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January, 2011                                                          One Hundred Fifty Seventh Issue 

 

Thoughts About 2011 & Beyond 

Purpose 

  

The CJ Investment Newsletter deals with the 

entire spectrum of securities investing, 

including cash (money market funds), 

bonds, equities and options.  It will evaluate 

the overall investing environment and then 

discuss the relative allocations of these asset 

types, as well as strategies to implement 

within them.  Essentially, it reflects what 

I’m actually doing with my clients.   

 

These letters are not sent "cold."  Either I 

know you or someone you know gave me 

your name.  Yes, this letter is a sales tool. 

It communicates how I apply my investment 

strategies, so that you can decide, without 

any sales pressure, if my thinking is 

compatible with how you want your money 

invested.  If you’re not already a client, I 

would like to discuss your becoming a 

client.  Please call me for more information. 

 

However, that’s not its only purpose.  Even 

if you never become a client, if you want 

this information, I want you to have it – for 

a while, anyway.  My hope is that providing 

this information and teaching you what I 

think is important when investing may help 

you.  Please contact me if you have any 

questions or comments.  I'd love to hear 

your reaction to my letter. 

   

The CJ Growth Strategy (back page) has 

been an ongoing aggressive growth model 

portfolio since 1/98.  Its results continue to 

be tracked herein. 

 

 

Quick Look 

     Next 

             Market               Expected Move 

 

                                  
 

• Happy New Year!  Here’s wishing you 
all a happy, healthy and prosperous new 
year!  I will try my best to do my part to 
achieve the “prosperous” part of the 
wish. 

• It still seems a bear market and an 
underlying weak economy to me.  We 
examine some of the evidence (pro and 
con) and try to determine a reasonable 
course of action. 

 
Before we get too deep into this month’s 
discussion, please remember that market and 
economic movements, while somewhat 
intertwined, may move quite differently 
from each other at times.  The economy 
tends to be more monolithic, moving in one 
direction for long periods, sometimes even 
decades.  Of course, there can be waves of 
shorter duration within the long wavelike 
movements. 
 
Primary market movements, while still long 
in duration, are shorter, in my experience, 
than economic moves and they contain 
definite “waves” of increasing frequency 
and decreasing amplitude. 
 
The key point to take away here is that while 
market and economic moves tend to move 
together over years and decades, 

 (Continued on page 2) 
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(Continued from page 1)  
they may move in very different directions over 
shorter periods.  For example, in the 1930’s, 1960’s 
and 1970’s, there were multiple (at least secondary) 
bull and bear market moves, despite the generally poor 
health of the economy in the ‘30’s and ‘70’s, and the 
generally healthy economy of the ‘60’s.  Some 
secondary market moves can be quite large and can 
deceive observers into believing the primary move has 
changed when, in fact, it has not. 
 
In other words, you can have bearish markets in 
healthy economies and bullish markets even in 
depressions.  If you’d like a more complete 
explanation, please call me. 
 
As I’ve commented many times in the CJ Newsletter 
previously, movements in the direction of the primary 
trend tend to be smaller and more consistent whereas 
corrections of those moves tend to be sharper and 
shorter in duration.  Witness the huge, sharp correction 
that happened in 1987 in the middle of a long and 
ongoing bull market.  A sudden, sharp move in the 
opposite direction in which the market had been 
moving may actually “confirm” the continuation of the 
active bull or bear market.  Many have said that, often, 
bear market rallies look better than the “real thing” and 
may actually portend danger ahead. 
 

Background (The Economic Stuff) 
 
If you’ve been reading me for any length of time, you 
know I’m haven’t been excited about the economy’s 
prospects for some time now (years) due to poor fiscal, 
tax and monetary management out of Washington. 
 
One thing I think separates pros from amateurs in 
money management is that pros really try to see 
“reality” and react to it appropriately.  They are 
acutely aware that if they let their hopes and fears, not 
to mention their worldview, cloud their perception, it 
will cost themselves and their clients money.  Being 
too much of anything clouds your vision: too 
conservative, too liberal, too optimistic, too 
pessimistic, too broad, too narrow. 
 
 In my opinion (IMO), that’s why guys like Robert 
Reich and Paul Krugman – and, yes, Larry Kudlow, 
too – can’t be taken seriously.  If their fellow liberal 
believers didn’t prop up Reich and Krugman, you’d 
likely never have heard of them.  Krugman knows his 
(Keynesian) stuff, but I believe he’s an ideologue.  
IMO, no way did he deserve a Nobel Prize for any 
kind of “original” or “realistic” thinking.  Reich 
appears to me a pol that got a degree in economics.  
Kudlow knows his stuff, but he’s so optimistic he  

 
seems to ignore the negative – and you just CAN’T do 
that and manage money well over years and decades, 
in my humble opinion (IMHO). 
 
By the way, you’ll often read me equivocating in my 
newsletters.  Sometimes it’s because the evidence isn’t 
sufficient to make a determination.  Other times, it’s 
because I have to protect myself from legal and 
regulatory problems through equivocation.  If you have 
a question, please call. 
 
The point is, while I’ve been consistently negative, I 
noticed recently that the higher order money supplies 
and their multipliers to M0 (the monetary base) were 
actually expanding some in spite of the decline in the 
size of M0 over the last few months.  This could be 
big.  Such data would indicate that someone is 
borrowing money and putting that to use on business 
projects.  Call me if you want more specifics about 
this. 
 
