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January Barometer Bullish

The last few days of January saw the market backibf
but even with that small drop the market’s gainstie
month were impressive. The S&P added 4.4% during
2012’s opening month, which was good enough to nitake
the strongest performance since 1997. For whatdtsh

the January Barometer has given a bullish sign.JEimeiary
Barometer states that “as goes January, so gogedné
According to the Stock Traders Almanac, which crddhe
closely followed ‘January Barometer’ in 1972, sin@50
stocks have finished lower for the year only thieees
after posting gains in January. This market préatictool
has been correct 89% of the time since 1950, anedtord
is likely part of the reason why the market's gzas raised
Wall Street hopes that good times will continuepitesthe
ongoing debt crisis in Europe.

Earnings, Economics, Interest Rates, & Europe

The European debt crisis has been put on the hacleh at
least temporarily, as US economic numbers haventake
center stage. Hopes of a Greek debt deal, whichéais
called ‘imminent’ for the last few weeks (sarcasand the
positive affects of the European Central Bank’'s O'R
program (similar to our Fed’'s QE programs) havetathe
threat level down a few notches for now. As nothd,big
news this week is the US economy and economic thata,
the form of the January Payroll Report and the I8Mhber.
Jobs are critical for any growth to occur, and fina
seems we have a couple good readings in a rowlatdst
report shows that the economy added a net 243kifoksn,
which was well above expectations of 140k. Revisito
the prior two months were also higher, and as altrdse
unemployment rate fell to 8.3% from 8.5%. Thesegai
came even as 500k people joined the labor forceshwh
shows a belief that jobs may be getting a bit easiget.
The accompanying household survey was also strong,
showing a huge 847k jobs added in the month. TMe IS
Manufacturing survey was also strong, jumping fi826
to 56 in the month, above expectations and thexgérst
reading in months.

Today’s economic data was unambiguously positind, a
could be the first clear signs that just maybedhiare
getting better. Of course there are some caveathese
were ‘seasonal; adjustments to the employment nuanm
the overall labor participation rate remains veny.| But,
bottom line, this is the payroll report since sum2@10,
and hopefully this is the start of a trend. In shert-term
the data is supportive for stocks but it is noacldat the
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market will be off to the races without looking kac
Remember that the market has been moving highetodue
the hopes/beliefs of central bank QE, but strorgenomic
data take some of the steam out of that. It withae to be
seem whether the initial enthusiasm will last dris less
of a possibility of more QE, especially if Greeca/@pe
troubles move to the forefront once again.

Market Outlook

Being able to separate what may be going on in the
economy from the movements in the financial markets
indeed been important in the past few months, asndrket
has rallied in the face of economic concerns gihen
backstop of more QE, and could now be due for bback
just as the economic data is getting ‘good enotmlentice
the sideline money back into the market. The major
averages have rallied since the October lows, apdaally
so since mid-December. This has been because of the
actions of the Fed and the ECB, both of which have
undertaken programs of quantitative easing—whiehear
least temporarily very supportive for stocks. Ndwatt
economic reality may be catching up, its importaottto
get too bullish and get caught should stocks befaiua
correction. We have caught this rally and remailtidhy at
least for as long as the market trends remaintilateross all
time frames. But market rallies need a breathet the
S&P was up for 13 of January’s 20 trading session85%
of the time. If the market kept up this pace, itNaobe the
highest daily winning percentage in history. Coutpie
with the fact that on an annualized basis Janua@aiiss
would be 55%. It seems clear that this pace isstagable.
A correction is coming sooner or later, whethewimes
with a pullback in prices or through a period afesvays
trading. We could see the S&P move up to the 13501
area in the near-term, but much more than thatowtithn
intervening correction/consolidation seems unlikely

In summary, stocks have rallied through resistaand,the
strength of the market has likely caught many ofirgl. We
have been positioned appropriately asdong as the S&P
holds above 1300 and the NASDAQ 100 holds above
2400 the immediate outlook is bullish. Note: Ourkey’
price levels for the S&P and NASDAQ 100 are likelyo
be raised after this week'’s riseWe’'ll be looking for signs
that a short-term pullback is imminent, and we wiahlen
lighten positions in anticipation of that, shouhgs$e signs
begin to pop up from our market models and indisato
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Key Charts
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The major averages consolidated during the lastifeys
of January, but the bullish breakout above the deavd
trend lines held (blue circle above). As long a8@2310
holds, a continued move up is allowed. The defigiti
move may have cut a number of investors underiedest
and we could see the S&P 500 challenge the 2Qjtishi
around 1350-1370 over the next few sessions. The
market’s bullish action coupled with the strengtlitie
NYSE A/D Line (not shown), suggests more upside is
likely for the rally.

The NADSAQ 100 has been leading the S&P during this
rally, and this relative strength from the growttieated
NASDAQ 100 is generally a positive, dovetailing lwihe
other technical signs we see that suggest morelei i
stocks. The NASDAQ 100 has already pushed outebov
the 2011 highs (blue circled area above), and lémga
new highs for the move up from the 2009 lows. The
structure of the NASDAQ's pattern is such thatrijpcts
for a rally to 2700-2800, or a potential gain d8% from
current levels. Though possible, such gains atdikely
without some corrective activity as part of the mov

As we have been noting, the big gains since mid-Rauber have left the market overbought, so a shortetm
pullback could happen at any time. But the trend renains up and as long as the S&P holds above the ndwy 1300
level, the bullish outlook holds sway. For the NASBQ 100 the key level is 2400, the level of the breaut above the
prior 2011 highs. This level should act as suppoit the bull run is to continue.
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