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Signals Overview

Aggregator Aggressive VIX Conservative VIX NDX Trend Timer

Short 100% Short SPY Flat Flat

Tonight’s Research Points
e The persistently low VXO without new highs in SPY suggests a downside edge.
e Seasonality is now strong among all the indices, and most bullish in the NDX.

Short-term Outlook
The Bottom Line
The Aggregator stayed short at the close. Positive seasonality is battling the negative

inclinations of a too-low VXO. I’m going to enter a spread trade that could benefit from
both sides of the struggle.

Summary of Recent Active Studies (see Letters from listed dates for details)

Study Date Description Time span |Bias Avg Max Move
Active

December 22, 2011 Twas 3 nights before Christmas 1-5 days Bullish

December 22, 2011 Low VXO, no highSPY 1-4 days Bearish

Active - Long Term

December 12, 2011 Seasonal strength into year end thrui/2 Bullish

December 5, 2011 POMO scheduled to turn negative int term Bearish

December 5, 2011 3 20-day VIXlows. No SPY 20-high 1-20 days Bearish -7.30%
December 1, 2011 90% up day on at least 3rd day higher [1-14 days Bullish

November 18, 2011 Triangle breakdown int term Bullish

October 30, 2011 SPX & bond yields hit 50-day highs 1-50 days Bearish

October 19, 2011 50-day high on 9o% up vol 1-50 days Bullish

October 19, 2011 FTD on strong breadth/20day high int term Bullish

Dropped Tonight

December 21, 2011 90% Down then 90% Up 1 day Bearish

If the avg max move is achieved the study will appear in bold italic blue and no longer be

active.
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The Evidence

After all trading lower for much of the day the indices finished strongly mixed. The SPX
rallied 0.2% and the Russell 2000 gained 0.3%, but the Nasdaq fell 1% (and the NDX
was down 1.4%). Breadth was positive as the NYSE Up Issues % came in at 60% and
the Up Volume % was 70%. Total NYSE volume actually rose slight even though we are
nearing the holidays.

In the 12/2/11 letter just a few weeks ago | showed some studies related to VXO & SPY
action over the last 2 weeks. An excerpt from that letter is below. All of the stats and
tables have been updated.

This next study considers the fact that the VXO is making new 20-day lows but the SPY is
failing to make any 20-day highs.

VX0 makes new 20-day infraday low for at least the 3rd time in the last 10 days. SPY has 0 20-day highs
inthe last 10 days. Close < 200. Buy SPY on close. Sell X days later. $100k/trade. 1999 - present.
X . All: .AII:_ AI_I: All % AI!: A_vg ﬁ\l!: r.'l.ax All: ﬁ.‘vg All: r._'lax .AII: Al Al Avg |
All Net Profit | Total |Winning| Losing Winning Winning Losing Losing | Win/Loss
DEiYS Trades | Trades Trades R Trade Trade Trade Trade Ratio ProfilFactor|  Trade
[ 20| -35,398.63 7 0 7 0.00 0.00 0.00| -5,056.95|-13,729.17 0.00 0.00 | -5,056.95
| 19 -33,262 44 7 o 7 0.00 0.00 0.00| -4751.78|-117258 34 0.00 0.00 -£751.78
| 18 -30,456.99 7 o 7 0.00 0.00 0.00) -4,351.00(-11751.81 0.00 0.00| —£,351.00
| 17 -25,968.12 i o 7 0.00 0.00 0.00| 423116 -9576.68 0.00 0.00 -£281.18
| 16| -27,874.01 7 0 7 0.00 0.00 0.00| -3,982.00) -11,429.74 0.00 0.00
| 15| -25,084.37 7 0 7 0.00 0.00 0.00| -3,583.48| -7,475.02 0.00 0.00
| 14| -21,089.26 7 0 7 0.00 0.00 0.00| -3,012.75| -5620.18 0.00 0.00
13| -12,588.15 7 1 6 1429 1,729.82| 1,729.82| -2,383.01| -4 78384 072 0.1z -1,799
12 -18711.42 ] 1 7/ 1250| 1,055.38| 1,055.36| -2,823.83| -5437.74 0.37 0.05 -
11 -18,355.80 ] 1 7. 1250 1,175.04| 1175.04| 2789012 -6.441.40 0.42 0.08 -2
10 -24,187.80 ] 1 7 1250 623.52 623.52 -3,54449 728777 0.18 0.03| -3,023.48
5 -20,889.50 ] 2 6 2500 134.21 181.86| -3,528.05| -6,546.28 0.04 0.01) -2,512.48
8  -21,585.88 ] 2 6 2500 77278 100456 -3,856.91| -7,033.11 0.20 0.07 | -2,589.48
7 -14,853.54 ] 2 6 2500 1,571.35 -5,168.10 0.52 0.17 | -1,855.18
6 -16,212.08 8 2 6 2500 1,848.5% -5,679.36 0.56 019 -2,026.51
5 -18,019.87 9 3 ] 3333 143343 7200 -5 27682 0.39 018 -2,002.21
4 -20,644.09 ] 1 8 11.11 14722 ,598.9 -5,639.9 0.06 0.01 -2,253.79
3 -13,285.18 9 2 T 2222 1,348.51| 1,486.00| -2280.31| -57822 .59 017 -1,473.91
2 -5,487.35 10 4 5 40.00 864.57| 113610 -1,788.12| -3,707.5 0.48 0.3 -548.74
1 159.36 13 ] 7 4815 835.94| 188104 89375 -2,202.0 1.20 1.03 12.28

