October 12, 2009

BARRON'S

Mil

1%, O Buich' diys, you should

| tions in exehange-traded funds habe
g or helow-average volatility sich as
. BPY“[the: Standa Pooi's 5007 BT

. p
| XLP) of the health-care SPDR (XLV).

Market Watch

A Sampling of Advisory Opinion = Edited by Anita Peltonen

"The excess liquidity is not only inflating stock prices, but is also debasing the dollar, giving rise
to the suspicion that Washington believes the U.S. can export its way out of this recession.”

How to Hold On to This Bull

State of the Market
by Systems & Forecosts/Signalert
160 Great Neck Rd,, Great Neck, N.Y. 11021
Oct. 7: The bull continues to charge, The
pace of advance should slow down, but
our short- and intermediate-term indica-
tors suggest that visk remains below aver-
age and profit potential above average.
In a slower-paced market advance, it
shoild beeome more diffieult to gain or
hold on to a profit, if you add to pesitions
“oi days when the market gains more th.an

the ounﬁiilht-n‘-&sts “'SEDR: - tick
{On‘the otheér hand, emerging markets
(espeeially Brazil) are favored on a longer-
term technical and fundamental basis. 1f
you plan on holding for several months,
by all means take your positions, But if
you are a shorter-term trader who uses
sell-stops, it would be safer Lo buy on any
3% vetracement, because when emerging-
market WTTs turn down, they often fall
quite rapidly.
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Sowing Seeds of Another Bubble?

The HOM Market Letter

by Hegemony Capital Management

G21 M.W. 53 St,, Boea Raton, Fla. 33457

Oct. 7: We ztill generally coneur with a
bearish long-term view of the economy...
[yet] we do not believe that the equity or
credit markets are due for an imminent
reversal—and the two ave elosely linked in
today’s interconnected, globalized world,
Our optimism is squarely based on our ex-

perience in the evedit markets, which con=

tinve o sHow every sign oﬂ'mahng
While the impetas for' this recoy.
mmmemauppmﬂhe
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beeome harder to-come by in the near fu-
tura...but abominably low yields and abun-
dant liquidity suggest reasonably healthy
horrowers should be able to access eapital
for a prolonged period of time, something
that was not the case beginning a year ago
and lasting for six months thereafter. More-
over, low yields are eompelling investors to
search outinvestments that offer themn what

they view as reliable returns without undug
“riak; This sceounts for the shility 6 corpota-

tions in decent financial health, and even

it Wh‘miﬁl‘hﬂnaﬁ&m
1 thieir existing debt.
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created by the Federal Reserve keepingin-
terest rates too low for too long, and by in-
vestors aceepting too little return on their
capital for too mitch risk, While the eredit
markets were clearly grossly undervalued
at the depths of the erisis earlier this year,
they have quickly moved to a point of fair
valuation in many areas, particularly high-
quality corporate credit. The danger now
is that corporate credit will again.over-

“ghoot, wnd Bifér investors boo little return

for the risks they are assuming.

Investors need to retain one of the les-

sons that the erisis should have taught them:
il y i of

properly com-
pensm‘.ed for the risks they are assuming
when they invest in eredil instruments,
The great dilemma the Federal Re-
gerve is facing is when to raise interest
rates again. ~MICHAEL LEWITT

Bloated Broad-Market Multiple

Tha Octaber 2009 Collopy Letler

by Briggs-Ficks Seeuritios

250 I, Wiseonsin Ave., Milwankee, Wis, 53202

October: We were listening to a couple

of talking heads on TV the other day
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ﬁ\mdnmm;mls do noL suppo.rt the:.
market's eurrent clevated level. The:
S&P 500 is changing hands at 20 times’
whit secms to be the 2009 consensus
earnings estimate of $54 a share; we
think the markets fair va]ura today is 13

© times earnings.

The exeess liquidity is not on]}' inflat-
ing stock prices, but is also debasing the
dollar—giving rise to the suspicion that
Washington believes the 1.8, can expert
its way out of this recession.

At the same time, the sliing dollar
is encouraging producers of various
commodities that trade in dollars to
raise prices as a Iicdge against the
lower currency.

The proxy for this liquidity binge is
gold, which Is trading at new record highs
Az we write. Higher commaodity piiees are
great for economies that export copper,
coal, iron ore, oil and pretious metals but
not g0 good for economies that import
large amounts of some of these industri-
als staples—like the 1.8,

Sooner or later, oor monetary author-

i 1t.uzs w1ll havt: to rslse ‘shorf-term rates
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