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Dear Paul,

With the stock market in the U.S. dropping, the European Financial Crisis continuing, the Chinese
stock market sinking and even oil and commodities going down, how does one manage investments ir
such a politically difficult and volatile environment?

The answer to your question is that you manage investrivam®g CAREFULLY in these volatile markets!
The price of fAimpatienced is |likely to be ver)\

TODAY RISK MANAGEMEN T IS EVERYTHING!

Benjamin Graham, the famous economist and Columbia UJ
agement is the management of RI SKS, n o-managédeportiolios stag @vith ¢
this precept. o

Since last November, | have been warning in tHeseHALL GLOBAL OUTLOOK newsletters that we were historically due for &
significant U.S. stock market correction.

| believe over the next six months between now and the end of October we are going to struggle through a veRediffoat
TURING in both U.S. and global markets.

THE U.S. STOCK MARKE T IS OUT -OF-SYNC WITH THE U.S. ECONOMY
L ook at the graph below:

S&P 500 Index vs. U.S. GDP Growth

From the bottom of the last BEAR Market on March 9, 2009 to March 31, 20:
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Source: S&P 500 INDEx Data Yahoo Finance. GDP Data: U.S, Department of Commerce

The problem investorso6 face r i g lour-omsenewith the underyindl).SSecongnty.o ¢

As you can see by the graph above, from the bottom afasieBEAR MARKET on March 9, 2009, just a little over a year ago, th
S&P 500 NDEX has outperformed and outpaced the underlying economy by-61é6.

THAT KIND OF SUBSTANTIAL DIVERGENCEFROM THE UNDERLYING ECONOMY CANNOT CONTINUE FOREVER
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The laws of statistics state that whenever two trends diverge they must &REBRESSTO THE
MEANO of their underlying fundamentaswhich is the basic U.S. economy.

Over the past year, the U.S. stock market
such a long and sharp upward movement in the stock market after a severe recession sin
19306s and the cor r eredessionbulfunhwadnotfpretlty.l owed t h:

HOW MUCH IS THE STOC K MARKET OVERVALUED?

A s | have mentioned before, some analysts believe a stock market correction, after the r¢
pull-back, of 10% to 15% more would be extremely beneficial and would bring the stock m
ket and the economy back into some rough balance.

The stock market is now down 7% to 8% from the peak and it may slide further over the next
months.

Investors hate corrections or any stock market drop. But in the long run it is far more healthy
stable to have a stock market that is running in tandem with the fundamentals of the U.S. econd

Here is how the1AJOR GLOBAL INDEXES have performed yedp-date:
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Graph Source: ETFreplay.com

As you can see from this graph, t8&P 500 NDEX (the broad U.S. stock market) has been thg
BESTPERFORMINGStock market in the world for the past five months.

Most of the other major international stock markets have already experienced major correct
over the past six months.




