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Evidence Supports Cyclical Bull Markets

With improving economic data occurring from previously
depressed levels and investors embracing risk assets, mar-
kets currently have positive fundamental and technical align-
ment. On July 29, 2009, twaye
moving average turned positive, a rare event which can sig-
nal the end of a bear market and the beginning of a new bull
market. The 20072009 bear market ended after a 57%
decline which took 517 calendar days to complete. Since
1929 there have been five similar bear markets with de-
clines of over 35% occurring in 517 or more calendar days.
As shown in the composite graph to the right, it can be re-
warding to be invested after the slope of the 20@ay moving
average turns positive following a major bear market. Note
the correction in the composite graph just prior to the strong
rally. We may experience a
August or in the fall of 2009, where the market shakes out
investors just prior to a big move.

Recession May Have Already Ended

 Leading economic indicators (LEIs) have been up for four con-
secutive months

f Ratio of coincident to lagging indicators has been improving

f  Global LEIs had their biggest monthly gain since 1975

Stocks Perform Well After A Recession
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Chart 1 - Similar Bears: After The 200 -Day Turned

Composite performance 315 trading days after the 2068ay mov-
ing average turned up following declines of 35% or more. Using
prior declines lasting at least 515 calendar days. Five cases meet
the criteria since 1929; following the lows in 1932, 1942, 1970,
1974, and 2002. Composite below is the average path of the five
cases cited after the 200day moving average turned up, NOT from
the market bottom.
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Trading Days From The 200-Day Moving Average's Turn Up

In 2009, the 200-day moving average turned up on July 29th when

the S&P 500 was trading at 975, which is represented hypothetically by
Point A above. If the market follows the historical composite, Point B
hypothetically would occur in the fall of 2010.
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the case in 2009. Commodities historically have performed well following recessions.

More On The Significance Of The 20 a y 0 s

Chart 2 expands on the bear market set used in Chart 1 by
showing the composite path for U.S stocks after the 26y
moving average turned up following a decline of 25% or
mor e. There were 13 cases f
6034, 638, 042, 046, 657, 06
From 1929 to 1950 the Dow was used in the study. From
1950 to 2009, the broader S&P 500 Index was used.

In 2009, the 200-day moving average turned up on July 29th when
the S&P 500 was trading at 975, which is represented hypothetically
by Point A2 on Chart 2. If the market follows the historical compos-
ite, Point B2 hypothetically would occur in the summer of 2011.
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More Support For

Like the ratio of coincident economic indicators to lagging indicators, weekly
jobless claims can help us possibly spot the end of a recession. Initial claims
peaked in the first quarter of this year and have since declined significantly.
Businesses reduced inventories at a record pace in the last two quarters.
Rebuilding of inventories in the coming quarters will add to GDP. Car and
truck sales were hit hard during the recession. Increased sales helped by the
clunkers program will also be a positive for GDP. Government spending, one
of the few bright spots in GDP in recent quarters, should continue as planned
stimulus spending hits a high water mark in 2010. Housing has been a nega-
tive component of GDP for numerous quarters. Recent data suggests hous-
ingds drag on GDP should | essen or
From a historical standpoint, steep economic downturns are usually followed
by better than expected recoveries. The recent financial meltdown certainly
qualifies as a steep downturn. As stated on page one, stocks were higher six
and twelve months after the end of 9 out of 10 of the last recessions.
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Favored Asset Classes & Seehext 6 to 24 Months

Emerging Markets - Stocks

Energy / Materials f Commodity - Stocks
Small Cap - Global
Developed Markets - Stocks

