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Signals Overview
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Flat 50% Long XIV Flat Flat

Tonight’s Research Points

e The VXO's extended stretch below its 10ma suggests the SPX should dip in the
next 1-2 days.

e The recent strong breadth suggests further gains.

e QE3is strengthening and should provide a nice backdrop in January and beyond.

Short-term Outlook

The Bottom Line

Evidence is mildly bullish but the market is still overbought. I’m flat. Should we get a
pullback early in the week, | may look to start scaling in to a long position. | have no
interest in shorting in this environment.
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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

January 7, 2013 Up Issue % > 75% 2 oflast 3 days 1-2 days Bullish

January 7, 2013 VXO015%below 1oma 3 days 1-2 days Bearish

January 4, 2013 SPX dn. Up issue % > 55%. 1-2 days Bullish 1.00%
January 4, 2013 VX0 20%below 10ma 1-2 days Bearish -0.90%
January 3, 2013 50-day high breakout 1-5 days Bullish

Active - Long Term

January 3, 2013 50-day high breakout. 90% up vol 1-25 days Bullish

January 3, 2013 VIX high stretch to low stretch 1-8 days Bullish

January 3, 2013 SPX & TNX high 50-day highs 1-20 days Bearish

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

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

The Evidence

Friday saw moderate buying and some new index highs. The SPX gained 0.4%, the
Nasdaq eeked out a 0.04% gain, and the Russell 2000 rose 0.75%. Breadth was strongly
positive as the NYSE Up Issues % was 76% and the Up Volume % came in at 80%.
Volume declined from Thursday’s level.

The moderate action did not trigger a whole lot of studies, but there were a few
interesting ones to consider.

One study that appeared in the Quantifinder examined the strong breadth we have now
seen in 2 of the last 3 days, and the fact that the market closed at a 10-day high. It was
last seen in the 7/5/12 subscriber letter and has been updated below.
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NYSE Up Issues % = 75% 2 of last 3 days. SPX posts highest close in last 10 days.
Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1970 - present.
X | ANt | o voming Losing AL % | Wining | Wining | Losng | Losing Wiloss, AL | ALAW
DaYS Frofit Trades | Trades (Trades e Trade Trade Trade Trade Ratio FroftFactor|  Trade
20| 5314350 24 18 5 AT 441011 1044844 512871 1503310 072 273 221432
19| 5499543 25 20 5| B0.00 415257 1091058 -5512.80  -11,094.08 074 296 2199.82
18| 5533525 25 21 4 8400 383229 B872784| 528570|-11,1765.96 061 320 221341
17| 53,795.80 25 21 4 24.00 3,765.48| 918720 -8319.72 -10,308.94 0.50 313 2151.83
16| 51,417.03 25 20 5 80.00 3,876.03| 953988 522070 1220825 074 297 2055568
15| 359592450 25 18 7 72.00 3,90012| 394156 432535 -12,655.84 0.90 232 159593
14| 32 45745 25 20 5 80.00 3, 26728 78077% 557563 16504585 0.50 199 128370
13| 3691550 28 15 7 73.08 3,311.90 859716 -3,715.80 | 12673528 0.89 242 1419383
12 3233814 27 18 ] T0.37| 327048 7T523.04| -3,725.00| 1560116 088 209 118775
11 42444583 27 21 ] TrFe 29461 778328 -3,2368.52| -10,687.08 0.; 319 1,572.02
10| 34,708.82 27 20 7| T4.07| 2883T1 7,954.00| -3,280.78 | -10636.02 0.88 2.31 1,285.51
9 34733.44 27 15 & ¥0.37| 290928 808592| -2567.81| 5176804 113 289 128542
8| 30430.37 27 19 & 7037 243326 603728 -1,875.20) 564150 1.23 283 1/127.05
T 33,089.77 27 15 & 7037 240618 6§145982| 157840 -4207654 1.52 362 1232555
6| 31,667.59 28 22 6| 7857 202856 500250 -2160.12| -3,812.48 0.94 344 1,130.99
5| 26,322.40 28 15 9 §7.85 ) 195294 448250| 119817 -3191.82 1.63 344 940.09
4 1714457 prac] 21 g 7241 1,382.87| 613816 -1,513.21| -3,585.13 0.52 2.42 591.19
3 85953.94 25 18 11 §2.07| 1,253.35| 437584| -1238.05| -510587 1.1 166 30910
2| §,340.38 32 19 13 59.38 90448 438982 -931.14 | -3,148867 1.04 1.51 198.14
1 5617.26 34 20 14 58.82 586.07| 1,2423.00 -450.29 -1,584.34 1.32 1.89 18521
The only instance that did not close above the entry price at
some point in the next 6 days triggered on 7/3/12.

