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We have been continually highlighting our concern about the spreads between earnings and bond yields. Last Sunday we
pointed out that the spread based on the current P/E was at about the same level it was at on July 13, 2007 and May 29™ 2008,
both of which preceeded sharp drops in equities. This level proved troublesome for the third time, as stocks plunged with the
S&P 500 down 3.01% and the Dow Jones Industrials down 3.775% on the week. Year-to-date the S&P 500 is down 10.245%,
and is now down 16.38% from its October 11" high. The Dow closed below 12,000 for the first time since March, and recorded its
lowest weekly closing price since September 29, 2006.

As we entered June we said we expected to see weakness for equities due to the breakdown of the bearish rising wedge on May
21% negative seasonality, and a lack of fundamental news flow. Month-to-date the S&P 1500 is down 5.55%. We also said it
would be a good test of how aggressive sellers would become, and that we didn’t expect pullbacks to be deep. While we were
correct in forecasting weakness, the selling became stronger than we expected when it retraced more than 50% of the rally from
the March low to the May high. That breach occurred on June 11", and we then gave a new downside target of the 301 area on
the S&P 1500. That target was reached Friday.

Friday’s triple witching options expiration session had the feel of a panic-selling day, but it was not quite a 90% down day. The
S&P 1500 recorded a panic-selling 90% down day June 11th, just three days after a 90% down day June 6th. The June 6" 90%
down day erased the strong rally of June 5™. Since the June 5" rally there has been rapid deterioration in market breadth. The
lack of any kind of a bounce after the June 6™ 90% down day was worrisome, but to be followed so quickly by a second 90%
down day was very disconcerting. We cautioned at the time that a market that does not respond to oversold conditions is

dangerous.

In the very short-term, we are expecting a tradeable bounce soon. Our oscillators remain at low levels, and some positive
divergences are starting to develop, along with a bullish falling wedge. For example, the S&P 1500 index made a new correction
low Friday, but the percentage of stocks over their own 10-day moving average is 30.27% versus 12.8% on June 11". A rally
might not happen until after the FOMC meeting on Wednesday, but aggressive short-term traders should view weakness Monday
or Tuesday as an entry point long. Federal Funds futures are pricing in a 90% probability that the Fed will leave rates at 2.00%,
and a 10% probability of raising 25 basis points to 2.25 when they meet again on June 25",

The current short, intermediate, and long-term trends are down, and 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.

The S&P 1500 (300.83) was down 1.827% Friday. Average price per share was down 1.65%. Volume was 122% of its 10-day
average and 1349% of its 30-day average. 14.17% of the S&P 1500 stocks were up on the day. Up Dollars was 3% of its 10-day
moving average and Down Dollars was 243% of its 10-day moving average. For the week the index was down 3.096% on rising
but about average weekly volume. Options expire July 18™.

IMPORTANT DISCLOSURES

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
OBJECTIVES, FINANCIAL SITUATIONS OR STRATEGIES. BEFORE ACTING ON THE MATERIALS HEREIN, YOU
SHOULD CONSIDER WHETHER IT IS SUITABLE FOR YOUR PARTICULAR CIRCUMSTANCES AND, IF NECESSARY
SEEK PROFESSIONAL ADVICE. INVESTMENTS INVOLVE RISK AND AN INVESTOR MAY INCUR EITHER PROFITS
OR LOSSES. PAST PERFORMANCE IS NO GUARANTEE OF FUTURE PERFORMANCE. TRADING AND INVESTMENT
DECISIONS ARE THE SOLE RESPONSIBILITY OF THE READER.
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Text Box
After the downward 
breakout of the
bearish rising wedge on
May 21st, we gave price
targets based on the 38.2
and 50% Fibonacci retrace-
ments of the rally from 
the March bottom to the
May top.  After the 50%
level was broken on June
11th we gave new targets
of the 61.8% level at the
301 area, and after that
a 100% retracement of the
rally.  On Friday the
301 target was hit.  The
good news is a bullish
falling wedge that may
currently be forming on 
the daily chart.  While 
these are not terrific 
patterns in bear markets, 
a breakout to the upside 
would decrease the chance 
of testing the March lows.
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Text Box
A positive divergence has
formed on the percent
over 10-sma.

Wayne S. Kaufman
Text Box
The stochastic is in the
oversold zone.

Wayne S. Kaufman
Text Box
The RSI is at a low level
but not in the oversold
zone.

Wayne S. Kaufman
Text Box
New lows have been
overwhelming new highs,
but on Friday there was a
positive divergence.

Wayne S. Kaufman
Text Box
Our price oscillator, a
good indicator of trends,
remains in negative 
territory.
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Text Box
Only 14.17% of stocks
traded higher Friday.

Wayne S. Kaufman
Text Box
Cumulative Net Volume has
fallen below the March
lows.

Wayne S. Kaufman
Text Box
The 10-day moving average
of 13-week lows is above 
the 10-dma of 13-week 
highs and the spread is
widening.

Wayne S. Kaufman
Text Box
Volume expanded Friday.

Wayne S. Kaufman
Text Box
Only 28.27% of stocks are
above their 20-sma, and
38.13% are above their
50-sma.
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Our proprietary options

indicator is in negative

territory, showing options
buyers are bearish. It is
not as bearish as we have
seen at important market
bottoms. However, on
Friday the put/call ratio
hit 1.329, the highest
since 1.484 on March 10th.
Readings over 1.00

indicate fear.

New low reversals, when a

stock makes a new intra-

day low but closes higher

on the day, are nowhere

near the amount we usually

see at bottoms. However,

this can change on any

single  day.


