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S&P500 at1057

Year to Date Asset Class Returns

YTD Model
Symbol AssetClass Return Status
PCRIX Commodities 25.3 ouT
VGSIX REIT 188 ouT
VFINX  S&P500 19.3 ouT
VMEXK Money Market 04 IN
VBMFX Bond Index 59 ouT
WVETSX Intern'l Stocks 325 ouT
VISVX  Sm Cap Value 256 ouT
WVBISX  Short Term Bond 3.8 IN
GOLD Gold 159 IN
Stocks

The stock market continued its advance in
September despite negligible improvements in
corporate earnings. Last month | presented
evidence that the Treasury is mainlining money
through the zombied banks directly into the
stock market. There is a shortdatong term
objective to this. Sh
push up stocks to rescue the financial system. |
guoted Al an Greenspanos
op-ed article where he explained that by stock
prices going up the rest of the economy will
follow i at least for a while. If people see their
account bal ances
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 wouleeter on
insolvency and so would insurance companies.
Everything is linked to equity prices. So, the
government 6s actions,
market ideology, were necessary to prevent a
meltdown.

| also explained that the plan is for the ey

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
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risinTgne

Q

Treasury knows Wall Stre
shills, and hacks Wi induce their trusting
customer s back I n.
happening.

That

Global and emerging markets bond funds, as
well as global stock funds and sector funds, saw
yearto-date high inflows during the week ending
Sept. 17. At the same time, monayket funds
saw their secondbiggest weekly outflows this
year, according to Bostebased fund tracker
EPFR Global-Marketwatch

| saw afellow on CNBC this week gushing how
the marketds PE is only
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 insidewill be long gone

so wherebs the harm, rig
8/'}( %tockt !\@gge}nremaipstogt Sof stﬂcgscbgcgussea ]
't 0s as'’ed on Valtarati% o
rafing gnpvlyation hut g cambinalion of &gl o
spirits an reasury sta
that the govarment will have to stay in the
markets for an extended period while nations
ad ¢ E‘tr,Hpety 61 9. P T mto'?ee Wi
yoll print money and

whatever else it takes to prevent a relapse. Since
Americads c on s uuhevithsno ar e
income growth in ten years and little in savings
and a reduced inclination to borrow, it will take
guite a long time to execute a repair. Thus, we
are entering into a period of momentum
iqvc;alstﬂﬁ% Wh e squc(a)snapdr bgctkf WS boforetaljl (e
and governrent money will'present tradable buy

and sell opportunities.

To that end, | 6ve spent
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
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The wupward tred in stocks does have | nvest or s ymanaytoh caghavithrthe a n
consequences foreéhgovernment. The S&P500 Feds Fund rate at zero. Money is moving into

is up roughly 15% year to date and the dollar is other asset classes and chasing returns. The
down the same amount. All this spending is Treasury/Fed are goosing the markets amid a
weakening the dollar. Stocks are up and the weakening consumer sector. This is bizarre stuff
dollar is down. In terms of purchasing power, but t he markets dondt se
the net balance for a stock investor is zgams.

Gold is up about 15% too as it has moved Ifyoudon 6t want to | ose mon
contrary to the greenback. So, if you had an choices to make. You can wait in cash and hope
all ocation to gold and dndprayihg dollacsomehosvrsurvivess You cak e
suggestedy oudve done weahd . buHswhedgbleshand foreigs burrencies and wait it
trying to be safe has been the biggest loser. out. Or, you can allocate some capital to market

timing of the asset class and swing trade the
| do know tha in the nearterm stocks cannot momentum. Market cycles will be more volatile
sustain themselves this far above fair value in the future with sharper swings. This will

withoutretail money ocontinual intervention. frighten many investors who will seek the
perceived

Correlation Of Fed Monetization With S&P 500 Performance safety of cash

“me - for the long

haul. I
Quantathe

[ Eamg /RN\Z/ bt;e.li.eil/e t h
S9I'Bim;)nln(nuo | /-/ S a Ig mISta e.

