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Tonight’s Research Points
e SPX at a 50-day while the VIX:VXV ratio is very low has suggest higher risk
than potential reward the following day.
e SPX at a 50-day high and VIX up today is typically followed by 1-2 days of
weakness.

Short-term Outlook
The Bottom Line
| have a small amount of short exposure that I am holding. I'll take some profits on a

weak close tomorrow. | am not inclined to add to the position right now.

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

Study Date Description Time span [Bias Avg Max Move
Active

January 24, 2012 SPX 50-high. VIX up. 1-2 days Bearish

January 23, 2012 Up 3. 50-high. Vol up at least 3. 1-4 days Bullish

January 23, 2012 SPX up 1%-2% op-ex week 1-4 days Bearish

January 23, 2012 SPX 50-high. VIX:VXV < 0.85 1 day Bearish

January 20, 2012 Op-ex Thursday closes near high 1-4 days Bearish -1.60%
Active - Long Term

January 17, 2012 Nasdaq leading SPX int term Bullish

December 5, 2011 POMO activity flat to negative int term Bearish

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

Dropped Tonight

January 23, 2012 SPXup < 0.25%in top 10% daily range [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

Yawn. It was another nothing day on Monday with the major averages trading tight
ranges and closing near breakeven. The SPX was up 0.1% while the Nasdaq dropped
0.1% and the Russell 2000 lost 0.2%. Breadth finished mildly positive as the NYSE Up
Issues % came in at 58% and the Up Volume % was 57%. Total NYSE volume came in
at the lowest level in over a week.

One study identified by the Quantifinder has now triggered for the 3 day in a row. It
examined instances of the SPX closing at a 50-day high while the VIX:VXV ratio was
below 0.85. It showed a moderate 1-day downside edge. | have updated the results again
below.

VIX WXV Ratio Closes = 0.85. SPX closes at a 50-day high.
Buy SPX on close. Sell next day's close. $100k/trade. 2004 - present.

radeStation Performance Summary Collapse &
All Trades
Total Net Profit ($5,940.95) Profit Factor
Gross Profit %4,260.49 Gross Loss (510,201.45)
Total Mumber of Trades 39  Percent Profitable 51.28%
Winning Trades 20 Losing Trades 19
Even Trades 0
Avg. Trade Met Profit Ratio Avg. Win:Avg. Loss
Avg. Winning Trade $213.02 Awvg. Losing Trade (3536.92)
Largest Winning Trade $708.05 Largest Losing Trade (31,602.28)

The odds are 50/50 but the losers have been more than twice the size of the winners.
This suggests the complacency we are seeing at these high levels is more likely to lead to
a big down day than be followed by a big up day. To see how the edge has played out
over time | have posted the profit curve below.
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VIX VXV Ratio Closes < 0.85. SPX closes at a 50-day high.

Buy SPX on close. Sell next day's close. $100kftrade. 2004 - present.
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The equity curve seems to have flattened out a bit lately. | noted that | was going to keep
an eye on this one, and I will continue to do so. For now I find it compelling enough to
keep under consideration.

Another VIX-based study that trigged on Monday also suggests bearish implications.
When the SPX and VIX both close higher on the same day it often suggests a short-term
downside edge. It is more common on Mondays than any other day because the VIX has
a tendency to rise on Mondays. | looked at this setup in conjunction with a 50-day high
in the 1/19/11 letter. | have updated the results below.

SPX and VIX both close up Today is Monday. SPX closes = 200ma and at a 50-day high.
Buy SPX on close. Sell X days later. $100k/trade. 1999 - present.
Al All: Al . All: &vg All: Max All: vy All: Max Al _ _
X All: Net Profit | Total (Winning| Losing P:;lfl'.rt:ille Winning Winning Losing Losing |Win/Loss Pruf’:\l-llalactnr ’?L:‘;\;g
Days Trades | Trades | Trades Trade Trade Trade Trade Ratio
5 839278 24 15 15 44 12| 1,25508| 326025 1,43258| 504358 0.2 0.69 -2456 .85
4 554729 35 15 20 4286 111514 2,853,865 118372 427152 0.98 0.72 -187.07
3 8,775.53 35 14 21 40.00 975.37 2,541.80 972.89| -3 88734 1.00 0.87 -193.59
2 -12,787.06 35 15 20 42 85 52543 198172 -1,033.43| -337216 0.51 0.32 -3565.34
1 -7,154 356 35 11 24 31.43 301.09 T69.70 -43610| -1,580.04 0.69 0.32 -204 41
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The stats table seems suggests 1-2 days of possible weakness. Below are equity curves
for both. Firsta 1-day hold.