and asset classes heado-h e a d

Technology Stocks

Commodity - Physical

ance afterthe200d ay 6s t urn

Financials

Income - Specific Segments

Consumer Discretionary

when adding commodities and currencies.
Currency - Foreign

Per for mance

6 Months 1 Year 6 Months 1 Year
Base Metals - Stacks 52.30% 95.82% Financials - Broker/Dealer 46.68% 44 13%
Foreign - India £5.40% 90.62% Foreign - Brazil 3B.05% 43.68%
Coal Stocks £0.54% 78.48% Foreign - Asia EX-lapan 36.09% 42.73%
Commeaodity - Copper 30.53% £7.94% Financial - Capital Mkts 27.41% 40.54%
Tech - North America 58.47% 50.24% Small Cap - Value 23.02% 40.42%
Foreign - Turkey 2171%  59.48% Tech - Networking 46.03%  39.84%
Foreign - Russia 2852% 57.40% Foreign - Hong Kong 40.55% 30.44%
Small Cap - Emerging Mkts 35.59%  G5EET% Foreign - South Africa 36.13%  37.99%
Small Cap - Global 4162%  55.64% Foreign - Mexico 14.66%  36.80%
Foreign - BRIC 3281% 52.35% Tech - Semicond. N. Amer. 53.38% 36.15%
Foreign - Emerging Mkts 38.81%  52.35% Foreign - Malaysia 36.86%  35.3B%
Faoreign - Sweden 26.46% 51.53% Retail Stocks 31.02% 35.01%
Foreign - South Korea 38.58%  4855% Foreign - Spain 1396%  33.71%
Pipeline - Stocks 37.12% AR AD% Foreign - Latin America 2297% 33.07%
Foreign - Singapore 40.59%  46.47% Small Cap - Blend 2270%  30.77%
Commeadity - Crude Qil 13.40% 45.62% Foreign - Australia 22.21% 29.36%

New Jobless Claims - Weekly

Rapid decline

usually occurs near
the end of
recessions

2006

The asset classes and sectors shown to the left were
selected after comparing over 450 indexes, ETFs, stocks,
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Data source:
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Tech - Semiconductor
Real Estate - China

Financials - Global

Gold Mining Stocks
Commeodity - Silver
Commeaedity - Base Metals
Global Water - Stocks
Commeadity - Agriculture

Basic Materials - Stocks

Consumer Discret - Stocks

Income - Senior Debt

Financials - Insurance

Steel Stocks

Currency - Australian Dollar
Commeadity - Gold

Global Timber - Stocks

OHI story,,

Asset Class Ranking System. The CCM Rankings were 770t repeat itselr,
combined with postrecession cycle results for 6, 12, 18,
and 24 month historical periods. The relative perform-
i
was also included in the selection process. Correlations
and diversification considerations were also factored in

often
rhymes. o,,
MARK TWAIN
6 Months 1 Year
44 75% 29 2B%
20.18% 2927%
21.43% 28.28%
50.00% 28.10%
5.88% 26.98%
10.94% 26.56%
15.56% 26.40%
13.44% 2452%
18.29% 24 36%
18.46% 23.57%
9.21% 22.2B%
7.25% 21.72%
20.44% 17.09%
12.11% 14 38%
12.74% 13.53%
10.89% 11.87%
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On page one we illustrated the composite historical performance of stocks after the 288y moving average turned up. Those nel¢s
show that it is not necessary to o0catch a bottomd i xammrempeferm- t
ance in 2003 assuming we entered the market 160 calendar days after the market bottomed on March 12, 2003. We chose 160 days
since we are currently roughly 160 days from the March 2009 low. The 2003 and 2009 cycles are similar with the markets mguliir
tial lows in October of 2002 and November 2008. In both cases, market lows were retested or final lows were made in Maré@32and
2009). August 19, 2003 was 160 calendar days after the March 2003 low.

Performance Assuming Market Entry 160 Days After March 12 (s2680:3slos)

6 Mo 18 Mo 6 Mo 18 Mo 6 Mo 18 Mo
Foreign - Turkey 62.22%  137.30% Small Cap - Global 2875% 5187% 18.16%  22.05%
Base Metals - Stocks 60.66% 149 BE% Foreign - Australia 2764% 6537 Basic Materials - Stocks 16.19% 32.40%
Tech - North America 55.67% 24 5B% Foreign - Russia 27.31% 27.50% Global Water - Stocks 15.85% 35.78%
Commodity - Copper 53.64% 76.26% Financials - Broker/Dealer 26.35% 32.84% Foreign - Shanghai 1442% -11.84%
Coal Stocks 51.77%  11B.79% Income - Foreign 26.32% 47.37T% Commodity - Gold 13.42% 16.44%
Foreign - Brazil 49.3%%  110.22% Steel Stocks 26.24% 43.82% Foreign - Malaysia 13.33% 25.B6%
Tech - Netwarking 48.25% 12.16% Foreign - Asia EX-lapan 25.84% 41.1B% Commodity - Crude Qil 1257% 55.70%
Foreign - India 48.18% £5.58% Tech - Semiconductor M. Amer. 25.00% 2.73% Foreign - South Korea 11.78% 4150%