Instances are a bit low, but they all head lower. The edge appears to be substantially
negative in both the short and long-term. Below | have listed all instances assuming a 4-
day holding period.
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WXO makes new 20-day intraday low for at least the 3rd time in the last
10 days. SPY has 0 20-day highs in the last 10 days. Close < 200.
Buy SPY on close. Sell 4 days later. $100k/trade. 1999 - present.
Date/Time Signal Price % Profit Run-up
Drawdown
02/15/01 Buy $133.34 (5.65%) $0.00
02/22/01 Sell $125.81 ($7,729.68)
07/02/01 Buy $124.13 (3.57%) $0.00
07/09/01 Sell $119.70 ($4,089.40)
12/26/01 Buy $115.36 0.15% $1,203.74
01/02/02 Sell $115.53 ($1,342.30)
01/03/02 Buy $116.84 (1.09%) $983.25
01/09/02 Sell $115.57 ($1,282.50)
03/27/02 Buy $114.57 (1.25%) $1,046.40
04,/03/02 Sell $113.14 ($2,101.52)
11/20/02 Buy $02.37 (0.73%) $2,055.80
11/26/02 Sell $91.70 ($811.50)
02/25/08 Buy $137.33 (2.56%) $1,317.68
02/29/08 Sell $133.82 ($3,312.40)
12/16/08 Buy $91.88 (5.25%) $598.40
12/22/08 Sell $87.06 ($6,952.32)
12/02/11 Buy $124.86 (0.73%) $1,920.00
12/08/11 Sell $123.95 ($968.00)

| see nothing alarming here (for bears, that is). The downside edge appears nicely
consistent and run-up is quite small compared to drawdown.

Below I have listed the seven instances that triggered and qualified for a 20-day holding
period.
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VX0 makes new 20-day intraday low for at least the 3rd time in the last
10 days. SPY has 0 20-day highs inthe last 10 days. Close = 200.
Buy SPY on close. Sell 20 days later. $100k/trade. 1999 - present.
. . Run-up
Date/Time Signal Price % Profit Drawdown
02/15/01 Buy $133.34 (13.75%) $0.00
03/16/01 Sell $115.01 ($14,141.12)
07/02/01 Buy $124.13 (2.24%) $0.00
07/31/01 Sell $121.35 ($5,940.90)
12/26/01 Buy $115.36 (1.57%) $2,277.58
01/25/02 Sell $113.55 ($2,892.44)
03/27/02 Buy $114.57 (4.45%) $1,046.40
04/25/02 Sell $109.47 ($5,101.20)
11/20/02 Buy $92.37 (3.48%) $3,981.76
12/19/02 Sell $89.16 ($4,079.14)
02/25/08 Buy $137.33 (1.81%) $1,317.68
03/25/08 Sell $134.85 ($8,197.28)
12/16/08 Buy $91.88 (8.14%) $2,796.16
01/15/09 Sell $84.40 ($11,054.08)

Here again we see strongly negative results with moves lower swamping moves higher.

| should note that | also examined this study above the 200ma. It was more of a tossup
above the 200ma. The net results without any filter would have been negative and would
have led to a negative Aggregator anyway (though less so than you will see below).

