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Events Don’t Make a Trend

Our strategy can be put succinctly — I don’t buy it. All
of the happy talk from Washington and Wall Street
about economic recovery and “green shoots” don’t
convince me one bit.

Here’s the reason — to have true economic recovery, it
needs be continuous, creating recurring income that is
self-sustaining. Instead, what we have gotten from
Washington are “one time” events. As a research
analyst looking at a company, I discount the effects
one time events have on a company’s earnings, be-
cause they usually have no follow through, no creation
of future earnings or revenue streams.

While big and expensive, all Washington has done is
give the economy short term boosts that have no
sustainability, but have costs that will be long term.
(The debt needed to fund these boondoggles.)

Bailouts of failed banks and brokerages don’t advance
the economy at all, except in keeping the economy
from collapse. They spent trillions propping up the
big banks, yet have allowed over 70 smaller banks to
fail this year. Interesting how this year many of the
bigger banks have announced huge earnings after
having received aid from the government. They get to
keep their earnings, but we have to bail them out of
their losses. I’'m pretty sure that privatization of
earnings and socialization of losses is not how a strong
banking system (and economy) is built.

The economic stimulus package was mostly smoke
and mirrors. Only about 14% of the almost $800
billion went to infrastructure and science according to
the Administration’s own website, recovery.gov.
Over half the “Stimulus” package went into tax relief
and aid to States. This wasn’t stimulus, it was a
band-aid.

The socialized American auto industry has turned into
a global joke. After spending billions to prop up GM
and Chrysler, the government now has to pay custom-
ers to buy cars from them. And the Department of
Transportation refuses to release the statistics on who
is getting what. Are they afraid that the numbers will
show most of the Cash for Clunkers money went to
foreign autos companies like Toyota and Nissan?

What can we expect next? Bailouts of failed golf
courses? $500 for old refrigerators?

Band-Aids on an Arterial Bleed

They have done nothing more than put their finger in
the dike. They prevented the collapse last year, but
with all of the new debt piling up, they are creating
more holes and more vulnerabilities. The OMB has
put the price tag of all of the bailouts and guarantees at
a cool $23 trillion. That’s about 160% of the economy,
on top of the $52 trillion of debt already in place. (Not
to mention the $99 trillion of unfunded liability at
Medicare, Medicaid and Social Security! And these
guys want to “reform” healthcare! If history is any

Yes, some economic numbers may have upticks.
Unemployment could decline for a bit. But they have
done nothing to address the fundamental problems
facing the US economy — too much debt and a deterio-
rating manufacturing base. Until these two issues are
seriously addressed, there can be no real sustained
economic recovery in the US.

There may be some green shoots, but they are likely to
be poison ivy. If you give an addict more of what he
craves, he feels better for a while, and then he’s going
to need some more. The economy is addicted to debt
and instead of figuring out a way of reducing our
dependence on debt growth, the Fed, Treasury and
Administration have been orchestrating the biggest
Federal deficits in history, funded by debt.

Give The People What They Want...

Bear markets have rallies. Economic downturns don’t
go in a straight line. The worst thing an investor can
do is to get caught up in the hype of an economic
recovery and new bull market. It may be what the
people want to hear, but until certain fundamental
changes happen, it won’t be reality. And investors
could get caught in a bull trap, as the market heads to
new lows.

Review of recent charts:

Generally, many markets are extended. Short term
pullbacks are the theme of most charts. It will be im-
portant to be able to discern which pullbacks are buy-
ing opportunities and which are not.

Fundamentals will play an important role. It is less
important what people are saying and more important
what they are doing. For instance, the Chinese are
saying they support the US Dollar and will continue
to buy US Treasuries at auction, yet their actions tell
us something else.
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They have been entering into many international trade negative views. You may hear talk about a bubble in

deals that have settled in Yuan, not Dollars. They
also have been conspicuously absent from recent
Treasury auctions and have reduced their exposure to
our long term debt in favor of the shorter term.

Dow Jones Ind
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A gain of almost 50% from the low in March is too
far too fast. Even if we were bullish, we would ex-
pect this to correct a bit. A decline to the 8600 area
would hold support for the short term trend. The de-
clining volume is working against the rally, showing
it is running out if steam.
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The longer term chart shows that the market could
rally up to almost 11,000. But the downside is a re-
test of the March lows around 7,000. Wise investors
should use any further rally to lighten up on US equi-
ty positions.

China

$HS| (Hang Zeng (EOD)) INDE @ StockCharts.com
13-Aug-2009 Close 205851.30 Chg +485.94 (+2.35%) =
FHSI (Weeakly)

300K
270K
25.0K
225K
20.0K
175K
15.0K
12500

Oct OF Apr Jul Oct D0 Apr Jul Oct D9 Apr Jul
China has just about doubled from its March lows.

This too is too far, too fast. This difference between
the Dow Jones and China is that China’s fundamen-

China. It is ironic that many of these same strategist
never saw a bubble in the US, but now they are ex-
perts on China.