o Secwrities Held —
Outright

March 18: Starnt Of

N\ In S&P 500 From this
_ sese - point forward
‘ | . we have to
, B carefully time
) \)// capital entry

, j o and extraction

points for

= stocks gold
200,000 and
_:_4'__/,;(~—-\;,;‘~"“',“ commodities.
W eekty Sncreas OF Secamien Mald Ourngle By Foderal Baserve $E230 e Totad Secmtios Meld Oxenghn and not
valuation is in charge.
The folks at ZeroHedge.com have been tracking cash will have a good end.
the stimulus monegs It ds mainlined into stocks.
See the graphic above. Eventually, money market rates will have to
provide apositive return above inflation or the
Source: dollar will plunge. But higher real rates will pull
http://www.zerohedge.com/article/correlation money out of the stock market and dash the
sp-500-performancded-monetizatioractivities government s pl ans. E X |
startge rates to remain low. For how long? The

timeframe all depends on if Amec a6s f i na


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 Vanguad 6 s VBMF X

surprised that some excellent bloggers and
commentators buy in so strongly to the deflation
myt h. l 61l | agree that
and office buildings are in price decline trends
but you candt extrapol at
and monetary expansi on.
printing press will always win.

The Maestro continued.

r e@neenspas sa@ that if there were a significant

safe parking place because the duration is not too issuance of Treasury securities that increased

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. | said last month that
inflation would bottom later in 2009 and this

the national debt , At her
downward p essure on the doll
ti me, he said, Ayou canbo

what the counterparty currency would bed
[GreensparSpeak for AWR] ch

Greenspan said one threat to Treasuries is the

Go

confirms it. Avery dangerouso Idebu el (
AfWebdbve got to confront t

Alan Greenspan was talking to the Tokyo clients he said.

of Deutsche Bank Securities and discussing the

bond market. AThe next Ssi x months see¢
anticipate: no inflation

Greenspan, speaking via videoconfererfican Greenspan said. AThings

Washington, indicated that successor Ben S. good f or the near term. oo

Bernanke and his fellow Fed policy makers have

until next year before inflation will present a  Greenspan said lasmonth the U.S. economy

danger. could resume growth with a 2.5 percent
expansion in the current quarter, while adding

ifWebve got worl dwide ditsherfd awa®nsiinl trainiakdo

wi || continue for a shcooutce:whil e, 06 he sBloontberg A Ou

mode says that by the early months of next year
the rate of inflation will fall below 1 percent on
an annual rateo before
Greenspands words
i nvestors ar e
forever. This is a psychologicalarfare tactic
the FED is using to push down inflation
expectations. Expectations drive inflation and
not money printing
comment s and t he
confirming that inflation is coming back and
expectations will begin to ehn g e .

~ 4~

http://www.bloomberg.com/apps/news?pid=206
01068&sid=ajTHW2dMQ3fM

i ncreasing.

At some point in the future, the FED will begin

conf irram smyn gansaH o/rsti st er iManmgt er
convi nc e dntl wnflatdn dtarts Imaving up. dlesdspeet theyo n

will keep the Feds Fund rate under the inflation
rate for a long time. Offering investors real
interest rate much above zero would cause cash

a | twleaee. stocks an@ meve ints ghartntéyns bonds.
dat aln & Gragite econorayw puchped up awvithe debt

spending this creates a real conundrum. If they

| O naise gates tboequickly 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 fixé income will crash. their commercial paper gets marked down.
This means theyol | d r a wany lreasuxy snoneyuntarket fands have clogeel r y
caref ul At t he same ttd mew investére sineeothel rdarkétsn mayv geroi t
necessary to move to a better currency system interest. It costs them more to manage the fund

than the dollar. Foreign governments will take
every opportunity to exit the dollar but &am
move too quickly or the dollar will crash along
with equity markets.

