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Market Overview
Short-term Outlook

The Evidence

The market quieted down some on Thursday as the major indices were hit with small
losses. The SPX lost 0.2%, the Nasdaq dropped 0.4%, and the Russell 2000 fell 0.1%.
Breadth was positive though as the NYSE Up Issues % was 56% and the Up Volume %
came in at 52%. Volume fell some from Wednesday’s level.

Thursday’s action led to some mixed studies in the Quantifinder.

The study below looks at strong breadth on a day the SPX declines. It last appeared in
the 10/8/12 letter. Results are updated.

SPX closes lower while NYSE Up Issues % = 55%. SPX = 200ma.
Buy on close. Sell X days later. $100k/ftrade. 2000 - present.

X All: Net All: _AII:_ AI!: Al % AI!: A_vg AI!: h'l_ax All: Avg All: Max .AII: Al All Avg
Total |Winning Losing Winning Winning Lo=ing Losing [Win/Loss
Days Frofit Trades Trades Trades e Trade Trade Trade Trade Ratio ProfitFactor|  Trade
10| 24,832.15 50 28 21 58.00| 200855 7,(183.08| -1,591.37| -4 406.82 1.26 1.74 496.64
5| 2957454 50 34 16 63.00| 1,751.00) 559764 -186622( 487344 0.94 1.99 593.49
8| 26,451.54 50 34 16 63.00| 185252 7.73 0.85 1.88 529.24
7| 18653.23 50 33 17 66.00| 145762 .66 0.64 163 373.06
6| 14175867 51 34 17 6667 137682 0.72 1.43 277.85
5| 17,041.35 51 3 20 60.78| 1,391.12 1.07 165 334.14
4| 18,959.82 53 32 21 60.36| 134611 117 1.7% 357.73
3| 1825375 55 37 18| 6727 1,283 0.85 185 331.89
2| 16,947.99 56 38 18| 67.86 879.27 0.96 2.03 30264
1] 13,945.11 58 34 24 58.62 726.35 162 2.30 240.43

The edge isn’t huge, but it does appear to be worth a closer look. The equity curve below
gives a better idea of how it has played out over time.
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SPX closes lower while NYSE Up Issues % = 55%. SPX = 200ma.
Buy on close. Sell 2 days later. $100k/rade. 2000 - present.
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While the curve certainly appears choppy, it has persisted upwards. | believe this study is
worth taking into consideration and I’ve included it among the active studies.

Thursday the VXO closed over 20% below its 10ma. This triggered the following study
from the 3/25/11 Letter.

VXO closes over 20% below 10ma. SPX = 200ma.
Buy SPX on close. Sell X days later. $100k/rade. 1988 - present.
. All: All: All: . All: Avg All: Max All: Avg Al Max All: . .
X ﬁ;lr.ur\:_:t Total \Winning Losing Pr,:lkgrlt::lle Winning Winning Losing Loging |Win/Loss Pro f?l—'llé e ﬁ.kll.ll'_:‘;;g
Dail"s Trades | Trades |Trades Trade Trade Trade Trade Ratio
5| -8,438.85 7 3 4 4288 42563 1,168.00| -2 444 44 -4 55165 0.18 013 -1,21288
4| 508393 7 3 4 42.86 44198 685.20| -1,84747 -38599.98 0.24 0.18 -556.28
3| -3823.87 7 3 4 42 28 442 83 1,074.08( 123808 -2285.83 0.36 0.27 51770
2| 342959 7 1 6 14.25 73.83 T3.83| 141730 -314857 0.05 0.01| -1,20428
1| -5010.45 8 o 8 0.00 0.00 0.00 £28.31| -2176.20 0.00 0.00 52631

