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S&P500 at 1057 

                    

 

 

 
 

Stocks 

The stock market continued its advance in 

September despite negligible improvements in 

corporate earnings.  Last month I presented 

evidence that the Treasury is mainlining money 

through the zombied banks directly into the 

stock market.  There is a short and long term 

objective to this.  Short term, itôs necessary to 

push up stocks to rescue the financial system.  I 

quoted Alan Greenspanôs recent Financial Times 

op-ed article where he explained that by stock 

prices going up the rest of the economy will 

follow ï at least for a while.   If people see their 

account balances rising theyôll feel more 

prosperous and inclined to spend.   

 

The longer term reason is the US financial 

system is bankrupt.  If stock prices remained low 

for a year then pension funds would teeter on 

insolvency and so would insurance companies.  

Everything is linked to equity prices.  So, the 

governmentôs actions, although contrary to free 

market ideology, were necessary to prevent a 

meltdown.   

 

I also explained that the plan is for the Treasury 

to withdraw its money from the markets as 

private money enters.  The retail investor always 

buys near the highs and exits at the lows.  By 

creating an upward momentum in stocks, the 

Treasury knows Wall Streetôs financial advisors, 

shills, and hacks will induce their trusting 

customers back in. Thatôs exactly what is 

happening. 

 

Global and emerging markets bond funds, as 

well as global stock funds and sector funds, saw 

year-to-date high inflows during the week ending 

Sept. 17. At the same time, money-market funds 

saw their second-biggest weekly outflows this 

year, according to Boston-based fund tracker 

EPFR Global. -Marketwatch 

 

I saw a fellow on CNBC this week gushing how 

the marketôs PE is only 14 and thereôs big upside 

potential.  Actually, the PE is 26 based on year-

ahead Reported Earnings.  Nobody cares.  The 

end result will be another fleecing but by then 

the Treasury and the insiders will be long gone 

so whereôs the harm, right?  

 

My Stock Model remains out of stocks because 

itôs based on valuation.  The market is not 

trading on valuation but a combination of animal 

spirits and Treasury starter fluid. Itôs clear to me 

that the government will have to stay in the 

markets for an extended period while nations 

attempt to repair the worldôs financial systems.  

Theyôll print money and provide credit and do 

whatever else it takes to prevent a relapse.  Since 

Americaôs consumers are tapped out with no 

income growth in ten years and little in savings 

and a reduced inclination to borrow, it will take 

quite a long time to execute a repair.  Thus, we 

are entering into a period of momentum 

investing where surges and backflows of retail 

and government money will present tradable buy 

and sell opportunities.  

 

To that end, Iôve spent the last couple months 

developing a momentum or trend timing system 

for stocks.  A lot more on this in a bit.    

 

http://www.marketwatch.com/story/investors-head-back-into-riskier-mutual-funds-2009-09-18?siteid=yahoomy


The Gleason Report                                                                                                                   October 2009 

 

 

~ 3 ~  
 

The upward trend in stocks does have 

consequences for the government.  The S&P500 

is up roughly 15% year to date and the dollar is 

down the same amount.  All this spending is 

weakening the dollar.  Stocks are up and the 

dollar is down.  In terms of purchasing power, 

the net balance for a stock investor is zero gains. 

Gold is up about 15% too as it has moved 

contrary to the greenback.  So, if you had an 

allocation to gold and foreign currencies like Iôve 

suggested,  youôve done well.  Holding cash and 

trying to be safe has been the biggest loser.   

 

I do know that in the near term stocks cannot 

sustain themselves this far above fair value 

without retail money or continual intervention. 

 

The folks at ZeroHedge.com have been tracking 

the stimulus money as itôs mainlined into stocks. 

See the graphic above.  

 

Source:  

http://www.zerohedge.com/article/correlation-

sp-500-performance-fed-monetization-activities-

start-qe 

 

 

Investors canôt earn any money on cash with the 

Feds Fund rate at zero.  Money is moving into 

other asset classes and chasing returns. The 

Treasury/Fed are goosing the markets amid a 

weakening consumer sector.  This is bizarre stuff 

but the markets donôt seem to care. 

