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Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer

Short 100% Short SPY Flat Long

Tonight’s Research Points
e Op-ex week gains of 1%-2% are generally followed by a pullback.
e SPY making back to back 50-day highs on decreasing volume has been a bad
short-term omen historically.
e The low VIX:VXV ratio at a 50-day SPX high is suggests downside risk outsizes
upside reward for the following day.

Short-term Outlook

The Bottom Line
The market is strongly overbought and short-term evidence favors the bears. | have some

short exposure to try and take advantage of the apparent downside edge.
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Summary of Recent Active Studies (see Letters from listed dates for details)

Study Date Description Time span [Bias Avg Max Move
Active

February 21, 2012 SPX gains 1%-2% op-ex week. SPX > 200|1-5 days Bearish

February 21, 2012 SPY 2 50-highs on lower volume 1-2 days Bearish

February 21, 2012 SPX 50 high. VIX:VXV < 0.85 1 day Bearish

February 17, 2012 Top 10% of 10-day range before opex |1-4 days Bearish

February 15, 2012 Unfill gap up. 20-high. Unfill gap dn. 1-6 days Bearish -1.40%
February 14, 2012 20-high. Gap down. Gap up. 1-6 days Bearish -1.90%
February 13, 2012 60-day low SPY range. Close > 200ma_|1-6 days Bearish -2.15%
Active - Long Term

February 6, 2012 Up Issues % >75%2 of 3. 10 high. 1-16 days Bullish 4.70%
February 1, 2012 Golden Cross int term Bullish

January 31, 2012 SPY 1st close < 10main over 25 days |1-20 days Bullish 4.70%
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

February 17, 2012 Friday before President's Day 1 day Bearish

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

The Evidence

Options expiration caused volume to come in a little higher than it has lately but action
was still fairly quiet going in to the President’s Day weekend. Indices finished mixed.
The SPX gained 0.2% but the Nasdag lost 0.3% and the Russell 2000 fell 0.1%. Breadth
was positive as the NYSE Up Issues % came in at 58% and the Up Volume % was 56%.
Total NYSE volume was high but helped by op-ex..

The strong op-ex week performance triggered the study below from the 2/22/11
subscriber letter. It examined times when the SPX was in a long-term uptrend and op-ex
week performance was solid with a gain between 1%-2%. | have updated the results
below.

SPX rises between 1% and 2% during opex week. Close = 200ma.
Buy on close. Sell X days later. $100k/frade. 1988 - present.
All: All: All: . Al Avg | AL Max | Al Avg Al Max All: . .
X All: Net Profit| Total Winning | Lozing Prﬁfﬁ:irle Winning | Winning Lozing Losing |Win/Loss Pruf#gdur 'cfll.lé::j";g
DEiYS Trades | Trades Trades Trade Trade Trade Trade Ratio

5| -24584% 49 19 30 3878 1,15597| 314664 -155161| 495155 0.75 0.47| -501.73
4| -13832.87 45 17F 32 3469 1022831 3212168 112584 | 4045870 0.91 0.48 -330.28
3| -6/103.88 49 24 25 42.98 807.82| 340368 -1,019.87| -2,765.00 0.79 0.76| 12457
2 -3,383.92 45 24 25 43.98 57465 1,590.30 -B87.02 281760 0.65 0.52 -171.10
1 -4,351.22 49 19 30 378 570.28( 1,739.10 -508.22| -2,4T70.85 1.13 0.71 -B8.80
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The results table suggests a short-term downside edge. Below is the profit curve
assuming a 5-day holding period.

SPX rises between 1% and 2% during opex week. Close = 200ma.
Buy on close. Sell 5 days later $100k/trade. 1988 - present.
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There was definitely a big bump for a few trades in the middle of the chart, but that was
quickly righted. Overall the equity curve appears suitable enough to confirm the
downside edge suggested by the stats table.

While SPY was making new highs the last couple of days, SPY volume declined. This
triggered the study below, which was last seen in the 4/29/11 subscriber letter. 1 have
updated the results.

SPY closes at a 50-day high for at least the 2nd day in a row. Volume declines the last 2 days.
Buy on close. Sell X days later. $100k/trade 1993 - present.
. . Al All: . Al Avg | Al Max | Al Avg All: Max All: . .
X AFl,II'_DNT_:t %rll'aEE::.I Winning | Losing Prj;:!r.t::rle Winning | Winning Lo=ing Losing |[Win/Loss F‘rl:lﬂtAFILciur ﬁ.kll.ll'_:‘;;g
Days Trades |Trades Trade Trade Trade Trade Ratio

5|-11,078.599 55 25 25 4545 936.33 | 5,737.33 123232 427230 0.80 0.69 -201 .44
4| -921273 56 26 30 46.43 83427| 3,376.839| -1,030.13| -4,081.95 0.81 0.70 -164.51
3 -5041.35 56 26 30 4543 20429 48322 9823430 -3,240.00 0.81 0.70 -161.45
2| -5,41823 55 25 3 4464 500.74| 304718 -T87.41 | -2,827.05 0.76 0.61 -188.15
1| -5670.99 52 19 42 30.65 627 85( 3,399.63 -£19.05 -1,745863 1.50 0.68 -51.47
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The stats here appear to suggest a moderate downside edge over the next 1-2 days.
Below is an equity curve using a 2-day exit strategy.

