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Signals Overview
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Tonight’s Research Points

e After seeing SPX rise 6 days in a row it pulled back today. Historically the 1°
pullback after a persistent move like this has been brief.

Short-term Outlook

The Bottom Line

Thursday’s pullback flipped everything. Evidence is now pointing higher and the SPX is
no longer overbought. 1I’m looking to get long if we close down again on Friday.
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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

December 13, 2012 10-Day Hig on Fed Day 1-2 days Bearish

December 12, 2012 5 days up > 200ma & < 50-high 1-10 days Bullish 2.00%
Active - Long Term

December 12, 2012 5 days up > 200ma & < 50-high 1-15 days Bullish 2.80%
November 26, 2012 90% up vol studies. 1-15 days Bullish

November 19, 2012 CBI >=11 1-20 days Bullish

October 15, 2012 Breadth not diverging at top int term Bullish

September 17, 2012 QE3 int term Bullish

February 1, 2012 Golden Cross int term Bullish

Dropped Tonight

Decemberi13, 2012 VIX up SPX10-high MidWeek 1day Bearish

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

The Evidence

The market saw some selling on Thursday. The SPX and Russell 2000 declined 0.6% and
the NASDAQ fell 0.7%. Breadth was weak as the NYSE Up Issues % was 29% and the
Up Volume % came in at 28%. Total NYSE volume declined from the level of the last
couple of days.

Thursday’s decline triggered some studies that looked at pullbacks after at least 5
consecutive up days. The study below was last seen in the 7/6/11 Subscriber Letter. |
have updated the results.

After closing higher for at least 5 days in a row SPX closes down but = 200ma.
Buy on close. Sell X days later. $100k/trade. 1995 - present.
. Al All: All: _ Al Avg All: Max Al Avg All: Max Al . _
X ﬁ;lr.uh:_:t Total |Winning|Losing Prnfﬁable Winning Winning Losging Losing |Win/Loss PerJr‘ts‘l-'"éctDr ﬁ.kll.t;?;g
Da‘_n"S Trades | Trades |Trades Trade Trade Trade Trade Ratio

10 59 43 11 81.36| 1,71475| 5/131.35| -1,315.56| -3,672.90 1.30 569 114978
9 64 53 11 82.81 163628 5196498 -1803.04| -4151.40 0.91 437 104515
8 85 45 20| €933 4,378.08 427410 147 332 007.08
7 9 65 48 20 §9.70 3 75 -3,970.62 1.15 285 §80.90
6 4412375 69| 47| 22| eBa2 2 363771 125 266 7

5 3445359 89 45 23 §6.67 -3,188.16 1.28 251
4| 3283154 69 22 25 63.77 -3,003.38 1.48 256 475.832
3| 1932001 89| 44| 25| 8377 225201 1.03 182 28013
2| 13,019.35 69 24 25 83.77 -2 814,85 0.25 1.58 183.69
1| eo073.02| 69 42| 28] 6087 2531.85)  0.85 1.38 88.01

61 of 69 instances (88%) closed ab he entry price

at some point in the next week.
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Initially there appears to be a moderate inclination for a move higher. Once you get out
9-10 days the upside edge appears very substantial. Below is an equity curve using a 10-
day exit strategy.

After closing higher for at least 5 days in a row SPX closes down but = 200ma.

Buy on close. Sell 10 days later. $100k/trade. 1995 - present.
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There’s some wiggle here but the periods of pullback have been short and mild. This
appears to confirm the bullish edge.

In that 7/6/11 letter | also filtered results for times the market had not closed at a 50-day
high the day before. Those results are also updated below.
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After closing higher for at least 5 days in a row but not at a 50-day high SPX closes down
but = 200ma. Buy on close. Sell X days later. $100k/rade. 1995 - present.
X ANt | Ll g Losng| AE% | Wining | Wiming | Losng | Losng Winoss|, AL | ALAW
Days Profi Trades | Trades Trades R Trade Trade Trade Trade Ratio Profifactor  Trade
10| 22,943.90 15 12 3 80.00| 2,255.16| 4,844.11| -137267 -25954860 1.64 657 1,529.59
9| 21,039.71 15 13 2 8667 2,053.20| 5,19649| 282595 -3,251.34 0.73 472 140265
8| 1991233 15 12 3| anoo 4 -193192| 403866 1.1 444| 1,327.49
7 13,3233 15 13 2 86 .67 -3,05888| -3870.82 0.4% 318 888.22
6| 1212631 15 12 3| a0.00 238635 -3388.23| 067 269 30842
5 15 12 3 20.00 -1,841.93 ) -3188.16 0.69 278 547.43
4 15 11 e 73.33 -1,058.13 ) -2 48480 1.10 3.03 57248
3 15 10 5| 6667 -127024| 285201 082 185 357.92
2 15 2 7 53.33 -1,150859 | -2 45511 0.75 088 -75.21
1 15 5 5 50.00 -884.41 ) -2531.86 0.40 0.60 -143.86

The 1% couple of days are iffy, but after that the upside edge appears even stronger. Of
course the number of instances is a bit low, but the market position doesn’t appear to
raise any red flags.

These studies are very similar to the 5 Up Days study already active from 2 nights ago.
Therefore, while they do act as nice confirmation of those bullish results, | feel they
would just serve as duplication if incorporated into the Aggregator. So | have elected not
to do so.

| have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl o=
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Even without new studies being added the green Aggregator line moved back above 0.
Positive readings mean net expectations from the Active List are for upside over the next
few days. Meanwhile the black Differential Line also moved into positive territory. This
means the SPX is oversold versus recent expectations. So net expectations are positive
and the SPX is oversold. This is considered a bullish configuration. Bullish
configurations are visible on the chart whenever both lines close above 0. This caused
the Aggregator system to flip from short to long at the close.

Based on the current studies, expectations are set to remain bullish on Friday. Of course
this could change if more bearish studies emerge. The Differential Pivot will be 1,429.32
on Friday. This is about 0.7% above Thursday’s close. So the SPX will need to close up
at least this much in order to move from oversold to overbought.

We are seeing more evidence that the persistent move higher of late is strong enough to
continue further over the next couple of weeks. And now the market is no longer
overbought. We are also about to enter a very strong seasonal period. (More on that this
weekend, but there is a preview here and here.) Still, the pullback is only 1 day so far,
the level of oversold is minimal and the Aggregator is only barely in positive territory.
So | am going to look to take on some long exposure tomorrow, but only on a lower
close. Details are in the Trade Ideas section.
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http://quantifiableedges.blogspot.com/2011/12/mooost-wonderful-tiiiiiiime-of.html
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Intermediate-term Outlook (2 weeks — 2 months)— updated 12/10- bullish
The intermediate-term outlook was last updated in the 12/10 Letter. Link below:

2012-12-10 QE Subscriber Letter.pdf

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.

SPY — buy % index position @ $142.62 LIMIT ON CLOSE. Based on the short-term
outlook above.

Current Open Trade Ideas

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

XIV(1/2) 12/5/2012 $18.48 $19.17 3.73% sold on open

Please note that | will be out of the office again on Friday. It is unlikely that I will be
able to update the Quantifinder and System pages during the trading day.
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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
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