Stock Market Barometer

Quote of the month:

“In any invest-
ment you expect
to have fun and
make money” -
Michael Jordan

Vith Stock Market Technic:

Align Investment Positions With Stock Market Cycles —Mike
Swanson (08/04/13)

We are in a secular bull market cycle for gold.
I know gold has dropped since 2011, but I'm talking
about a long-term ten year plus cycle, which has im-
portant ramifications for what gold stocks are likely
to do over the next few years. Secular cycles are
long-term trends that last over ten years, and usually
longer than that. Inside these long-term cycles are
shorter-term bear and bull markets that typically last
from 2-5 years in duration. Gold has just gone
through a short-term bear market within a long-term
secular bull market. The S&P 500 is four years into a
cyclical bull market while European markets started a
new one a year ago so have a lot more upside to them
going forward in the next few years. To make the most
money investing you need to understand where you are
in these cycles.

If the two words "secular cycle" sounds like some
fancy term or are words that kinda give you a headache
there is a simple way to think about them to help you
understand them. The word secular derives from the
latin word saecularis meaning of a generation, belong-
ing to an age, or belonging to an era. I like the
last word era myself to understand this.

So in our lifetimes in the 1970's we saw an era
of inflation that brought a wild bull market in gold
stocks. The 1970's were the time of Jimmy Carter,
high oil prices, and stagflation and horrible returns
for people investing in the US stock market. The next
two decades were the time of Reagan optimism and
American triumphalism as the Cold War came to an end
that ended with a climatic financial mania in Internet
stocks and unbelievable stock valuations in 1999. So

in the 1980's and 1990's we saw an era of high eco-

nomic growth and great rallies in the US stock market
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that led to the Internet bubble. We had a final new year's celebration on
New Year's 2000 to end the era as people thought they were in a "new econ-
omy" of limitless stock market gains.

Now since then we have lived in an era of up and down financial vola-
tility in the financial markets that has brought the stock market crash of
2008, overall meager returns for investors, failed leadership at the fed-
eral reserve, fear based leadership from politicians, endless winless
wars, bloated government fiscal deficits, economic misery for the masses,
and the stripping of individual civil liberties. In short a nightmare hell

for Americans. But it won't last forever.
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We are used to speaking of secular cycles in terms of the financial
markets. In that case a secular bear market is typified by a market that
tops out at a point of extremely high valuation and then ends at a point
of low valuation to begin a new secular bull market that ends years later
in a mania of high wvaluations. The best long-term investments are made in
markets that are at the end of a secular bear market that have reached ex-
tremely low valuations by historic standards and are in a position to be-
gin a new secular bull market that will last for over a decade.



Since World War I the United States went through three secular bull
markets, which resulted in a high annualized return for investors.

SECULAR BULL MARKETS FOR DOW DURATION IN YEARS AVG ANNUAL RETURN
1922-1929 7 17.2%
1950-1965 15 10.6%
1983-1999 17 15.3%

Big returns come when you invest in secular bull markets, especially
if you do so when they start or at the end of a cyclical bear market which
provides for an incredible investment entry point.

Cyclically Adjusted Price-Earnings Ratios for U.S. Stocks

(based on last 10 years of earnings)
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The chart above is the cyclically adjusted P/E ratio, which takes the
10 year average price to earnings ratio adjusted for inflation, of the S&P
500. You can see how it ended secular bull markets by reaching a high
valuation and then ended secular bear markets once it made a low trough in
valuation. Times of low valuations made for wonderful times to invest.

The DOW has gone through three major secular bear markets, each of
which lasted from 16 to 21 years. It is currently going through a fourth
one that started in 2000 when the cyclically adjusted P/E reached a record
level. During the last three secular bear markets the DOW’s average an-
nual return was less than 2% and during some of the years of these bear



markets there were huge crashes and wipeouts. People who invested during
these secular bear markets took enormous risks to make very little in way
of returns. Right now the bond market is near the peak of a secular bull
market and is trading at valuations levels that make no sense. It makes
no sense to buy a CD that pays you almost nothing. But people are doing
it. People are taking huge risks in the bond market to make nothing.

I believe what this means for the US stock market now is that it is
still in a secular bear market that started in 2000 even though it has
gone up since 2009. It probably has one cyclical bear market to go before
this current secular cycle comes to an end. We have had three secular
bear markets in the last century. They lasted from 16 to 21 years. That
would mean that the current one is likely to come to an end sometime after
2016 and before 2021. Now the market is still in a cyclical bull market
and I do not see a sign that it is over yet, but at some point in a year
or two it will end and a new cyclical bear market will take its place.

No cyclical bull market has ever lasted forever. And neither has a
cyclical bear market.
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Ok, now for metals and mining stocks. Gold and gold stocks started a
new secular bull market in 2001. Since then the HUI has gone through sev-
eral cyclical bull and bear markets. I have circled the three cyclical

bear markets it has gone through in the above chart. It is still in a



secular bull market even though it has declined from 2011 to this past
June.

What I want you to think about though is that secular bull markets
end with a big cyclical bull market that takes valuations up to a stupid
level. I believe the next cyclical bull market for gold stocks will lead
to just such a blow off top. I saw it with Internet stocks in 1999, it is
happening with bonds now, and I believe we will see something similar hap-
pen with mining stocks in a few years. The gains from here should be
huge, because many mining stocks are now at very low valuations, with PEG
ratios less than 0.50 and nice dividend payouts.