 

If you donôt want to lose money then you have 

choices to make.  You can wait in cash and hope 

and pray the dollar somehow survives.  You can 

buy some gold and foreign currencies and wait it 

out.  Or, you can allocate some capital to market 

timing of the asset classes and swing trade the 

momentum.  Market cycles will be more volatile 

in the future with sharper swings.  This will 

frighten many investors who will seek the 

perceived 

safety of cash 

for the long 

haul.  I 

believe thatôs 

a big mistake. 

 

From this 

point forward 

we have to 

carefully time 

capital entry 

and extraction 

points for 

stocks, gold 

and 

commodities.  

Momentum 

and not 

valuation is in charge. I donôt believe staying in 

cash will have a good end.   

 

Eventually, money market rates will have to 

provide a positive return above inflation or the 

dollar will plunge.  But higher real rates will pull 

money out of the stock market and dash the 

governmentôs plans.  Expect real cash interest 

rates to remain low.  For how long?  The 

timeframe all depends on if Americaôs financial 

source:%20%20http://www.zerohedge.com/article/correlation-sp-500-performance-fed-monetization-activities-start-qe
source:%20%20http://www.zerohedge.com/article/correlation-sp-500-performance-fed-monetization-activities-start-qe
source:%20%20http://www.zerohedge.com/article/correlation-sp-500-performance-fed-monetization-activities-start-qe
source:%20%20http://www.zerohedge.com/article/correlation-sp-500-performance-fed-monetization-activities-start-qe
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systems can become self supporting again and if.  

It might take many years.  

 

 

Bonds 

There is no sense owning long term bonds with 

rates this low.  The 10 year Treasury bond is 

well under 4% and 20 year AAA corporates are 

just above 5%.  Considering the future inflation 

risk, I would stay away.   An index whole market 

bond fund like Vanguardôs VBMFX remains a 

safe parking place because the duration is not too 

long and it holds a broad mix of issues.   

 

Inflation remains muted but pressure is building. 

The Future Inflation Gauge from the Economic 

Cycle Research Institute moved up strongly 

again this past month.  I said last month that 

inflation would bottom later in 2009 and this 

confirms it.   

 

Alan Greenspan was talking to the Tokyo clients 

of Deutsche Bank Securities and discussing the 

bond market. 

 

Greenspan, speaking via videoconference from 

Washington, indicated that successor Ben S. 

Bernanke and his fellow Fed policy makers have 

until next year before inflation will present a 

danger.  

 

ñWeôve got worldwide disinflation in train and it 

will continue for a short while,ò he said. ñOur 

model says that by the early months of next year 

the rate of inflation will fall below 1 percent on 

an annual rateò before increasing. 

 

Greenspanôs words confirm my analysis.  Many 

investors are convinced weôll have deflation 

forever.  This is a psychological warfare tactic 

the FED is using to push down inflation 

expectations.  Expectations drive inflation and 

not money printing alone.  Greenspanôs 

comments and the data Iôve provided are 

confirming that inflation is coming back and 

expectations will begin to change.   Iôm quite 

surprised that some excellent bloggers and 

commentators buy in so strongly to the deflation 

myth.  Iôll agree that asset prices like housing 

and office buildings are in price decline trends 

but you canôt extrapolate that to consumer prices 

and monetary expansion.  The governmentôs 

printing press will always win.   

 

The Maestro continued. 

 

Greenspan said that if there were a significant 

issuance of Treasury securities that increased 

the national debt, ñthere would be of necessity 

downward pressure on the dollar.ò At the same 

time, he said, ñyou canôt say that without saying 

what the counterparty currency would be.ò 

[Greenspan-Speak for ñWatch Goldò ï TGR] 

 

Greenspan said one threat to Treasuries is the 

ñvery dangerousò level of U.S. national debt. 

ñWeôve got to confront that issue immediately,ò 

he said.  

