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Sentiment Charts, Portfolio Construction and Future Inflation 
 
Sentiment Charts – Excessive Optimism (risk protect) 
Cyclical Bull technical signals 
More thoughts around portfolio construction and future inflation 
 
The U.S. equity markets are off to an outstanding start in 2012 as is the performance of our various tactical 
strategies.  

 Anchor Capital Long/Short HY Bond Program is up 3.01%. 

 CMG Managed HY Bond Program is up 3.91% 

 CMG Opportunistic All Asset Strategy is up 8.01% (Trust Company of America portfolio) 

 CMG Opportunistic All Asset Strategy is up 6.95% (TD Ameritrade portfolio) 

 Heritage Capital Gold Equity Strategy is up 2.35% 

 Scotia Partners Dynamic Momentum Program is up 3.36% 

 Scotia Partners Growth S&P Plus Program is up 8.24% 

 System Research Treasury Bond Program is up -1.87% year-to-date and up 4.61% in February 

*All performance is net of fees year-to-date through 2-9-12.  Importantly, these are risk-managed strategies 
designed to profit in both up and down markets. 
 
Of course, there is no guarantee that ensuing months will see a repeat as risk remains ever present.  As one can see 
in the S&P 500 Index and Investor Sentiment charts below, the markets are extremely volatile and marked by 
excessive bullish emotion.  While it is relatively simple to risk protect, it is emotionally difficult to go against the 
crowd.  Few do.  Most humans are just not emotionally programed or trained that way.   
I remember writing about the high valuations of stocks in 1998 and 1999 advising of a coming crisis.  It was a “sell 
when everyone is buying” moment. The general sentiment was the market would continue to move higher.  I 
remember in December 1999, a client, unhappy with a 30% gain in our HY trading strategy over the previous two 
years, advised me she was transferring her account to Merrill Lynch.  She told me she was investing in “safe 
stocks”.  I’ll never forget that meeting. She was nearing retirement. Those safe stocks turned out to be not so safe.  I 
stuck to my risk management process and made money in the devastating period that followed.  Here is the 
comparison. 
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Source CMG data, Pertrac Financial Solutions, LLC.  See important disclosure information at the bottom of this 
letter.  The above reflects CMG Managed HY Bond Program real returns net of a 2.50% management fee.   
 
Was she able to hold firm in those “safe stocks” through two separate 50% stock market declines?  Her $1 million 
declined to approximately $500,000 by the summer of 2002.  Did she hold?  Did she sell at the crash low in 2008?  
Was she able to stay firmly engaged in the game?   
 
In 2007, I remember talking about sub-prime and CDOs.  After deep research and discussions with some very smart 
hedge fund managers we were convinced an economic catastrophe awaited ahead.  I wrote about Freddie and 
Fannie, 30:1 leveraged U.S. banks, the housing bubble, sub-prime mortgages and a ticking time bomb called 
derivatives. Investors were again fully pulled into the game.  My views were not well received. I was accused of 
being too bearish.  After all, retired Fed Chairman Alan Greenspan and many others said the U.S. housing market 
was “not prone to bubbles”.  What ensued were the stock market crash and “the great recession”.  The housing 
market crashed as well.   
 
I have turned bullish and bearish many times over the last 20 years and I’ll continue to share my views. I believe 
investors are getting antiquated advice when given a 60-40 portfolio allocation. You can do better and I’m amazed 
at the miss given the breadth of evidence before us.  
 
Enhance the portfolio construction and find alternative risk diversifiers.  They exist within mutual funds and 
managed accounts with daily liquidity.  They can zig when your equity exposure zags.  This enhanced construction 
is within reach for all investors (not just endowments and the super wealthy) and positions you in line with what I 
believe is the true intent of Markowitz’s Modern Portfolio Theory construct.   
 
Our tactical investment strategies and those that seek to replicate them will no doubt bounce around a bit, but I 
believe in tightly focused, daily investment discipline. The right mix of liquid alternative investments, coupled with 
well-reasoned and risk managed equity and bond allocations, will accrue to your benefit this year and the years that 
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follow.   
 
In both long-term secular bull and bear periods, (the latter of which I feel we now inhabit), I support a strong 
allocation to a diverse selection of tactical investment strategies. In my “Uncommon Solutions” piece and others, 
I’ve advocated allocating a meaningful percentage of one’s portfolio to alternatives in order to achieve the 
diversification needed to anchor portfolio performance against the volatile headwinds that exist today.   
At this time, I believe allocating at least 40% to various alternatives designed to enhance portfolio return and 
mitigate risk is appropriate.  For you it could be a higher allocation or a lower allocation based on your particular 
views.  Today, advisors have just 5% allocated to gold and/or REITs.  That won’t do it.  My long-term market view 
continues to support a secular bear theme, but that does not mean the market will always go down.  My short-term 
view supports a cyclical bull move yet there remains great economic risk tied to too much debt and unsustainable 
spending in the U.S. and across the globe. 
 
