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Stocks had a rough week last week, with the S&P 1500 down 3.71% for the week. So far September has lived up to its reputation
and the S&P 1500 is down 5.55% for the month. Year-to-date the index is down 16.57%, and since the peak on October 11™ it is
down 22.43%. 1t was the lowest weekly close since November 2005.

The good news is we are entering October, which in spite of its scary reputation has a history of being the end of many bear
markets. There have been some notable crashes in October, and with the current problems in the financial markets still being
attended to that possibility exists at this time. However, our intrepid legislators are tirelessly working on the solution, and of
course doing so without any hint of political grandstanding, so perhaps markets will stabilize in short order.

Our problem with the $700 billion bailout plan is that Chairman Bernanke and Secretary Paulson haven’t done one thing in the
past two years to prove to anyone that they really have a handle on this situation. How many times did each of them say the sub-
prime mess would not spread to the rest of the economy, or other overly optimistic pronouncements?

The debate rages over whether or not this bailout money is actually an investment which will yield taxpayers a profit or if the
next thing we hear will be that familiar flushing sound. There are some high profile supporters of the bailout, including Bill
Gross, who runs the world’s largest bond fund for Pimco. He is quoted in Barron’s as saying the government will make money
on the deal, and that “we can do a granular analysis of any mortgage security or package in 10 to 15 minutes to determine their
fair value.”

This is great news, because we keep hearing that the problem with these mortgage securities is it has been impossible for anyone
to value them. It begs the question of how can Pimco do it so easily while financial managers all over the world are completely
flummoxed? Mr. Gross estimates the government will pay 65 cents on the dollar and end up with a 7% to 8% profit. With
Pimco’s superior ability to value these securities, they will obviously front-run the government’s purchases and are probably
racing even as we type to pay twice as much as the 22 cents on the dollar Lone Star Funds paid Merrill Lynch in July for $31
billion worth of debt. As legendary art dealer Edward Duveen used to say “top dollar for something priceless is a bargain!”

We shouldn’t be so cynical about the government’s ability to fix this mess. It’s not like they had anything to do with causing it.
Hopefully the bailout will unfreeze the credit markets and investors can focus once again on the more traditional issues of
company earnings and forecasts now that we are a mere two weeks away from third quarter earnings season.

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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Reported aggregate earnings for the S&P 1500 peaked in August 2007 at $19.18 and are now at $11.76, a drop of 38.7%.
Estimated aggregate earnings peaked at $21.95 in February 2008 and are now $18.91, a drop of only 13.85%. 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.

499 companies in the S&P 500 have reported second 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 -23.3% on a share-
weighted basis, -23.3% 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 a 68.0% probability that the Fed will cut rates 25 basis points to 1.75%, and a 32.0%
probability of cutting 50 basis points to 1.50% when they meet on October 29™. They are pricing in a 49.5% probability that the
Fed will cut rates 25 basis points to 1.75% at the meeting on December 16™, and a 41.8% probability of of cutting 50 basis points to
1.50%. They are pricing in a 48.7% probability that the Fed will cut rates 25 basis points to 1.75% at the meeting on January 28",
and a 38.1% probability of decreasing 50 basis points to 1.50%.

The S&P 1500 (276.46) was up 0.225% Friday. Average price per share was down 0.21%. Volume was 70% of its 10-day
average and 919% of its 30-day average. 50.34% of the S&P 1500 stocks were up on the day. Up Dollars was less than 43% of its
10-day moving average and Down Dollars was 32% of its 10-day moving average. For the week the index was down 3.77% on
decreasing and below average weekly volume.

Options expire 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.