 

ñThe next six months seem reasonably easy to 

anticipate: no inflation, good economic growth,ò 

Greenspan said. ñThings are turning and it looks 

good for the near term.ò  

 

Greenspan said last month the U.S. economy 

could resume growth with a 2.5 percent 

expansion in the current quarter, while adding 

there was still a risk of a ñsecond wave down.ò 

Source: Bloomberg 

http://www.bloomberg.com/apps/news?pid=206

01068&sid=ajTHW2dMQ3fM 

 

At some point in the future, the FED will begin 

raising short term interest rates.  Theyôll wait 

until inflation starts moving up.  I suspect they 

will keep the Feds Fund rate under the inflation 

rate for a long time.  Offering investors real 

interest rates much above zero would cause cash 

to leave stocks and move into short term bonds.  

In a fragile economy pumped up with debt 

spending this creates a real conundrum.  If they 

raise rates too quickly stocks will crash.  If they 

http://www.bloomberg.com/apps/news?pid=20601068&sid=ajTHW2dMQ3fM
http://www.bloomberg.com/apps/news?pid=20601068&sid=ajTHW2dMQ3fM
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let inflation run up then fixed income will crash.  

This means theyôll draw things out and be very 

careful.  At the same time, the world knows itôs 

necessary to move to a better currency system 

than the dollar.  Foreign governments will take 

every opportunity to exit the dollar but canôt 

move too quickly or the dollar will crash along 

with equity markets. 

 

Hereôs the key takeaway.  The seesaw between 

rates and inflation will create volatile markets 

and trading opportunities in stocks and 

commodities.  A successful swing trader can 

play the price movements for gains.  But, non 

trading capital must be protected from the fragile 

dollar. 

 

For example, TIPS investors are up about 6% 

year to date whereas international TIPS (WIP) 

are up 17% due to a falling dollar.  If real rates 

go positive, the dollar could strengthen but that 

would kill stocks.  If inflation goes above 5% 

stocks are in trouble and so are bonds.  It will 

take years to repair this mess. 

 

One thing we know for sure.  The aging US 

population will never spend and borrow like 

before.  So the question is, ñhow will 

governments keep inflation 

under control while trying to 

shift consumption to Asia to 

keep growth expanding.  That 

will be a big task and probably 

not doable.  I canôt predict the 

timeframe for the world 

economy but it looks dicey.  

Stocks, gold, bond and cash 

asset classes are all in play. 

 

As a side note, the Treasury is 

no longer providing its 

emergency guarantee on money 

market funds.  I donôt think 

thatôs reason for huge concern as these mutual 

funds are liquid.  The real risk would be if 

corporations start cascading into bankruptcy and 

their commercial paper gets marked down.  

Many treasury money market funds have closed 

to new investors since the markets pay zero 

interest.  It costs them more to manage the fund 

than they can earn on the securities.   

 

Folks, in a world like this you need to own some 

gold.     

 

Gold 

Gold prices that jumped above $1,000 an ounce 

this week are signaling that investors are buying 

metals to hedge against declines in currencies, 

former Federal Reserve Chairman Alan 

Greenspan said.  

 

The gains are ñstrictly a monetary 

phenomenon,ò Greenspan said today at an 

investment conference in New York. Rising 

prices of precious metals and other commodities 

are ñan indication of a very early stage of an 

endeavor to move away from paper currencies,ò 

he said.  

 

ñWhat is fascinating is the extent to which gold 

still holds reign over the financial system as the 

ultimate source of payment,ò Greenspan said. 

 

 

Gold continues to chug higher with its usual sell 

offs.  Yes, gold is rising against all currencies 
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over the past year but look more closely.  Since 

March, bullion is rising against the dollar but 

isnôt as strong against most other currencies.  Itôs 

actually fallen recently against the Yen, Euro and 

others.  This means the dollar is the currency 

bearing the brunt of declining confidence.   

 

You can view all the gold/currency charts at 

http://www.research.gold.org/prices/daily/. If 

thereôs another financial crisis, I donôt expect a 

rush into the dollar like in 2008. 