Herebs the key
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, lhe 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
befa e . So t he
governments keep inflation
under control while trying to
shift consumption to Asia to
keep growth expanding. Tha " ]
will be a big task and probably " 1
not doabl e. | =00 4
timeframe for the world s -
economy but it loks dicey. .
Stocks, gold, bond and casl .
asset classes are all in play.
As a side note, the Treasury i **]
no longer providing its

N

t ak eawa yGold

guestion i s,

thanthey can earn on the securities.

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

The seesaw between
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 Fedeal Reserve Chairman Alan
Greenspan said.
The gai ns ar e Astrict

phenomenon, 0O Greenspan
investment conference in New York. Rising
prices of precious metals and other commodities

are MfNan i addarycearly stagef ao f
endeavor to move away fr
he said.

A Wh at i's fascinatigog i s

still holds reign over the financial systeas the
ul ti mate source of payme
Ahow wi ||

Gold price, dollar per ounce, London PM fix

Source: Ghobal Insight

emergency guarantee on mone 2 -
mar ket funds. J2r-00 Dt Jutr
that 6s reason
funds are liquid.

f orr
Thereal risk would be if

corporations start cascading into bankruptcy and offs.

~5~

huge <concern

.
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as these mutual
Gold continues to chug higher with its usual sell
Yes, gold is rising against all currencies
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over the past year but look more closely. Since Several very bright market commentators are
March, bullion is rising against the dollar but  predicting a hge downturn in stocks because

i sndt as strong agai nsttheynearectlyostate ehe market is eyeicede s .
actually fallen recently against the Yen, Euroand r el at i v e t o earnings.
others. This means the dollar is the currency i mpor tant point. The ma
bearing the brunt of declining confidence. fall during the financial reconstruction period. In

order to keep investors in the matkthe
You can view all the gold/currency charts at government will have to maintain positive

http://www.research.gold.org/prices/daily/ If momentum in stocks] expect the stock market
t her e 6 sf i ammntch aarl cri si s tohdver daseté key moximeavetage devels for
rush into the dollar like in 2008. some time (1roll use the ab

moving average).

Commodities Many financial advisors and speculators use
The commodity market has backed off. It primitive timing methods based on MAs. The
leveled off almost exactly after | issued my Sell 200 day and 300 day MA are the most common.
Alert for the asset class. Going forward, Next down the line are poor timing methods such

commodities may provide excellent gsibut it as Elliott Wave, Dow Theory and foolishly
will be tricky. It all depends on the global  projecting chart trend lines into the future. These
economy. For this reasoh6ve devel bhedgsa dondtlyy work. Very

momentum  market timing model for
commodities and am excited to present the MA systems can come close to the returns of buy

details about it to you in this newsletter | 6 dnd hold and actually beat it if you include

been trying for years to develop model that i nterest i ncome when out

captured all the gains and with a very high trade voodoo. MA systems are based on price

success percentage. movements relative to an average. A system
based on price is a monteam system.

My mod el i's not for day traders. l'tos for | o1

term investors who want to include commodities MA systems buy when the price moves above

in their portfolio but want to avoid steep losses. t he average and sell wh e

My model rarely tradesnd the performance is often hear commentators

superb. Again, more on this in a bit. t he market goes above 11
i no. Theyor e actually

The CFTC is examining commodities futures averageandsmet i mes t hey ol | ad

funds to see if they are causing speculative

swings in commodity pr iThe emgving averdge ef yhé £&50Q imimpoitant g

about placing constraints on etf products like because as stocks rise above these averages,

DBC. earlydts knawdaw this will affect people become more positive on stocks. It juices

the ETFs as an asset class vehicle but the buzz up their greed. This psychological phenomenon

i snét good. We 61 | havei d$d 0oi wmpottantd. s éée otreasikre s t

because they understand the psychology that
drives markets and can manipulate the markets to

The Momentum Era draw in retail investors while they ease their own
What is momentum trading and why should you money out.
care?


http://www.research.gold.org/prices/daily/
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Her eobs
moving average lines.

t he

S&P500
Notice how the market

wi t h Uded ecal 2ife0 anch with realOnfoney ahese

ganed 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,

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

08 Ap Jd Oct

N8 Ax

in a fallingmarket.

| 6ve

artiocl

es

written

on

L50K

LAK

L30X

LK

my

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

we b

t h eddgapemiviowng AvgrageaTvneng AygteamsMy

AYowser Uncl e Tom,
look like a good way to get into and toof the
stock mar ket o. What 6s

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

So many people use MA methods that
this tetnique can actually drive market action.

invest.

