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Market Overview

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

Signals Overview

Aggregator CBI Reading

Long 4

Tonight’s Research Points

e The 1% dip below the 10ma in over 25 days is typically not the end of the uptrend, and has
been buyable for both the short and intermediate-term.

e SPY triggered numbered system 11111 on Friday, which has historically been a good short-
term signal for a bounce.

e The Fed will be meeting this week, and | will closely be watching out for news regarding
the current “not QE” liquidity program.

Short-term Outlook
The Bottom Line
The Aggregator is bullish, and the setup is starting to look compelling. | am getting interested in

the long side.
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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
January 27,2020 1st close < 10ma in over 25 days 1-9 days Bullish 2.65% -0.85% -1.80%
January 27,2020 SPY system 11111 1-3 days Bullish
January 24,2020 Up 2 < 3ago 1-2 days Bullish
January 23,2020 20-high close in bottom 10% intraday  |1-6 days Bullish 1.50% -1.00% -2.00%
Active - Long Term
January 27,2020 1st close < 10ma in over 25 days 1-19 days Bullish 3.90% -1.60% -4.20%
January 17,2020 SPX 50-day %b > 100 1-50 days Bullish 4.90% -4.20% -7.90%
November 11, 2019 "not QE" int term Bullish
November 4, 2019 Presidential cycle + Best 6 mos bullish  [6 months Bullish
October 28, 2019 NASDAQ Leading int term Bullish
April 2,2019 Golden Cross int term Bullish
Dropped Tonight
January 24, 2020 SPY up < 0.25% top 10% daily range 1 day Bearish

The Evidence

Friday saw a decent amount of selling. The SPX closed down 0.9%, the NASDAQ declined 0.9%
and the Russell 2000 lost 1.35%. Breadth was negative as the NYSE Up Issues % was 29% and
the Up Volume % came in at 14%. NYSE volume declined some from Thursday’s level.

| have been talking about the persistency of the rally lately. | had been tracking how both the SPX
and the NASDAQ Composite had closed above their 10ma for 32 days in a row as of Thursday
afternoon. On Friday the streak came to an end for both of them. (But not for the NDX.) The move
in SPX below the 10ma triggered the study below, from the 11/22/19 letter. It looked at times SPX
closed above the 10ma for at least 25 days, and then closed below it. The results below look back
to 1990, and are all updated.
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After closing above the 10ma for at least 25 days in a row SPX closes below it but = 200ma.
Buy on close. Sell X days later. $100k/trade. 1990 - present.

X | ArNet | o bning| Losing| AE% | Winng | Losng | Wining | Losng | winoss |, AL | AEAVS
Days Profi Trades| Trades Trades Profitablz Trade Trade Trade Trade Ratio Profittactor  Trade
20| 45417.41 16 14 2 8750 8,15520| 458535 353016| -2 70244 1.34 940 283859
19| 45 457.43 16 14 2 8750 T0472 -287927| 3,52923| 147588 239 16.74| 2,8903.59
18| 42,354.53 16 15 1 9375 737262 169518 2936385 1695138 1.73 2594 284718
17| 37,323.M 16 14 2 ar.50| 612888 -301622| 2980.73| -2203.15 135 947 233274
16| 4091037 16 15 1 9375 6,06541| -2589520( 2906564| -Z258920 1.08 1621 255590
15| 38211.05 16 15 1 9375 6,311.04| 574375 299593 574375 044 667 238819
14| 38358.89 16 15 1 9375 6,691.37| -531034| 2911.28| -5310.34 0.55 822 239743
13| 34,351.07 16 15 1 9375 5,807.04| -217958| 243538| -217953 112 16.76| 2145594
12| 3452984 16 14 2 8750 897221 1894540( 271528| 174219 1.56 1091 2153.10
11| 35673.33 16 15 1 9375 688772 -387360| 2536546| -387360 0.563 1021 222958
10 32861231 16 14 2 &r.50| 582505 -3,062388| 258043| -1757.20 1.47 1028 2038.27
9| 3205085 16 15 1 9375 646289 -245328( 230083| -Z245323 0.94 1407 200374
8| 2959722 16 14 2 8750 5,40458 -B69.28| 218074 -455.60 457 3272 184983
7| 22742566 16 13 3 8125 6,3256.04| -1,31040( 1592945 -780.05 247 1072 1,421.42
6| 2184723 16 14 2 8750 515748 -135072( 157354 -328.24 203 1419 135545
5| 20,193.25 16 14 2 8750 350574 121872 154204 -6095.16 222 1553 128239
4| 18,764.73 16 13 3 8125 320640 286592 167735 -1,013.60 1.65 77| 117280
3| 11,844 30 16 13 3 8125 280512 -163030( 120223| -126158 055 413 T40.27
2| 560354 16 11 5 6875 213010| -142520( 105719 -405.10 251 574 500.22
1 5933.69 16 12 4 75.00 197558 -537.00 561.73 -201.77 278 8.35 370.85

