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A week later, and nothing has changed with markets once again registering "all-time" highs. As |
have shown previously, the seemingly "impervious" advance since the election last
November, has had an interesting "stair step” pattern with each advance commencing from
a breakout of a several month 3%-ish consolidation range. Furthermore, each advance then
pushes to a 3-standard deviation extreme, black circles, of the 50-dma before beginning the next
consolidation trading range.
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Notice that in both charts above, the market is currently pushing 3-standard deviations above
their moving averages. This is an important concept to understand.

You're Making My Brain Hurt

I know. It's boring. But stay with me for a moment as this is important to understand. Standard
Deviation is defined as:

Ol 3 points in 7000
will fall cutsiche the area

?A measure of the dispersion of a set of data from its mean. The more spread apart the
data, the higher the deviation. Standard deviation is calculatedeas the square root of the
variance.?
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market, and as shown in both charts above, the standard deviation is measured is with Bollinger
Bands.« John Bollinger, a famous technical trader, applied the theory of standard deviation to the
financial markets. Because standard deviation is a measure of volatility, Bollinger created a
set of bands that would adjust themselves to the current market conditions. When the
markets become more volatile, the bands widen¢move further away from the average), and during
less volatile periods, the bands contracttmove closer to the average). The closer theepricesesmove
to the upper band, the more overbought the market, and the closer the prices move to the
lower band, the more oversold the market.

S&P 500 Excesses Occur In Both Directions g REAL INVESTMENT ADVICE

3,000.00

[
2,500.00 - | |
|
During Bull Markets - Prices Stay -

Primarily Above 50-Wk MA

-~ i, /
2,000.00 1 During Bear Markets - Prices Stay
Primarily Below 50-Wk MA
= / ------ h

I
1,500.0:1 ]

500-00 T T T T T T T T T T T T T T T T T
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

CZoo!UpperBand 2-Std Dev == lLower Band 2-Std Dev =~ === SEPS00  +vsevs 50 WMA

The dashed purple line is the 50-week moving average (or mean) with shaded area
representing 2-standard deviations. As shown in the chart above, 2-standard deviations
encompass 95.4% of all probable price movement. Even during the 2012-15, QE3 driven, stock
advance, there were several corrections back to the 50-week moving average which allowed
for increases in equity risk. But, historically speaking, this is also where both intermediate and
major peaks have formed. | showed this in detail in last Monday's chart of the day which showed
the*S&P 500 based on Dr. Robert Shiller?s inflation adjusted price data and is plotted on a
QUARTERLY basis. From that quarterly data | calculated:

Thed2-period (3-year)sRelative Strength Index (RSI),

Bollinger Bandse¢(2 and 3 standard deviations of the 3-year average)
CAPE Ratio, and,;

The percentage deviation above and belowthe 3-year moving average.s
Thesvertical RED linessdenote pointsvhere all measures have aligned

Market Flashes Long-Term Signal As Measures Align m REAL INVESTMENT ADVICE
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As shown above, the extensions of valuation, deviations from extremely long-term means

and very high long-term RSl readings are flashing caution signals for investors.sBut, as |
penned last week:

"Over the next several weeks, or even months, the markets can certainly extend the
current deviations from long-term mean even further.But that is the nature of every
bull market peak, and bubble, throughout history as the seeming impervious
advance lures the last of the stock markete?holdouts?<back into the markets."

Currently, with the index more than 6% above its 50-week moving average, there is little
guestioning that the markets are extended to the upside. The most likely outcome, at some point, is
a "reversion to the mean."

"Reversion To The Mean" - Is That Really A Thing?

The reality is that all markets eventually "revert to the mean"which is described as:

"Mean reversion is the theory suggesting that prices and returns eventually move
back toward the mean or average. This mean or average can be the historical
average of the price or return, or another relevant average such as the growth in the
economy or theeaverage returneof an industry."

Mean reversions occur both from levels above the long-term moving average (bear markets begin)
and below (bull markets begin.)

