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BUSINESS CYCLES,
MARKET CYCLES,
AND STOCK SECTORS

George Dagnino, PhD
The Peter Dag Portfolio

WW\W. peterdag.com
peterdag.blogspot.com



Peter Dag’s
PERFORMANCE

m PICKS (°02-°07) +94.7%  +27.8% (S&P 500)
(S&P dividends excluded, Source: Hulbert)

= Mutual funds + 19.0% (S&P 500: 3.53%0)
m ETF + 24.9%

= TOP TEN TIMER (Timer Digest)



THE PETER DAG PORTFOLIO

s TWICE A MONTH - 17 PAGES

= THE GLOBAL BUSINESS CYCLE
(once a month)

= THE US ECONOMY
(once a month)
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INVESTMENT PROCESS

ECONOMIC SCENARTOS

l

EXPECTED
STRONG & WEAEK
SECTORS

!

STOCE SELECTION

s Strong fundamentals
¢  Outperforming madoet
&  Lowvolatilite

PERFOEMANCE

PEEFOEMANCE

¥
MEASURTMNG RISE

Financial risk
Short-term interest rates
EBond wislds

Technical

/\

DECEEASING RISK FISING FISE

¥
NCREASE EQUITIES

EEDUCE EQUITTTES

Add to strongest positions

Eaduce weakest positions

Eaduce weakest positions
Add new positions

Increase cash
Hedge portiolio with shorts










BUSINESS AND FINANCIAL CYCLE
CONFIGURATIONS
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OUTLOOK
BUSINESS CYCLE

m | EADING INDICATORS
B STOCK MARKET

® YIELD CURVE

m DOLLAR

x HOUSING

x ORDERS

m PROFITS



YIELD CURVE: BULLISH

DELIVERY INDEX (ISM) AND YIELD CURVE
Yield curve; 10 year T, bond yields less 13-week T bills

DELIVERY INDEX

YIELD CURVE




HOUSING

Housing Starts: Total: Mew Privately Owned Housing Units Started (HOUST)
Source: U.S. Department of Commerce: Census Bureau
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Shaded areas indicate US recessions as determined by the NEBER.
2008 Federal Reserve Bank of 5t. Louis: research.stlouisfed.org




PROFITS

Monfinancial Corporate Business: Profits After Tax (NFCPATAX)
Source: .S, Department of Commerce: Bureau of Economic Analysis
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Shaded areas indicate US recessions as determined by the NBER.
2008 Federal Reserve Bank of 5t. Louis: research.stlouisfed.org




AUTO SECTOR

AUTO AND LIGHT TRUCK SALES

(12 months moving total, thousands)

LIGHT TRUCK




OUTLOOK
LAGGING INDICATORS

m REAL INTEREST RATES
m COMMODITIES

= INFLATION

m INTEREST RATES

= BOND YIELDS



USA FEVER CHART

INTEREST RATES
Treasuries: 13 wks, 5, 10, 30 years

30 YEAR

13 WEEKS




REAL INTEREST RATES

SHORT-TERM INTEREST RATES AND INFLATION

INFLATION

STOCK MARKET
TREASURY BILLS REAL ESTATE DEBACLE
DEBACLE

REAL ESTATE &

SUBPRIME
DEBACLE

VIETHAM AND GREAT SOCIETY

1960 1965 1970 1975 1980 1965 1990 2000 2005 2010




CREDIT CYCLE
(NOTE THE 1992, 2002 RECESSIONS)

Net Percentage of Domestic Respondents Increasing Spreads of Loan Rates over Banks' Costs of Funds
Percent

1990 1992 19% 199 1998 2000 2002 2004 2006
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TIGHTENING CREDIT

CONDITIONS HAPPEN WHEN
THE ECONOMY OVERHEATS
AND INTEREST RATES RISE.

NOW CREDIT IS BEING
TIGHTENED AS THE ECONOMY
SLOWS DOWN. WHY?

LENDERS DO NOT TRUST THE
BORROWERS AS FINANCIAL
INSTITUTIONS FAIL.




