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March 19, 2010 Market Update: Sell The Rallies

Following is an update on my December 7, 2009 Update: My Two Cents - Time to Sell the Rallies market

commentary piece. I remain in belief that we are in a long-term secular bear that may likely last for

another seven or so more years as

we work our way through the consequences of deleveraging both

domestically and worldwide. A difficult environment for buy-and-hold. An attractive environment for
tactical trading. In December (link above), with the S&P 500 Index at 1120 (a target presented as an exit

for moderate risk investors) I pres

ented a possible game plan. Simply, sell when everyone else is buying

and then look to buy back in when everyone else is selling. Sentiment is measurable and the logic is
sound. I've included one of my favorite charts for measuring investor bullishness and bearishness, the
NDR Crowd Sentiment Poll chart below. Note the return stream when the NDR Crow Sentiment Poll is
above 61.5 and the return stream when below 55.5. In February sentiment bottomed in the Extreme
Pessimism (Bullish) zone at 51.3 and the market rallied from a low of 1040 to 1160. Today, the fear has
again subsided, investors are comfortably resting, and yet large structural problems remain. Sentiment is

back in the Extreme Optimism (B

time to revisit Sir John Templeton’s sage advice,

earish) zone and thus the timing of today’s update as I believe it is again
“Sell when everyone else is buying”.

Naw (LR..O-_-J.‘T) SERMTIMENT Pu o
: Daily Data 170372000 - 371672070
S&P 500 Composite Index (updated weekly on Wednesday mornings)
Ll e on et Roning e s ey : P
i T Rises above 61, ‘*r% Extremo Oplimism sell signals and can only be known for il .'”l
1500 l Daclines below 55.5% = Extreme Pessimism certain (and added o the chart) In hindsight, i 7 W H 4 1500
1440 fi( Y W 4 1440
|! [w PO Sentiment must reverse by 10 L || 4 1380
1380 ] Il' l perceniage paints to signal an W H\
1320 T T exireme in addition to the above l l el i T \ 41320
1260 - 'M axlremj llvers being reached. i \(W.J W 1 1260
1200 | I F nu L1l -’"‘-MH," M/ e 1 41200
1140 « (4 1140
Toid | F |i"'| ‘)‘1_‘]}'\.1,‘ x% ‘L\‘W 1 1 i HoTE 7 m,;-‘;' | Bl
1020 | T TT 1 /- i ! T4 1020
M\f - f
960 J ssra{cn:‘n ?alzn\nyn:.;n'z\gp;n // 4 960
i v 120011098 . ] . .I ]
399 & A I.'['\‘| I' Hf NDR Crowd cant [/ % ll b
840 i e B | ‘ll l!\' Pall is: Annum /| fof Time T 1 840
verage value naicator ” K 4
780 Cpﬁ imistic Extremes (down arrows)= 67.9 'K P Above6ts ('_"_“"J [ 350 | 780
720 | Pessimistic Extremes (up arrows)= 46.7 i Belween 55.5 and 61.5 | 6.1 / 221 720
660 - Average Spread Between Extremes = 21.2 * -> 55,5 and Bolow @ 42.0 7 1 660 -
MJ SDMZJ SDMIJ SDMJ SDMJ SDMIJI SDMI S DMIJ S DMUI SDMZI S DM <l
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 W
75 Extreme Optimism (Bearish) 7.2 3/16/2010 = 65.0 o
5 F i 73.5 1 75 o
7y L il 1.9 72.2 1 7 -
2 _""r: ; ||!I llll - ||U. 9.6 hfi " 7'0-'|.,] o-rl;ls ﬂ: @ 1 & —’j
66.865.4 572 67.1 i I 1'|_| pese | [ ol | Mg | .If! (] -
o [ '4 | Je . | IIliﬁ" ¥ |'|[ |‘I|H | 'H!“ J | “rl.frl I||I'I I"-|'I|a' "W o
63 Lp__ soaoll i gl HIL-“J- | __I!._‘J., B L P LTTA R I
60 ”!] ‘J1 [ '|1| ] |LI # sv'..‘ ]l Jl—' | |||'| || l ]‘ I‘! H!'I | ,;I |T " ‘It |ﬂ = ];' ||1;| | TI‘ 4 60
57 | O A B0 | I . | S | uirs $3.4. W b LT IR e gl M1 37
54 T n“ sag[mrl‘.' ||' ‘|ll"( ‘L|H “|‘*1r|[l ":‘r | 'II-I_! 3384 ] 1;’ " || I[ || ﬁ'[ ||| rr ‘]I' 54
si b <|R\|1 r | i (I 1Y ”"i| I Vo TR 0 B [ 51
48 | o] >‘l ! l||| ! || I | || | o | [ 497 m“r 9.9 o Ilf II lhl o 4 a8
45 | 46.0 o |v | a6\l 1] | | 3 II 46.6 I,'I. Ilﬂ' | || | f 46.8 i a5
| ‘ i 43.8 ! | J || f[| |
42 | 42.5 | A | i 1 42
39 | 40.4 \ W | ﬂ tl \ ||J | |."| | 1 39
16 - 6 I|-| | I\ swo 0| ‘.l 1 3
20 1 | I : 1 \f ity
3 r 339 139 Extreme Pessimism (Bullish) sas 'Il 1 33
T30
55710 NDR Crowd Sentiment Poll