Her eds
foll owi ngo

t he

probl em.
t ool

By

A

the market on buys and sells. In other words, it
leaves a lot on the table on most trades.
Furthermore, you never knoif a sell signal is

for

a

smal |

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

ne

paper proved mathematically that simple MA

sgstems canceasily bdatdb®y and Rotdo p | e

The conclusion of the paper was that all the

stories you rad about market timg being
impossible are pure bunk

peopl e

who

donodt
research. | never formally published my results

|l t 6s
t bmadice

t

M A tradeynagaznm Why? Because torme a 300
d edayi MA dystemnis primitivev comparesh theva y s
methods | personally use for market timing.

My original study concluded that the 40 week

athas ca testar e
moving averages of any duration for any market.
In 2003 | wrote a white paper on the subject and
it remains one of the most heavily accessed
site.

(O

propa

h

o r (aka 10bmorgh on30C:day} MA system wockedn 0 t

the best.

using a second 10 week crossover average.

Returns could be further enhanced by


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 sirgp 300 day system. It losses are manageable and the wins are good. It

doesnodt have returns akeep$ yog but i bad trdutde. As eVviA Himidg |
systems go,
- - - - - - - - this is state
C]rcle_BE.H _I'u'IDdEI _“.-"uBetter _Trades _“.-’uSuc:cess _I'u'IEd Gain _I'u'Ied Loss _Risk . of the art.
10/0| 242,318 204,333 0.84 kT 0.62 14 67 -4 58 067 And, a sad
300 Day Moving Average Timing Model state it is!
Why do | say

devised in my paper or as high a trade success that? Becasie i t doesnot hol d

rate but the 300 day method is easier to use. TGR Trend System.

Let s updat e f{testeghed086dagar ch and r e
MA on the S&P500 from its modern initiation The TGR Trend Model
1957t0 2009t hat 6s 53 year s Mynewdtrand @ming includet tivo featsires never
monthly closing prices. For the 53 years, a 300 present in a simple MA system. It includes
day moving average system did fairly well. Acircuit breakerso and t
Aresonanceodo of aA cipcaitr t i C L
Using a simple 300 day MA, 62% of your trades breaker is a danger condition that might presage
were wins. You were in the market only 67% of a large downturn in the index. It can also help
the time. Yougained 84% of the SP500 points. avoi d a false bottom. I n
Investing cash at 5% when out of the market other market variables. If the circuit breaker
means your $10,000 reinvested total return trips it immediately exits the market regast
would be $60,000 versus the $242 000r of the current price.
B&H. That s al most twice as good as B&H.
The Oresonance0 means my
The average gain per winning trade was 14.7% the cycle of a particular index. Many markets
andthe median loss on a losing trade was 4.6%. have a different resonance although for specific
| 6m using median aver agnmar rrketthseri tt hsam yrsu mernisd alt
average. The median is the loss in the middle of my trend model also works on foreigstock
all losses. markets.

It had 14 losing trades out of 37. The largest Her eds t he back tested r
onetime loss was about 12% in the 1990 bear System for the S&P500 from 1957 to 2009.

market and another 9% in 1987. These figures

may be different f rom 3he M&RoTnead Systern beats B&ld by®9%y. dni s
based on if they

used average

monthly prices

or month end

prices.

This system does slightly better in prolonged other words it actually accumulates 69% more
bear markets than in bull markets. trading points than B&. That is amazing for a
trend following system.
Now you can see whypeople use this timing 300 day MA system. It has only 17 trades over
system. The losing trades are high but the actual fifty years, not 37. It had only one losing trade

~ 8~