Job data has been sporadic, but it does appear that 
some progress has been made on that front.  PMI data 
has been up some.  Housing data, again sporadic, may 
be trending up.  Commodity prices not related to 
precious metals have been trending up.  That means 
increased business demand and activity, at least on a 
worldwide basis.  Did I have the intellectual integrity 
to acknowledge the beginnings of an economic 
recovery?  Are there really “green shoots?” 
 
The answer is: I don’t know. 
 
The negative data (for Europe and America) is that 
market performance has been way ahead of the actual 
performance of the economies and the companies 
within them.  The US$X is up because demand for the 
US$ is up as investors, afraid of the potential failure of 
the Euro and the EU, unload Euros in favor of US$.  
Moving away from fear is not the same as moving 

toward opportunity or safety.  P/E ratios have 
expanded rapidly as the DJI, SPX, COMP and Wilshire 
indices have climbed.  This means investor confidence 
is outstripping earnings performance.  P/E ratios are 
uniformly at levels at or above historical market tops, 
rather than market bottoms. 
 
Large states like California, New York, Massachusetts 
and Illinois are in dire fiscal straights with debt that is 
likely to be defaulted upon if not bailed out by 
Washington (i.e. you and me, the taxpayers).  My 
guess is that those four states represent close to 1/3 of 
America’s GNP.  California alone is 20%.  In Europe, 
the PIIGS present a similar problem for the EU. 

(Continued on page 3)
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(Continued from page 2) 
In the US, this “recovery” has happened while 
underlying business conditions, e.g. interest rates and 
tax rates are at historic lows.  Even then, 
unemployment has proved stubborn.  As I said in one 
of the recent CJ’s, where will demand come from if 
20% of the workforce is un- or underemployed? 
 
The short answer is: No, I think the economy still has 
too many unsolved problems to believe in a significant 
sustained recovery at this time – and a government that 
is still 2/3 (Senate and Presidency) not friendly 
towards business, not to mention, in my opinion, not 
very economically savvy.  I have little confidence they 
can solve the problems, even if they actually decided 
that might be a good idea. 
 
If the evidence for recovery continues to mount, I can 
be convinced.  Still, the balance of positive and 
negative evidence right now, in my opinion, does not 
merit putting all of our large cash balances to work. 
 

The Markets 
 
Will the markets appreciate in the next few months?  
Maybe.  Certainly, through 2/15 and perhaps through 
the end of February, the cash inflows into retirement 
plans will provide at least the means (money) to 
improve demand for securities, depending upon the 
covenants the individual plans have regarding cash 
levels and mandatory investing.  This annual cash 
influx is dubbed “The January Effect” and it usually 
provides a lift to the markets each year around this 
time. 
 
I realize it’s early, but I haven’t really seen a lot of 
evidence of the January Effect yet.  If there is no bump 
at all to the markets from this large influx of cash, that 
would not be a good sign for short- to intermediate-
term market appreciation. 
 
In a technical analysis (TA) sense, I just don’t like 
what I’m seeing.  John Mauldin, in his 12/23/2010 
“Some Thoughts on Market Timing” article 
(http://www.johnmauldin.com/frontlinethoughts/some-
thoughts-on-market-timing) quoted three of his 
favorite “market timers,” which, while looking at a 
combination of technical, fundamental and sentiment 
data, concluded (much like me) that the markets 
appear to be poised to decline significantly in the near-
to intermediate-term. 
 
The main story from my point of view on the major 
indices is that bearish divergences are everywhere.  
You may recall that bearish divergences occur when a 
higher price peak appears on a security while at least  

 
one underlying indicator shows a lower peak.  
Especially if the underlying indicator is the MACD 
(one of my favorites, and specially “tuned” to work 
with my other indicators), it means the move is 
running out of momentum.  One caveat: experience 
has taught me that a bearish divergence is a much 
stronger indicator in a bear market than in a bull 
market.  The converse is true for a bullish divergence.  
Therefore, if we really are in a nascent bull market, 
these divergences may not portend lower prices. 
 
Gold and silver still appear to be at tops to me.  Gold 
in particular appears to me to be tracing out a complex 
top, although, in all fairness, other TA practitioners 
would say gold is forming a complex base (from 
which to move higher).  Silver also appears to be at a 
top, but a very sharp one, given it’s 75%+ price 
appreciation from 7/28/2010 to 1/4/2011.  It would 
need (IMO) to trace out a more extended “plateau” in 
order to make the “base” argument that can be made 
for gold.  Note that both gold and silver (and the 
industry) have declined since peaking on 1/4/2011.  
Not enough to call it a definite trend, but it could be 
the start of what I’ve been expecting for a while now. 
 
Much like last month, the question is: what to do with 
our large cash positions (which are earning basically 
nothing – about 0.125%/year), given the significant 
dangers I believe are in the investing markets? 
 

Possible Courses of Action for TCM’s Clients 
 
One thing we can and might do in the meantime is to 
purchase a “US$ neutral” pair of interest yielding 
ETF’s to add to our existing income producing 

securities.  Of course, these would not be included in 
the CJ Model, as its stocks are limited to “growth 
stocks” in the more or less traditional sense of the 
word.  Income producing securities do not really fit 
into this category. 
 
I specifically chose relatively high yielding, little- or 
no-leverage, low ROC (return of capital) ETF’s that I 
could pair up to approximate a “US$ neutral” stance.  
While not perfectly US$ neutral, the pair together 
would provide some stability should the US$ lose or 
gain a lot of ground relative to other currencies – at 
least the currencies in the foreign denominated ETF. 
 
If we put some of our cash to work at those higher 
interest rates, we can still average many times the 
overnight rates being earned currently, leaving 
significant amounts of cash in the accounts for 
protection and have the capital ready to invest should 
the market reach an investible bottom. 