CHEAP MONEY IS
INFLATIONARY

INFLATION

PP finished goods and consumer prices
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ALL COMMODITIES
HAVE THE SAME CYCLICAL
TURNING POINTS

GOLD AND CRUDE QIL
Gold: $/0z; crude oil: $/brl

CRUDE 0IL

1989 1991 1993 1995 1997 1999 2001 2003 2005




COMMODITIES & THE FED
HAVE THE SAME CYCLICAL
TURNING POINTS

CRUDE OIL AND TREASURY BILLS
QiLLHS; T hils: RHS

CRUDE OIL
T.BILLS
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THE FED
AND FINANCIAL BUBBLES

m AGGRESSIVE EASING IN 1998 WAS
FOLLOWED BY THE TECH BUBBLE

m AGGRESSIVE EASING IN 2002-2004
WAS FOLLLOWED BY THE
HOUSING/COMMODITY BUBBLES
AND SUBPRIME DEBACLE



MAN-MADE (FED)
COMMODITY BUBBLES

GOLD AND CRUDE OIL
GOLD: $0Z; CRUDE OIL: $BEL

OIL (LHS)

GOLD [RHS)
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DOLLAR,
COMMODITIES, GOLD, AND
PURCHASING POWER

DOLLAR AND GOLD
% Major currencies

DOLLAR
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THE MARKETS ALWAYS WIN

T BILLS AND FED FUNDS

13-week rate on T bills

FED FUNDS

RATEONTBILLS




INFLATION, COMMODITIES,
AND SHORT-TERM INTEREST
RATES

= INFLATION, COMMODITIES, AND

SHORT-TERM INTEREST RATES
HAVE THE SAME TURNING POINTS

m THEY FOLLOW THE TURNING
POINTS OF THE ECONOMY



SELECTION OF ASSETS
DEPENDS ON GROWTH

BUSINESS CYCLE

GROWTH CYCLE







SECTORS FOR A
STRONG ECONOMY AND
BEATING THE S&P 500

m METALS AND MINING

m ENERGY

m ELECTRONICS

m INTERNET

m COMPUTER SOFTWARE & SERVICES
m CONGLOMERATES

m TELECOM



SECTORS FOR A
WEAK ECONOMY AND
BEATING THE S&P 500

m TOBACCO

m HEALTH SERVICES

= INSURANCE

m BANKS, REGIONALS, S&L

= FINANCIAL SERVICES

m REAL ESTATE/REITS/TRUSTS
s AEROSPACE & DEFENSE



REAL INTEREST RATES
AND STOCK SECTORS

AEM (PROXY FOR PRECIOUS METALS)
AND REAL INT RATES

GOLD STOCKS
RELATIVE STRENGTH

11371989 1131991 11371993 11371995 1/3/1997 1/3/1999 1/3/2001 1/3/2003 1/3/2005 1132007 1/3/2009




REAL INTEREST RATES
AND STOCK SECTORS

WRI (PROXY FOR REITs}
AND REAL INT RATES

REITs
RELATIVE STRENGTH

14371989 1431991 1431993 11311993 1131997 11311999 14372001 11312003 1/3/2005 11372007 1/3/2009




REAL INTEREST RATES
AND STOCK SECTORS

CRT (PROXY FOR ENERGY TRUSTS)
AND REAL INT RATES

CRT TIMBER TRUST
RELATIVE STRENGTH

1/31989 1731991 1731993 17311995 1731997 17311999 17372001 17372003 17372005 17372007 17372009




IF YOU KNOW
WHY YOU BUY

YOU ALSO KNOW
WHEN TO SELL






STOCK SELECTION

m USE FAN CHARTS TO CHECK
PERFORMANCE OF STOCKS

m CHOSE STOCKS WITH LOWEST
VOLATILITY AND BEST
PERFORMANCE

s PERFORM FINANCIAL ANALYSIS
(WWW.PETERDAG.COM)



EXAMPLE OF FAN CHART:
WIRELESS COMMUNICATION
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THE LONG-TERM TREND
OF STOCK PRICES

