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Last week we said there were growing indications that the universally awaited pullback was upon us. That turned out to be true, as
stocks plunged Monday in a 90% panic-selling down day. In doing so the S&P 500 dropped down the area of its 23.6% Fibonacci
retracement of the rally leg from the July low. The swift move lower alleviated an overbought condition, and stocks found their footing
at that point. We have been saying we didn’t expect any pullback to be deep, and that we thought stocks would trade higher after a
pullback. That is what happened as by the end of the week stocks had rocketed to new post-March highs. In doing so they recorded a
90% panic-buying up day on Friday, making the two 90% days perfect book ends in a volatile options expiration week.

For months we have said the most important factors in this tremendous rally have been huge global liquidity and the reluctance of
investors to sell equities. Those factors remain intact and in spite of demand statistics for stocks not being impressive, selling statistics
remain even more muted. As long as sellers remain unmotivated the path of least resistance is up, and with earnings season now out of
the way it will probably take some very negative economic news to create more than minor pullbacks.

Seasonality could be a catalyst for sellers. September is known as the worst month of the year, and October is famous for market crashes.
Many market watchers have been calling for a major plunge to occur during this period, although we do not see that happening. A sharp
correction is certainly a possibility we will watch for, but as always, the more market participants there are expecting a certain outcome
the less likely it is to occur. We do expect volatility to increase over the next couple of months, especially around the time of September
options expiration, which is a quadruple-witch.

We will remain on guard for any signs of a change in trend. We think there is the potential for a deep correction later this year.
However, as we have been saying for some time, we accept the possibility that huge global government intervention along with a
possibly healing economy and companies that have become very lean and mean could create a scenario where profits will start to surprise
to the upside and the deteriorating earnings trend will start to change. If so, we will be more than happy to delay or even cancel our
expected bearishness.

Based on the S&P 500 the short-term, intermediate-term and long-term trends are up. Traders should not hesitate to rotate out
of lagging sectors and stocks and into leaders.
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I, Wayne S. Kaufman, hereby certify that all of the views expressed in this research report accurately reflect my personal views about any
and all of the subject issuer(s) or securities. | also certify that no part of my compensation was, is, or will be directly or indirectly related to
the specific recommendation(s) or view(s) in this report.

THE INFORMATION PROVIDED IN THIS PUBLICATION IS FOR INFORMATIONAL PURPOSES ONLY. INVESTORS
SHOULD CONSIDER THIS REPORT AS ONLY A SINGLE FACTOR IN MAKING THEIR INVESTMENT DECISION. THIS
INFORMATIONAL REPORT IS NOT AN OFFER TO SELL OR A SOLICITATION TO BUY ANY SECURITY IN ANY
JURISDICTION WHERE SUCH AN OFFER OR SOLICITATION WOULD BE ILLEGAL. THIS REPORT HAS BEEN
PREPARED AS A MATTER OF GENERAL INFORMATION. IT IS NOT INTENDED TO BE A COMPLETE DESCRIPTION
OF ANY SECURITY OR COMPANY MENTIONED, AND IS NOT AN OFFER TO BUY OR SELL ANY SECURITY. ALL
FACTS AND STATISTICS ARE FROM SOURCES BELIEVED TO BE RELIABLE, BUT ARE NOT GUARANTEED AS TO
ACCURACY. ADDITIONAL INFORMATION ON THESE SECURITIES AND COMPANIES IS AVAILABLE UPON
REQUEST. SECURITIES, FINANCIAL INSTRUMENTS OR STRATEGIES MENTIONED HEREIN MAY NOT BE SUITABLE
FOR ALL INVESTORS. THIS MATERIAL DOES NOT TAKE INTO ACCOUNT YOUR PARTICULAR INVESTMENT
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DECISIONS ARE THE SOLE RESPONSIBILITY OF THE READER.
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The S&P 1500 (234.25) was up 1.883% Friday. Average price per share was up 1.98%. Volume was 106% of its 10-day average and
106% of its 30-day average. 91.4% of the S&P 1500 stocks were up, with up volume at 94.83% and up points at 95.84%. Up Dollars
was 99.77% of total dollars, and was 287% of its 10-day moving average. Down Dollars was 1% of its 10-day moving average.

For the week the index was up 2.212% on increasing but well below average weekly volume.

The S&P 1500 is up 4.009% in August, up 11.92% quarter-to-date, up 14.307% year-to-date, and down 34.27% from the peak of 356.38
on 10/11/07. Average price per share is $29.32, down 32.18% from the peak of $43.23 on 6/4/07.

Percent over 10-sma: 85.13%. 13-Week Closing Highs: 386. 13-Week Closing Lows: O.

Put/Call Ratio: 0.593. Kaufman Options Indicator: 1.01.

P/E Ratios: 107.38 (before charges), 18.98 (continuing operations), 17.59 (analyst estimates).

P/E Yield 10-year Bond Yield Spreads: -74% (earnings bef. charges), 48% (earnings continuing ops), and 60% (projected earnings).