 

 

Commodities 

The commodity market has backed off.  It 

leveled off almost exactly after I issued my Sell 

Alert for the asset class.  Going forward, 

commodities may provide excellent gains but it 

will be tricky.  It all depends on the global 

economy.  For this reason Iôve developed a 

momentum market timing model for 

commodities and am excited to present the 

details about it to you in this newsletter.  Iôd 

been trying for years to develop a model that 

captured all the gains and with a very high trade 

success percentage.   

 

My model is not for day traders.  Itôs for long 

term investors who want to include commodities 

in their portfolio but want to avoid steep losses.  

My model rarely trades and the performance is 

superb.  Again, more on this in a bit. 

 

The CFTC is examining commodities futures 

funds to see if they are causing speculative 

swings in commodity prices.  Theyôre talking 

about placing constraints on etf products like 

DBC.  Itôs too early to know how this will affect 

the ETFs as an asset class vehicle but the buzz 

isnôt good.  Weôll have to wait and see. 

 

 

The Momentum Era 

What is momentum trading and why should you 

care?   

 

Several very bright market commentators are 

predicting a huge downturn in stocks because 

they correctly state the market is over-priced 

relative to earnings.  Theyôre missing an 

important point.  The market canôt be allowed to 

fall during the financial reconstruction period.  In 

order to keep investors in the market the 

government will have to maintain positive 

momentum in stocks.  I expect the stock market 

to hover close to key moving average levels for 

some time.  (Iôll use the abbreviation MA for 

moving average). 

 

Many financial advisors and speculators use 

primitive timing methods based on MAs.  The 

200 day and 300 day MA are the most common.  

Next down the line are poor timing methods such 

as Elliott Wave, Dow Theory and foolishly 

projecting chart trend lines into the future.  These 

things donôt work. Very costly!  

 

MA systems can come close to the returns of buy 

and hold and actually beat it if you include 

interest income when out of the market.  Itôs not 

voodoo.  MA systems are based on price 

movements relative to an average.  A system 

based on price is a momentum system. 

 

MA systems buy when the price moves above 

the average and sell when it goes below.  Youôll 

often hear commentators say something like, ñif 

the market goes above 1180 then weôre going all 

inò.  Theyôre actually discussing a moving 

average and sometimes theyôll admit it. 

 

The moving average of the S&P500 is important 

because as stocks rise above these averages, 

people become more positive on stocks.  It juices 

up their greed.  This psychological phenomenon 

is important. It makes the Fedôs job a lot easier 

because they understand the psychology that 

drives markets and can manipulate the markets to 

draw in retail investors while they ease their own 

money out. 

 

http://www.research.gold.org/prices/daily/


The Gleason Report                                                                                                                   October 2009 

 

 

~ 7 ~  
 

Hereôs the S&P500 with the 200 and 300 day 

moving average lines.  Notice how the market 

gained strength once the price broke decisively 

over the green 200 day MA.  

 

 

Source:  finance.yahoo.com 

 

In early 2008 the MA method got you out of 

stocks above 1450.  In 2009 they got you back in 

around 900 to 980.  You might be thinking, 

ñYowser Uncle Tom, these moving averages 

look like a good way to get into and out of the 

stock marketò.  Whatôs not to like?  People look 

at these charts in hindsight and see how they 

could have saved their financial hide.  They then 

extrapolate forward and figure this is the way to 

invest.  So many people use MA methods that 

this technique can actually drive market action. 

 

Hereôs the problem. A MA system is a ñtrend 

followingò tool.  By definition it will always lag 

the market on buys and sells.  In other words, it 

leaves a lot on the table on most trades.  

Furthermore, you never know if a sell signal is 

for a small decline or a big one so you canôt 

second guess it.  If it says sell, get out. 

 

Used real time and with real money, these 

systems can suffer from frequent whipsaws and 

too many trades if used on a weekly basis.  The 

losses nibble away at your capital. Using a 

monthly 

system 

reduces the 

number of 

trades but 

increases the 

likelihood of 

a larger 

drawdown.  A 

drawdown is 

a fancy term 

for a big loss.  