As noted at the bottom, the consistency suggesting at least some short-term follow
through is very strong. While the edge appears to persist for 3-4 weeks, a large portion of
that edge has played out over the 1% 6 days. Below is a profit curve that assumes a 6-day
exit.

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




NYSE Up Issues % = 75% 2 of last 3 days. SPX posts highest close in last 10 days.
Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1970 - present.
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This profit curve was extremely straight for a long period of time, but has seen a little
stumble lately. 1 have included this study on the active list, but will be keeping a close
eye on it for a while.

Friday we again saw the VIX and VXO close well below their recent mean. This next
study was last seen in the 6/21/12 subscriber letter. It looks for stretches of 15% or more
that have persisted for three days.

WXO closes over 15% below its 10ma for exactly the 3rd day in a row.
Buy SPX on close. Sell X days later. $100k/trade. 1987 - present.

All: All: All: . All: Avg All: Max All: Avg Al Max All:

X RELE Total \Winning Losing n i Winning Winning Losing Loging |Win/Loss - oI
Da‘_u"S Profit Trades | Trades Trades e Trade Trade Trade Trade Ratio ProfitFactor)  Trade
5|-25,577.49 21 10 11 4782 83397 2,073.06| -3083.33 -1044B8288 0.27 0.25 -1,217.98
41913791 21 10 11 4762 877.96 233145| -253795| 567345 0.35 0.31 -811.33
3 1470841 21 ] 12 42 86| 1,151.96| 1090475 -2038967| -B395.18 0.55 0.41 -700.40
2| 16,484 50 21 5 16| 23.81 99387 | 1,737.55| -1340.87| -5164.42 0.74 0.23 -784.88
1|-15,596.85 21 5 16 23.81 78012 1,99025| 121859 -4 5930.55 0.64 0.20 -742. 71

In only 3 instances SPX failed to close below the entry price on day 1 or day 2. All 3
continued higher and did not post a close below the entry price any time in the next
month. The 3 instances took place on 7/18/94, 10/19/98, & 10/2/01.
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Based on the stats table there appears to be a downside inclination. I find the note at the
bottom of the study to be especially interesting. Nearly every case has experienced an
almost immediate pullback, but those that didn't went without pulling back for a long
time. Below | have listed all instances assuming a 2-day exit strategy.

WXO closes over 15% below its 10ma for exactly the 3rd day in a row.
Buy SPX on close. Sell 2 days later. $100k/trade. 1987 - present.
Date/Time signal Price % Profit Run-up