Instances are a little low, but the numbers are heavily lopsided in favor of the bullish case. The
edge seems to persist up to 4 weeks, but 2/3 of the gains were realized in the 1% nine trading days.
Below is a look at the individual instances and profit curve assuming a 9-day holding period.

After closing above the 10ma for at least 25 days in a row SPX closes below it but > 200ma.
Buy on close. Sell 9 days later. $100k/trade. 1990 - present.

20000 _ i - Run-up
Date/Time signal Price % Profit Drawdown
2/21/1991 Buy $364.96 3.07% $4,025.06
3/6/1991 Sell $376.16 ($761.72)
2/17/1995 Buy $481.97 0.72% $1,494.54
3/3/1995 Sell $485.42 ($6.21)
4/18/1995 Buy $505.37 1.76% $2,015.31
5/1/1995 Sell $514.26 ($823.46)
30000 6/4/1997 Buy $840.11 6.46% $6,841.31
6/17/1997 Sell $894.42 $0.00
3/5/1998 Buy $1,035.06 4.87% $4,843.20
3/18/1998 Sell $1,085.51 ($0.96)
1/28/2004 Buy $1,128.48 1.51% $1,631.52
2/10/2004 Sell $1,145.54 ($536.80)
— 11/1/2006 Buy $1,367.81 1.86% $1,947.64
@ 11/14/2006 Sell $1,393.22 ($498.59)
EE—, 4/16/2010 Buy $1,192.13 1.23% $2,296.61
= 4/29/2010 sell $1,206.78 ($872.33)
uw 1/20/2011 Buy $1,280.26 1.86% $2,230.80
2/2/2011 Sell $1,304.03 (§402.48)
1/30/2012 Buy $1,313.02 2.26% $3,138.80
2/10/2012 Sell $1,342.64 ($481.08)
12/1/2014 Buy $2,053.44 -2.49% $1,249.44
12/12/2014 Sell $2,002.33 ($2,453.28)
11/9/2015 Buy $2,078.58 0.51% $887.04
10000 11/20/2015 Sell $2,089.17 ($2,841.12)
4/5/2016 Buy $2,045.17 2.40% $2,375.52
4/18/2016 Sell $2,094.34 ($545.76)
12/29/2017 Buy $2,673.61 4.21% $4,226.88
1/12/2018 Sell $2,786.24 $0.00
3/5/2019 Buy $2,789.65 1.55% $1,601.60
3/18/2019 sell $2,832.94 ($2,358.30)
11/21/2019 Buy $3,103.54 0.45% $1,623.04
12/5/2019 Sell $3,117.43 ($1,062.72)

1 2 3 4 5 6 7 k] 9 10 Al 12 13 14 15 16
Trade Number
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The curve and the trade list are as impressive as the stats. | have added this study to the Active List
tonight.

I’1l also note that SPY is now set up to trigger QE numbered system 11111 on Monday. A trade
at or below SPY’s closing price would mean an entry for this system. System 11111 has done
fairly well over the years. With SPY, it has done very well. I last noted this in the 11/22/19 Letter
as well. Below are the updated stats.

SPY System 11111,
$100k/trade. $0.01/shr commission. 1994 - present.
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Here as well, there have not been a whole lot of instances but the stats are extremely lopsided in
favor of the bulls. And the profit curve is impressive as well. Also notable (but not shown) is that
the average trade only lasted 3.20 days. The short time in these trades and the high percent that
end up profitable speaks to the probability of a quick bounce here. | have incorporated this setup
into the Aggregator as well. Subscribers may find a link to the system 11111 page below:

http://quantifiableedges.com/system-11111/
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| have updated the Aggregator chart below.

£ TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index 80 o e=Es

SSPX X - Daily CBOE L=3 25547 -30.07 -0.50% B=3,255.15 A=3,34525 0=3333.10 Hi=3,333.18 Lo=3,281.53 (=3258547 V=2 049,758

* F3.320.00
g Y l |

|:|+43 W

S\ T -

Lo

13,180.00

Ij -I- 13,180.00

|j * + (=) 13,140.00
QE Aggregator 10 (3, ADE. Barinterval "QEA41” "MY CLASS" Trug) 0.2597 01657

With tonight’s evidence considered, the green Aggregator Line remained above zero. Positive
readings mean net expectations are for upside over the next few days. Meanwhile the black
Differential Line also held above 0. The positive Differential Line reading means SPX is oversold
versus recent expectations. So expectations are positive and SPX is still oversold. This is
considered a bullish configuration. Bullish configurations are visible on the chart whenever both
lines close above zero. Therefore, the Aggregator signal stayed long at the close.

Based on the current list of active studies, expectations are set to remain bullish on Monday. Of
course this might change if compelling new bearish evidence emerges. Meanwhile, the Differential
Pivot will be 3325.34 on Monday. That is 0.9% above Friday’s close. Therefore, SPX would need
to close up over 0.9% on Monday in order to flip from oversold to overbought vs recent
expectations.
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http://quantifiableedges.com/how-the-quantifiable-edges-aggregator-uses-expectations-and-riskreward-analysis-to-establish-a-reliable-market-bias/

So the Aggregator is suggesting an upside edge. And we have some new evidence today that is
also appealing. Tops don’t often take a  formation, the way bottoms will with a V. Instead they
will more often chop around before the big selling begins. The studies tonight suggest we will see
a decent bounce, and likely another high before the “end” arrives for this rally. In looking at the
Differential Pivot, we have ample room to the upside before the market would flip from oversold
back to overbought. So potential reward is pretty good. But while we are a couple days from the
highest closing value for the SPX, Friday was really the 1% big down day. Coronavirus news (and
impeachment news) could help to trigger further selling in the short-term. I generally find multi-
day pullback more appealing to enter. So | like the long side, but I intend to be a bit conservative
with my entry here. | will look to start scaling into a long position on Monday, but only if I can
get a nicely favorable entry.

Intermediate-term Outlook (2 weeks — 2 months) — updated 1/27 — bullish

Combo #1 Combo #2 Combo #3

Long 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
all 3 Combo Systems remained on long signals.

Friday’s selling led all the major indices to close down on the week. The SPX lost 1.0%, the
NASDAQ fell 0.8%, and the Russell 2000 dropped 2.2%. SPX and NASDAQ are only a few days
from their all times highs. So the long-term trend certainly still appears to be up. Other than the
study | featured today in the short-term section, there were no new studies that appeared this week
with intermediate-term implications.

As | typically 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.
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The Quantitative Tightening program that began in October 2017 was ended in August 2019. In
October 2019 a new Fed policy, nicknamed “not QE” was put in place and it has generated further

SOMA expansion.

SOMA & SPX Levels

5,000,000,000,000

4,500,000,000,000

4,000,000,000,000

3,500,000,000,000

3,000,000,000,000

)

2,500,000,000,000

7 | IU
2,000,000,000,000 \
o M\M W\\ / W / h
1,000,000,000,000
500,000,000,000 __._'_’_’__'_—__\
-~ y
0 ¥
28888 NEa88NEe8RIg 288085388580 He5RS
5022583880482 35038248335988280338:383885938:282288
ggggﬁﬁﬁé**g%ggggg32aﬂiiﬁﬁﬂﬁﬁiﬁﬁﬁﬁééﬁiﬁﬂﬂﬂéﬁ
EEEE8E8588853885855855585858E8EE88888EEEEES888E8E888
—Total* e=—RS  e——T|PS =——TIPSnflation Compensation =———botes & Bonds  =———Bills = Agencies —— S&P 500

3500.00

3000.00

2300.00

2000.00

1300.00

1000.00

300.00

And here is a zoomed in version since “not QE” began in October.

Quantifiable Edges, LLC 10 Boyden Rd., Medfield, Massachusetts 02052

781-956-6952




SPX & SOMA Levels since "Not QE" Began
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Note that the charts above look at performance on a Wednesday to Wednesday basis in order to
match up with the SOMA reporting dates. The table below is from the Fed’s website and shows

the SOMA changes this past week.