This time I believe the unintended consequences will be tied to the irresponsible pace of world wide money 
creation.  Not an immediate problem but a future inflation problem of significant magnitude. We are all printing at 
the same time.  We are all trying to paper over the same problem; unsustainable and unmanageable debt.  If you do 
the deep research you will find that there is plenty of historical data to understand how this will play out.   
To me it is a question of when, not if.  I recently took my car into the shop.  Something was knocking. The 
mechanic lifted the hood and spent some time studying the engine.  He says that there is a big problem.  Do I trust 
him?  Do I fix it?  If I decide to pass on the work and drive away and the car continues to get me where I’m going, 
was the mechanic wrong and I right?  How far can I drive?  In the back of my head rings the old commercial “… 
you pay me now or pay me later”.  What do I know or even care about car engines?  Who do you trust to lift up the 
hood on the world’s financial engine?  
 
I spoke about sub-prime, the housing bubble and CDO mess in 2007, and before that I wrote in the late 1990’s 
about the coming secular bear (42x PE ratios made no sense).  Looking deep into the engine, the future problems 
were clear to me.  Today I believe we have not yet fixed the engine.  I trust my financial knowledge and instincts, 
yet frankly, I could be wrong this time.  The point is that risk exists.  The bigger point is that my view really doesn’t 
matter if you get the portfolio construction correct. 
 
Of course, the world could somehow pull out of this excessive debt mess and safely land on a narrow runway, late 
at night, in high winds, and trailing smoke.  I hope so, but I wouldn’t bet with a 60/40 investment hand.  As I can’t 
stress enough, I believe the key to investment success is a broadly diversified portfolio that includes multiple non-
correlating risk diversifiers (strategies that can make money in up and down trending markets).  This will better 
enable your clients to stay firmly engaged in the game without being lost in the emotional froth. 
 
Can something in the magnitude of Lehman occur?  I think the answer is yes, just multiply it by a few trillion.  Will 
it play out that way?  Don’t know.  Again, to me it doesn’t matter if you risk manage the long equity exposure and 
get the portfolio construction right. If you are an individual investor, I believe a focused total portfolio solution will 
serve you well.  If you are an independent investor advisor, in this period exists one of the greatest opportunities for 
you to separate yourself from the significant majority of your advisors stuck in the old 60/40 mindset, grow your 
business and help your clients.           
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Charts and investor sentiment (for you quant geeks like me) 
 
Ok – here are the charts along with my current thoughts. My best guess is that the market is range bound between 
1100 and 1360.  The S&P 500 Index chart below marks the significant overhead resistance at 1360 (top red line). 
 
   

 
 
 
Given the immediate overhead technical chart resistance (marked in yellow) coupled with the Extreme Optimism as 
measured in the following two sentiment charts, I believe now is  a good time to put hedges in place to risk protect 
the long-term equity exposure within your portfolios (major resistance tied to excessive optimism as is the case 
today).   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
SENTIMENT Chart #1 (dark blue highlights are mine) 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



SENTIMENT Chart #2 (dark blue highlights are mine) 
 

 
 
Cyclical Bull - The evidence supports a short-term bull period as there are several favorable technical indicators: 
First, the following chart reflects the performance of the S&P 500 Index from 2000 to present when the 50-day 
moving average line crosses above or below the 200-day moving average line.  In this case, a cross above 
represents an intermediate term buy signal and below an intermediate term sell signal.   



 
 
Second, I’ve shown the next chart in previous email updates.  This chart looks at the 13-week exponential moving 
average “EMA” (blue line) compared to 34-week EMA (red line).  The cross overs have done a pretty good job at 
picking up the last several cyclical bull and cyclical bear market periods.  A new cyclical (short-term) bull move 
looks probable (red circle).  A break above 1360 could see a further move this year to 1450 (probable).  I see 
downside risk at 1000 (less probable).   



 
Summary:  Short term, I’d call myself a hedged bull; I continue to believe it is important to hedge at points of 
extreme investor optimism (as is the case today) and remove the hedges at points of extreme investor pessimism 
(that day will come again).  Focus on the portfolio construction.   
 