Drawdown
11/02/87 Buy $255.75 (2.65%) $0.00
11/04/87 sell $248.96 ($5,075.18)
12/23/87 Buy $253.16 (2.00%) £0.00
12/28/87 sell $245.57 ($3,543.15)
11/14/90 Buy $320.39 (1.02%) $0.00
11/16/90 Sell $317.12 ($1,687.92)
01/25/91 Buy $336.07 (0.07%) $395.01
01/29/91 sell $335.84 ($537.57)
07/18/94 Buy $448.55 0.68% $1,498.50
07/20/94 sell $451.60 $0.00
12/16/94 Buy $458.80 (0.27%) $0.00
12/20/94 sell $457.10 ($527.31)
10/19/98 Buy $1,062.40 0.71% $2,035.10
10/21/98 sell $1,069.90 (5404.20)
12/23/98 Buy $1,228.54 (0.25%) $241.38
12/28/98 Sell $1,225.48 ($597.78)
10/02/01 Buy $1,051.33 1.74% $3,115.05
10/04/01 sell $1,069.62 ($935.75)
07/31/02 Buy $911.62 (5.20%) $0.00
08/02/02 sell $864.24 ($6,286.03)
08/19/02 Buy $950.70 (0.14%) $93.45
08/21/02 sell $949.36 ($2,034.90)
08/24/07 Buy $1,479.37 (3.18%) $0.00
08/28/07 sell $1,432.36 ($3,173.12)
09/20/07 Buy $1,518.75 (0.07%) $789.10
09/24/07 Sell $1,517.73 ($169.00)
12/26/07 Buy $1,497.66 (1.28%) $0.00
12/28/07 sell $1,478.49 ($1,713.36)
11/05/08 Buy $952.77 (2.29%) $0.00
11/07/08 sell $930.99 ($5,515.12)
02/22/10 Buy $1,108.01 (0.25%) $51.30
02/24/10 sell $1,105.24 (£1,424.70)
06/17/10 Buy $1,116.04 (0.25%) $1,351.91
06/21/10 sell $1,113.20 ($694.20)
03/25/11 Buy $1,313.80 0.43% $451.44
03/29/11 Sell $1,319.44 ($649.04)
07/01/11 Buy $1,329.67 (0.03%) $93.98
07/06/11 sell $1,339.22 ($647.50)
10/12/11 Buy $1,207.25 1.44% $1,423.52
10/14/11 sell $1,224.58 ($1,366.94)
06/20/12 Buy $1,355.69 (1.52%) $188.34
06/22/12 sell $1,335.02 - ($2,283.44)
Avg Runup: $558 Avg Drawdown: -$1,869
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The fact that the average drawdown is well over 3x the size of the average run-up is also
worth considering. All in all it appears the stretched VXO is suggesting a short-term
pullback. I have included this study on the active list.

| have updated the Aggregator chart below.
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The green Aggregator line edged just barely 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 is still quite negative. The negative reading means the SPX is
overbought versus recent expectations. So net expectations are positive but the SPX is
overbought. This is considered a neutral configuration. Neutral configurations are visible
on the chart whenever both lines close on opposite sides of 0. This caused the
Aggregator system to turn flat at the close.

Based on the current studies, expectations are set to remain bullish on Monday. This
could change if compelling bearish evidence emerges. The Differential Pivot will be
mildly inverted at 1,469.04 on Monday. This is 0.2% above Friday's close. An inverted
pivot means that the Differential Line would cross through 0 on a flat close. So it will
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

take a 0.2% gain on Monday in order for the SPX to remain overbought and the
Differential Line to remain negative..

I’m flat right now. Many studies have suggested we could see more upside. The recent
breakout to new 50-day highs has had some positive characteristics and we could see
some nice follow-through. But after such a sharp move higher, and with the VIX now
depressed, risk is a bit high. So I will stay sidelined on Monday. If we get a pullback,
then | may look to start scaling in to a long position over the next few days.

Intermediate-term Outlook (2 weeks — 2 months)— updated 1/6— bullish

We have had a strong start to the year, and the SPX is fast approaching multi-year highs.
There were a few studies that triggered this past week with intermediate-term
implications. | have copied them below. They all appeared in the 1/3/13 Letter.

10-year bond rates hit new highs on Wednesday along with the SPX. Occurrences like
this were last discussed in the 9/17/12 Subscriber Letter. | have updated the study from
that letter below.

SPX and TNX (10 yr bond rates) both close at a 50-day high.
Buy SPX on close. Sell X days later. $100k/trade. 1961 - present.