® Cnpyrighl_?-ﬁﬁ"ﬁ Ned Davis Research, Inc. Further distribution prohibited without prior permission. All Rights Reserved
See NDR Discl at www.ndr.com/copyright.html. For data vendor « s refer to www.ndr.com/vendorinfo/,



http://cmgfunds.net/sys/docs/178/CMG%20December%202009%20Update%20-%20Time%20to%20Sell%20the%20Rallies.pdf

Potential for a 1229 short-term bull cycle top and projections for a severe market correction between
April/May to October. Chart and target’s follow:
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Today the market is at 1150 and continues to have the potential to reach 1229 (presented as Aggressive
Target #3 in my previous email and represents a 61.8% retracement of the crash decline). The short-
term cyclical bull move is aged and risk remains high. My work puts fair value in the S&P at
approximately 900. The matket is overvalued on a fundamental basis by neatly 27%. From a risk/reward
perspective I see 80 points of upside (+7%) and 250 points of downside risk (-22%). Thus my "Sell the
Rallies" theme tied to Extreme Optimism. We are in that zone again today.

Personally, while the majority of my investments are in our various absolute return strategies, 100% of my
401k was moved to money market funds in December when the S&P was at 1120. I was very aggressively
allocated and bought when the market was crashing tied to Extreme Investor Pessimism and sold when
the market reached my moderate risk target tied to Extreme Optimism. I stuck to my 401k investment
plan and it was a great run. I believe I’ll get another chance to rebuy below 950 sometime this year.
Valuations, interest rates, and investor sentiment will continue to drive my entry and exit decisions.

With kind regards,

Steve

IMPORTANT DISCLOSURE INFORMATION

Please remember that past performance may not be indicative of future results. Different types of
investments involve varying degrees of risk, and there can be no assurance that the future performance of
any specific investment, investment strategy, or product made reference to directly or indirectly in this
document will be profitable, equal any corresponding indicated historical performance level(s), or be
suitable for your portfolio. Due to various factors, including changing market conditions, the content may
no longer be reflective of current opinions or positions. Moreover, you should not assume that any
discussion or information contained herein serves as the receipt of, or as a substitute for, personalized
investment advice from CMG Capital Management (or any of its related entities), or from any other
investment professional. To the extent that a reader has any questions regarding the applicability of any of



the content to his/her individual situation, he/she is encouraged to consult with the professional advisor
of his/her choosing. A copy of CMG's current written disclosure statement discussing out advisory
services and fees is available for review upon request. Composite performance results represent the results
for the CMG program for the relevant time periods. The composite performance results reflect time-
weighted rates of return, the re-investment of dividends and other account earnings, and are net of
applicable account transaction and custodial charges, CMG's investment management fee (assuming the
incurrence of maximum management fee charged by CMG of 2.25%, and the separate fees assessed
directly by each unaffiliated mutual fund holding that comprised the program. Past performance may not
be indicative of future results and the performance of a specific individual client account may vary
substantially from the composite performance results. Therefore, no current or prospective client should
assume that future performance will be profitable, or equal either the CMG composite performance
results reflected above, or the performance results for any of the comparative index benchmarks provided.
The historical performance results of the comparative index benchmarks do not reflect the deduction of
transaction and custodial charges, nor the deduction of an investment management fee, the incurrence of
which would have the effect of decreasing indicated historical performance results. The historical index
performance results are provided exclusively for comparison purposes only, so as to provide general
comparative information to assist an individual client or prospective client in determining whether a
specific program meets, or continues to meet, his/her investment objective(s). For reasons including
variances in account holdings, variances in the investment management fee incurred, market fluctuation,
the date on which a client engages CMG's investment management services, account contributions or
withdrawals, and the impact of taxes, the performance of a specific client's account may vary substantially
from the indicated CMG composite performance results. To the extent that there has been a change in a
client's investment objectives or financial situation, he/she/it is encouraged to advise CMG immediately.
Different types of investments and/or investment strategies involve varying levels of risk, and there can
be no assurance that any specific investment or investment strategy (including the investments purchased
and/or investment strategies devised by CMG) will be either suitable (or continue to be suitable) or
profitable for a client's or prospective client's portfolio. Moreover, it should also not be assumed that the
above illustration serves as the receipt of, or a substitute for, personalized investment advice from CMG.
The composite performance results have been compiled solely by CMG, are unaudited, and have not been
independently verified. Information pertaining to CMG's advisory operations, services, and fees is set
forth in CMG's current disclosure statement, as same is on file with the United States Securities and
Exchange Commission, a copy of which is available from CMG upon request.