High volatility

Mean reversion

High volatility ) Mean reversion

The deviation from long-term moving averages from the S&P 500, on various time scales, is at
levels that have historically always preceded a mean-reverting event. The charts below look at the
deviation above moving averages on a daily, weekly, monthly, quarterly and annual basis. The first
chart is the percentage distance between the price of the market and the 200-day average price.
Historically, when the deviation approaches 10% or greater, the risk of a reversion
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increases. Does it happen immediately? No. Does it happen? Yes, every time.
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Stepping back to a weekly basis, the same can be seen that deviations above the 1-year moving

average of 10% or greater have also been predictive of reversions.
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NOTE: To go back further in history, the next 3-charts use the Shiller Data, versus the
S&P data above. | have also used the inflation adjusted price of the S&P 500 for the
next three charts.

Looking back even further into history, deviations of 10% or greater from the 3-year moving
average have denoted markets closer to a peak, than the beginning of a bull market cycle.
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The same is true for quarterly data and a 4-year moving average.
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As well as annual data and a 6-year moving average.
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Here is all you need to take away from the charts above:
"All bull markets end. Period."e

More importantly, note that during ANY time period you observe, a mean-reverting event NEVER
occurred by prices going sideways. There was always a decline, a correction, a bear market or
a full-blown crash. Regardless of what current reasoning that we wish to apply that somehow "this
time is different,” it simply isn't, and the ultimate outcome will be the same that it always has been.
As Vitaliy Katsenelson penned last week:

"Starved for yield, investors are forced to pick investments by matching current
yields with income needs, while ignoring riskiness and overvaluation.sWhy
wouldn?t they? After all, over the past eight years we have observed only steady if
unimpressive returns and very little realized risk. However, just as in dating, decisions
that are made due to a ?lack of alternatives? are rarely good decisions, as new
alternatives will eventually emerge ? it?s just a matter of time. The average stock out
theree(that is, the market)eis very, very expensive. At this point it almost doesn?t matter
which valuation metric you use: price to ten-year trailing earnings; stock market
capitalizatione(market value of all stocks)eas a percentage of GDP¢(sales of the whole
economy);eenterprise values(market value of stocks less cash plus debt)-to
EBITDAe<(earnings before interest, taxes, depreciation, and amortization)? they all point
to this:5tocks were more expensive than they are today only once in the past
century, that is, during the dot-com bubble."

Ironically, or not, Jason Zweig from the Wall Street Journal just wrote much the same thing:
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"Old bull markets don?t produce new ideas. They just produce new ways for
investors to hurt themselves with old ideas. With stocks at record highseand the
income on bonds not far from record lows, circumstantial evidence suggests investors
are getting restless ? if not desperate. Chasing 'yield,' or trying to get higher investment
income, is one form of desperation. Last month, $1.6 billion in new money poured into
exchange-traded funds holding high-yield corporate bonds, according to FactSet.
Another aspect of the problem: The longer markets go on producingedecent
performance at little apparent risk, the more investors come to believe that high
returns must be a kind of entitlement."

The reality is that investors who are stampeding into expensive stocks through passive index funds
are buying what has worked. Chasing performance has always been the hallmark of overly bullish,
overly extended and exuberant markets. It will, as always, eventually stop working. As Vitaliy
concluded:

"In 2016, less than 10 percent of actively managed funds outperformed their

benchmarkse(their respective index funds)eon a five-year trailing basi¢lnfortunately,

the last time this happened was 1999, during the dot-com bubble, and we know

how that story ended.” To summarize the requirements for investing in an

environment where decisions are made not based on fundamentals but due to a lack of

alternatives, we are going to paraphrase Mark Twain: 'All you need in this lifes[read:

lack-of-alternatives stock market]eis ignorance and confidence, and then success

is sure.'?

What We're Doing Now

It is that large deviation from the moving average that has us currently taking the following actions
within our portfolio management process.