X AN g osg AL% | Gy | vy | Losng | Losng wioss, AL | AFAS
Da‘fS Frofi Trades | Trades Trades I Trade Trade Trade Trade Ratio ProfitFactor  Trade
J 50 | -38,989.36 39 18 21 46.15| 3,33689| 929313 -4716.83|-11,866.50 0.71 0.61 -989.73
45|-35031.68 40 17 23 4250 393032 B170.47| -442814|-11540.20 0.89 086 -E75.79

40 | -17,805.70 42 20 22 47.62| 3,81083| 710151 427838 -10571.10 0.89 0.81 -426.33

35 -28420.27 44 20 24| 4545| 3,171.99| 0,083.50| -3827.50( -9 558.36 0.23 0.69| -B45.92

30| -15,240.84 43 18 27 40000 38 812250 -2970.99| 6689.55 1.22 0.81 -338.69

25| -5,876.84 47 20 27 42.55| 3,04437| 784548 -247275| -6261.07 1 0.91 -125.04

20| -38,906.10 49 24 25| 4898| 1,811.55| 461682| 329533 0 695.84 55 0.53| -794.00

15| -28,466.05 49 25 24 51.02| 1663.00| 3,50032| -2918.38| -0,608.60 0.59 -580.94

10 -8416.00 o4 &) 23| 5741 132147 326344 -2180.50( -B6B3.66 0.6 0.81 -174.37

5| -5,348.22 71 38 33 53.52| 1,02553| 523146| 1342089 -6088.44 0.76 0.88 -75.33

Generally it seems that higher interest rates have often made bonds an attractive
investment. This may have lead people to forsake stocks in favor of lower risk returns
with improved yield. Implications of this study appear to be longer-term in nature. To
help visualize how this edge has played out over time | have pasted below an equity curve
using a 20-day exit strategy.
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SPX and TNX (10 yr bond rates) both close at a 50-day high.

Buy SPX an close. Sell 20 days later. $100k/trade. 1961 - present.
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Despite recent wiggles, the downside edge appears squarely intact, and the curve is
again making new lows.

This next study was also copied from the 1/3/13 Letter.

The strong breadth was also a plus. In the 9/7/12 subscriber letter | also looked at other
breakouts that came on strong breadth. | have updated that study below.
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SPX closes at 50-day high after not having done so for at least 10 days.

NYSE Up Volume % = 90%. Buy SPX on close. Sell X days later. $100k/trade. 1993 - present.

X | AwNet | O ringliosng| 2™ | Wining | wiming | Losng | Loshg [wioss AL | ALAvg

Da)rs RO Trades Trades [Trades FIUTETE Trade Trade Trade Trade Ratio ORI TS
50| 63,310.05 10 k] 1 9000, 7.331.21| 1984580| -312087| -3,12087 237 2129 63311
45| 6205758 10 g 1| o000) 733487 1794520| 359628 359628 206 1851 £29576
40| 84 714892 10 k] 1 9000, 730447 2095080| -1,02534| -1,02534 712 6412 847149
35| 6315921 10 g 1| o000| 718451 1896180| -1,32135] 132135 542 4880 631592
30| 5688122 12 11 1 9167 520910| 1192074 -418.88 -418.88 1244 13679 474010
25 =083212 13 11 2| B462| 514486 1204567 -2,83063 299376 182 10.00| 391788
20| 44 720.32 13 k] 4 6923 6187.09| 13393.77| -272583| B,770.72 227 51 3,444 54
15| 3554080 13 g 4| 69.23) 520487 E15048| -257578| 514800 z02 455 2.810.83
10| 3245271 13 g 4| 6923 435595 10507.25| -1687.73| 400024 238 581 2409635
9| 28 00860 13 9 3 6923 384678 841373 -220414| 410168 175 524 215451
8| 2448357 13 g 4| @923 373585 E52475| 228078 392340 163 367| 188181
7| 2504360 13 10 3 7692 33789592 602680 -291519| -3595460 1.16 386 1592643
§ 2382870 13 10 3| 7682 293144 681930 196190 410670 152 507| 184067
5| 2686279 13 10 3 7692 304358 851682 -120767| -3,28550 252 241 206637
4| 1780558 13 10 3| 7882 237665 67IETI| -1953682| 489450 122 406 1,377.35
3| 2025022 13 10 3 7692 218887 674050 -57949| -155556 379 1265 15577
2| 1698841 13 11 2| B462| 153014 402844 47158 7334 3.45 19.01| 1,306.20
1| 11,86319 13 10 3 7692 1268621 275552 -266.30 47520 475 15.85 91255