Wayne S. Kaufman
Text Box
Our proprietary options
indicator is in negative
territory, showing options
buyers are bearish.  It is
not as bearish as we have
seen at important market
bottoms.  However, on 
Friday the put/call ratio 
hit 1.329, the highest 
since 1.484 on March 10th.
Readings over 1.00 
indicate fear. 

Wayne S. Kaufman
Text Box
New low reversals, when a
stock makes a new intra-
day low but closes higher
on the day, are nowhere
near the amount we usually
see at bottoms.  However,
this can change on any
single day.
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All  of our statistics of
supply (red lines) are
greater than our

statistics of demand
(green lines) for all time
frames.


Wayne S. Kaufman
Text Box
All of our statistics of
supply (red lines) are
greater than our 
statistics of demand 
(green lines) for all time 
frames.  
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Q3 worries  begin.
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Text Box
10-year bond yields are
in an up trend but are
just under resistance.

Wayne S. Kaufman
Text Box
Since hitting the highest
level in years the P/E
ratio has dropped.

Wayne S. Kaufman
Text Box
The forward P/E ratio
remains at a reasonable
level.

Wayne S. Kaufman
Text Box
After a precipitous drop
spreads between bond and
earnings yields are
levelling off.

Wayne S. Kaufman
Text Box
Current and forecast earn-
ings have been moving
sideways.  If forecasts
are met and begin to rise,
stocks will appear in
hindsight to have been
cheap.  That could cause
a rally in stocks until 
Q3 worries begin.
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The U.S. Dollar Index has
been strong recently,

which may be hurting some
large-cap stocks  which
have benefitted from a
weak U.S. Dollar. It is
still in a long-term  down

trend with a scary head

and shoulders pattern  on

the monthly chart.

In spite

the U.S. Dollar,

of strength in
crude oil

and commodities have been

very strong, which does

not follow their classic

inverse  relationship to

the Dollar and reflects

strong demand.

Gold has been trying to

create a base, but has

has resistance overhead

and unlike oil and

commodities, gold has been

hurt by the strong Dollar.


Wayne S. Kaufman
Text Box
The U.S. Dollar Index has
been strong recently, 
which may be hurting some
large-cap stocks which
have benefitted from a 
weak U.S. Dollar.  It is
still in a long-term down
trend with a scary head
and shoulders pattern on
the monthly chart.  

Wayne S. Kaufman
Text Box
In spite of strength in 
the U.S. Dollar, crude oil
and commodities have been
very strong, which does
not follow their classic
inverse relationship to
the Dollar and reflects
strong demand.

Wayne S. Kaufman
Text Box
Gold has been trying to
create a base, but has
has resistance overhead
and unlike oil and
commodities, gold has been
hurt by the strong Dollar.
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The Dow Jones Industrials
made their lowest

daily close since March

10th. It also printed a
new correction closing  low

on the weekly chart (not

shown), which was the

lowest weekly close since
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Wayne S. Kaufman
Text Box
The Dow Jones Industrials
made their lowest
daily close since March
10th.  It also printed a 
new correction closing low
on the weekly chart (not
shown), which was the
lowest weekly close since
9/29/2006.  It is retest-
ing the January and March
lows.
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The Bank of New York ADR Index (172.12, 172.12, 167.92, 168.31, -3.81)
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Foreign  stocks, represent-
ed by the ADR Index, have
been underperforming the

S&P 500 and the Nasdaq
This is due

u.s.

Composite.

to the stronger

Dollar, and the belief
that overseas economies
will  see slower growth.


Wayne S. Kaufman
Text Box
Foreign stocks, represent-
ed by the ADR Index, have
been underperforming the
S&P 500 and the Nasdaq
Composite.  This is due
to the stronger U.S.
Dollar, and the belief
that overseas economies
will see slower growth.
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S&P 500 Cash (1,358.85, 1,366.59, 1,314.46, 1,317.93, -42.10)

1998

1600

1550

1500

1450

1400

1350

1300

1250

1200

1150

1100

1050

1000

950

900

850

800

750

700

The Kaufman Report - 6/21/2008

This is the weekly chart
of the S&P 500, showing
that it is at the same
level as in March 1999.
On a nominal basis it is
flat, but in real terms
it has greatly under-
performed other asset
classes.  This

is why we recommend a
tactical allocation
strategy  versus a
strategic one. It is also
obvious from this chart
we are in a bear market.
The moving averages on
this chart are the 20-
week (blue), 40-week
(red), and 80-week,
(purple). The 80-week
(approximately 400-day)
has been far more import-
ant as an indicator of
long-term  trends than the
more commonly used 40-
week (approximately 200-
day) moving average. In
a bear market a more
active trading  strategy
is required as opposed to
a bull  market where the
rising  tide lifts most

boats.
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Text Box
This is the weekly chart
of the S&P 500, showing 
that it is at the same
level as in March 1999.
On a nominal basis it is
flat, but in real terms
it has greatly under-
performed other asset 
classes. This
is why we recommend a
tactical allocation 
strategy versus a 
strategic one.  It is also
obvious from this chart
we are in a bear market.
The moving averages on 
this chart are the 20-
week (blue), 40-week
(red), and 80-week,
(purple).  The 80-week
(approximately 400-day)
has been far more import-
ant as an indicator of
long-term trends than the
more commonly used 40-
week (approximately 200-
day) moving average.  In
a bear market a more
active trading strategy
is required as opposed to
a bull market where the
rising tide lifts most
boats.
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