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We have discussed many of the bullish developments in the stock market for the last few weeks, most notably the Dow Theory
buy signal, the bullish breakout from the inverse head & shoulders pattern, and the big improvements in many statistics of
market breadth.

We would be remiss not to point out some potential negatives which should keep investors on their toes. The one that concerns us
the most is the narrowing of the spread between the 10-year bond yield and the earnings yield of the S&P 1500 based on the
current P/E. That spread is now at the same level it was at on July 23, 2007, which was the beginning of a very sharp correction.
In June 2007 the spread was even lower than where it was on July 23", so the condition can persist even as stocks go higher as
they did then. However, at some point the attractiveness of stocks versus bonds begins to diminish, and sellers step in.

The spread based on the forward P/E is still at levels where stocks should be attractive versus bonds. This should put a floor
under stock prices when we have the inevitable periods of short-term weakness, and may allow the rally to continue in spite of a
further narrowing of the spread based on the current P/E. The key point here is that current and forecast earnings cannot
continue to move lower without jeopardizing the current rally.

From a purely technical standpoint there is concern based on the ability of the major indexes to move decisively through their
200-day moving averages which have come into play. The Nasdaqg 100 is well above its 200-day moving average, but the Dow
Industrials and the S&P 500 are still fighting with theirs. Also, the S&P 1500 is nearing the apex of the bearish rising wedge it is
in, and that pattern will be resolving soon.

Due to the factors stated above, we advise caution in the near-term, specifically meaning care when selecting entry points.
Our strateqgy for some time has been to buy leading stocks while watching for sector rotation and being prepared for the down

trend to resume. We continue to follow that course of action while hoping that after a brief consolidation or pull back stocks will
strengthen and successfully challenge the last barriers that prevent us from calling the long-term trend up instead of down.

Federal Funds futures are pricing in an 90% probability that the Fed will leave rates at 2.00%, and a 10% probability of cutting
another 25 basis points to 1.75 when they meet again on June 25™.

The S&P 1500 (323.44) was up 0.127% Friday. Average price per share was down 0.08%. Volume was 102% of its 10-day
average and 100% of its 30-day average. 40.07% of the S&P 1500 stocks were up on the day. Up Dollars was 50% of its 10-day
moving average and Down Dollars was 102% of its 10-day moving average. For the week the index was up 2.76% on decreasing
and below average weekly volume.

Options expire June 20". The FOMC meets June 25™.

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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The S&P 1500 closed above
the 200-sma (red) for the
second day in a row.

Wayne S. Kaufman
Text Box
Our oscillators are at
high levels.
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Text Box
New highs have been
expanding to the highest
levels of 2008.
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Text Box
The S&P 1500 continues to
move higher within the
bearish rising wedge
pattern.  The resolution
of this pattern will be
arriving shortly.  The
other important pattern
on the chart is the
inverse head & shoulders
pattern which has a
target of the 339 area.
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Our statistics of market
internals are not showing
divergences at this time.

The 10-day moving average
of 13-week closing highs

is at the best level since

June 5, 2007.
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Text Box
Our proprietary options
indicator is neutral,
which is good.  As can be
seen on the chart, too
much bullishness always
leads to drops in stock
prices.

Wayne S. Kaufman
Text Box
New high reversals have
increased lately, showing
an increased desire to
take profits as the 200-
sma has come into play.
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Our statistics of demand
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supply
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(red).

Unfortunately, buying

enthusiasm has been

diminishing recently. It

is easily seen that the

10-day statistics of
less

demand (green) are

than their 20 and 50-day
counterparts. This is
also true for the supply
statistics, but unless
this changes and buying
pressure increases, the
rally  will be vulnerable

to short-term pickups in

selling.
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Our statistics of demand
(green) are positive
versus our statistics of
supply (red). 

Unfortunately, buying
enthusiasm has been
diminishing recently.  It
is easily seen that the
10-day statistics of
demand (green) are less
than their 20 and 50-day
counterparts.  This is
also true for the supply
statistics, but unless
this changes and buying
pressure increases, the
rally will be vulnerable 
to short-term pickups in
selling. 
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The P/E ratio is still
moving higher, and is at
the highest level since

late 2003.

The forward P/E is at
average levels, but
forecasts need to be met
and not continue to be

lowered.

The spread between the
10-year bond vyield and
the current earnings vyield
does not make stocks
attractive. The spread
based on the forward
earnings yield still
makes stocks look attract-
ive versus bonds. Again,
current  and forecast
earnings need to stop

moving lower.
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gold was attempting to
find
and now is back above its
The

a bottom. It did
20-sma (not shown).

50-sma is above at 916.
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Text Box
Oil traded at a record 
high last week, but there
is a negative divergence
on the daily RSI and the
weekly RSI is in the 
overbought zone.

Wayne S. Kaufman
Text Box
Two weeks ago we said
gold was attempting to
find a bottom.  It did
and now is back above its
20-sma (not shown).  The
50-sma is above at 916.


	The Kaufman Report Cover Page 3a.pdf
	S&P 1500 Timing Chart.pdf
	S&P 1500 Daily Closeup.pdf
	S&P 1500 Breadth Chart.pdf
	S&P 1500 Sentiment Chart.pdf
	S&P 1500 Demand Chart.pdf
	S&P 1500 Valuation Chart.pdf
	S&P 1500 Intermarket Chart.pdf