While such breakout action has been unusual, both short and long-term performance has
been impressive. But even if we ignore the fresh breakouts, and simply look at instances
of SPX hitting a 50-day high on 90% up volume, the stats are still strong. The study
below was last seen in the 9/14/12 subscriber letter. Stats are updated.
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SPX closes at 50-day high. NYSE Up Volume % = 90%.
Buy SPX on close. Sell X days later. $100k/trade. 1993 - present.

X | Auhet | vming|Losing, AE% | Wiming | Wimng | Losmg | Losig winoss| AL | AEAve
Days Frofit Trades | Trades |Trades e Trade Trade Trade Trade Ratio Froftfactor  Trade
50| 92230031 18 17 1 9444 5T4T 32| 1984580 -5474.10) 5474410 1.05 1785 5,123.M
45| 88939737 19 17 2 8047 | 573497 1794520 404858 505235 1.42 1204 470512
40| 8242580 20 16 4 20.00) 593401( 2095080 -1629.39| 2937498 164 1457 442132
35| 92023.53 20 17 3 85.00 5679.07| 18951.80) -1,506.85| -21594.86 ATT 21.36| 450118
30| 7731429 20 18 2 5000 433830 1182074 -386.52 -418.83 10.94 095.49| 388571
25| B4 78755 22 17 5 TI27T| 4308823| 1204567 -1998628| -302454 220 743 204480
20| 60823959 23 17 6 73.91 449919 1339377 281037 £5770.72 1.72 488 264452
15| 51,152.02 23 18 5 T826| 3782389 3815043 -3,.316.01| 527702 1.13 408| 222400
10 35,335.38 25 16 9 64,00 318056| 1050725 -1,728.18| -4,080.24 1.84 327 141342
9| 30,455.53 25 17 T 8800 275530 341373 -24389858 ) -520755 1.15 278 1,218.338
g 30,315.24 25 17 2 62.00 2279793 | 252475 -233007| 408216 1.24 263 121263
7| 28,193.29 26 17 9 65,38 279867| 602680 -2,153.79| 355450 1.30 245 108435
6| 28838707 28 18 ] 6923 223525 8819380 -1,42083 -4106.70 1.57 354 1,111.04
5| 3254501 28 22 6 7857 182856 851682 -1279.87| -3,28550 1.43 524 118248
4| 2306527 22 T 7586 165136 671671 -1,85495 -485450 0.a7 274 795.35
3| 1574181 25 19 10 8552 148302 874050 -1,20557 | -5105387 1.21 23 542 81
2 1726574 29 20 ] 68.97 1132823 402244 512,440 240833 1.86 413 505.37
1| 11,435.10 30 17 13 56 67 96096 275552 -377.02| -1,25550 255 3.33 33117

No matter how you look at it, the extremely strong breadth in conjunction with the 50-day
high appears to suggest an upside edge.

Lastly, a VIX study that also suggested likely follow-through:
But there is also good news with regards to the sharp drop in the VIX over the last couple

of days. The study below was last seen in the 3/13/12 subscriber letter. The updated
study results are below.
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VIX closes more than 10% below its 10ma after closing more than 10% above it one of the previous

4 days. SPX = 200ma. Buy SPX on close. Sell X days later. $100kirade. 1992 - present.

