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Tonight’s Research Points

e 3 consecutive down closes under similar circumstances has suggested a moderate
upside edge over the next few days.

e When the VIX has hit 100-day highs without the SPX making 100-day lows, that
has often led to a market rally.

Short-term Outlook

The Bottom Line

Evidence continues to build suggesting the market is likely to bounce. But fiscal cliff
negotiations are keeping things interesting. 1 am partially long and looking to take
advantage of the bounce.
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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 27,2012 VIX 100 high. SPX > 100 low. 1-7 days Bullish 2.90%
December 27, 2012 SPX down 3 above 200 1-3 days Bullish 1.30%
December 26, 2012 2 Unfilled Gaps Dn & 5-day low 1-5 days Bullish 1.80%
December 24, 2012 Opex Week Up 1%-2% 1-5 days Bearish

December 21, 2012 Twas 3 Nights Before Christmas 1-8 days Bullish

Active - Long Term

December 24, 2012 Nasdaq Leading SPX int term Bullish

December 12, 2012 5 days up > 200ma & < 50-high 1-15 days Bullish 2.80%
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

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

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

The Evidence

The market started off strong as it gapped higher to start the day. Selling quickly took
hold and lasted for much of the morning. An attempt at an afternoon rally failed in the
last hour and the market finished not far above morning lows. The SPX lost 0.5% while
the NASDAQ and the Russell 2000 declined 0.7%. Breadth was negative as the NYSE
Up Issues % was 34% and the Up Volume % came in at 42%. VVolume was light with
many traders still on vacation.

Today was the third day in a row that SPX closed lower. A good number of studies
appeared in the Quantifinder tonight related to the 3-day pullbacks. I've looked at these
many times and can say with confidence that all 3-day pullbacks are NOT created equal.
Some characteristics that would make a 3-day pullback appealing include an extremely
low 3/10 Offset HV, and whether the pullback originated from an intermediate-term high.
This pullback failed on both counts. The 3/10 Offset HV was fairly low, just not extreme
enough to qualify as beneficial. So I decided to simply ignore it. Therefore | took a look
at 3-day pullbacks that did not immediately follow a 20-day high, and closed above the
200ma. This is a study I last showed in the 5/18/11 Subscriber Letter. | have updated it
below.
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SPX pulls back for exactly the 3rd day in a row. The pullback did NOT immediately follow
a 20-day high. Buy on close. Sell X days later. $100k/trade. 1988 - present.

X | ANet | o ninglLosng | 5 ® | Wining | wiming | Losng | Losing winossl, AL | ALAv

Days Proft  srades Trades Trades ' C2CF | Trage Trade Trade Trade Ratip | Ol actor)  Trade
10| 80,587.70 100 66 et 65.00 248997 772480 -2453.24 -135993.38 1.1 1.56 205.88
9| 93,593.17 102 71 3 69.61 2,285.11 7,138.30| -2,214.50 | -10,059.35 1.03 2.36 917.58
8| 8218224 108 1 35 86598 220154 §,81208 -211572|-14,058268 1.04 21 T75.30
7| 70,595.06 107 68 39 63.55| 205490 811070 -1,77277| -B,018.76 1.16 2.0z 659.77
6| 50,43332 108 &7 42 6147 187352 842790 -1,786.73| 11373596 1.05 167 463 15
5| &60,487.71 119 66 53 55.46| 1,764.17| §,188.00| -1,055.82| -4,951.58 1.67 2.08 508.30
4| 42016.52 123 T4 45 6016 1,373.82 473113 -1,217.41 3,984.08 1.13 1.70 341.60
3| 4365418 123 71 52 5772 138405 467610 -1,05025| -4 46438 1.32 1.80 35491
2| 3522354 123 T4 45 6016 1,114.02) 3,744.45 -963.55| -7,559.56 1.16 1.75 286.37
1| 1825057 123 a1 42 65.85 632 17 2,503.90 -831.08| 582640 077 1.45 148 38

As you can see, there appears to be a bit of an upside edge. The edge seems to exist both
for an initial thrust and potentially also out as far as a couple of weeks. | chose the 3-day
and the 9-day time frames to show profit curves. First let's look at the 3-day time frame.