Small Cap - Emerging Markets  38.10% 73.23% Commodity - Base Metals 2462% 35.38% Retail Stocks 11.77%  27.52%
Foreign - Sweden 36.81% £0.35% Financial - Capital Markets 24.02% 36.11% Consumer Discret - Stocks 11.77%  20.07%
Foreign - Latin America 36.08% B6.86% Financials - Global 23.19% 35.31% Income - Emerging Markets 11.13% 12.10%
Foreign - Hong Kong 34.30% 43.20% Gold Mining Stocks 20.75% 10.B8% Commodity - Nat Gas 11.02% 25.65%
Foreign - Mexico 34.04% 81.45% Small Cap - Value 20062% 57.15% 9.1%% 1051%
Global Wind Energy - Stocks 32.63% 0.85% Currency - Australian Dollar 20.25% 19.87% Income - Credit 757% B8.73%
Foreign - Spain 31.67% 50.51% Tech - Semiconductor 20.12% 2.46% Global Timber - Stocks B.62% 1B77%
Commodity - Silver 31.40% 43 B0% Small Cap - Blend 19.74% 35.14% Currency - Canadian Dollar 6.48% 13.23%
Foreign - South Africa 31.10% 67.82% Commodity - Agriculture 18.56% -2.57% Income - Senior Debt 6.22% 9.92%
Foreign - BRIC 30.42% 50.73% Pipeline - Stocks 19.20% 63.61% Pipeline - Stocks 434% S5R04%
Foreign - Emerging Markets 30.42% 50.73% Foreign - Singapore 18.39% 42.38% Income - Floating Rate 2.43% 2.B5%

Monitoring The Health Of The-BReéd Flags

Slope of moving averagesNegative slopes on 5@ay, 89-day, and 22week moving averages.
Moving Average Crossoversiegative crosses of 20 and 5@lays.

Poor Market Breadth: If the number of stocks participating in the gains deteriorates, especially for a prolonged period, it could
signal the end of a bull run.

A Spike In Interest Rates:With large amounts of supply due to hit the Treasury market and foreigners keeping an eye on the
dollar, higher interest rates are a distinct possibility.

Extreme Bullishness:Investor sentiment is a contrary indicator as investors tend to hope and fear at the wrong times.
Valuations: Rising normalized PE ratios may result if earnings fail to materialize over the coming months.

Trendline and Trend Channel Breaks:Used in concert with other methods, trendline and trend channels can help us discern
between normal corrections and neso-normal corrections.

Volatility Characteristics:Each investment, market, or asset class has a unique and ewgranging set of volatility characteris-
tics. When markets step outside their recent norms, it is time to pay attention.

www.ciovaccocapital.com
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Currencies Demonstrate Acceptance of Risk

As global investors continue to
embrace risk asset classes, the
shift from principal protection
strategies to purchasing power
preservation strategies contin-
ues in a manner which supports
new cyclical bull markets. In
contrast to secular, or long
term, bull markets, cyclical bulls
can last from a few months to a
few years. The current evidence
at hand supports the possibility
that global risk assets could
surprise on the upside at least
into the early spring of 2010.
Shifts in the currency markets
between March of 2009 and
August of 2009 also lend sup-
port to the cyclical bull case.

While the U.S. dollar will experi-
ence countertrend rallies as any
market does, for now the long

term trend remains down or at

best rangebound at low levels.

A significant turn in the dollar

would be a negative for risk
assets such as emerging mar-
ket stocks and commodities.

We will be watching the  U.S.
dollar closely in the coming
weeks and months. The dollar
recently had a bearish turn in

the slope of its 200day moving

average also supporting the
bullish case.

Bullish Turns In 2@&y Moving Averages

The wide variety of asset classes and sectors which have seen the slope
of their 200-day moving average turn from negative to positive supports
the intermediateterm bullish case. As shown in Charts 1 and 2 on page
1, bullish turns in 200-days usually signal better times ahead. 20day

moving averages are shown in blue on the charts below.

S&P 500 Index - Large Cap
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March 2009: U.S. dollar leads as investors shun risk.
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Bullish Turns In 2@y Moving Averages (continued)

Copper - Physical

$COPPER (Copper (EODY) INDX @ StockCharts.com
18-Aug-2003 Close 22060 Chg +2.05 (+0.74%) &
$COPPER (Daily)
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Currency - Canadian Dollar
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CCM On The WelBookmark Short TakedJpdated RegularlyShort Takes is a good way to keep of with developments
related to the markets. Visit www.ciovaccocapital.comt h e n

page.

Small Cap Value - Stocks

$1LZ (Dynamic SmCap Yalug) INDE ® StockCharts.com
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Attractiveness RankingPart |

The asset classes, markets, and sec-
tors below are shown in order of at-
tractiveness based on the CCM Asset
Class Rankings. Historical cycle infor-

mati on was combined || with CCMd s

proprietary models to compile these
rankings.

