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IT MAY BE A LONG, LONG TIME BEFORE THE PUBLIC COMES BACK

I mentioned in a recent report that we’re in a secular valuation contraction, which

means that sentiment indicators aren’t likely to work in the same way as they used to.

Case in point: Mutual fund inflows and outflows. Investors have been pulling
money out of equity funds consistently for the past year, and many strategists are saying
that the rally won’t end until they come back. During the last secular valuation contraction
(1968-1982), however, equity fund investors started redeeming on balance in 1971 - and

continued, consistently, to do so for the next ten years. (The chart, from the ICI website,

shows equity fund flows from 1944 through 1996.)

Given this, it may be a long, long time before the public again embraces equities.
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The Market Now. Warning flags (divergences and non-confirmations) are still
flying, but given the market’s response to them --- including today’s apparent second 90%
upside day in a week -- we must wait for it to tell us that it's responding to them. This
notification will come via three things (probably in this order):
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1) Two consecutive closes below the short-term trend-defining 13-day moving

average, currently 1427 and rising about five points a day.
2) A close below the recent series of short-term lows in the 1395-1396 area.

3) A 90% downside day.

As I concluded last time, though, whatever may or may not happen over the short-
term, long-term risks are unacceptably high in this, the fourth year of the Four-Year Cycle
(and, as I also noted last time, Central Bank action can only postpone, not cancel, the day of
reckoning). Given the fact that the bull market has now been able to make a new high in
Year Four, however, it is probably time to start thinking about bull market extensions,
which I first started writing about when the four-year cycle low failed to materialize on
schedule in the first half of 2007. You can see what the first two bull market extensions, in
1962 and 1987, looked like here: http://www.walterdeemer.com/SP196187.pdf, and no

refresher course is required with regard to the last one in 2007. Suffice it to say that the

subsequent decline, when it finally took place, was considerably more severe than average.

Fidelity Sector Funds. 100% positive vs. 87%. Switching program holdings: #5
Consumer Finance, #10 Biotechnology, and #12 Banking. (A description of our switching
program methodology is at http:/ /www.walterdeemer.com/fidoprog.htm.)

The Election According To Intrade. The probability that Obama will be re-elected is
currently 64.6%, up 6.6% from last week. The probability he will carry key states: Florida,
54.0%, up 9.0% from last week, and Ohio, 65.1%, up 5.0% from last week. Intrade’s odds
that Romney will be elected are now close to 2-1 - which are a lot longer than the Wall

Street consensus currently appears to be. (Are you listening, ISI??)

-- Walter Deemer
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