




S&P 500 Index Reversion Recovery Bounce targets: Have an exit plan in place for your long equity positions. It 
may feel like all is well in the world again – don’t get greedy.  Watch out for the next left hook! 

  

Long-Term Secular Bear Markets:  The following is a long-term chart of bull and bear markets.  Note – bear 
markets last a long time.  With the market expensively priced, low interest rates with the risk of them moving 
higher, global structural problems, and deleveraging, it appears to me we may be only half way through this 
current long-term secular bear.  This chart helps give a historical perspective. 

  



Price Earnings valuation:  The market is expensively priced.  Watch PE ratios for a bear market bottom (see the 
“Bargains” zone at the bottom of the next chart).  You’ll hear economists talk about forward PE data (forward 
looking based on next year’s projected earnings) and claim the market is reasonably priced yet most analysts 
have been far from accurate in estimating forward earnings.  I like to look at the actual reported GAAP earnings 
– it takes the future earnings guessing game out of the picture.  Historically, long-term secular bull markets 
begin when PE ratios drop below the bargain line (see bottom of below chart: approx. PE Ratio of 10).  Note 
how high prices are today relative to earnings (see the “Today” arrow below).  I believe it will take a number of 
years before we work through this mess.  The financial sector alone represented nearly 30% of the S&P’s 
earnings and so much of that was derived from massively leverage balance sheets (as we all now know).  Now 
that leverage has significantly been eliminated, what will the impact be on overall S&P 500 index earnings?  
Equity market risk will decline when PE ratios drop below 15 and be even far more attractive below 10 (again 
see the “Bargains” dotted line in chart below).  However, that doesn’t mean we can’t have several short-term 
bull market moves along the way (we are in one of those today). 

Earnings estimates are nearly always wrong at critical turning points.  When the economy stabilizes (and we are 
seeing signs of that) perhaps S&P 500 Stock Index earnings normalize at $60 (not the 27.73 for Dec 2009) or 
the 35.67 estimated below.  Ok – that’s just a guess and that’s my point here yet if we assume $60 along with 
the 15.7 PE long-term mean (blue dotted line below) then $60 x 15.7 = 942 fair value on the S&P 500.  Any 
way I look at it, a lot of earnings can be created at 30 to 1 leverage.  Most of that game is over. 

  

 

 



Debt as a percentage of GDP is high and will take a number of years to work off.  Think about the Federal 
government’s borrowing needs and then look on down the line at the state and local level.  Taxes are going up 
and so is the need to borrow.  We remain in a financial mess.  Even if we are somehow able to avoid inflation, it 
is likely that the domestic demand for funding will drive interest rates higher.  Markets do better when interest 
rates are high and moving lower.  They do not do well when interest rates are low and moving higher.  Risk 
here is high.  The high level of debt reflected below is a drag on earnings growth (think about your own 
personal balance sheet – more debt, less left over). 

  

 

 

 

 

 

 

 

 



Investor Sentiment:  Look to trade the equity markets more tactically.  As Sir John Templeton said to me many 
years ago, “Buy when everyone else is selling and sell when everyone else is buying”.  Not so easy to do in real 
life.  The following is a chart I follow to measure investor sentiment.  It is Ned Davis Research’s Crowd 
Sentiment Poll.  Simply, it reflects extreme fear and optimism.  Note the buy and sell areas.  I’m watching for 
how the market behaves at important resistance levels (1000 and 1122 in the chart above) tied to extreme 
optimism and important support floors tied to extreme pessimism.  Investor sentiment is to be used in 
conjunction with other indicators.  Note the record “Extreme Pessimism (Bullish)” reading at the market low on 
March 9.  Currently the NDR Crowd Sentiment Poll reading is in the neutral zone.  This supports a continued 
recovery rally higher. 

  

 

 

 

 

 



I wrote on December 24, 2008, “Be Patient, you’ll get that chance”.  I simply felt that history has shown that 
post crash reversion recovery bounces are attractive and allow for an exit at better levels.  It was hard to 
emotionally digest the “you’ll get that chance” idea at that time as the world looked to be in a deep dark place 
and it will be equally hard to exit when the news seems so much brighter.  For now, the global bull market is 
well intact and sustainable.  It is based on expectations that the massive global liquidity infusion will lead to 
improving economic conditions.  It is fueled by record levels of sideline cash and the washout of sellers.  I 
believe the current reversion to the mean recovery bounce rally remains intact.  The most recent move to 950 is 
overbought and the current pull-back is logical.  I see another tradable move higher into September with a shot 
at 1100.  We’ll see how it plays out and of course I can’t guarantee I’ll be correct.  I am not a long-term bull; in 
fact, I think we are in a long-term secular bear market (perhaps for another 5-7 years).  This is a “you’ll get that 
chance” to exit higher rally.  Don’t get greedy, have a plan and commit to execute that plan. 