Emerging Markets - Stocks

Foreign - India

Foreign - Turkey
Foreign - Brazil
Foreign - China 25
Foreign - Latin America
Foreign - BRIC

Foreign - South Africa
Foreign - Hong Kong
Foreign - Mexico
Foreign - Asia EX-lapan
Foreign - South Karea
Foreign - Russia
Foreign - Malaysia

Foreign - Shanghai

Energy/Materials/Commodity

Coal Stocks

Base Metals - Stocks
Steel Stocks

Global Wind Energy - Stocks
Gold Mining Stocks
Pipeline - Stocks

Basic Materials - Stocks
Pipeline - Stocks
Global Water - Stocks
Global Timber - Stocks
Agricultural - Stocks

Small Cap - Global

Small Cap - China
Small Cap - Emerging Markets
Small Cap - Global
Small Cap - Value
Small Cap - Blend

Developed Markets - Stocks

Foreign - Sweden
Foreign - Australia

Foreign - Spain

Foreign - Singapore

S&P 500: Moving Average Crossovers Can Indicate Change In Tr

$SPX (S&P 500 Large Cap Index) INDE @ StockCharts.com

18-Aug-2009 Open 990.22 High 1012.00 Low 97851 Close 929.67 Volume 5468 Chg +2.19 (+0.22%)
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a00
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NASDAQ: 2009 MACD Indicator Similar To 2003 Bottom

$COMPQ (Masdag Composite) INDX, ® StockCharts.com
13-Aug-2003  Open 1392.35 High 201550 Low 1929.64 Close 1355.02 Volume 25.18 Chg -22.58 (-1.19%)
= $COMPG (Maonthly) 1955,92
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Attractiveness RankingRart Il

Technology Stocks

Tech - N Amer Networking
Tech - Networking
Tech - Semiconductor N. Amer.

Tech - Semiconductor

Commodity - Physical

Commodity - Copper
Commodity - Base Metals
Commodity - Silver
Commodity - Crude Oil
Commaodity - Gold
Commodity - Nat Gas

Commaodity - Agriculture

Financials

Financials - Broker/Dealer

Financial - Capital Markets
Financials - Global
Financials - Insurance

Financials - Preferred

Using Emerging Markets
and the Dollar to Monitor
the Bull

Emerging market stocks have
been the leaders since we en-
tered the current bull market.
Leading markets and asset
classes made their lowest lows in
late 2008 and then made higher
lows in March of 2009. Lagging
asset classes tended to make
new lows in March of 2009. All
things being equal, we would
prefer to own leaders. Emerging
market stocks can be used as a
good proxy for the risk tolerance
of investors and a way to monitor
the health of the market. Signifi-
cant breakdowns in emerging
market stocks could signal trou-
ble for all risk assets. Similarly,
strength in the U.S. dollar, outside
of normal countertrend rallies,
would be a negative for most
market leaders.

The Shift In Leading Asset Classes Supports An Economic Recovery

Leading asset classes can tell us a lot about the health of the financial markets. Chart 3
shows that concern remained in the markets into early 2009. Just as we would expect in
the early stages of an economic recovery, stocks and commodities took over the leadershig
of the markets. Current leaders support the bullish case and an improving global economy.

Chart 3: Late 2008 / Early 2009 - Leaders Suggest More Trouble Ahead

B z&pP 500 | B iShz T-Bnd 20+y | S Dollar (EOD) | B iShares MSCIEm Mits | il (EOD) | B Copper(EOD

26 September 2008 - § Februany 2009
Treasury Bonds
/M U.5. Dollar -
%
%
S&P 500
-.“. Emerging Markets (pink)
Copper {black)
sy stockcharts.com Crude Oil {teal}
Oct 0= Mow 08 [ec 02 Jan 09

Chart 4. March to August 2009 Leaders Suggest Better Times Ahead

B s£F 500 | B iShs T-Bnd 20+y | 1S Dallar (EOD) | B iShares MSCIEm hiids | 0il (EOD) | B Copper(EQD)

G harch 2009 - 12 August 2009

Emerging Markets (pink)

R
,_/—/—\ S&P 500

il (teal)

Copper {black)

sy stockcharts.com

L.5. Dollar
\j\, e
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Treasury Bonds

v |

Aug 02

Aprog [CEa=] Jul 02




Page 8

CCM Client Upd

ate

Corrections and Countertrend Rallies Are Part Of Any Market

When corrections are in full swing, it always makes sense to review the big picture. We have covered the topics below nusnerou
times in the past, but we will do so again because they remain important and they can help us deal with our biggest erteoyr
emotions. The concepts below are far from the only way to make portfolio decisions, but they do serve as a big picture frarkéav
help us make better calls during corrections. The Table A (page 10) portrays the state of the current financial landscabénvihe

context of these big picture concepts.