With a focus on best practices, I can share from my personal vantage point that the top advisory firms have in place 
a Total Portfolio investment solution:  one that balances long equity exposure (risk managed with protective put 
options, volatility hedges and or inverse equity ETFs) and includes meaningful allocations to a number of 
alternative risk diversifiers. Fortunately, as I’ve mentioned, this type of approach is available to all investors today. 
I hope that this information proves helpful to you and your practice.  If you are interested, we post weekly sentiment 
updates on our website.  Here’s the link to that page.  How you might implement protecting your long exposure is 
up to you.  Remember that no indicator is perfect.  This is a probability game.  It is a risk protection game plan that 
I feel is necessary given the challenges we face ahead.  Figure out an annual risk budget.  If you have 30% exposed 
to long-only equities, perhaps you budget just 1% or 2% of your total portfolio to protect that exposure.  No large 
bets are required to be made, but some sort of portfolio insurance could prove invaluable given todays macro 
fundamental risks.  
 
I will be in Kansas City on February 21’st speaking along with my partner John Mauldin at the Roth Companies 
Investor Conference and San Diego February 29 to March 2 at the Shareholder Services Group National Advisor 
Conference. Let me know if you’re in the area.  I’ll have a little downtime and always open to a coffee or good IPA. 
 
Wishing you continued success. 
 
With kindest regards, 
 
Steve 
 
Stephen B. Blumenthal 
President, CEO 
CMG Capital Management Group, Inc. 
150 N. Radnor Chester Road, Suite A150 
Radnor, PA 19087 
steve@cmgfunds.net 
610-989-9090 Phone 

http://www.cmgfunds.net/main11/cmginsights.asp


 
 
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 Group, Inc. (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. 
 
CMG Managed High Yield Bond Program 
CMG Capital Management Group, Inc. (“CMG”) is an SEC registered investment adviser located in the 
Commonwealth of Pennsylvania.  CMG serves as the advisor to the CMG Managed High Yield Bond Program. 
 
Performance Disclosure 
CMG Capital Management Group, Inc. (“CMG”) composite performance results represents performance results 
from a blend of continuously managed CMG accounts, which are historically representative of the trading signals 
for CMG’s high yield bond program during the corresponding time period.  Performance from October 1, 1993 
through September 30, 1999 was attested to by Deloitte & Touche LLP and reflects the performance of one 
continuously managed account. A copy of attestation results is available from CMG upon request. Performance 



results from October 1999 to December 2003 reflect performance on a continuously managed account held at Trust 
Company of America (member FDIC) and traded in omnibus form.  From January 2004 to the present, performance 
results are based off a blend of accounts managed by CMG and held at Trust Company of America (TCA).  Note: 
from March 2004 to Sept. 2005 CMG created and managed the CMG High Income Bond Plus Fund. Performance 
of the fund is reflected in the blended accounts held at TCA. Performance results from October 1999 to the present 
were compiled solely by CMG, are unaudited, and have not been independently verified.  CMG maintains all 
information supporting the performance results in accordance with regulatory requirements. Individual returns may 
vary substantially from those presented due to differences in the timing of contributions and withdrawals, account 
start dates, and actual fees paid. 
 
The performance results reflect the reinvestment of dividends and other account earnings, and are net of applicable 
account transaction and, net of the current management fee of 2.50% and any separate fees assessed directly by 
each unaffiliated mutual fund holding that comprised the account. Performance is not net of custodial fees.  
Different client accounts will generally be comprised of different high yield mutual funds pursuant to which CMG 
exchanges client assets between the high yield bond mutual funds (or sub-divisions) and money market based upon 
CMG’s trading signals.  Information pertaining to any mutual fund that is current component of a CMG portfolio is 
set forth in each respective mutual fund’s prospectus, copies of which are available from CMG or directly from the 
mutual fund company. 
 
Past performance may not be indicative of future results.  Therefore, no current or prospective client should 
assume that future performance will be profitable, or equal to any corresponding historical index. The 
composition/percentage weighting of each corresponding CMG index (i.e. S&P 500 Total Return) is also disclosed. 
For example, the S&P 500 Composite Total Return Index (the “S&P”) is a market capitalization-weighted index of 
500 widely held stocks often used as a proxy for the stock market.  Standard & Poor’s chooses the member 
companies for the S&P based on market size, liquidity, and industry group representation.  Included are the 
common stocks of industrial, financial, utility, and transportation companies.   The historical performance results of 
the S&P (and those of or all indices) 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 S&P is not an index into which an investor can directly invest. The historical 
S&P performance results (and those of all other indices) 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 the performance of CMG’s portfolio meets, or continues to meet, his/her investment objective(s). 
 
    

 
 