Lastly, I also wondered whether this study might be less effective in December, which is
notorious for a declining VIX. | filtered by month, and though instances were quite
small, the results were basically in line with the general results. There was no evidence
to support my concerns.

For the SPX, the next seasonally strong period will begin on Wednesday’s close. The
study below is the “Twas 3 Nights Before Christmas” study, and I have shown it each
year in the letter. Results are updated.
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Buy SPX at close 3 trading session before Christmas.
Sell X days later. $100k/ftrade. 1987 - 2010.
Al All: All: . All: Avg Al Max Al Avg All: Max All: . .
X All: Net Profit | Total |Winning Losing P;zlflﬁ:?lle Winning Winning Losing Losing |Win/Loss Pruf?lllﬁdur ﬁ-lrl:-.;lzg
Days Trades | Trades Trades Trade Trade Trade Trade Ratio

10 24 18 ] 75.00 257450 783030 -2331.80| -4435.338 1.08 3.24

9 24 17 7 7083 302501 7974 -1,752. 258.0 1.73 418

] 8 24 18 6 75.00 2,799.30 -811. 482 .44 3.07 921
7 24 17 7 7083 23234 i -851. 2.70 6.35

6 24 16 2 6567 195483 7 -850. 227 454

| 5 24 19 5 7947 179438 724722 -214.81 2.20 83r
4 24 16 8 6667 188513 5070.22 -720.5 213 427

3 24 16 2 6667 138557 455240 -70%.80 1.97 393

2 24 18 6 7500 105735 325717 -571.95 1.57 472

1 411, 24 18 ] 75.00 72170 252324 -596. 1.21 3.63

of 24 instances (96%) closed above the entry price
at some point in the next 5 trading days.

The stats all appear quite strong. I would note the “Max Losing Trade” column shows
very mild numbers from days 1-8, with no decline being worse than 2.5%. Below is a
profit curve using a 5-day holding period.

Buy SPX at close 3 trading session before Christmas.
Sell X days later. $100k/ftrade. 1987 - 2010,
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The strong, steady upslope seems to confirm the bullish tendency. But as I’ve discussed
several times recently, smallcaps rule this time of year. So let’s examine some other
indices. First let’s look at the Russell 2000.

Buy Russell 2000 at close 3 trading sessions before Christmas.
Sell X days later. $100k/trade. 1987 - 2010.
All: Al All: . Al Avg Al Max Al Avg Al Max All: . .
X All: Net Profit | Tetal Winning| Losing Prjzltl'rt:{t;le Winning Winning Losing Losing |Win/Loss Pruf?lllﬁdnr %I'IL;:I?
DBYS Trades | Trades Trades Trade Trade Trade Trade Ratio

10 24 20 4| 8333 360108 1116990 -327T187 -584330 110 550 24
] 24 19 5| 7917 10,35342| 217653 547350 181 688 2,
a 24 | 3 &87.50 9130500 137271 -2,948.40 28 1822 2,
| 7 24 2 2| o167 286782| 718056 -1,316.19] -1,80960| 218 23.97| 2,
[ 24 20 4| 8333 200322 804150 54056 97782 G4 2732 2,
g 24| 20 4 8333 41783 -119a70) 613 3065 2,
4 24 18 5 7817 -715.26| -1,84550 274 1042 1,
3 24 20 4 @333 33506 -465.93 438 2189 1,

2 24 18 B 7E.00 42647 93030 323 9.70

1 24 19 5| 7917 45040 -135450) 164 525

AII 24 instances closed above the entry price
at some point in the next 4 days.

Results are substantially stronger here. And the Russell has never gone without providing
an opportunity for a winning trade on a closing basis. Now the Nasdag.