So I am very excited about the investment potential in mining stocks
now. I also believe European markets are in a position to do incredible
over the next few years, because they just started cyclical bull markets
last year. During most cyclical bull markets you get a big rally for a
few months, that can lead to 30%, 50%, and even 100% returns for the mar-
ket, and then a period of 6-12 months of consolidation. We saw the S&P
500 do this in the first few years of this current bull market. It went
up huge in the first nine months of this bull market and then spent almost
a year going sideways before it had another big leg up that started in Au-
gust of 2010. Since the S&P 500 has gone up so much this year it is
likely to stall out sometime this Fall and enter a long period of sideways
movement too.

But the European markets have been going sideways all year after hav-
ing their big run in the last few months of 2012. They are in a position
now to breakout and begin another big leg up for their bull markets just
like the S&P 500 did in 2010. Markets such as Ireland have already broken
out in the past few weeks, while Belgium and Spain are now inches from
breaking out.

If I put this all together what I see in August is a nice breakout in
European markets that will lead to big gains there for the rest of this
year. I also think metals and mining stocks are in the process of basing
off of their June bear market bottoms. That basing phase should end this
month or next and lead to a breakout and start of a new bull market there.
That breakout likely will come after European markets begin their next big
move up.

I'm about 75% invested in my account now and am looking to add a 1lit-
tle bit more money to it. I plan on doing more buying in these markets
this year. By understanding how these big cyclical trends work we know
exactly how to position ourselves to try to make the most amount of money
with the least amount of risk. It's all about knowing these cycles and
knowing how to buy where valuations are truly cheap. They both go to-
gether.
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CHARTS OF IRELAND AND SPAIN—IRELAND HAS ALDREADY BROKEN OUT AND ARE BEGIN-
NING A BIG RUN. SPAIN LOOKS LIKE IT WILL OLLOW. OTHER EUROPEAN MARKETS
TOO.

$IEDOW Dow Jones Ireland Stock Index IMDX @ StockCharts.com

2-Aug-2012 ﬂl] 27a.50 Hizve62 Lo z7ss0 Clz277.96 Chg +2.932 (+0.82%)

W $IECOW (Daily) 277,96

— PALED]) 2606

—IA[ 150] 253 72 4L

= 8(200] 244,24 ]

il \olurne undef | 265

IIFW 260

IRELAND 5TOCK MARKET ." ,,,-""‘ 2585
BREAKS OUT BEGINNING I 250

HEXT BIG LEG MOVE UP

235
2320
225
=08
. 220
208 W l - 215
1 T
108 III AL -‘g ' 210
LT | 205
Sep Oect  MNow  Dec 203 Feb  Mar  Apr May  Jun Jul Aug
EWP =pain iShares NYSE @ StockCharts.com
E:ﬂ.ug-g_ﬂ'13 Op 2157 Hi 2192 Lo 21.52 Cl21.90 Wol 257 7k Chg +0.22 (+0.73%
W EWP (Daily) 21,90
—MA[S0) 29,38
= MA[150] 29.75 SPAIN GETTING READY FOR k
—MA[200] 29,19 31
rih'u'lcrlume 2E7 7ad BREAKOUT IN AUGUST |

7 A -
r\f | 27

I||II g | il
H’il 25

23
il I '
HL 22
|
i | 24
I
2 ] 20
19

WY T s i I I3 |1 R S e T r-l'.l? NIRRT IO e
J 4 A 5 0 M D13 F M A M J 0 A



Disclaimer

WallStreetWindow.com is owned by Timingwallstreet, Inc of which Michael
Swanson is President and sole shareholder. Both Swanson and employees and
associates of Timingwallstreet, Inc. may have a stock trading position in securi-
ties which are mentioned on any of the websites or commentaries published by
TimingWallStreet or any of its services and may sell or close such positions at
any moment and without warning. Under no circumstances should the informa-
tion received from TimingWallStreet represent a recommendation to buy, sell,
or hold any security. TimingWallStreet contains the opinions of Swanson and
and other financial writers and commentators. Neither Swanson, nor Timing-
Wallstreet, Inc. provide individual investment advice and will not advise you
personally concerning the nature, potential, value, or of any particular stock or
investment strategy. To the extent that any of the information contained on any
TimingWallStreet publications may be deemed investment advice, such infor-
mation is impersonal and not tailored to the investment and stock trading
needs of any specific person. Past results of TimingWallStreet, Michael Swan-
son or other financial authors are not necessarily indicative of future perform-

ance.

TimingWallStreet does not represent the accuracy nor does it warranty the ac-
curacy, completeness or timeliness of the statements published on its web
sites, its email alerts, podcats, or other media. The information provided should
therefore be used as a basis for continued, independent research into a secu-
rity referenced on TimingWallStreet so that the reader forms his or her own
opinion regarding any investment in a security published on any TimingWall-
Street of media outlets or services. The reader therefore agrees that he or she
alone bears complete responsibility for their own stock trading, investment re-
search and decisions. We are not and do not represent ourselves to be a regis-
tered investment adviser or advisory firm or company. You should consult a
qualified financial advisor or stock broker before making any investment deci-
sion and to help you evaluate any information you may receive from TimingWall-

street.

Consequently, the reader understands and agrees that by using any of Timing-
WallStreet services, either directly or indirectly, TimingWallStreet, Inc. shall not
be liable to anyone for any loss, injury or damage resulting from the use of or
information attained from TimingWallStreet.