1. Added bonds to portfolios across the board with the recent spike in interest rates which
suppressed bond prices.
Trimmed exposure in positions that were extremely overweight.
Moved stop levels on all positions to recent support levels.»
New accounts - we swept excess cash into our cash management model to improve yield.
New accounts - holding cash slotted for equity allocation until a better risk/reward opportunity
is presented.

aprowpd

As | have repeatedly stated over the last several months, while | may consistently point out the
"risks" that currently prevail in the markets, our portfolios remain long-biased.sBut
positioning will change when the current "bullish" trends become decidedly bearish. When
that occurs, or what the catalyst is that causes it, is currently unknown...to everyone. Ignoring the
risks with the idea this time is somehow different, is not an investment strategy - it is
"hope."*AssAdam summed up last week(my edits in red):

"The stock market is now#0Q%e 75%¢highersthan it was at the previous bubble peak
immediately preceding the 2008 Great Financial Crisis (and the Dot.com crash) Reflect
for a moment how painful the crash from Oct 2008-March 2009 was. How
muchemoreepainful will a crash from today's much dizzier heights be?"

The chart below illustrates Adam's point. There have only been two periods since the turn of the

century where RSI on a 10-YEAR basis was above 70, as it is today, and both times ended poorly.

$SPX S&P 500 Large Cap Index INDX @ StockCharts.com
13-0ct2017 1:43pm Open 225157 High 2557 55 Low 2245.13 Last 2556.70 Volume 32558 Chyg +317 87 (+14.20%) &
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The market currently remains in an extremely bullish trend, but the opportunity to add "new
money"eto the markets will have to be waited out at this juncture.We remain bullishly biased
for now. Importantly, we continue to remain invested. However, we do so with a realization that
every good party comes to an end. We just plan to be gone before the police arrive. If you're the
last one out...be polite and get the lights.

Market & Sector Analysis

Data Analysis Of The Market & Sectors For Traders

S&P 500 Tear Sheet

EEISPY ---Linear (SPY) ——Poly. (SPY) -k
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255
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P/E Ratio 17.30  19.01 20.75 8.40% 4497 2016 (53.9%) 2.91% | Sales | 56,194 57,151  1.70%
P/S Ratio 268 289 325 11.24% 321 194 1.44% 67.85%| SPS | 225 235 4.65%
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S&P 500 Asset Allocation
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Momentum Analysis
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Performance Analysis
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ETF Model Relative Performance Analysis
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[EXL3

Sector & Market Analysis:

This bull market seems to be an unstoppable train. However, we have seen similar rallies
previously from oversold conditions, and this one has all the same hallmarks that we are likely to
the point where further gains are going to be much more difficult to come by.
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With the current long-term MACD at very high levels, watch for a sell-signal as a good indication of
a point to reduce overall portfolio risk.
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Technology, Industrials, and Materials - continued to lead this past week. With these sectors
now back to very overbought levels in the short-term, some profit taking is advised. However,
maintain weightings as the momentum currently weighs in their favor. Financials and Healthcare
stumbled last week but remain in bullish trends. However, with the sectors very overbought and
showing a bit of weakness, profit taking, as advised last week, remains a good idea. Energy
hasemustered a decent bounce but the trends and backdrop remain sorely negative. Wittoil prices
struggling at $52/share, the current price move is largely done for now. While the underlying
technicals are beginning to improve, the sector must stay above the 50-dma while working off the
extremely overbought condition that currently exists. A violation will likely return the sector back to
it previous downtrend.¥We continue to remain out of the sector entirely currently, but if the
recent improvement can reverse the negative trends we will add weight to portfolios.e
Discretionary and Staples have been under pressure as the consumer weakness continues to
spread through the underlying companies. That story is a macroeconomic story that is being
ignored by the rest of the market currently, however, it will eventually be the "tail that wags to
dog."» Remain long both sectors for now but watch major support lines.dtilities,*as noted last
week, were VERY oversold and the pop in interest rates following the announcement of the Trump
Tax Plan led to a violation of the 50-dma. However, with the reality of "Trump Tax Cuts" beginning
to fade, money flows into Utilities have picked up. Stops should be moved up to recent lows and
any violation of the 200-dma should be watched closely.
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Small and Mid-Cap stocks despite stalling last week, remain extremely overbought.eStops should
be moved up accordingly. The moves to new highs for both markets provides some impetus for the
market's push higher in the short-term. We took profits in both of these sectors as they are
now pushing 4-standard deviation extremes of the moving averages.sEmerging Markets and
International Stockseontinue to hold support and money has been chasing performance in these
sectors as of late. Remain long these sectors for now.