« As of 01/15/2020

DOMESTIC SECURITIES HOLDINGS AS OF

January 22, 2020 o

Summary | T-Bills T-Notes and T-Bonds FRN TIPS  Agencies

Security Type
US Treasury Bills (T-Bills)
US Treasury Motes and Bonds (Notes/Bonds)
US Treasury Floating Rate Notes (FRM)
US Treasury Inflation-Protected Securities (TIPS)®
Federal Agency Securities™
Agency Mortgage-Backed Securifies™™
Total SOMA Holdings

Change From Prior Week

*Does not reflect inflation compensation of 25 466, 566.8

**Fannie Mae, Freddie Mac and Federal Home Loan Bank

Total (in Thousands)
210,031,000.0
1,999,707 7836
17,809.716.4
128,005,432.7
2,347,000.0
1,308,642 2655
3,756,543,1958.2

12,728,764.3

==*Zuaranteed by Fannie Mae, Freddie Mac, and Ginnie Mae. Current face value of the securifies, which is the remaining principal balance of the securities.
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The SOMA rose over $12.7 billion this past week. That is a substantial amount, but a little below
average since “not QE” began 14 weeks ago. And since “not QE” has been in effect, SPX has
closed higher 13 of those 14 weeks and gained over 11.1% in total. Like past QE policies, “not
QE” certainly seems to be favorable for the market. Betting against the market when there is a
substantial SOMA expansion underway has never been a good idea.

I will note that my colleague Tom McClellan (https://www.mcoscillator.com/market_reports/)
wrote a very interesting piece in his subscriber letter on Thursday night that discussed the fact that
the Fed may be pulling back the amount of their overnight repo holdings. And similar to overall
SOMA movement, this kind of action has led to trouble in the past. The Fed has a meeting this
week on Tuesday and Wednesday, so I’ll be carefully looking for policy change announcements.
If “not QE” is going to be wound down, the reduced liquidity could create a problem for the market.

At this point, the intermediate-term active list is still dominated by bullish studies. The SPX &
NASDAQ are at all-time highs. Momentum is strong as shown in a few recent studies. Both the
Best 6 Months and the Presidential Cycle are bullish. This leaves all 4 Market Timing Course
indicators again bullish. And the recent SOMA expansion seems to be having the same type of
positive market impact that past SOMA expansions did. Of course with the Fed meeting this week,
I’ll be on the lookout for any changes there. Overall, the bullish case still seems substantially
stronger. | remain bullish on the intermediate-term. | will therefore keep a generally more
aggressive approach with long trades and a very conservative approach when considering short
trades.

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

OpenCatapult Triggers

OXY - 1/3 @ $43.29 (bought at limit)
OXY —1/3 @ $42.52 (bought at limit)
New

OXY - 1/3 @ $42.22 (buy at limit)
AGN - 1/3 @ $188.19 (buy at limit)

Broad Market Large Cap CBI —4(OXY-3, AGN)
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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.

SPY — Buy Y% index position @ $328.00 LIMIT ON OPEN. If not filled on open, cancel
order and look to buy at $328.75 LIMIT ON CLOSE. From the short-term section above. I’ll
be looking to start scaling into a long index position if there is a sizable gap down or a modest
close lower on Monday.

OXY — Buy 1/3 Catapult position @ $42.22 LIMIT. From the Catapult section above, this is
the 3" and final lot of OXY.

AGN - Buy 1/3 Catapult position @ $188.19 LIMIT. From the Catapult section above, this is
the 1% of up to 3 possible lots of AGN.

Current Open Trade Ideas

Symbol Entry Date |Entry Price|Current Price |% Gain/Loss |Stop Notes
OXY(1/3) 1/23/2020 $42.62 $42.22 -0.94% Catapult
OXY(1/3) 1/24/2020 $42.47 $42.22 -0.59% Catapult

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

The author of Quantifiable Edges (QE), Mr. Robert Hanna, is separately affiliated with a registered investment adviser in the States of Washington,
California, Colorado, Michigan, Texas and Louisiana, Eastsound Capital Advisors, LLC (ECA) d.b.a. Hanna Capital Management, LLC. ECA may
not transact business in states where it is not appropriately registered, excluded or exempted from registration. Individualized responses to persons
that involve either the effecting of transaction in securities, or the rendering of personalized investment advice for compensation, will not be made
without registration or exemption. Advisory clients of ECA utilizing the approaches developed by Mr. Hanna will receive the QE newsletter at no
charge. ECA is not otherwise affiliated with QE, and neither endorses nor warrants the content of this site, the QE newsletter(s), any embedded
advertisement, nor any linked resource herein.

This report has been prepared by Quantifiable Edges, 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, Quantifiable Edges, LLC or clients of Quantifiable Edges, 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
Quantifiable Edges, LLC clients and prospects who are expected to make their own investment decisions without reliance upon this report. Neither
Quantifiable Edges, LLC nor any officer or employee of Quantifiable Edges, 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 Quantifiable Edges, LLC.
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