SPX and VIX both close up. Today is Monday. SPX closes = 200ma and at a 50-day high.
Buy SPX on close. Sell 1 day later. $100k/trade. 1999 - present.

0

-1000

-2000

-3000

-4000

Equity ()

-5000

-6000

-7000

-8000

Trade Number

This curve is fairly steady. Now let’s look at the 2-day holding period.
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SPX and VIX bath close up. Today is Monday. SPX closes = 200ma and at a 50-day high.

Buy SPX on close. Sell 2 days later. $100k/trade. 1999 - present.
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Here again we see a fairly consistent downslope. The curves act as confirmation of the
bearish inclination.

The market is overbought and the VIX is suggesting a pullback from a few different
angles. And while there is no good news tonight, it is fairly probable that we will see
some bullish edges emerge tomorrow.

The reason Tuesday may trigger bullish edges is that Wednesday is a Fed Day. As | have
documented many times over, and written in detail about in “The Quantifiable Edges
Guide to Fed Days”, Fed Days typically carry a bullish inclination. A big factor in
determining the strength (or weakness) of this inclination is the market’s action on the
day before. The stronger the day before finishes, the weaker the edge, and vice-versa. So
if Tuesday finishes near the bottom of its range, there will be some pretty strong 1-day
edges likely setting up for Wednesday. Another factor to consider is the position of the
market. If the SPX closes up again on Tuesday, it will be again be closing at an
intermediate-term high. Fed Days that immediately follow an intermediate-term high
have not shown strong upside tendency. One thing to keep in mind if you are looking to
play a Fed Day edge is that the bullish inclinations are strongest between the close of the
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day before up until the actual announcement. After the announcement is made, returns
become much more random.

| have updated the Aggregator chart below.
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Bearish studies remain in control and the green Aggregator line still resides in negative
territory. 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 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. This is considered a bearish configuration. Bearish configurations are
visible on the chart whenever both lines close below 0. This caused the Aggregator
System to remain short. This was indicated as likely on the systems page before the
close.

Based on the current active studies, expectations are scheduled to remain negative on
Tuesday. Of course this could change if more bullish evidence emerges. The

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



http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

Differential Pivot will be 1,306.94 on Tuesday. This is 0.7% below Monday's close. So
it will take a drop of at least this much in order for the Differential Line to turn positive.

I’m still holding some small short positions. My outlook remains negative and | will look
to hold them for now. | am not looking to add to them at this time. In addition to the Fed
Day on Wednesday and the possible bullish implications of that, Tuesday night is also the
State of the Union address, which could be a market mover. This remains an
environment where | am not inclined to get aggressive on the short side.

Intermediate-term Outlook (2 weeks — 2 months)— updated 1/23 — bullish

The SPX again hit new rally highs this week as it posted a rare all-up op-ex week.
Despite overbought readings and bearish short-term studies the long-term trend and
momentum pushed forward. Both continue to look good.

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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For the first time in five weeks POMO numbers showed net gains. The fed added about
$5.9 billion to the system. But because an even bigger week came off the back end of our
POMO indicator calculations, we are still seeing strongly negative net volume over the
last 20 days. This should flip this upcoming week as several negative and neutral days
will be falling out of the calculation and several positive days are scheduled.

The negative POMO numbers are running out of time to exhibit a bearish impact on the
market. If the market can continue to rally despite all the negative readings we've seen in
the last few weeks then that could be a very bullish sign. It has been several years since
the market has managed to rally strongly without the aid of liquidity inflows from the
Fed. The rest of January is slated to see primarily POMO buying, and that could aid in
helping the market continue to rally higher over the next few weeks.

So the intermediate-term still appears to be looking up. The SPX again made new rally
highs. The Nasdaq is still in a leadership position, and there also appears to be strong
upside momentum with a POMO tailwind just begun. So my outlook remains bullish.
From a trading standpoint this simply means | will take a more aggressive approach with
longs than with shorts.
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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

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.

None tonight.

Current Open Trade Ideas

Symbol Entry Date [Entry Price|Current Price |% Gain/Loss |Stop Notes
SPY(1/4)(s)] 1/19/2012| $131.22 $131.54 -0.24% Aggregator
DIA(s) 1/23/2012( $126.96 $126.81 0.12% System -80514

I will cover my SPY if SPX closes <= 1,306.94 (the Differential Pivot).
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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
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