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Summer has unofficially come to an end, and the very low volume of the last few weeks may be ending also.  As we enter 
September, the media is full of comments about it being the worst month of the year historically.  This is true, but interestingly 
the last down September came in 2003.  We are currently on a streak of four positive Septembers, with the 2006 and 2007 
Septembers being surprisingly strong, up 2.5% and 3.5%, respectively.   
 
The recent low volume sideways action has done nothing to clarify a confusing market picture.  The concerns we have had for 
weeks are still intact, while at the same time equities have shown surprising resilience.  The negative seasonality of September – 
October does concern us, along with the relentless move lower for reported and projected earnings.  However, the negative effect 
of these factors may be mitigated by the recent weakness in energy and commodities prices.   
 
We remain concerned about the P/E ratio of the S&P 1500, which on Thursday hit the highest level since January 2004.  The 
difference is now it is rising, while at that time it was coming down.  The spread between the 10-year bond yield and the earnings 
yield based on the current P/E ratio is 2.3%, meaning the 10-year bond yield is almost the same as the S&P 1500 earnings yield.  
That spread is below levels seen at May 2006, July 2007, and June 2008.  Each of those occurrences was followed by a sharp drop 
in equities.  The spread based on the forward P/E ratio is still at levels where stocks would usually be attractive, but that spread 
has been narrowing also and is in the area it was in during the May to July stock plunge.  The problem is that aggregate reported 
earnings dropped precipitously during the recent earnings season, while projected earnings continue moving inexorably lower.  
With earnings season essentially 99% over reported earnings and projections may level off for a while, but if interest rates move 
higher in the near-term these spreads will only worsen. 
 
Valuations are at levels where equities have been vulnerable in the past, short-term sentiment is getting bullish, buyers have been 
reluctant, and we are in the seasonally weak months of September and October.  Therefore, investors should be on high alert for 
the possibility that equities may be about to make another leg down.  The factors that could help keep a floor under stocks would be 
continued weakness in the price of crude oil and commodities, continued strength in the U.S. Dollar, and an extremely active Fed.   
 
The short, intermediate, and long-term trends are down.  We reiterate that this continues to be a bifurcated, opportunistic 
trader’s market, with adept traders able to take advantage long or short, but the primary downtrend must be respected.  
Investors need to be alert to sector rotation and should not hesitate to move out of lagging sectors and stocks and into leaders.  
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So far 493 companies in the S&P 500 have reported second quarter earnings.  According to Bloomberg, 67.8% have had positive 
surprises, 6.9% have been in line, and 25.3% have been negative.  The year-over-year change has been -23.4% on a share-
weighted basis, -23.4% market cap-weighted, and -12.3% non-weighted.  Ex-financial stocks these numbers are 3.9%, 7.2%, and 
4.8%, respectively. 
 
Federal Funds futures are pricing in an 90.0% probability that the Fed will leave rates at 2.00%, and a 10.0% probability of 
raising 25 basis points to 2.25 when they meet on September 16th. 
 
The S&P 1500 (292.72) was down 1.338% Friday.  Average price per share was down 1.10%.  Volume was 92% of its 10-day 
average and 73% of its 30-day average.  19.65% of the S&P 1500 stocks were up on the day.  Up Dollars was 4% of its 10-day 
moving average and Down Dollars was 161% of its 10-day moving average.  For the week the index was down 0.63% on 
decreasing and well below average weekly volume.   
 
Options expire September 19th. 
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Wayne S. Kaufman
Text Box
Friday's action left theS&P 1500 just above its20 and 50-sma.
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Text Box
The monthly chart of the S&P 500 shows a hammerwas printed in July.Hammers are bottomingcandles.  This was follow-ed by a bullish engulfingcandle in August.Combined with the hammerprinted on the weekly chart in mid-July, thereis a good case to be made for the July bottomholding at least for awhile longer, althoughthe weekly stochasticindicates the strongpossibility of a retest ofthe July lows.  
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Text Box
These moving averagesshow the S&P 500 is in aconfirmed downtrend.The stochastic is givinga sell signal from theoverbought zone, so someweakness is to be expect-ed.  However, the otheroscillators are alreadyat low levels, so a movelower should not be tooextreme, and could createa terrific oversoldentry point.
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Wayne S. Kaufman
Text Box
Our oscillators are atneutral levels.

Wayne S. Kaufman
Text Box
Our price oscillator, agood indicator of trends,remains in positiveterritory.
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Text Box
19.65% of the S&P 1500traded higher Friday.

Wayne S. Kaufman
Text Box
Volume has been very lowthe last few weeks.

Wayne S. Kaufman
Text Box
Market breadth hasimproved lately, withalmost half of stocksabove their 200-sma.

Wayne S. Kaufman
Text Box
The average of 13-weekhighs is still above theaverage of 13-week lows.
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Text Box
Our proprietary optionsindicator is showingbullishness among optionsbuyers, but not yet the extreme levels seen atimportant tops.  Still,it can leave stocksvulnerable at these levelsand at the least willprevent any significantmove higher from here.
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Text Box
Our 10-day statistics ofsupply (red lines) aregreater than our statsof demand (green lines).However, with recentvolume levels so low thedata may not be someaningful
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Text Box
On Thursday the P/E ratiohit the highest level since January 2004.  Atthat time it was coming down, versus today'swhich is moving higher.

Wayne S. Kaufman
Text Box
The forward P/E is justunder the level it was atwhen stocks topped inMay.

Wayne S. Kaufman
Text Box
The spread between theP/E yield and the 10-yearbond yield remains at avery low level.  The spread based on the forward P/E is at a levelwhere stocks should beattractive, but earningsand projections continueto move inexorably lower.
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Text Box
The U.S. Dollar Index isoverbought and showing anegative RSI divergence.However, it is in an uptrend.

Wayne S. Kaufman
Text Box
Crude oil is still abovesupport in the 111 - 112area.  A break below thiswould target the 100 area.

Wayne S. Kaufman
Text Box
The commodity index isbelow the 200-sma and isin a confirmed downtrend.

Wayne S. Kaufman
Text Box
Gold has bounced up to aresistance level.  If itcan break through it should make its way backto the high 800s.
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