It all depends 

on if the 

crossover hits 

early or late 

in the month 

in a falling market. 

 

Iôve written a software program that can test 

moving averages of any duration for any market.  

In 2003 I wrote a white paper on the subject and 

it remains one of the most heavily accessed 

articles on my web site. Hereôs the link for my 

old paper Moving Average Timing Systems.  My 

paper proved mathematically that simple MA 

systems can easily beat buy and hold.   

 

The conclusion of the paper was that all the 

stories you read about market timing being 

impossible are pure bunk.  Itôs propagated by 

people who donôt take the time to do some basic 

research.  I never formally published my results 

in a trade magazine.  Why?  Because to me a 300 

day MA system is primitive compared to the 

methods I personally use for market timing. 

 

My original study concluded that the 40 week 

(aka 10 month or 300 day) MA system worked 

the best.  Returns could be further enhanced by 

using a second 10 week crossover average.   

 

http://finance.yahoo.com/echarts?s=%5EGSPC#chart3:symbol=^gspc;range=5y;indicator=sma(300,200)+volume;charttype=line;crosshair=on;ohlcvalues=0;logscale=off;source=undefined
http://www.gleasonreport.com/documents/ma-systems/movingavg.htm
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Most people use a simple 300 day system.  It  

doesnôt have returns as high as the method I 

devised in my paper or as high a trade success 

rate but the 300 day method is easier to use. 

 

Letôs update the research and re-test the 300 day 

MA on the S&P500 from its modern initiation in 

1957 to 2009 ï thatôs 53 years of data.  Iôll use 

monthly closing prices.  For the 53 years, a 300 

day moving average system did fairly well.   

 

Using a simple 300 day MA, 62% of your trades 

were wins.  You were in the market only 67% of 

the time.  You gained 84% of the SP500 points.  

Investing cash at 5% when out of the market 

means your $10,000 reinvested total return 

would be $460,000 versus the $242,000 for 

B&H.  Thatôs almost twice as good as B&H.   

 

The average gain per winning trade was 14.7% 

and the median loss on a losing trade was 4.6%.  

Iôm using median average rather than numerical 

average.  The median is the loss in the middle of 

all losses.   

 

It had 14 losing trades out of 37.  The largest 

one-time loss was about 12% in the 1990 bear 

market and another 9% in 1987.  These figures 

may be different from someone elseôs analysis 

based on if they 

used average 

monthly prices 

or month end 

prices. 

 

This system does slightly better in prolonged 

bear markets than in bull markets. 

 

Now you can see why people use this timing 

system.  The losing trades are high but the actual 

losses are manageable and the wins are good.  It 

keeps you out of bad trouble. As MA timing 

systems go, 

this is state 

of the art.  

And, a sad 

state it is!  

Why do I say 

that?  Because it doesnôt hold a candle to the 

TGR Trend System.   

 

 

The TGR Trend Model 

My new trend timing includes two features never 

present in a simple MA system.  It includes 

ñcircuit breakersò and the ability to calculate the 

ñresonanceò of a particular market.  A circuit 

breaker is a danger condition that might presage 

a large downturn in the index.  It can also help 

avoid a false bottom. In short, itôs able to look at 

other market variables.  If the circuit breaker 

trips it immediately exits the market regardless 

of the current price.  

 

The óresonanceò means my model is adaptive to 

the cycle of a particular index.  Many markets 

have a different resonance although for specific 

markets it stays consistent over time. Thatôs why 

my trend model also works on foreign stock 

markets.   

 

Hereôs the back tested results for the TGR Trend 

System for the S&P500 from 1957 to 2009.   

 

The TGR Trend System beats B&H by 69%.  In 

other words it actually accumulates 69% more 

trading points than B&H.  That is amazing for a 

trend following system.  Itôs twice as good as the 

300 day MA system.  It has only 17 trades over 

fifty years, not 37.  It had only one losing trade 


