 1,316.35| 422518 -895.36 | -1,233.08 1.89 6.06 83
3 7 2 17 4 8085 105074 4 576.06| 1068387 -3,070.82 .59 420 54
2 21 14 7 6667 54317 2,807.04 -72826( -2,28852 1.30 259 3
1 22 12 10 54.55 541.02 1,883.29 -484.29 1,613.70 1.12 1.34

100% of instances closed above the entry price
at some point in the next week.
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The edge here appears to be strong. Below is a profit curve assuming a 5-day holding
period.

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.
22000

20000

18000

16000

14000

12000

Equity($)

10000

2000

6000

4000

2000

Trade Number

Results appear very strong. And recent instances have been even stronger. This serves as
some confirmation of the upside edge.

But another VIX-study suggested a bearish inclination. It required SPX to close at a 50-
day high. It last appeared in the 12/1/17 letter. New readers may wonder why I use a day-
of-week filter with VIX studies. The VIX has a natural tendency to fall on Fridays and rise
on Mondays. Because of this I typically separate out those days from the rest of the week
when conducting VIX-based studies. All results are updated.
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SPX closes at a 50-day high and VIX rises at least 2.5% on Tuesday, Wednesday, or Thursday.
SPX = 200ma. Buy on close. Sell X days later. $100k/trade. 1998 - present.

X All: All: Al Al 9% Al Avg All: Max All: Avg All: Max All:

All: Met Profit | Total |Winning| Lozing Prufﬁable Winning Winning Lo=ing Losing Win/Lozs
Days Trades Trades |Trades Trade Trade Trade Trade Ratio

All: Al Avg
ProfitFacter| Trade
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The numbers all appear to suggest a bearish edge. Below is a profit curve assuming a 5-
day exit strategy.

SPX closes at a 50-day high and VIX rises at least 2. 5% on Tuesday, Wednesday, or Thursday.
SPX = 200ma. Buy on close. Sell 5 days later. $100k/trade. 1998 - present.
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The move from upper left to lower right offers some confirmation of the downside edge.
While they largely cancel each other out, I have added both VIX studies to the Active List
tonight.
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Last night I linked to a study that showed a close at a 20-day high the day prior to a Fed
Day eliminated much of the Fed Day edge. Ironically, another study today suggested the
move higher over the last few days may actually improve Wednesday's Fed Day outlook.
The study requires at least three up days. It was last seen in the 9/18/13 Letter, and is

updated below.
Tomaorrow is a Fed Day. SPY closes up for at least the 3rd day in a row.
Buy on close. Sell Fed Day close. $100k/trade. 1993 - present.
radeStation Performance Summary Expand ¥

All Trades

Total Met Profit %16,308.28 Profit Factor (18.44)
Gross Profit $17,243.41 Gross Loss ($935.13)
Total Mumber of Trades 24 Percent Profitable  79.17%
Winning Trades 19 Losing Trades 4
Even Trades 1

Avg. Trade Met Profit £679.51) Ratio Avg. Win:Avg. Loss 3.88
Avg. Winning Trade $907.55 Avg. Losing Trade ($233.78)
Largest Winning Trade $3,383.38 Largest Losing Trade (3496.32)

The average trade shown here is about twice as strong as the average Fed Day. Below is a
profit curve.
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Tomarrow is a Fed Day. SPY closes up for at least the 3rd day in a row.
Buy on close. Sell Fed Day close. $100k/trade. 1993 - present.
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I also added a filter to view instances that also closed at 20-day highs. It reduced the
instances, but the results remained strong, with the profit factor still near 10. So I decided
to include this study on the active list tonight.

So there certainly seem to be some crosswinds tonight. That is why we use the Aggregator,
though.

I have updated the Aggregator chart below.
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With tonight’s mix of studies, 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 0. Therefore, the
Aggregator signal stayed flat at the close.

Based on the current active list, expectations are slated to remain bullish on Wednesday.
It would take compelling new bearish evidence in order to change this. The Differential
Pivot will be 2663.61 on Wednesday. That is just /2 point below Tuesday’s close. So SPX
will turn from overbought to oversold versus recent expectations with just about any lower
close.

Evidence is mixed, potential market-moving news is pending, and the market could easily
end up overbought or oversold tomorrow. In other words, lots of crosswinds and not a
strong edge that would have me interested in trading. I’m sidelined right now. I’ll wait to
see how the market reacts and what new evidence emerges on the heels of the Fed
announcement on Wednesday before committing to any new positions.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 12/11- somewhat bullish
The intermediate-term outlook was last updated in the 12/4 Letter. It can be found in the
most recent weekly letter on the website.
http://quantifiableedges.com/current-weekly-letter/

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. 1
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.

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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