Buy Nasdaq Composite at close 3 trading sessions before Christmas.
Sell X days later. $100k/trade. 1987 - 2010.
All: All: Al Al Avg All: Max Al Avg All: Max Al . .
X All: Net Profit | Total |Winning|Lesing Pﬁltl'rt:{t;le Winning Winning Losing Losing |Win/Loss PI’DT:I‘:\FII;ICTDI %I'IL;:I?
DEYS Trades | Trades |Trades Trade Trade Trade Trade Ratio
10 68 201 42 24 20 4 8333 401702 1237458 -3,0M224| 523180 1.33 667| 284548
9 7422704 24 20 = 83.33| 417198 1155804 -2/153.16| -5,039.77 094 969 3117.79
] 81,777.33 24 22 2 91.67| 3,839.71| 1191540 134819 -141266 2.85 31.33| 3,407.39
T 48 656 27 24 17 T T0.83 ] 5428 34 893,34 | -2,010.42 362 878| 202734
[ 45 063,43 24 20 = 83.33 9,.407.88 -981.45 | -2,010.42 2.60 1298 1,919.31
=) 45 371.88 24 18 (5 75.00 9, 46270 -1,716.23 .78 17.34| 1,890.50
4 3372620 24 18 5 75.00 2 -B12.92| -1,43185 3.39 1017 1,405.26
3 2824211 24 18 6 75.00 g, 488,73 | -1,32420 377 1130 1,201.75
2 259341 24 19 L= 7917 7 6566 -2,114.45 2.05 7.77| 1,080.59
1 13,690.41 24 20 4 8333 830.16| -1,43875 1.02 512 57043
Since Nasdaq inception in 1971 the only year that the Nasdagq failed to
close above the entry at some point within 5 days was 1986.

Results just keep getting better. And only once since the inception of the Nasdaq did it
go without some kind of move up in the following week.
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In past years these were the only indices | showed. This year | decided to also show the
NDX (you’ll see why later on).

Buy NDX at close 3 trading sessions before Christmas.
Sell X days later. $100k/ftrade. 1987 - 2010.
All: Al All: _ All: Avg All: Max Al Avg All: Max All: . .
X All: Net Profit | Total |Winning| Losing Psltl'.rt:i;le Winning Winning Losing Losing |Win/Loss PI’DT—’I:\F";ICTDI ’E}IL;;E
Days Trades | Trades |Trades Trade Trade Trade Trade Ratio
10 7097538 24 15 5 7917 4,438.08 1481118 -2659.96| -5387.52 1.66 6§32 285731
] 80,971.47 24 20 < 83.33| 455040 1388165 -2508.13| -508558 1.81 907 337331
| 8 8788512 24 21 3 8750 436411 143270| 125041 | -2534.55 3.49 2443
7 50,676.85 24 17 7 70.83| 3,53879 1288852 -135486| -3,68930 2.61 634 211154
6 24 18 5 75.00 278165 1184352 132597 288354 210 629 175475
5 24 18 5 75.00| 312520 1144350 -1,063.47| -235288 2.94 882 2,078.03
4 24 17 7 70.83| 2,577.02 1124505 -383.88 -1,572.890 2.92 7.08| 1,587.55
3 24 16 ] 6567 242241 8,742 50 82089 | 220320 295 580 1,341.:
2 24 19 5 7947 1,801.18) 10167.30 -122463| -3,741.36 1.55 590 1,248%97
1 24 15 5 7917 1,186927 2883.84 988.98| -2,662.20 118 449 715.64
23 of 24 (96%) instances closed above the entry price
at some point in the next 5 trading days.

Numbers here are similar to the Nasdag Composite, but the 8-day profits are the best we
see among any of the indices.

So we have two strongly suggestive sides to the story tonight. We have a seasonality
setup saying the market almost always goes up from here and VIX-related studies
showing how the market almost always declines under these conditions. It can be tricky
measuring such combative influences and it’s something I generally leave up to the
Aggregator.

| have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Thanks to the recent VXO action the green Aggregator line remained solidly negative.
Readings below 0 mean net expectations from the Active List are for downside over the
next few days. Meanwhile, the black Differential Line is also still below 0. A negative
Differential reading means the SPX has outperformed expectations over the last few
days. So net expectations are bearish and the SPX is overbought versus recent
expectations. Historically, this setup has provided a downside edge. It can be seen on the
chart whenever both lines close below zero. This caused the Aggregator System to
remain short at the close. This was indicated on the Systems page shortly before the bell.