All: All: All: . Al &vg | Al Max | Al Avg All: Max All: . .
X All: Met Profit| Total [Winning Lesing Pri‘:lr-t:zle Winning | Winning Losing Lesing |Win/Loss PruﬁtAl-'ILctur ﬁ.lll.t;;;g
DEi‘_','S Trades | Trades |Trades Trade Trade Trade Trade Ratio
10 2035418 13 10 3 7682 275001 811580 -2411.88| 341250 1.14 3.81| 156648
9 22870.1 13 9 4 6923 281447 8309740 -BB5.05| -2173.08 423 952 174385
8 24 B36.55 13 1k 2 8462 243288| 307620 -963.09| -1733.04 253 13.89 1,910.50
T 2244132 13 10 3 76,92 2502.54 774550 -861.37 ) -1 87278 2.9 968 172626
[ 18,531.52 13 2 s 61.54| 269759 5305.30 -509.24 0 128071 442 T7.08 142550
5 17 02254 13 k] 4 6923 227541 536140 -B64 04| -115988 263 593 130943
4 2,555.40 13 10 3 7692 137655 498190 173669 -230332 0.79 254 658.11
3 3,209.51 14 8 [ 5714 1,004 56| 3 799.40 -G24 50| -1883.22 118 1.58 22925
2 3,.218.58 14 G ] 4286 140671 3,835.00 -£552.71 1, 767.580 216 1.62 228.90
1 3,418.62 14 T T S0.00 886.8% | 2 952.40 -398.80 | -158282 222 222 244,04
All 14 instances posted a close above the entry price
at some point in the next 4 days.

The market condition that would typically accompany such VIX movement is one where
you see a strong rebound from a sharp decline during a long-term uptrend. Results over
the first 2-3 days are somewhat sketchy, but once you get out beyond that they become
more consistent and more powerful. Below I have listed all 13 instances with an eight
day holding period.
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VIX closes more than 10% below 10ma after closing more than
10% above it one of the previous 4 days. SPX = 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1992 - present.
Date/Time Signal Price % Profit Run-up
Drawdown
06/23/92 Buy $404.04 2.43% $2,880.02
07/06/92 Sell $413.84 ($521.17)
07/26/96 Buy $635.89 4.44% $4,509.04
08/07/96 Sell $664.15 ($1,047.19)
05/01/98 Buy $1,121.02 (0.19%) $845.50
05/13/98 Sell $1,118.86 ($2,357.61)
01/07/00 Buy $1,441.47 0.28% $2,175.57
01/20/00 Sell $1,445.57 ($992.91)
03/26/04 Buy $1,108.02 2.93% $3,829.50
04/07/04 Sell $1,140.48 $0.00
05/26/06 Buy $1,280.16 (1.74%) $820.56
06/08/06 Sell $1,257.93 ($3,508.44)
09/13/06 Buy $1,318.07 0.63% $846.00
09/25/06 Sell $1,326.37 ($534.75)
03/09/07 Buy $1,402.85 2.29% $2,479.32
03/21/07 Sell $1,435.04 ($2,759.77)
08/22/07 Buy $1,464.07 1.73% $2,198.44
09/04/07 Sell $1,489.42 ($2,180.08)
07/14/09 Buy $005.84 8.11% $8,134.50
07/24/09 Sell $979.26 $0.00
11/09/09 Buy $1,093.08 0.17% $1,875.51
11/19/09 Sell $1,094.90 ($744.38)
12/03/10 Buy $1,224.71 0.86% $1,783.62
12/15/10 Sell $1,235.23 ($422.01)
03/22/11 Buy $1,293.77 2.99% $3,394.16
04/01/11 Sell $1,332.41 ($748.44)
03/12/12 Buy $1,371.09 1.58% $3,089.52
03/22/12 Sell $1,392.78 $0.00

| don't see anything alarming here. These results appear to confirm the upside edge. But
since the first 1-3 days are a tossup, | simply placed this study on the intermediate-term
list rather than the short-term list.

All 3 of these studies have been added to the intermediate-term active list.