Instances are very low, but all eight closed lower the next day (including yesterday’s).
And looking out 2 days the edge appears even more pronounced. Below is a list of all the
individual occurrences. It assumes a 1-day holding period.
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VXO closes over 20% below 10ma. SPX = 200ma.
Buy SPX on close. Sell next day's close. $100k/trade. 1988 - present.
. . Run-up
Date/Time Signal Price % Profit Drawdown
11/17/89 Buy $341.61 (0.66%) $81.76
11/20/89 Sell $339.35 ($969.44)
09/23/98 Buy $1,066.10 (2.19%) $0.00
09/24/98 Sell $1,042.70 ($3,073.65)
12/23/98 Buy $1,228.54 (0.19%) $05.58
12/24/98 Sell $1,226.26 ($299.70)
03/21/07 Buy $1,435.04 (0.03%) $180.78
03/22/07 Sell $1,434.54 ($356.04)
08/24/07 Buy $1,479.37 (0.85%) $0.00
08/27/07 Sell $1,466.79 ($897.13)
09/21/07 Buy £1,525.75 (0.53%) £287.95
09/24/07 Sell $1,517.73 ($624.00)
06/18/10 Buy $1,117.51 (0.39%) $1,221.08
06/21/10 Sell $1,1132.20 ($825.03)
01/02/13 Buy $1,462.42 (0.21%) $207.40
01/03/13 Sell $1,459.37 (3468.52)
Avg Runup: 0.26% Avg Drawdown: -0.94%

In addition to the fact that they all closed down, I also note that the average drawdown
the next day was over 3.5 times the average run-up. | also created the list for a 2-day
holding period.
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WXO closes over 20% below 10ma. SPX = 200ma.
Buy SPX on close. Sell 2 days later. $100k/trade. 1988 - present.

. . Run-up

Date/Time Signal Price % Profit DrawDown
11/17/89 Buy $341.561 (0.59%) $81.76
11/21/89 Sell $339.59 ($1,191.36)
09/23/98 Buy $1,066.10 (2.00%) $0.00
09/25/98 Sell $1,044.75 ($3,073.65)
12/23/98 Buy $1,228.54 (0.25%) $241.38
12/28/98 Sell $1,225.48 ($597.78)
03/21/07 Buy $1,435.04 0.07% $265.65
03/23/07 Sell $1,436.11 ($356.04)
08/24/07 Buy $1,479.37 (3.18%) $0.00
08/28/07 Sell $1,432.36 ($3,173.12)
09/21/07 Buy $1,525.75 (0.56%) $287.95
09/25/07 Sell $1,517.21 ($1,210.30)
06/18/10 Buy $1,117.51 (1.99%) $1,221.08
06/22/10 Sell $1,095.31 ($2,076.37)

Avg Runup: 0.30% Avg Drawdown: -1.67%

Here too the strong downside inclinations are confirmed. In this case the downside risk is
about 5 1/2 times as much as upside reward.

So we have 1 bullish and 1 bearish study being added to the Active List tonight.

| have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Tonight’s studies pushed the green Aggregator line slightly below 0. Negative readings
mean net expectations from the Active List are for downside over the next few days.
Meanwhile the black Differential Line is still extremely negative. The negative reading
means the SPX is overbought versus recent expectations. So net expectations are
negative and the SPX is strongly overbought. 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 change from flat to short.

Based on the current studies, expectations are set to turn back to bullish on Friday. This
could change if more bearish evidence emerges. The Differential Pivot will be 1,432.09
on Friday. This is a strong 1.9% below Thursday's close. It seems unlikely that we
would have a drop of that magnitude on Friday. A more likely scenario in which the
overbought condition could get worked off would involve a multi-day pullback or
consolidation.
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With the QE Buying Power Index currently in bullish territory and bearish expectations
set to expire on Friday, | have no intention of taking a short signal. | intend to remain flat
through the weekend.

Intermediate-term Outlook (2 weeks — 2 months)— updated 12/31- bullish
The intermediate-term outlook was last updated in the 12/31/12 Letter. Link below:

2012-12-31 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 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.

None tonight.

Current Open Trade Ideas
None

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.

Copyright © 2012 Hanna Capital Management, LLC.

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



http://www.quantifiableedges.com/linklokipn.php?llauth=MjAxMi0xMi0zMSBRRSBTdWJzY3JpYmVyIExldHRlci5wZGYsMCwxMzU3MTExMDUxLDAuMC4wLjAsMCw5M2EwZjExYTkyNGZhYTZjOWI5YTk3NmZlZTRiNmNlNQ%3D%3D/2012-12-31%20QE%20Subscriber%20Letter.pdf
http://www.quantifiableedges.com/videos/QE20100621.html
http://www.quantifiableedges.com/members/systems.php

