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Stocks rose for the third consecutive week as the rally off the July 15™ low is still intact and market breadth has shown
tremendous improvement. The economic picture has changed dramatically over the past month as crude oil and commaodities
prices have plunged and the U.S. Dollar has rallied strongly. Most markets are now at important inflection points which will
keep traders on their toes.

Many statistics of market breadth are at their best levels in some time, such as new highs versus new lows and the percent of
stocks in the S&P 1500 which are over their own 200-day moving average. It is now over 50% for the first time since October 15,
2007. However, short-term indicators are starting to come down from overbought levels, options buyers have been showing
bullishness, and volume has been decreasing as stocks have moved higher. These and other factors leave stocks vulnerable to a
drop.

Stocks have moved higher as the U.S. Dollar spiked and crude oil and commodities dropped sharply. The Dollar is now
overbought and crude oil, gold, and the commodities index are at or near oversold levels. As these markets regress to the mean
sellers of equities may become more aggressive, and in a low volume environment an increase in selling may cause a move lower
to be exaggerated. Volume has not been strong, and the last two weeks of August are traditionally among the lightest of the year.

We remain concerned about the P/E ratio of the S&P 1500, which is at the highest level since January 2004. The difference is
now it is rising, while at that time it was coming down. The spread between the 10-year bond vield and the earnings vield based
on the current P/E ratio is about zero, meaning the 10-year bond yield is about the same as the S&P 1500 earnings vield. That
spread is below levels seen at May 2006, July 2007, and June 2008. Each of those occurrences was followed by a sharp drop in
equities. The spread based on the forward P/E ratio is still at levels where stocks would usually be attractive, but that spread has
been narrowing also and is in the area it was in during the May to July stock plunge. The problem is that aggregate reported
earnings have been dropping precipitously, while projected earnings are also moving inexorably lower, although at a slower rate.
With earnings season essentially 95% over reported earnings and projections may level off for a while, but if interest rates move
higher in the near-term these spreads will only worsen.

The current rally is still intact, so investors should continue to trade the long side. Valuations are at levels where equities have
been vulnerable in the past, short-term sentiment is getting bullish, buyers are becoming reluctant, and we are in the seasonally
weak months of August and September. Therefore, investors should be on high alert for the possibility that equities may be about to
make another leq down. The factors that could help keep the current rally going would be continued weakness in the price of
crude oil and commodities, continued strength in the U.S. Dollar, and an extremely active Fed.

The short and intermediate-term trends are up, while the long-term trend is still down. We reiterate that this continues to be a
bifurcated, opportunistic trader’s market, with adept traders able to take advantage long or short. Investors need to be alert to
sector rotation and should not hesitate to move out of lagging sectors and stocks and into leaders.
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So far 473 companies in the S&P 500 have reported second quarter earnings. According to Bloomberg, 67.9% have had positive
surprises, 6.8% have been in line, and 25.3% have been negative. The year-over-year change has been -24.1% on a share-
weighted basis, -24.3% market cap-weighted, and -12.6% non-weighted. Ex-financial stocks these numbers are 4.2%, 7.3%, and
5.0%o, respectively.

Federal Funds futures are pricing in an 86.0% probability that the Fed will leave rates at 2.00%, and a 14.0% probability of
raising 25 basis points to 2.25 when they meet on September 16™.

The S&P 1500 (296.23) was up 0.363% Friday. Average price per share was up 0.22%. Volume was 849% of its 10-day average
and 73% of its 30-day average. 59.62% of the S&P 1500 stocks were up on the day. Up Dollars was 65% of its 10-day moving
average and Down Dollars was 40% of its 10-day moving average. For the week the index was up 0.301% on decreasing and
lower than average weekly volume.

Options expire September 19th.
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The rally remains intact

as the S&P 1500 stayed
trend

above the lower

line of the bearish
wedge and above the 50-

day moving average (blue).
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59.62% ot the S&P 1500
traded higher Friday.
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50.2% ot the S&P 1500 are
above their 200-sma, the
first time since 10/15/07
more than half are above
that important moving

average.

Volume has been decreasing
as stocks have moved

higher.
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Our proprietary options
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ness among options

traders. It is not vyet
at extreme levels, but it
does leave stocks vulner-
able to a pullback at any

time.

There were 36 new high
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investors increasing

desire tom take profits.