SPY closes at a 50-day high for at least the 2nd day in a row. Volume declines the last 2 days.
. Buy on close. Sell 2 days later. $1I00Idtralde_ 1993 - present.
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Definitely choppy but the series of lower highs and lower lows suggests a downtrend
intact.

Another study identified by the Quantifinder 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. It was last seen in the 2/17/11 letter. | have updated the results again
below (but kept the comments the same).
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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. $100k/frade. 2004 - present.
radeStation Performance Summary Collapse 2

All Trades

Total Net Profit ($5,810.84) Profit Factor
Gross Profit %4,493.36 Gross Loss (510,304.20)
Total Mumber of Trades 41 Percent Profitable 51.22%
Winning Trades 21 Losing Trades 20
Even Trades 0

Avg. Trade Met Profit (ml Ratio Avg. Win:Avg. Loss
Avg. Winning Trade 5 .97 Avg. Losing Trade ($515771)
Largest Winning Trade %$708.05 Largest Losing Trade (51,002.28)

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.

VXWXV Ratio closes < 0.85. SPX closes at a 50-day high.

1000 Buy SPX on close. Sell next day's close. $100k/rade. 2004 - present.

-1000

-2000

-3000

Equity(F)

-4000

-5000

-8000

-7000

Trade Number

The equity curve seems to have flattened out a bit lately. | noted last time that | was
going to keep an eye on this one, and | will continue to do so. For now | find it
compelling enough to keep under consideration.
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| have updated the Aggregator chart below.

4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl o=
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With tonight’s bearish studies factored in the green Aggregator line is again squarely
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 now well 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 strongly 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 at the close. This was indicated on the Systems page before the
bell.

Still without any short-term bullish evidence, expectations are scheduled to remain
negative on Tuesday. This could change if very strong bullish evidence emerges.
Meanwhile, the Differential Pivot will be 1,335.30 on Friday. This is 1.9% below
Friday’s close. The SPX has not had a drop this large in a long time. So it will likely
take a couple of days of selling to turn the Differential Line negative.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

There appears to be a short-side side edge and the market is long overdue a bit of a
pullback. | have a small amount of short index exposure. | considered adding to it but
with the trend and my intermediate-term outlook both still bullish, timing short trades is
tricky and possibly dangerous. So I’ll keep it small. More aggressive traders could
certainly consider taking on a bit more short exposure — especially if they have some long
positions which could use hedging.

Intermediate-term Outlook (2 weeks — 2 months)— updated 2/21 — bullish

This past week saw the market post some solid gains and hit new highs. With new highs
being reached on Friday the trend clearly remains up. And though the market looks
susceptible to a short-term pullback there still appears to be ample evidence suggesting
more upside over the intermediate-term. No new intermediate-term studies emerged in
the last few days. The Active List here remains populated with studies seen in previous
weeks.

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

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



http://www.quantifiableedges.com/members/pomo.php

# TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index 's -1 -|N|E=RE=R|=
SSPX X - Daily CBOE B=136013 A=1362.44 Hi=1383.40 Lo=1357.24 V=3,013 201
r1,300.00
r1,200.00
r1,100.00
r1,000.00
r900.00
+800.00
B=2.00e+015 A=2.00e+015 Hi=2.00 Lo=2.00 V=4 960 1.80
Fo.s0
POMO Symbol Cluster (20,0 .00 [
+18.00
r14.00
r6.00
[+ nn
POMO Volume Cluster (20,0) 10877.00
r&0,000.00
r40,000.00
T T T T T T T T T T T T T
09 Apr Jul Oct 10 Apr Jul Oct 11 Apr Jul Oct 12
4 3

POMO numbers were strong this past week. There were 4 days of buying and 1 day of
selling and the net over the week was about $5 billion in buying. This kept the POMO
indicators fairly flat as a similar week fell off the back end of the equations.

Thus upcoming week is expected to see strong POMO selling. There are 2 small buying
days and 2 large selling days schedule that will results in a net sale of over $14 billion in
securities. This could have a negative short-term impact on the market. While the QE
Buying Power Index is scheduled to post moderate values of “+1” all week, the strong
selling days will actually mean negative volume. If there is an opportune time for the
market to pull back with all the bearish studies already on board, this upcoming week
would seem to be it.

So the intermediate-term still appears to be looking up. The SPX is in rally mode. We
are still seeing studies related to momentum, trend, breadth, and Nasdaq leadership all
point higher. Therefore, 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

FCX — 1/3 position @ $42.40 limit ($42.17 fill)

New
GILD — buy 1/3 position @ $47.00

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI — 2(FCX, GILD)

Additional New Trade ldeas

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.

GILD - buy 1/3 catapult position @ $47.00 limt.. This is a Catapult trade idea from
above.

Current Open Trade Ideas

Symbol Entry Date |Entry Price|Current Price |% Gain/Loss |Stop Notes
FCX(1/3) 2/16/2012 $42.17 $43.04 2.06%| $42.25 |Catapult
SPY(1/4)(s)| 2/17/2012] $136.52 $136.41 0.08% Aggregator

I will not be in the office at all on Tuesday. The estimated targets for FCX are a close
>= $44.51 or a high >= $45.12. If either of these are hit FCX will be exited at the open
on Wednesday.
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