Wayne S. Kaufman, CMT

The Kaufman Report

%)
n o ]
S > © = =
2 5 IS em £ - 2
S < )
S 3 g 92 F b wowa.mb
~ O T X O . > 0 E W 9 £© O
= m !
S} c o o @ g S o +
emmm o = o 5 2 L T © -
L £ mo.m_nMOnVubmceeA. <
5 - c = 5 25 2 ®© © o g ;2
e e w < x 2 £ @O ¢ O
hSWM S O o i G < ;
S = © - @ = 2 4 v o £ &£ 9 =2 w
2 © o © ¢Z Wse.m8h @© o
R = £ c 2 £ 2 o 0 Q
> » ) = £ 2 3 = d
> k) _ £ o 2 o
% S £E 5 E B v 9 < ® ¢ o
8 9 £ c 8 & 2 & 25 g
Orah.lnu. - > O O
W5mcamemsgenwwmnle
: k%) £
v @ O o 2 E Tt £ 38 5 2 3 o
c & g c © 2 - 2 ® € @ >3 2 2 ¢
- N &2 F 2 &8 E ® L & E 2 a9 m 22 & £ ®
© o ©o o ©o o o o o o o o [} [} (=) S o o O
S m & m & v 6 1L 6 m & m =} 0 ~ © b <
© W mH < ¥ ® ® N & +H 49 O =
I 94 94 94 94 94 94 94 J4 dJ4 S
| | (] |

9,1,213.27, -41.81)

N

(54.8027)
(34
SVA

x|
b

f
I

37,1,255.37, 1,179

astic Oscillato

Stoch

S&P 500 Cash (1,255

The Kaufman Report - 9/27/2008



Wayne S. Kaufman
Text Box
The weekly chart of the 
S&P 500 shows the obvious
long-term down trend.
The candle two weeks ago
is a hammer, which is a
bottoming candle.  The 
momentum indicators are
at neutral to low
levels.  We have been
calling this a bear 
market since January
when the index crossed
below the 80-week moving
average, which equates
roughly to the 400-day
moving average.  This was
the lowest weekly close 
since 11/2005.
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The S&P 1500 remains In a
down trend and is below
the 20, 50, and 200-sma.
In spite of the negative
headlines last week, so
far the low of 9/18 is
holding. Unfortunately

the weekly chart shows the
lowest weekly close since
11/2005.
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In spite of the negative
headlines last week, so 
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holding.  Unfortunately
the weekly chart shows the
lowest weekly close since
11/2005.
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Our oscillators are

neutral.

There were more lows than

highs Friday.

Our price oscillator, a
good indicator of trends,
remains decidedly

negative.
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50.34% ot stocks traded
higher  Friday.

The AD line is holding up
so far.

The 10-sma average of new

13-week closing highs is
decreasing  while new lows
is increasing.

Only a little more than

one-third of stocks are
above important  moving

averages.
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Our proprietary options

indicator is in negative
territory, showing that
options  buyers have become
pessimistic. Stocks can

go higher or lower while

the indicator is at these

levels, but downside

should be limited.
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Our statistics ot supply
(red lines) versus demand
(green lines) are showing
negative  crossovers, or
simply put, supply has

been swamping demand.
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Our statistics of supply
(red lines) versus demand
(green lines) are showing
negative crossovers, or
simply put, supply has
been swamping demand.
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Atter a fight to safety
drove bond yields to low
levels, they rebounded
sharply. They have
resistance in the 3.905
area, but they seem
destined to go higher
based on the daily and

weekly charts.

Spreads between bond and
earnings yields have
narrowed and don't leave
much room for stocks to
trade higher in the short-

term.

Earnings and projections
have been flat lining as
we said they would a few
weeks ago. This is due
to a lack of earnings
reports at this time and

will  change in October.
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Ihe U.S. Dollar Index has

pulled back from over-

bought levels after hitt-

ing

area.

resistance at the 80

That is also the

neckline of a scary head

and shoulders  pattern  on

the monthly chart which

we have been talking about

for quite a while.

Crude oill IS In a down

trend. There is some
at the 106 area,

that the

support

and after low

90s. It is neutral short-

term relative to over-

bought or oversold.

Gold is fighting  the 200-

sma. If it breaks above

it it should trade a lot

higher.
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90s.  It is neutral short-
term relative to over-
bought or oversold.
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Gold is fighting the 200-
sma.  If it breaks above
it it should trade a lot
higher.
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