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Excessive Optimism - Investor Sentiment and Chart Resistance: 
 
The following discussion focuses on the long-term equity portion of an investor’s total portfolio and the need to 
hedge that exposure from time to time given the fundamental risks in the system today.  Following the wisdom 
of Sir John Templeton, the idea is to sell (or hedge) when everyone else is buying and to buy (remove hedge) 
when everyone else is selling. 
 
As you can see below, investor sentiment has again reached the Excessive Optimism zone.  The arrows point to 
the Performance of the S&P 500 Index when readings exceed the upper dotted green line.  The box on the left 
dates from 1994 to January 10, 2012.  The box on the right dates from 2006 through January 10, 2012.  (source: 
NDR 1-10-12) 
 
Clearly, the odds do not favor buying equities when sentiment is in the Excessive Optimism zone. 
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For me, when sentiment reaches Excessive Optimism and the market reaches important resistance (see yellow 
highlighted area in the next chart), it is time to focus on protecting long-term biased equity exposure.  1300 to 
1360 marks the immediate overhead resistance.  The market closed yesterday at 1296. 
 

 
 
 
The S&P 500 Index could certainly move higher.  1360 is a reasonable probability.  However, given the long-
term secular bear market environment, I continue to favor using extreme sentiment readings as a guide to put on 
and take off risk protection.  I believe buying put options is the most cost-effective way to risk protect.  A collar 
put strategy is a cost-effective solution.  Other options include adding a position in an inverse ETF.  Talk to your 
investment advisor.  I believe the risk discussion is important given the systemic risk in the system today.    
The secular bear market began in 2000.  You will note from the above sentiment chart that there are just a few 
times each year that sentiment reaches the Excessive Optimism zone.  The point here is that protection needs to 
be put in place just two to three times each year; however, patience and discipline are required.  Please remember 
that not every trade will be correct.  Think of this in terms of portfolio insurance.  I favor taking the protection 
off when sentiment reaches the Extreme Pessimism zone. 
 
A point of clarity: I do not believe there is a need to hedge or risk protect your tactical/alternative investment 
positions.  They should purposely serve as a risk diversifier within your total portfolio structure with the goal to 
enhance your overall returns and reduce your total portfolio risk. 
 
Cyclical bear turning to cyclical bull? The next chart serves as a pretty good guide to identify the shorter-term 
cyclical bull and bear periods that have occurred since the beginning of the bear market in March 2000.  I have 
labeled the periods ‘Bear’ and ‘Bull’.  Note how, most recently, the 13 week EMA line (blue) has crossed above 
the slower 34 week EMA line (Red).  This could indicate the beginning of another cyclical bull period (within 
what I continue to believe is an overall longer-term secular bear market cycle).  It is not yet conclusive (green 
circle).  



 
 
Finally, I find it helpful to look back at the overall trend in the market.  The S&P 500 Index reached a high of 
1575 in 2000 and again in 2007 (just prior to the global credit crisis / great recession).  Today, the S&P is near 
1300.  Secular bear markets are frustrating and painful.  I see nothing to change my risk management focus.  
Here is an S&P chart dating back to 1999. 
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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. 
This is not an offer or solicitation for the purchase or sale of any security and should not be construed as 
such. References to specific securities, investment programs or funds are for illustrative purposes only and are 
not intended to be, and should not be interpreted as recommendations to purchase or sell such securities. 
 
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. Derivatives and options strategies are not suitable for every investor, may involve a high 
degree of risk, and may be appropriate investments only for sophisticated investors who are capable of 
understanding and assuming the risks involved. 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). 
 
Mutual Funds involve risk including possible loss of principal. An investor should consider the Fund’s 
investment objective, risks, charges, and expenses carefully before investing. This and other information about 
the CMG Absolute Return Strategy Fund is contained in the fund’s prospectus, which can be obtained by calling 
1-866-CMG-9456. Please read the prospectus carefully before investing. The CMG Absolute Return Strategy 
Fund is distributed by Northern Lights Distributors, LLC, Member FINRA/SIPC. NOT FDIC INSURED. MAY 
LOSE VALUE. NO BANK GUARANTEE. 
    