SPX pulls back for exactly the 3rd day in a row. The pullback did NOT immediately follow
a 20-day high. Buy on close. Sell 3 days later. $100k/itrade. 1988 - present.
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A bit choppy, but the overall slope appears to remain positive throughout. The last few
trades had some difficulty, but the dip in the profit curve at this point does not appear to
16 Hillcrest Rd., Medfield, Massachusetts 02052
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be so unusual that it should be concerning. Now here is the profit curve for the 9-day
holding period.

SPX pulls back for exactly the 3rd day in a row. The pullback did NOT immediately follow

a 20-day high. Buy on close. Sell 9 days later. $100k/trade. 1988 - present.
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This curve looks a little more impressive, although the last few trades have seen the same
struggle. Again, I'm not overly concerned about the last few trades. Between the stats
table and the profit curves this study appears to provide enough evidence to suggest an
upside edge.

The VIX also provided some notable action today. The VIX is often referred to as the
fear index. When VIX levels are relatively high, that often suggests fear and uncertainty
among market participants. Relative highs can be measured a number of ways. Often |
will show VIX levels compared to short-term moving averages. But an interesting study
tonight looked at 100-day VIX highs that occurred when the SPX was not making 100-
day lows. In other words, relatively extreme fear in a market that is not making long-
term lows. The study was last seen in the 3/16/11 Subscriber Letter. | have updated it
below.
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VIX closes at 100-day high. SPX dow not close at 100-day low.
Buy SPX on close. Sell X days later. $100k/trade. 1991 - present.
X All Net TAII: lAII:_ AI_I: All AI!: A_‘.rg AI!: I'.'I_ax All: ﬁ}vg All: I'.'Ia.x _ All: All Al Avg
otal |Winning|Losing Winning Winning Losing Losing |Win/Loss
Days Prof Trades Trades Trades B Trade Trade Trade Trade Ratio Profitfacior) — Trade
15| 71,216.60 39 30 9 76.92| 328067 13,488.65| -304925|-11,992.24 1.08 3.60| 1,826.07
14| 67381.26 39 30 9 76.92| 326983 1264484 -341262|-11498.24 0.95 319 172772
13| 64,396.16 39 et 10 7436 3,513.00| 15243.90| -3 743.09(-16,254.16 0.94 272 165118
12| 6256904 40 28 12 T0.00| 3,701.47| 1365644 -342261|-13,950.586 1.08 252 1,584.25
11| 53,029.83 40 26 14 65.00| 3,53582| 1223877 | -2773.659|-11,048.96 127 236 132574
10| 5090942 42 28 16 61.90| 335350 1381580 228780 -753272 1.48 2.40 1,212.13
9| 58 455.02 42 5y 11 7381 2,807.80| 1148680 -2598.7%| 672763 1.08 3.04| 138179
o| 56,426.19 45 5y 14 G8.869| 2,833.25| 1138235 -2243.1%9| -59,154.20 1.28 280 123382
7| 62984.67 46 32 14 69.57 | 2,589.22 10,706.80| -1419.31| -7,304.57 1.82 417 1,369.24
6| 5428857 45 35 12 75.00| 2,359.94| 1008280 -255578| 971278 0.92 277 11311
5| 50,873.01 49 3 18 63.27| 2657.58| 9157.20| -1,75067(-11,533.34 1.52 261 1,038.22
4| 4833517 53 35 17 6792 232045 831076 -207066| -9,828.00 112 237 911.98
3 45 44848 56 42 14 75.00 178027 343234 1588308 555504 0.90 269 22944
2| 4727070 81 40 Pl §5.57| 168383 5045.00 -885.18| -5441.80 172 328 77483
1) 42119.54 78 49 29 62.03| 1,485.52| 511746 105762 -5,828.81 1.40 237 233.16

The stats seem to suggest a bullish edge that persists for at least three weeks. Much of
that edge is realized over the first 1-7 days. Below is a profit curve showing a 7-day
holding strategy.
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VIX closes at 100-day high. SPX dow not close at 100-day low.
Buy SPX on close. Sell 7 days later. $100k/trade. 1991 - present.
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The curve is a little choppy, but the upside persistence here is impressive and it is once
again hitting new highs. This study also seems to be worth taking into consideration.
Much of the fear seems to be centered around Fiscal Cliff negotiations. News there could
have a significant impact on VIX (and stock market) levels.