Aggregate earnings before charges for the S&P 1500 peaked in August 2007 at $19.18 and are now at $2.18, a drop of 88.63%.
Aggregate earnings from continuing operations peaked at $19.95 in September 2007 and are now $12.34, down 38.15%. Estimated
aggregate earnings peaked at $21.95 in February 2008 and are now $13.32, a drop of 39.32%.

486 of the S&P 500 have reported 2™ quarter earnings. According to Bloomberg, 72.4% had positive surprises, 8.5% were in line, and
19.2% have been negative. The year-over-year change has been -29.0% on a share-weighted basis, -21.4% market cap-weighted and -
25.5% non-weighted. Ex-financial stocks these numbers are -28.0%, -23.1%, and -27.5 %, respectively.

Federal Funds futures are pricing in a probability of 76.0% that the Fed will leave rates unchanged and a probability of 24.0% of cutting
rates 25 basis points to 0.00% when they meet on September 23™. They are pricing in a probability of 72.5% of no change, 22.4% of
cutting 25 basis points to 0.00%, and 5.1% of raising 25 basis points to 0.50% when they meet on November 4™
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Daily WTD MTD QTD YTD
S&P Smallcap 600 2.27% 2.85% 4.05% 14.68% 14.50%
S&P Midcap 400 1.94% 2.11% 5.02% 14.09% 22.54%
S&P 1500 1.88% 2.21% 4.01% 11.92% 14.31%
NYSE Composite 1.87% 2.12% 3.92% 13.06% 15.97%
S&P 500 1.86% 2.20% 3.91% 11.62% 13.60%
Bank of New York Mellon ADR 1.76% 1.82% 3.35% 13.99% 22.75%
Dow Jones Industrials 1.67% 1.98% 3.65% 12.54% 8.31%
Nasdaq Composite 1.59% 1.78% 2.14% 10.13% 28.15%
Nasdaq 100 1.46% 1.63% 2.15% 10.87% 35.17%

Daily WTD MTD QTD YTD
Energy 2.68% 3.20% 2.50% 6.91% 3.45%
Materials 2.58% 1.65% 3.94% 17.77% 32.23%
Industrials 2.52% 2.12% 5.14% 14.86% 6.03%
Financials 2.14% 2.21% 11.97%| 21.80% 16.01%
Consumer Discretionary 2.03% 1.90% 4.08% 13.83% 22.39%
Utilities 1.96% 2.08% 1.96% 5.72% 1.41%
Telecom Services 1.80% 1.56% -1.71% 1.82% -5.03%
Information Technology 1.53% 1.75% 2.50% 11.87% 38.80%
Health Care 1.15% 2.89% 2.54% 8.45% 7.41%
Consumer Staples 1.09% 1.74% 0.83% 7.05% 3.36%

Daily WTD MTD Q1D YTD
Insurance 3.06% 3.76% 13.13% 26.01% 10.61%
Media 2.89% 2.73% 5.45% 12.83% 14.96%
Capital Goods 2.71% 2.30% 5.10% 15.10% 5.62%
Energy 2.68% 3.20% 2.50% 6.91% 3.45%
Materials 2.58% 1.65% 3.94% 17.77% 32.23%
Commercial & Professional Services 2.23% 2.47% 6.67% 8.92% 3.13%
Retailing 2.22% 1.29% 3.30% 13.58% 31.19%
Real Estate 2.19% 0.77% 10.41% 22.02% 1.85%
Transportation 2.00% 1.37% 4.77% 16.07% 8.56%
Utilities 1.96% 2.08% 1.96% 5.72% 1.41%
Banks 1.95% 0.76% 13.60% 19.64% -6.93%
Diversified Financials 1.91% 2.45% 11.19% 21.25% 33.51%
Software & Services 1.90% 1.49% 3.54% 7.40% 30.85%
Telecom Services 1.80% 1.56% -1.71% 1.82% -5.03%
Semiconductors & Equipment 1.48% 1.73% 0.00% 15.70% 39.09%
Food, Beverage & Tobacco 1.29% 2.25% 1.03% 7.11% 9.34%
Consumer Services 1.27% 2.72% 5.39% 8.54% 9.65%
Technology Hardware & Equipment 1.26% 1.96% 2.45% 14.42%| 45.45%
Pharmaceuticals, Biotech & Life Sciences 1.23% 2.72% 1.67% 7.57% 3.05%
Consumer Durables & Apparel 1.10% 1.71% 4.36% 20.48% 19.10%
Automobiles & Components 1.05% -0.50% -1.84% 27.31% 85.24%
Household & Personal Products 0.99% 2.00% -2.05% 6.60% -5.57%
Health Care Equip & Services 0.98% 3.24% 4.54% 10.47% 18.14%
Food & Staples Retailing 0.78% 0.50% 3.24% 7.32% 1.39%
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S&P 500 Cash (1,009.06, 1,027.59, 1,009.06, 1,026.13, +18.76)
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Atter a two day
pullback to the 23.5%
retracement area the
S&P 500 reclaimed the
20-sma and then
vaulted to new post-
March highs. This is
the highest level
since  10/14/08. The
index has broken
through the 38.2%
retracement of the
entire  bear market
with the next
Fibonacci levels at
1030 (40%) and 1121
(50%).