In our opinion, all of this talk of a bubble in China is
wrong. Yes, we expect a correction, maybe even a
severe one, but with improving fundamentals, buying
China on a dip may be a smart move.

Energy
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Energy hasn’t moved much this year. Any further
correction could be viewed as a buying opportunity.

Financials

XLF (Financials Select Sector SPDR) MYSE @ StockCharts.com
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Financials have had a big move off the March low.
This is based on deteriorating fundamentals. Many
banks will survive and prosper, but it is still too early
to play this area. Sell into any strength.

Consumer Discretionary
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12-4u0g-2009 2:A5pm
WL [Weaeakl

2 StockChartscam
Last 25.14 Chg -0.25 (-1.256%)

Oct OF Apr Jul Ost 08 Apr Jul Oct 09 Apr Jduol

Oct OF Apr Jul Dot 08 Apr Jul Oct 09 Apr Jul

This group is the poster child for foolish investing.

tals are improving. There are many in the investment With all we know about rising unemployment, con-

world that for some reason have it in for China. They
will point to any correction as justification for their

sumer debt numbers and record personal bankruptcies,
Consumer Discretiary stocks should be one of the last
sectors to move, yet the chart shows it breaking out
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US Dollar is still the
key
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30yr Treasury rate has
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of its down trend. Wise investors should be selling
into strength.

US Dollar
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Long term, we expect the Dollar to head much lower.
But, short term, we may see a rally. After hitting new
lows for the year, it may reverse and rally. Breaking
down below 77.50 would indicate the declines will
continue. A break above 81 could mean a further ral-

ly.

Gold
$GOLD (Gold (EODY) INDX @ StockCharts.com
12-Aug-2009 Close 94590 Chg -5.80 -0.92%) +
$GOLD (weekly) J
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Gold has attempted to clear $1,000 several times this
year. The Dollar could be a key player in its success.
If the Dollar rallies, we would expect to see Gold fail
again in its attempt to get over $1,000. If however,
the Dollar declines further, it may cause Gold to ac-
celerate well beyond $1,000. On its own, Gold looks
like a chart about to go much higher. The Dollar may
be the key.

il
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Similarly to Gold, Oil future may be tied to the Dollar.

Long term fundamentals continue to improve, but

short term, the Dollar may be in charge.

30 yr Treasury yield
$TYX (30-Year T-Bond Yield) INDx @ StockChartzcom
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Long term rates have risen significantly this year.
Granted, they came off an extraordinary low at the
end of 2008. But the Fed’s buying of Treasuries an-
nounced in March was supposed to keep long term
rates down. Instead, they rose over 100 basis points.
How much higher might they have gone had the Fed
not been buying? We may soon find out as the Fed
announced they will stop buying Treasuries in Sep-
tember. This may have implications for the Dollar,
mortgage rates and the health of the economy, none
of which will be good.

NYSE Bullish Percent Index

NYSE Bullish Percent Index (EOD) ($BPNYA) npx
12-Aug, 16:00 ET, daily, O: 70.637, H: T0.837, L: 70.637, C: TO.637, Chy: +0.605
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The Bullish Percent Index (BPI) measures how many
stocks are in bullish trends. A reading of 70 means
70% are in bullish trends. A reading of 25 means on-
ly 25% are in bullish trends. It can be an indicator of
a reversal of direction for the market. Once the chart
gets to extremes, it usually reverses, as does the mar-
ket.

Currently the BPI is at 79.63. The last time it was
this high was 2004. This is higher than last summer
or the summer before. It is telling investors that ev-
erybody is in the pool. It could stay at this readiung
for some time, or go even higher. But if 80% of all
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stocks are in a bullish pattern, what is likely to be the
next move in stocks?

One area that looks particularly attractive fundamen-
tally for the long term is the emerging markets. Al-

though we expect a significant correction, we will be
Put this information together with the previous charts  looking to add to this area in the future.
and you can see why we anticipate at least a short

. . . EEM (iShares MSCI Em Mits) MY SE @ StowkCharts.com
term correction in the US Stock market, if not a re-

13-Aug-2009 3:09pm Last 25.14 Chg -0.30 (-1.07 %)«

sumption of the bear market. Investors that are EEM (opackle) ﬂ .
caught up in the euphoria of the rally may want to s
re-think their positions. Wise investors should take o
advantage of the current situation, selling into s
strength and preparing for a decline. ‘ﬁ o
Our Strategy =
Our strategy at Cornerstone is just that. Sell into -
strength and look to buy sectors with strong funda- Oot OF Apr Jul Oct 08 Apr .Jul Oct 03 Apr .Jul
mentals. We are not likely to get completely out of i
certain markets. We will continue to hold those areas 2600
where fundamentals are strong. We will be looking Oct OF Apr Jul Oct 08 Apr Jul Dot 09 Apr Jul

for buying opportunities (lower prices) in those areas.
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