$SPX (SAP 500 Large Cap Index) NDX @ StockCharts.com
18-Aug-2009 Open 25052 High 281.20 Low an.i Close 252.57 Volume 358 Chg +Q.Q4_';1 1% -
— $S5PY (Daily) 989,67

—MAED) 946 67 :

—MA[200) 875,77
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www.ciovaccocapital.com
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[Err on the side of HOLDING stocks when: |

[The slope of the 200-day is POSITIVE (green arrows) |
50-day is ABOVE the 200-day (blue above red
Price is ABOVE the 200-day (black above red)

[Err on the side of SELLING stocks when: | son
The slope of the 200-day is HEGATIVE (red arrows) |

50-day is BELOW the 200-day (blue below red) |

Price is BELOW the 200 day (black below red) | a0

g2 93 &84 95 o8 a7 a2 Q3 00 o 0z 0z 04 05 03 07 03 09

$SPX (=8P 500 Large Cap Indesd) INDX @ StockCharts.com
10-Apr2002  Open 135527 High 1367 24 Low 1350.11 Close 1360.55 Volume 2.28 Chg +6.06 (+0.45%)
— £5PY (Daily) 1360.55
—MA[EN] 134202
—MAZ00) 144447
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13280
1300
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For illustrative purposes only. Use at your own risk.
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Corrections and Countertrend Rallies (continued)

$SPX (S&P 500 Large Cap Index) INDX @ StockChartscom
10-Apr2008 Open 135537 High 1367 24 Low 135011 Close 136055 Volume 228 Chg +6.06 (+0.d45%) &

— §5PX (Daily) 1260,55 E’ 1550

—MALZOD]) 14 47
With the volatility removed, it looks easy
to get from Point A to Point B...

L x

El a0
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$SPX (S&P 500 Large Cap Index) INDE @ StockCharts.com
10-Apr2008 Open 135537 High 1367 24 Low 135011 Close 136055 Volume 228 Chg +6.06 (+0.d45%) &

— $5PX (Daily) 1360.55 ”

Unfortunately, in the real world we have to deal
with volatility and our emotions, which make it
very difficult to follow even the most basic

rules. That is where discipline comes into play.

M A 0002 A J 003 A 0 00 A J 00 A J 0D A 0 00T A J 008 A

1550
AG00
1480
1400
1280
1300
12460
200
11460
1100
1050
4000

250

=luli]

2450

200

For illustrative purposes only. Use at your own risk.

Please see Table A on the next page to see how markets are currently
positioned relative to their 50 -day and 200 -day moving averages.
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Corrections (continued) Stocks Have To Have A Big Pullback, Right

Table A Status of Big Picture Criteria Chart 5: Reasons not to buy small caps in August 2003

Above Slope |50 Above

We can buy on a correction.
The shorts willcomeinsooni t s t oo | ate tdg

Emerging Market Bonds
Senior U.S. Debt

Consumer Discretionary Stocks
U.5. Credit

Gasoline

{ The market has come too far to fast.
As Of August 19, 2009 200 of 200 2% T We missed the bottom.
S&P 500  Look at those big gains off the March lows, a correction has
MNasdag to be coming.
Foreign Bonds I  RSlis overbought (over 70 see first red circle).
Small Cap I Full Stochastics (STO) are overbought (over 8&ee 2nd red
Copper circle).
coal Stacks I CClis overbought (see 3rd red circle).
1
1

Australian Dollar

Semiconductor Stocks

Small Cap - China
Timber Stocks

Brazil - Stocks
Agricultural Commodities
Base Metals - Stocks
Steel Stocks
Broker-Dealer Stocks
China 25 - Stocks
Agricultural Stocks
Gold

Canadian Dollar
Gold

For illustrative purposes only. Use at your own risk.

The table above can help us control our fear and avoid making
emotional decisions during inevitable corrections, which can
be significant in any bull market. Study results of market be-
havior after the sl-dapmovighivet he S&P 500686s 200
age turns up support erring on the side of holding as long as
bull market conditions exist (as they do today). If conditions
change, we will adjust accordingly. Until they do, we will re-
main in the mindset of longerm investing. The evidence con-
tinues to support higher stock prices in the months ahead.
There is no compelling reason to believe recent corrections
have been anything more than thatnormal corrections within

a bull market.

Ciovacco Capital would like to thank StockCharts.com for

. o See Chart 6 on the next page to see how small caps
allowing us to share charts created on their site.

performed after the big move off the March 2003 lows
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