Additionally, we had some very interesting developments this week with regards to QE3.
Before I get into details, let’s take a look at the chart I typically show and discuss.

| update the intermediate-term POMO/QE3 chart each week. For those not familiar,
below is a brief description.

POMO stands for Permanent Open Market Operations and it is how the Fed has gone
into the open market to buy securities over the last several years. The net effect of this
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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 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.
Since the Sept 13, 2012 QE3 announcement the POMO numbers are also adjusted to
reflected the Fed’s new approach of buying AMBS securities. Therefore, prior to that
date the indicators just look at POMO, since that date it is a combination of POMO and
AMBS flows.
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The POMO/AMBS volume indicator is now as high as it has been since QE2. We
estimate net inflows this past week to have been around $12.8 billion. That is a very high
number and enough that it would normally provide a nice bullish wind at the market’s
back in the following days.

We saw some interesting developments with regards to QE three this week. The "bad
news" was that after the release of the Fed minutes on Thursday there was some talk
about possible end dates. Estimates of when fed liquidity infusions might end came in as
low as 6-12 months from now. This did cause a bit of a pullback on Thursday from the
highs of the day. But the good news that we saw develop over the course of the week was
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that the "twist" appears to have either ended, or have been suspended. This means that the
POMO schedule for January only calls for Fed buying. There is no selling scheduled in
January.

This is expected to result in an inflow of about $45 billion in POMO funds during the
month of January. Additionally, the Fed is planning to extend the AMBS buying program
to the tune of another $40 billion in January. So we are expecting to see an $85 billion
liquidity infusion this month. That is much higher than anything we have seen since QE2
ended. It is higher than QEL levels, and approaches the lower boundary of what we saw
during a QE2 one-month period.

So for now it appears we will have a strong liquidity wind at the markets back. Over the
last 7-8 years the market has flourished under such conditions. And while we know it
won't last forever the same was known with other QE programs. In the chart on the
previous page we see that the last sizable market decline, which occurred in 2011, began
just as QE2 was ending.

The chart below is one | created about a year and a half ago, and it goes back as far as
POMO data is available. To better demonstrate the point, it only looks at our "days"
indicator, rather than the "volume™ one.
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The post-QE1 decline in 2010 didn't actually occur until about a month after QE1 ended.
And the earlier QE programs similarly saw nice moves higher during the injections, but
the market struggled when those injections ended, or in the case of 2008, reversed.
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So even if QE3 only lasts another six months, | believe it should provide us a nice
backdrop for at least 4-5 months.

As for the QE Buying Power Index, which measures short-term flows, it is expected to
remain at “5” for all of January.

QE Buying Power Index.
Projected Values for January 2013.

4 \ /
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This is a lot different looking than the chart has appeared in previous months. It will
remain at 5 since there will be Fed buying every day, either AMBS, or AMBS and
POMO. This means that the QE Buying Power Swing system will not be eligible to short
this month, and will also be primed to buy all deep pullbacks.

One famous study that will get a fair amount of press this week is Yale Hirsch’s “1% 5
days” study. | did an examination of this study at the beginning of last year. To read my
take on it you may use the link below:

2012-01-03 QE Weekly Research Letter.pdf

Overall there still appears to be decent technical evidence that higher prices are likely
over the next several weeks. The only long-term bearish study we have is the one that
looks at bond action from above. Breadth has provided bullish clues. Liquidity is very
bullish. Price studies and Nasdaq leadership are also pointing higher. I’ll continue to
favor the long side for now.
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http://www.quantifiableedges.com/linklokipn.php?llauth=MjAxMi0wMS0wMyBRRSBXZWVrbHkgUmVzZWFyY2ggTGV0dGVyLnBkZiwwLDEzNTc1MTY0MDMsMC4wLjAuMCwwLDQxNzMxYWFhNzYxYWFiMWU2ZDdjNzRhMWM5MmY2ZWNi/2012-01-03%20QE%20Weekly%20Research%20Letter.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
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/videos/QE20100621.html
http://www.quantifiableedges.com/members/systems.php