It has not yet hit the

levels  where important

tops have been made.


Wayne S. Kaufman
Text Box
Our proprietary options 
indicator shows bullish-
ness among options 
traders.  It is not yet
at extreme levels, but it
does leave stocks vulner-
able to a pullback at any
time.

Wayne S. Kaufman
Text Box
There were 36 new high
reversals Friday, showing
investors increasing 
desire tom take profits.
It has not yet hit the 
levels where important
tops have been made.


The Kaufman Report - Wayne S. Kaufman, CMT

Our statistics of supply
30000 Up Volume 10-sma (2,546,771,456. O) Down Volume 10-sma (2,021 9}4,272.0) A - (red lines) and demand
20000 " | (green lines) show that
Xmoooof:}}/j AL Qﬁ#m\vﬂ%ﬁwb&\/ e v buying has been decreasing

Up Volume 20-sma (2,627,584,512.0), Down Volume 20-sma (2,291,075,072.0) A =

30000 /™ 30000 | as stocks have moved
25000 N /v/w&w/\/” i s /S high
20000~ P e , m /N0 o igher.
15000 S T KON oo~ X AN XDt 00mar N e o *15000
—=
25000 Up Volume 50-sma (2,329,992,192.0), Down Volume 50-sma (2,698’513,,6?4.9)\“\ /M,/Mi\ ;25000
- AN . A~ R == et —w“( -
20000 TN B . At —20000
15000~ e Rt - ~15000
k100000 = T [x100000

Up Poaints 10-sma (659. 520),/

N
500 B A ) 500
A AN AY NIV A N NS \/ \«AV'\ v \“, /
:/\},\r"f/\:\*’\/\\ //M l\\ f\/\ﬂ\f{\‘lyi\ﬁw/\fv\mﬁﬁ /N / \\/\,\/\’i/; ’[\NY&WF «% {P\
Up Points 20-sma (683. 370),”DOWﬂ Points 20-sma (524. 649) LT
Y M e e, ﬁﬁ . SN
500 { o WIS T = 500
ST Y RN / vﬂ\f\'i\*‘ﬂ¥/\ M VX o \// " VA a/\/ RO S N _
P U A e O e 2 N A PR - -
600— Up Points 50-sma (536.230), Down Points 50-sma (590 560)X W .~ 600
. TN h o A
500 / LS /\WM”N/«\ N SN NG N "7~ 500
N N N -
400 s g — 400
300 ST — 300
25000 - Up Dollars 10-sma (172,069,456\;0)‘,,‘ Down Dollars 19-sm§ (95,066,696.0) =25000
20000— r\ // LV/ | [\ M “(\ N “-/
15000— AN N

Wil »
I W/\%fi’\‘ /

AN
10000 - /7“%“ 'l Raah ww”\\m‘\' Lo “‘”“(\V&” v/‘\,i

k100000 Y v
Up Dollars 20-sma (162,692,944. O){DOWn Dollars 20-sma (119 955 008.0)

o 1000000

=20000

20000~
15000 - — f‘ =15000
10000 -~ INNAL I J y ‘%i:\ N”K MV\J@W% ’ S N =10000
100000—= o e el x1000000
Up Dollars 50-sma (122,021,216.0), Down Dollars 50-sma (145, 3Q4 192. O)/ z
15000 AV A - —15000
- W " =N \/Mi - P NSV A N i VAT
- s W VN MY Y VA Ao
10000~ o T ‘ ‘ /Y —10000
“ 7\#\\ AN \\V\J¥——‘Vﬂ ) A/\/,,,,‘,«/V%/?Jwﬂyy\'\ /H\ﬁ % v -
L P ,/X\ —J B ‘ P// _
X10000) S oo X000

AL CHTEITEI TR CO O EEOE EE O EEEEETEEEOEEET COETEE RO SO O COE R LR T TR
Oct Nov |Dec 2007 Mar Apr May Jun Jul |Aug |Sep [Oct |Nov Dec 2008 Feb Mar Apr May Jun Jul Aug

The Kaufman Report - 8/16/2008



Wayne S. Kaufman
Text Box
Our statistics of supply
(red lines) and demand
(green lines) show that
buying has been decreasing
as stocks have moved 
higher.


