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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.  I 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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We wrote last week that we thought the terrific rally off the March lows had ended, at least for the time being.  We are sticking with that 
opinion, as our proprietary options indicator is still at high levels after too much optimism recently on the part of call buyers.  Therefore, 
it will be difficult to see new rally highs without some consolidation or pullback.  Also, sellers, who have been on the sidelines, are 
getting more aggressive as buyers get more reticent. 
 
We have been saying a pull back or consolidation was likely at any time, but that equities would take any pullback in stride and follow 
the average first year of the Presidential cycle pattern and trade higher afterwards.  We are sticking with that opinion also, but our trading 
strategies keep us from being rigid and if we need to become bearish we will do so quickly.     
 
We are now 93% through earnings season and during the recent rally investors have been giving stocks the benefit of the doubt by 
ignoring bad news and focusing on data points and forecasts that give hope that things are turning for the better.  Unfortunately, 
valuations based on reported earnings (before charges) are terrible, while valuations based on earnings from continuing operations (after 
charges) and analyst forecasts make stocks very attractive.   
 

This disconnect can’t last much longer.  The P/E based on reported earnings for the S&P 1500 is 64.57, creating an earnings yield of 
1.55%.  Ten year bond yields are currently 3.123%, making bonds look far more attractive than stocks.  The P/Es based on earnings from 
continuing operations and projected earnings are 14.38 and 15.75, respectively.  Their earnings yields of 6.95% and 6.35% are attractive 
versus bond yields.  The problem is the trend of all three of these earnings metrics is inexorably lower.  Investors may be giving stocks 
the benefit of the doubt at this time, but if reported earnings don’t eventually start to move towards the continuing operations numbers 
and the analyst estimates, stocks will look very overvalued and investors may lose their recent optimism.     
 

This is a bifurcated, opportunistic trader’s market, with adept traders able to enter long or short.  The short-term and 
intermediate-term trends are up, while the long-term trend remains down.  Traders should not hesitate to rotate out of lagging 
sectors and stocks and into leaders.  
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The S&P 1500 (200.59) was down 1.12% Friday.  Average price per share was down 0.93% as small-caps outperformed.  Volume was 
76% of its 10-day average and 80% of its 30-day average.  30.61% of the S&P 1500 stocks were up, with up volume at 21.24% and up 
points at 2.68%.  Up Dollars was 7.65% of total dollars, and was 9% of its 10-day moving average.  Down Dollars was 100% of its 10-
day moving average.  For the week the index was down 5.248% on decreasing and below average weekly volume. 
 
All ten S&P sectors were down Friday led by Financials which were down 2.5%.  All ten sectors were also down for the week, led by 
Financials, down 12.08%, Industrials down 7.55%, and Consumer Discretionary down 7.25%.  
 
The S&P 1500 is up 0.68% in May, up 10.83% quarter-to-date, down 2.12% year-to-date, and down 43.71% from the peak of 356.38 on 
10/11/07.  Average price per share is $24.39, down 43.58% from the peak of $43.23 on 6/4/07.   
 
Percent over 10-sma:  15.6%.  13-Week Closing Highs: 18.  13-Week Closing Lows:  13. 
 
Put/Call Ratio:  0.800.   Kaufman Options Indicator:  1.06. 
 

P/E Ratios:  64.57 (before charges), 14.38 (continuing operations), 15.75 (analyst estimates).   
P/E Yield 10-year Bond Yield Spreads: -50% (earnings bef. charges), 122% (earnings continuing ops), and 103% (projected earnings).  
 

Aggregate earnings before charges for the S&P 1500 peaked in August 2007 at $19.18 and are now at $3.11, a drop of 83.79%.  
Aggregate earnings from continuing operations peaked at $19.95 in September 2007 and are now $13.95, down 30.01%.  Estimated 
aggregate earnings peaked at $21.95 in February 2008 and are now $12.74, a drop of 41.96%.   
 
466 of the S&P 500 have reported 1st quarter earnings.  According to Bloomberg, 67.1% had positive surprises, 7.1% were in line, and 
25.8 % have been negative.  The year-over-year change has been -34.6% on a share-weighted basis, -23.8% market cap-weighted and -
36.0% non-weighted.  Ex-financial stocks these numbers are -34.2%, -23.2%, and -32.5 %, respectively. 
 

Federal Funds futures are pricing in a probability of 82.0% that the Fed will leave rates unchanged, and a probability of 18.0% of cutting 
25 basis points to 0.0% when they meet on June 24th.  They are pricing in a probability of 74.0% that the Fed will leave rates unchanged 
on August 12th, a probability of 15.8% of cutting 25 basis points to 0.0%, and a probability of 10.2% of raising 25 basis points. 
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The daily chart of the S&P 500 shows it is on the 20-sma and just above a support level at the 878 area.  With the stochastic and the percent over 10-sma at oversold levels it would probably take some bad news to push it below support at this time.  Still, sellers have come off the sidelines and buyers have become reluctant, so lower prices could be seen shortly.
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The 40-week moving average (roughly 200-days) is pushing the S&P 500 down on the weekly chart.  With the stochastic showing a negative crossover from the overbought zone it seems consolidation or pullback is necessary for the index to push through the 200-day.  There is also no guarantee that it will do so.
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The Nasdaq 100 has fallen below its 20-sma and 200-sma.  The stochastic is in the oversold zone but not yet turning up.   
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The Nasdaq 100 is now down two weeks in a row.
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With the percent over 10-sma in the oversold zone we wouldn't expect a plunge lower.  However, with our other momentum indicators still above oversold levels, stocks still need to consolidate or move lower. 
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30.61% of stocks traded higher Friday.
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Volume has been decreasing lately as bulls and bears search for direction.
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Our proprietary options indicator shows optimism on the part of call buyers.  We have been saying this would put a cap on the upside, but it doesn't have to cause a plunge.  Still, it does leave stocks vulnerable in the near-term.
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Our statistics of supply (red) versus demand (green) show some negative crossovers for the first time in a while.  We have said that buying hasn't been that enthusiastic and that sellers had stepped to the sidelines.  Now we are seeing a pickup in selling.  Obviously something has emboldened the sellers, and with no increase in buying to counteract increased selling this is a prescription for lower prices.
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The P/E based on reported earnings remains at very high levels, while the other P/Es seem reasonable.
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With earnings season essentially over our metrics of aggregate earnings should pause in their inexorable move lower.
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The U.S. Dollar Index has been weak but is due for a bounce.
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Oil is pulling back from short-term overbought, with the 200-sma not far above at 64.54.  Weekly charts show plenty of room to move higher.
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We have been calling for a move up in gold, and that move doesn't seem finished quite yet.
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