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A historically oversold condition for stocks finally gave way to a huge rally as stocks leaped to their biggest gains in seven
decades. All ten S&P sectors were up over 7%, with eight of them up over 10%. The MSCI World Index, created in 1970, had
the biggest increase in its history.

It was a 90% up day, which coming after multiple 90% down days is usually a signal that a multi-week or multi-month rally may
be getting under way. However, in these historic times traders need to be mindful of risk management.

There is still room for stocks to trade higher before hitting significant resistance, but in the very short-term they will get
overbought soon. Traders should also keep in mind that this is an options expiration week, and the action early in the week can
change dramatically towards the end.

Reported aggregate earnings for the S&P 1500 peaked in August 2007 at $19.18 and are now at $11.91, a drop of 37.9%.
Estimated aggregate earnings peaked at $21.95 in February 2008 and are now $18.56, a drop of only 15.44%. Analysts have
obviously been very late in lowering estimates, and have also been way too optimistic. If investors had any confidence in current
earnings estimates stocks would be much higher than they currently are. The earnings numbers jumped up recently as Lehman,
Fannie and Freddie were unceremoniously kicked out of the S&P indexes, highlighting the old expression that sometimes less is
more. We are waiting for GM to be kicked out of the Dow.

37 companies in the S&P 500 have reported third quarter earnings. According to Bloomberg, 67.6% have had positive surprises,
7.2% have been in line, and 25.2% have been negative. The year-over-year change has been -22.8% on a share-weighted basis, -
40.0% market cap-weighted, and +14.6% non-weighted. Ex-financial stocks these numbers are 4.3%, 5.0%, and 93.1%,
respectively.

Federal Funds futures are pricing in an 86.0% probability that the Fed will cut rates 25 basis points to 1.25%, and a 14.0%
probability of cutting 50 basis points to 1.00% when they meet on October 29™. They are pricing in a 62.7% probability that the
Fed will cut rates 25 basis points to 1.25% at the meeting on December 16", and a 33.5% probability of cutting 50 basis points to
1.00%.

The S&P 1500 (228.14) was up 11.375% Monday. Average price per share was up 9.77%. Volume was 96% of its 10-day
average and 103% of its 30-day average. 94.52% of the S&P 1500 stocks were up on the day. Up Dollars was 585% of its 10-day
moving average and Down Dollars was 1/5 of 1% of its 10-day moving average.

Options expire this week on October 17™. November options expire November 21°.

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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S&P 1500 Analysis
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Typewritten Text
An incredibly oversold condition finally gave way to the most explosive rally in decades.  There is room to move higher before significant resistance comes into play, although in the very short-term stocks will be overbought soon. 
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Our oscillators

reached extreme
oversold levels and
still have a lot of
room to move higher.

Our price oscillator
is still deeply
oversold.
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Our oscillators reached extreme oversold levels and still have a lot of room to move higher.

Wayne
Typewritten Text
Our price oscillator is still deeply oversold.
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94.52% ot stocks
traded higher Monday.

Ihe percent of stocks
over the 20, 50, and
200-day moving
averages is still very
low.

The forward P/E is
still very low.

Our proprietary

options  indicator is
about neutral. We
will  be watching for
too much bullishness.
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94.52% of stocks traded higher Monday.
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Our proprietary options indicator is about neutral.  We will be watching for too much bullishness.
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The forward P/E is still very low.

Wayne
Typewritten Text
The percent of stocks over the 20, 50, and 200-day moving averages is still very low.
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