The Kaufman Report -

Wayne S. Kaufman, CMT

97.31, 2

.23, +1.07)

350

300

5.0
4.5
4.0
3.5

25

20

16

15
14

LD (6.46410)

]

pread % (0.04060)

100

a
o

|
|
|
|
|
- |
1
) Oct Nov Dec 2007 Feb Mar Apr ‘

Jul  Aug

8 Feb

Sep Oct Nov Dec 200

Mar

Apr

May

Jun

N
o

Ay
[¢)]

The Kaufman Re

port - 8/16/2008

The P/E ratio continues

to move higher as stocks

rise  and earnings drop.

It is at the highest level
since January 2004. At

that time it was dropping.
P/IE is 15.47,
not far the 1582 it

hit at the May 19th

The forward
from
top

for stocks.

The 10-year bond yield is

about the same as the

S&P 1500 earnings vyield,
making the spread about

zero. The spread based

on the forward P/E is in
the area where stocks
should be attractive, but
at the level

19th

of the May
top.
Current  (green)and
(blue)

continue to

projected
earnings

move inexorably lower.


Wayne S. Kaufman
Text Box
The P/E ratio continues
to move higher as stocks
rise and earnings drop.
It is at the highest level
since January 2004.  At
that time it was dropping.

Wayne S. Kaufman
Text Box
The forward P/E is 15.47,
not far from the 15.82 it
hit at the May 19th top
for stocks. 

Wayne S. Kaufman
Text Box
The 10-year bond yield is
about the same as the
S&P 1500 earnings yield,
making the spread about
zero.  The spread based
on the forward P/E is in
the area where stocks
should be attractive, but
at the level of the May
19th top.

Wayne S. Kaufman
Text Box
Current (green)and 
projected (blue)
earnings continue to
move inexorably lower.


The Kaufman Report

- Wayne S. Kaufman, CMT

S&P 1500 (295,36, 297.31, 294.65, 296.23, +1.07)
b ] g P !

350— ‘ l — 350
| ‘ — l .
t | | T
¥ | | | -
_ | I _
300 | | L ] ~ 300
| | | | -
- ! | l i
85 ‘ US Dollar Index (77.1800) l 1 - 85
| | | -
| | | | -
! - | | _
80 | | —— | - 80
_ | | | —— -
| | _
75 ; ; ‘ : - 75
| | | ‘ -
] Spot Oil (113.770) 1 1 -
| | | | -
| | l l i
100 | l | | — 100
| | I - ,
_ | | | _
| | | _
— ‘ ‘ —
| CRB Index (383.300) | ‘ -
450 ! ! ! ! = 450
- | | | -
400— | | l = 400
- | | I -
350 - i i :+ = 350
T 777\7/7 | -

300 ‘ ; ; ; ~ 300

1000 l Spot Gold (787" 700) l l — 1000
| | | -

900 ! ! — 900
| | | -

B0O— ‘ | — ~ 800

| | - |

700 ! L ; ; - 700
| | | -
i Ten-Year Bond Yleli}l (3.85200) i i -

5.0 l l l l ~ 50
| | | | -
— o | | -

45 ‘ - ; — 45
- | A | T -
40— | l - 40
| | -

z I ! -
35_ ! ; - 35
H\H\\H\\H‘HHHHHH\HHHHHHHHHHHHH\\HHHHHHHHHHHHHHHHHHHHHHHHHHHHHHHH\HH\HHHHHHHHHHHHHHHHHHH\HHHHH\H\HHHHHHHHH\HHH\HHHHHH\HH\\H\\HHH\H‘\HHHHHHHHHHHH\\H\\HHH\‘H\HHHHHHHHHHHH\HHHHHH\\HHHHH\HHHHHH\HHHHHHHHHHHHHHF
b Mar Apr May Jun Jul Aug Sep Oct Nov Dec 2008 ‘Feb Mar pr May Jun Jul Aug

The Kaufman Report - 8/16/2008

The U.S. Dollar
had a spectacular
and is short-term

overbought.

Oil  has plunged
200-sma (red)

a hammer on the
chart (not

nearing oversold

The commodities

below the 200-sma.

week it

Index has
rise,

very

near the

and printed

daily

shown). It is

levels.

index Is

Last

became oversold.

Gold has had a breath-

taking  collapse

very oversold.

10-year
below their

are not yet

bond yields

and is

are

200-sma and

oversold.


Wayne S. Kaufman
Text Box
The U.S. Dollar Index has
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