Based on the current active studies, expectations are set to remain negative for the next
couple of days. Of course new evidence could emerge that would change this. The
Differential Pivot will be 1,211.95 on Thursday. This is very large 2.6% below
Wednesday’s close. That is unlikely to happen in 1 day. More likely it will take a multi-
day selloff or consolidation to wear off the overbought condition .

| did not look to get short in the Letter last night because | anticipated expectations
turning positive on Thursday. The VXO study kept this from happening. So the SPX is
short-term overbought and the Aggregator is suggesting a downside edge. In opposition
to that, seasonality is very bullish. And part of the VXO drop is thanks to seasonality.
Rather than a simple SPY partial short trade idea tonight, it appears to me a spread trade
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may help to both reduce risk and increase the odds of a profitable trade. The SPX being
both overbought and with negative expectations makes it a solid candidate for shorting.
But there is also an index that is appealing to the long side. The NDX is not overbought.
In fact it is near the lower end of its 10-day trading range and somewhat oversold.
Additionally, NDX exhibited the strongest seasonality of the indices | tested above. So if
you are looking for a long candidate, the NDX seems primed. Therefore, as | lay out in
the Trade ldeas section near the end of the letter, | will be looking to get long QQQ and
short SPY at the open on Thursday.

Intermediate-term Outlook (2 weeks — 2 months)— updated 12/19 — somewhat bullish

For only the 2™ time in the last 28 years the SPX failed to post a close during December
op-ex week that was above the close of the previous week. Minimal damage was done,
but it was still a little disconcerting to see the market fail to deliver during such a
seasonally strong period. As | mentioned in the short-term outlook above, the next
seasonally strong period is about to begin on Wednesday’s close.

I’ve been updating the POMO chart most weekends in the letter. For those who may not
recall below is a brief refresher on POMO. Beneath that | have updated our POMO
indicator chart.

POMO stands for Permanent Open Market Operations and it is how the Fed goes into
the open market to buy securities. The net effect of this buying is an influx of cash into
the system. It appears a portion of that cash makes its way to the stock market and works
as a bullish influence. A “POMO Day” is simply a day where these operations take
place... The chart below (shows a couple of POMO indicators). The top pane is the S&P
500. The middle (purple) pane is the net rolling number of days in the last 20 that have
been POMO days. In other words, a day the Fed buys on the market will add +1 while a
day of selling will count as -1. The bottom pane is the total amount of money infused into
(or taken out of) the system over the previous 20 days. Information on acquiring the data
and constructing the chart can be found in the January 3" POMO presentation linked
below. (Not available for trial users.)

http://lwww.quantifiableedges.com/members/pomo.php
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This week the Fed added a net $4.8 billion to the system with purchases a bit stronger
than sales. The net volume over the last 20 days is now $5.1 billion injected, which is in
the middle of its recent range.

The bad news is that the December POMO schedule worsens in the next several weeks
and outflows are expected.

The intermediate-term is somewhat mixed. The intermediate-term active studies list is
showing a fair amount of both bullish and bearish indications. With seasonality strong
over the next few weeks | am inclined to give a slight edge to the bulls. Of course this
could change as things evolve this week.

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

None.

Catapult for ETF’s Trades
None.
Broad Market Large Cap CBI -0

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



https://my.dimdim.com/view/all/quantifiableedges/default/9d0021f0-1eae-451c-8ba3-6b2f23ec2df3

Additional New Trade Ideas

A full listing of system triggers can be found at the system triggers 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 short ¥ index position on open. Based on the short-term outlook above | will short
SPY, which is overbought and has net negative expectations from the active studies.

QQQ buy ¥ index position on open. QQQ is not overbought, and the Nasdaq has the
largest seasonal edge over the next few days. | will offset my short SPY with an equal

sized QQQ long.

| may exit these both at the same time or | may scale out over a period of days depending
on how market action and subsequent studies emerge.

Current Open Trade Ideas

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

XIV(1/2) 11/21/2011 $4.91 $6.92 40.94%( $5.29 |looking to hold a while

XIV continued to run strongly on Wednesday. It is at a point where profit taking is
becoming very tempting. With a short Aggregator signal and the large move up XIV has
already put in, it is nearing a point where | might just get out and be happy with the gain.
I ’m not quite there yet. With my intermediate-term outlook still positive and seasonality
so strong | 'm going to hold a little longer. Traders that are in this trade could certainly
go the other way and simply take their profits. There is nothing wrong with banking a 1-
month 40% gain in a position.
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