NOTE: Correlation between all markets is extremely high. What goes up together also
comes down together.e

Golde? Last week, the precious metal found support near the 200-dma and rallied into the end of
last week. The markets are beginning to sniff out a failure of tax reform in the months ahead
and falling inflation suggests a weaker economy ahead.As | have stated previously, we exited
gold longs back in 2013 and have remained on the sidelines. The recent break above the long-
term downtrend has gotten us looking closely at adding gold back into portfolios. With gold
extremely overbought, we will look for a "dip" towards $1250/0z to add weight to portfolios.
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S&P Dividend Stocks,after adding some additional exposure recently the index broke out to new
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highs. We are holding our positions for now with stops moved up to recent lows. Take some profits
and rebalance accordingly. Dividend stocks have gotten WAY ahead of themselves currently as the
yield chase continues. Bonds and REIT?safter taking profits in bonds previously, | noted over the
last two weeks that we had become much more aggressive bond buyers. That has paid off well
with bond prices improving last week and interest rate sensitive REIT's pushing higher. We will
continue to add more exposure if rates push towards 2.5% which is our target for this reversal.

Sector Recommendations:

The table below shows thoughts on specific actions related to the current market
environment.e

(These are not recommendations or solicitations to take any action. This is for informational purposes only
related to market extremes and contrarian positioning within portfolios. Use at your own risk and peril.)

’ REAL INVESTMENT ADVICE

=

o

= w

50/200 % |8 § B
DMA  Trend Action  ESIERRERES E

XLy Discretionary OB Positive  Positive  Take Profits Take Profits
XLK Technology OB Positive  Positive  Take Profits Take Profits
XL Industrials OB Positive  Positive  Take Profits Take Profits
XLB Materials OB Positive  Positive  Take Profits Take Profits
XLE Energy OB MNegative Negative Mo Position No Position/Improving
XLP Staples Improving  Positive  Positive Warning Below 50-Dma
XLV Health Care OB Positive  Positive  Take Profits Take Profits
XLU Utilities Improving  Positive  Positive Hold Hold
XLF Financials OB Positive  Positive  Take Profits Take Profits
SSML  Small Caps OB Positive  Positive  Take Profits Take Profits
EEM  Emerging Mkt OB Positive  Positive  Take Profits Take Profits
EFA International OB Positive  Positive  Take Profits Take Profits
GLD  Gold Improving Positive  Positive Hold Watching
IDV Int'l Dividend OB Positive  Positive  Take Profits Take Profits
MDY  Mid Cap OB Positive  Positive  Take Profits Take Profits
SDY SP500 Dividend OB Positive  Positive  Take Profits Take Profits
TLT 20+ Yr. Bond Improving Positive  Positive Hold Added Exposure
VMNQ  REIT's 0B Positive  Positive Hold Hold

[LEGEND: x = THis WEEK => PREVIOUS DECLINING <= PREVIOUS IMPROVING |

Portfolio Update: See Notes Above. We used the pop in interest rates to move cash
management accounts, and larger cash holdings, into our cash allocation strategy providing for
better yields.sWe also added some new bond exposure to accounts and are looking for
additional opportunities if rates push higher over the next couple of weeks. We remain
extremely vigilant of the risk that we are undertaking by chasing markets at such extended levels,
but our job is to make money as opportunities present themselves. Importantly, stops have been
raised to trailing support levels and we continue to look for ways to "de-risk" portfolios at this late
stage of a bull market advance. As always, we remain invested but are becoming highly
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concerned about the underlying risk. Our main goal remains capital preservation.e

THE REAL 401k PLAN MANAGER

The Real 401k Plan Manager - A Conservative Strategy For Long-Term Investors

H-Factor Allocation Weighting

Risk Management Analysis & ReAL INVESTIENT ADVICE
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There are 4-steps to allocation changes based on 25% reduction increments. As noted in the chart above a
100% allocation level is equal to 60% stocks. | never advocate being 100% out of the market as it is far too
difficult to reverse course when the market changes from a negative to a positive trend. Emotions keep us from
taking the correct action.