One other bullish piece of evidence comes from the QE Buying Power Index, which
reached a bullish "3" this afternoon. This can be seen on the chart below, which was
copied from the subscriber charts page.
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http://www.quantifiableedges.com/members/charts.php

QE Short-Term Buying Power (click on chart to visit QE Buying Power Index Info page)

74 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index
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Over the last five years, readings of three or higher have suggested bullish inclinations
over the next few days, especially when the market is oversold. The QE Buying Power
Index is expected to remain >= 3 through the end of the year. More information on this
indicator can be found on the QE Buying Power Index subscriber information page.

I have updated the Aggregator chart below.
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#%4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S8P 500 Index 's -'T - | = s

SSPX X - Daily CBOE L=14159.83 -6.83 -0.48% B=141824 A=142185 0=142555 Hi=1429.42 Lo=141643 C=141383 W=1575738

wr, -
m¢+hl-lﬂ !

F*

ﬁ+ﬁ++

™ -
n. th T:'U EI

QE Aggregator 10 (3,ADE.Barinterval "QEA28™ "MY CLASS" True) 0.67 0.13

F1.20

|-0.40

F-0.80

Tonight’s studies helped keep the green Aggregator line well above 0. Positive readings
mean net expectations from the Active List are for upside over the next few days.
Meanwhile the black Differential Line is now as high as it has been in over a month. The
positive reading means the SPX is oversold versus recent expectations. So net
expectations are positive and the SPX is strongly 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 remain long at the close.

Based on the current studies, expectations are set to remain bullish on Thursday. Of
course this could change if strong bearish evidence emerges. The Differential Pivot will
be 1,434.85 on Thursday. This is 1.1% above Wednesday's close. So it would take a
close higher of at least this much in order to move the differential line back below zero,
signaling an SPX move from oversold to overbought.

The market is strongly oversold, seasonality is bullish, and liquidity as measured by the
QE Buying Power Index is also now bullish. All this suggests a good chance of a bounce.
And with the VIX now spiking, that could provide a relief rally quite a bit more ammo.
So | am comfortable with some long exposure here, and | have some from Monday. We
are not much below my entry levels at this point. With Fiscal Cliff negotiations providing
an extra layer of risk I'm not inclined to get overly aggressive just yet. I would also note
that the Quantifiable Edges CBI remains at zero. So even though the VIX may be
spiking, price action among S&P 100 stocks is not hinting at capitulation. With all this in
mind, I will remain pat on Thursday, partially long and still expecting a bounce.
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Intermediate-term Outlook (2 weeks — 2 months)— updated 12/24— bullish

The intermediate-term outlook was last updated in the 12/24 letter. Link below:
2012-12-24 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.

None tonight.

Current Open Trade Ideas

Symbol Entry Date |Entry Price|Current Price |% Gain/Loss |Stop Notes
SPY(1/4) 12/24/2012| $142.48 $141.75 -0.51% sell on SPX close > 1,434.85
SPY(1/4) 12/24/2012| $142.35 $141.75 -0.42% Aggregator

I will look to exit at least 1 lot of SPY at the close if SPX finishes above the Differential
Pivot. | will likely make a decision on the 2" lot tomorrow night rather than taking a
quick exit.

This report has been prepared by Hanna Capital Management, 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, Hanna Capital Management, LLC or
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
published by any recipient for any purpose without the prior express consent of Hanna Capital Management, LLC.
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