Momentum indicators
quickly  worked off an
overbought  condition
and are rising.


Wayne
Typewritten Text
After a two day pullback to the 23.5% retracement area the S&P 500 reclaimed the 20-sma and then vaulted to new post-March highs.  This is the highest level since 10/14/08.  The index has broken through the 38.2% retracement of the entire bear market with the next Fibonacci levels at 1030 (40%) and 1121 (50%).   
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Momentum indicators quickly worked off an overbought condition and are rising.
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The weekly chart of the S&P 500 shows it has moved into a resistance zone with the 80-week moving average not far above at 1065.  It is moving down 4 to 5 points per week, so based on how the S&P 500 performs in the near-term the 80-week sma could be in play shortly.
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Weekly momentum indicators remain at high levels.
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NASDAQ 100 (1,620.47, 1,639.23, 1,615.12, 1,637.78, +23.56)
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Atter making a huge
gap down Monday August
17th the Nasdaq 100
recovered and vaulted
to new post-March

highs.

Daily momentum

indicators worked off
an overbought

condition quickly  and
are rising.
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After making a huge gap down Monday August 17th the Nasdaq 100 recovered and vaulted to new post-March highs.

Wayne
Typewritten Text
Daily momentum indicators worked off an overbought condition quickly and are rising.
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The weekly chart of
the Nasdaq 100 shows
it is coming up to a
resistance

zone.

Weekly momentum
indicators

levels
rising.

but

are at high
are still
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The weekly chart of the Nasdaq 100 shows it is coming up to a resistance zone.
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Weekly momentum indicators are at high levels but are still rising.
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The percent over 10-sma is back in the overbought zone at 85.13%.  It has been in the high 80s and the 90s multiple times since the March bottom.
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Typewritten Text
386 closing highs Friday is less than we have seen during other highs.  This negative divergence can be erased quickly, or it can turn into a sign of diminishing leadership.
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Our price oscillator, a good indicator of trends, remains in positive territory.
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91.4% of the S&P 1500 traded higher Friday.

Wayne
Typewritten Text
All of our statistics of market internals made new post-March highs Friday, confirming the high in the S&P 1500 and pointing towards higher prices in the future.
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90.0% of stocks are now above their own 200-sma, an incredible number and the highest in this rally.
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Typewritten Text
Volume increased Friday.
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Our proprietary

options  indicator
reflected the market's
volatility last week
as it spike to
overbullish levels and
then dropped rapidly

to its current neutral
reading.

The put/call ratio  was
0.593 on Friday, which
may lead to some
short-term weakness.
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Our proprietary options indicator reflected the market's volatility last week as it spike to overbullish levels and then dropped rapidly to its current neutral reading.

Wayne
Typewritten Text
The put/call ratio was 0.593 on Friday, which may lead to some short-term weakness.
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We have repeatedly

made the point that
one of the major
characteristics of the
rally off the March
lows has been a lack
of sellers. That
remains the case as
our statistics of
supply (red) and
demand (green) show
positive crossovers

for all time frames.
While buying

statistics are not
impressive, as long as
sellers are even less
motivated the path of
least resistance
remains higher.
earnings  season
essentially over it
will  take some very
negative  economic news
to create more than
minor  pullbacks.
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We have repeatedly made the point that one of the major characteristics of the rally off the March lows has been a lack of sellers.  That remains the case as our statistics of supply (red) and demand (green) show positive crossovers for all time frames.  While buying statistics are not impressive, as long as sellers are even less motivated the path of least resistance remains higher.  With earnings season essentially over it will take some very negative economic news to create more than minor pullbacks.
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soon or stocks will be
very vulnerable due to
valuations.


Wayne
Typewritten Text
Earnings forecasts have leveled off, but earnings before charges and earnings from continuing operations continue their inexorable move lower.  They should remain pretty flat until next earnings season, but they need to show improvement soon or stocks will be very vulnerable due to valuations. 
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P/E ratios continue their ascent.  At what point does this become a problem?
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Spreads between bond and earnings yields are terrible for earnings before charges, but based on continuing earnings and forecast earnings they are in an area where stocks would typically be attractive.  
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The U.S. Dollar index was repelled by its 50-sma (blue) and remains in a down trend.  There is support at 77.42.
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Crude oil pulled back to its 50-sma and then moved to its highest level since October 2008.  The breakout seems weak, but if it doesn't fail the question becomes what will $80 oil do to economic recovery?
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Gold has held its 50-sma (blue) and has formed a triangle going back to February (not shown).  Current resistance is 971.68 with support at 930.34.
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