Bull To Bear Market
Bonds

Bear To Bull Market

Bull's Still Runnin'

As noted last week,bullish trends remain in place, so portfolio allocations remain at target
levels for now.sThe markets are now extremely extended on several fronts. As noted in the chart
above, it would require a near 12% decline just to intersect with the support and the long-
term bullish trend. Extreme deviations from long-term trends don't last forever, so caution is
advised with overly aggressive exposure. We suggest taking the recent advance as an opportunity
to rebalance risk in portfolios by trimming overweight equity exposure and adding to fixed
income exposure is a prudent goal this week.sSpecifically, reduce small and mid-
capitalization exposure back tosTARGET percentages. Use the cash raised from rebalancing
to increase bond exposure back to target weights as well. All NEW contributions to plans
should currently be adjusted to cash or cash equivalents like a stable value fund, short-duration
bond fund or retirement reserves.sStop loss levels should be moved up accordingly. If you need
help after reading the alert; don?t hesitate to contact me.

Current 401-k Allocation Model

The 401k plan allocation plan below follows the K.I.S.S. principle. By keeping the allocation
extremely simplified it allows for better control of the allocation and a closer tracking to the
benchmark objective over time. (If you want to make it more complicated you can, however,
statistics show that simply adding more funds does not increase performance to any great degree.)

Current 401k Allocation Model

Cash + All Future Contributions

Current Portfolio Weighting

Primary concern is the protection of investment capital
Examples: Stable Value, Money Market, Retirement Reserves

Fixed Income (Bonds)

Bond Funds reflect the direction of interest rales
Examples: Short Duration, Total Return and Real Return Funds

[ 007 Equity (Stocks)

The vast majority of funds track an index.
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401k Choice Matching List

The list below shows sample 401k plan funds for each major category. In reality, the majority of
funds all track their indices fairly closely. Therefore, if you don't see your exact fund listed, look for
a fund that is similar in nature.

Common 401K Plan Holdings By Class

Cash Stable Value Equity
Money Market Large Cap Vanguard Total Stock Market
Retirement Savings Trust Vanguard S&P 500 Index
Fidelity MIP Fund Vanguard Capital Opportunities
G-Fund Vanguard PrimeCap
Short Term Bond Vanguard Growth Index
Fidelity Magellan
Fixed Income  Pimco Total Retum Fidelity Large Cap Growth
Pimco Real Retum Fidelity Blue Chip
Pimco Investment Grade Bond Fidelity Capital Appreciation
Vanguard Intermediate Bond Dodge & Cox Stock
Vanguard Total Bond Market Hartford Capital Appreciation
Babson Bond Fund Amerncan Funds AMCAP
Lord Abbett Income Amencan Funds Growth Fund Of America
Fidelity Gorporate Bond Oakmark Growth Fund
Westem Asset Morigage Backed Bond C-Fund (Common Assets)
Blackrock Total Refum ALL TARGET DATE FUNDS 2020 or Later
Blackrock [ntermediate Bond
Amencan Funds Bond Fund Of America Balanced Funds  Vanguard Balanced Index
Dodge & Cox Income Fund Vanguard Wellington Fund
Doubleline Total Retum Vanguard Windsor Fund
F-Fund Vanguard Asset Allocation
Fidelity Balanced Fund
International ~ American Funds Capital World G&/ Fidelity Equity Income
Vanguard Total Intemational Index Fidelity Growth & Income
Blackrock Global Allocation Fund American Funds Balanced
Fidelity [ntemational Growth Fund Amenican Funds [ncome Fund
Dodge & Cox Infemational ALL TARGET DATE FUNDS 2020 or Sooner
Invesco Infemational Core Equity
Goldman Sachs Intemational Growth Opp. Small/Mid Cap Vanguard Mid Cap Growth
Fidelity Mid Cap Growth
The above represents a selection of some of the most Artisan Mid Cap
common funds found in 401k plans. Ifyou do not see your Goldman Sachs Growth Opportunities
SPECIFIC fund listed simply choose one that closely resembles Harbor Mid Gap Growth
the examples herein. All funds perform relatively similarly Goldman Sachs Small/ifid Cap Opp.
within their respective fund classes. Fidelity ,LDW Price Stock Fund
Columbia Acom US
Federated Kaufman Small Cap
Invesco Small Cap
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