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Sentiment Update:  Extreme Pessimism Zone (Bullish)  
 
In April I showed the following sentiment chart in my piece titled "A Race To The Bottom" .  (I shape my big 
picture views in this piece.  Click on the link next to my picture.) At that time, bullish sentiment was at an 
extreme (S&P was near 1370) and I suggested it was time to get defensive. With today’s extreme bearish 
sentiment reading, I believe the market is set up for a short-term bottom and a short-term upside bounce. I 
think a subsequent rally will be short lived. 
 
April 2011: Sentiment Chart  
 

 

 

 

 



 

 

June 2011: Sentiment Chart June 16, 2011 – note the move to the extreme pessimism zone.  I expect a 
bounce; however, we remain in the seasonally unattractive May – October period. 

 

 

In February I wrote, "I think it is a 'sell by May and go away' type of year. Cyclical rallies within long-term 
secular bear periods have historically averaged 26 months (source: NDR DJIA Median Performance After 
Cyclical Bottoms Within Secular Bears). The bear market low of 666 occurred on March 6, 2009. 26 months 
later gets us to May 6, 2011."  With six negative weeks in a row and the S&P 500 index down ~6% in June, so 
far that advice is on track.  Unfortunately, also according to NDR, the average cyclical bear correction within 
a secular bear environment is -34%.  I see the following as a probable trading range for some time to 
come.  Blumenthal Viewpoint: February 17, 2011 
 
Overall, from a technical perspective, I continue to feel that the market will be in a range between 1020 and 
1450 (right hand red box in chart below). I believe it is wise to pay close attention to Investor Sentiment 
extremes and put on and take off protection tied to you long equity portfolio exposure accordingly.  As secular 
periods tend to last a long time, ultimately, I see very little progress over a number of years (some good rallies 
and painful declines); similar to the 1966-1982 secular bear cycle. 



 

Finally, I continue to believe we are dealing with a relatively expensive market, a backdrop of unsustainable 
debt, unsustainable entitlements, unsustainable deficits, all of which are driving us towards a low growth 
environment. This is before we tackle the coming Social Security and Medicare unfunded entitlement 
crisis. Let's not forget the unsustainable debt on the state and local government levels. More importantly, we 
are not alone. Much of the developed world is in equal or greater financial distress. It will not sustain itself as 
I believe we see defaults in the form of currency creation. My best guess is that global economy, and the U.S. 
in particular, is heading towards a period of low growth and high inflation, i.e. stagflation. This is not an 
environment that is friendly to the long-term equity and fixed income buy-and-hold investor. It is a period 
where I believe investors must think differently - more tactically. There are solutions that can help you 
enhance return and lower risk.   
 
I suggested some portfolio ideas at the bottom of my April "Race To The Bottom" piece (see the section titled 
Portfolio Construction idea). There are a number of ways to profit in the period ahead, but I believe you must 
think and manage your portfolio differently than you would within a long-term secular bull 
environment. We’ll get out of this mess and a new bull will be born once again; however, some more clean-up 
lies ahead.  
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Important Disclosure Information: 
This message (and any associated files) is intended only for the use of the individual or entity to which it is 
addressed and may contain information that is confidential or subject to copyright. If you are not the intended 
recipient, you are hereby notified that any dissemination, copying or distribution of this message, or files 
associated with this message is strictly prohibited. If you have received this message in error, please notify us 
immediately by replying to the message and deleting it from your computer.  
 
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.  
 
In the event 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 investment strategies devised or undertaken by CMG) will be profitable for a client's or 
prospective client's portfolio. All performance results have been compiled solely by CMG 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, a copy of which is available from CMG upon request.  

A copy of CMG's current written disclosure statement discussing our advisory services and fees is available 
upon request or you can access this information on CMG's website ( www.cmgfunds.net/public/adv.asp).  
    

 


