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No ifs, ands, or buts, this last quarter was brutal.  The question is, when will the pain stop?
And our simple answer is:  We do not know.  But, our experience that spans some 5 decades
of bull and bear markets tells us to expect a powerful upmove very soon.  Why?  First,
because the Federal Reserve is pulling out all stops to get this economy back on a healthy
path.  Second, valuations due to much lower prices have recycled to extremely attractive
levels.  Third, investor psychology has exceeded all “fear” thresholds we monitor.  In other
words, most everyone who was going to panic has already panicked and sold their stocks.
Stocks have moved from weak hands to strong hands.  Fourth, the amount of money sitting
on the sidelines today is staggering, which means the potential to fuel a major advance is in
place.  And lastly, all our proprietary barometers argue that the environment is favorable
and friendly for stocks and bonds.  So, no we cannot say for sure that all the bad stuff is
behind us, but we feel confident that a powerful advance can and will start quite soon.

DAMAGE CONTROL

The various stock market indices have plunged some 40, 50, 60, even 75%!  We have been
bruised, but not slaughtered!  We have sidestepped a big portion of this nearly three year
savage bear market decline.  Why?  We adhered to a conservative, balanced approach to
investing.  We stayed with quality income producing common stocks.  We diversified by

owning different asset classes:  REITs, bonds,
preferred securities, and cash.  The bulk of
your capital is intact.  So you have survived
and are still in the game.   You have a superior
advantage to capitalize on the dynamic

rebound that always follows a significant stock market decline.

BE A CONTRARIAN

The easiest way to be a contrarian is to think like the legendary investors who accumulated
so much wealth by buying when everyone else was selling.  Sir John Templeton , Ben
Graham, Warren Buffet, and others look to buy good businesses that are selling cheap (like
today).  Baron Rothchild’s famous advice comes to mind:  “Buy when blood is running in
the streets”.  If you were one of these famous legends, would you be selling or buying
today?

Knowledge that financial markets alternate between bull and bear, up and down, love and
hate, greed and fear, suggests a profitable course is one that takes a view or approach that is
opposite to the prevailing attitude or crowd psychology.  The ‘crowd’ is almost always

You have a superior advantage to
capitalize on the dynamic rebound that
always follows a significant stock market
decline.
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wrong.  The correct action is to buy or own stocks when everyone else panics and sells stocks.  Today the
‘crowd’ is sitting in the bomb shelters.  By the time they acknowledge the ‘all clear’ siren, the stock market
will be 20 or 30% higher. An obvious contrarian move is to buy and own  stocks.

Swings from bull to bear and back and
forth are not new.  Expect these swings
in the future.  The good news is bad
markets are followed by good markets.
This bear market is very old and
exhausted.  A new young bull market is
ready to start at any time.  The fuel for
this next bull market is the $1.9 trillion
sitting in money market funds.  This
dollar amount represents ¼ of the
entire Wilshire 5000 stock market
universe!  So much money … so little
common stock.

This has been a long punishing decline.  We are excited that this decline will soon be replaced by a vigorous
young bull market advance.  Stay tuned.  History is on our side.  Bear markets are followed by bull markets
(see chart).  We are ready!

Record Cash on the Sidelines $1.9 Trillion
Ratio of total money market fund assets / Wilshire 5000

Lots of Fuel for Next Bull Market!
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