  

Finally, my message today is simply intended to update you on the recovery that is in progress and reminds you 
to have an exit game plan in place (tied to your level of risk, goals, needs, etc).  I express the above about the 
markets in general because we speak to so many who have been blindsided by the crash and just don't know 
what to do. My answer is - think differently today. Find valid Absolute Return Strategies.  We are one such 
source.  We are active traders ourselves and have been for many years.  We understand traders, their processes, 
we have the depth of due diligence in place to evaluate and monitor, and importantly we have the experience to 
know whether a manager has what it takes to be a trader. Of course, this is a self-serving answer; yet understand 
that we are one source for Absolute Return Strategies. I remain passionate that investors should increase 
portfolio allocation weightings to Absolute Return Strategies in long-term secular bear markets. This is the 
overall intent of my message to you.  When a new directional long-term bull begins anew, you may look to 
underweight Absolute Return Strategies but I would encourage you then to still hold a core position to help 
smooth your return stream. 



 
You can review our nine individual strategies at http://www.cmgfunds.net/public/individual_programs.asp but 
know that it is important to blend non-correlating strategies together to compliment other investments in your 
portfolio.  Don’t just chase the hot manager.  Look for strategies that have no correlation to the general equity 
and fixed income markets and look to blend strategies that have no correlation to each other.  Finally, if interest 
rates are moving higher as we suspect, the fixed income portion of your portfolio will be the next big cause of 
portfolio underperformance.  Revisit that portion of your portfolio, consider laddering your fixed income 
positions and blending in several fixed income trading strategies that may profit in a rising interest rate 
environment.  There are solutions in long-term secular bear markets - I encourage you to think differently today. 
 
Please see attached for the May 2009 month end newsletter. You may also access the newsletter and our 
previous commentary on our website in the Market Commentary section.  Please contact your CMG investment 
representative at 800-891-9092, email us at sales@cmgfunds.net or simply reply to this email if you’d like to 
learn more. 

Wishing you the very best. 
 
With kind regards, 

Steve 
 
 
Stephen B. Blumenthal 
CMG Capital Management Group, Inc. 
Radnor Financial Center   
150 North Radnor Chester Road 
Suite A150 
Radnor, PA 19087 
610-989-9090 W 
610-989-9092 F 
steve@cmgfunds.net 
www.cmgfunds.net 
 
 

Important Disclosure Information: Please remember that past performance may not be indicative of future results.  
Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of 
any specific investment, investment strategy, or product made reference to directly or indirectly in this document will be 
profitable, equal any corresponding indicated historical performance level(s), or be suitable for your portfolio.  Due to 
various factors, including changing market conditions, the content may no longer be reflective of current opinions or 
positions.  Moreover, you should not assume that any discussion or information contained herein serves as the receipt of, or 
as a substitute for, personalized investment advice from CMG Capital Management (or any of its related entities), or from 
any other investment professional. To the extent that a reader has any questions regarding the applicability of any of the 
content to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing. A 
copy of CMG's current written disclosure statement discussing our advisory services and fees is available for review upon 
request. Composite performance results represent the results for the CMG program for the relevant time periods. The 
composite performance results reflect time-weighted rates of return, the re-investment of dividends and other account 
earnings, and are net of applicable account transaction and custodial charges, CMG's investment management fee 
(assuming the incurrence of maximum management fee charged by CMG of 2.50%). Past performance may not be 
indicative of future results and the performance of a specific individual client account may vary substantially from the 
composite performance results. Therefore, no current or prospective client should assume that future performance will be 
profitable, or equal either the CMG composite performance results reflected above, or the performance results for any of 
the comparative index benchmarks provided. The historical performance results of the comparative index benchmarks do 
not reflect the deduction of transaction and custodial charges, or the deduction of an investment management fee, the 
incurrence of which would have the effect of decreasing indicated historical performance results. The historical index 
performance results are provided exclusively for comparison purposes only, so as to provide general comparative 
information to assist an individual client or prospective client in determining whether a specific program meets, or 
continues to meet, his/her investment objective(s). For reasons including variances in account holdings, variances in the 



investment management fee incurred, market fluctuation, the date on which a client engages CMG's investment 
management services, account contributions or withdrawals, and the impact of taxes, the performance of a specific client's 
account may vary substantially from the indicated CMG composite performance results. To the extent that there has been a 
change in a client's investment objectives or financial situation, he/she/it is encouraged to advise CMG immediately.  
Different types of investments and/or investment strategies involve varying levels of risk, and there can be no assurance 
that any specific investment or investment strategy (including the investments purchased and/or investment strategies 
devised by CMG) will be either suitable (or continue to be suitable) or profitable for a client's or prospective client's 
portfolio. Moreover, it should also not be assumed that the above illustration serves as the receipt of, or a substitute for, 
personalized investment advice from CMG. Information pertaining to CMG's advisory operations, services, and fees is set 
forth in CMG's current disclosure statement, as same is on file with the United States Securities and Exchange 
Commission, a copy of which is available from CMG upon request. 
 

 

 