S&P 500

15-20% channel, semi-log axis with 8% slope

1989 199 1993 1995 1997 1999 2m 2003 2005 2007 2009




FINANCIAL RISK
AND STOCK PRICES

FINANCIAL RISK AND STOCK PRICES

FINANCIAL RISK

1999 2002 2003 2004 2005 2006 2007 2008




SHORT-TERM INTEREST RATES
AND STOCK PRICES

TBILLS AND STOCK PRICES
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BOND YIELDS
AND STOCK PRICES

10-YEAR BOND YIELDS AND STOCK PRICES

10-YEAR BOND YIELDS




TECHNICAL ANALYSIS

= OVERBOUGHT/OVERSOLD
INDICATORS

m TRADING VOLUME
m SENTIMENT INDICATORS

m DIRECTIONAL INDICATORS



OVERBOUGHT/OVERSOLD
INDICATORS




VOLUME PATTERNS

m BEARISH: STRONG VOLUME
FOLLOWING A STRONG RISE

m BULLISH: STRONG VOLUME
FOLLOWING A SHARP DECLINE



SENTIMENT INDICATORS

AAll % BULLISH

S&P 500

15 -200
1996 1997 1998 1999 2000 20Mm 2002 2003 2004 2005 2006 2007 2008 2009 2010




STRONG VOLUME SIGNALS
CAPITULATION

SPY (58P 500 SPDRs) AMEX @ StockCharts.cam
13-Mar2008 1003 am Open 128561 High 12057 Low 12390 Last 129.28 Yolume 47 70 Chg -2 .02 (-1.54%)
W SPY (Daily) 129,28
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DIRECTIONAL INDICATORS







GAMES THEORY AND
INVESTMENT STRATEGY

(ADJUST MIX STRONG/WEAK ECONOMY SECTORS
AS NEW INFORMATION BECOMES AVAILABLE)

TIME 1 TIME 2 TIME 3




HEDGING
IN A DOWN MARKET
USING SH - SDS

m SELL POOR PERFORMING STOCKS
USE CASH TO HEDGE PROFITS
AND REDUCE VOLATILITY

m FOR EVERY $ OF SH -SDS YOU HEDGE %1
OR $2 DOLLARS OF LONG POSITIONS

ONLY STRONG STOCKS ARE NOW
EXPOSED TO MARKET DECLINES



FEEDBACK
BASED ON
PERFORMANCE



USE FAN CHART TO ISOLATE
WEAKEST STOCKS

e Price: Hisiory - SR0K 500 600 (POA000T - 105
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SELECT THE STRONGEST
ETFs & MUTUAL FUNDS
USING FAN CHART

3 Warth Price Histary - SPOR: S&P 500 (7/26:2007 - 10/2662007) Ll g2t LT
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RISK MANAGEMENT
&
PERFORMANCE



RISK & PORTFOLIO
MANAGEMENT

= MAKE A FAN CHART OF STRONGEST
STOCKS, ETF, OR MUTUAL FUNDS

m CHOOSE A PERIOD OF THREE MONTHS
m INVEST IN THE STRONGEST

m KEEP INCREASING INVESTMENT IN
STRONGEST ONES

s REDUCE INVESTMENT IN THE WEAKEST
ONES

m USE SECTOR ANALYSIS & VALUATION
TO CONFIRM CHOICE




INVESTMENT PROCESS

ECONOMIC SCENARTOS

l

EXPECTED
STRONG & WEAEK
SECTORS

!

STOCE SELECTION

s Strong fundamentals
¢  Outperforming madoet
&  Lowvolatilite

PERFOEMANCE

PEEFOEMANCE

¥
MEASURTMNG RISE

Financial risk
Short-term interest rates
EBond wislds

Technical

/\

DECEEASING RISK FISING FISE

¥
NCREASE EQUITIES

EEDUCE EQUITTTES

Add to strongest positions

Eaduce weakest positions

Eaduce weakest positions
Add new positions

Increase cash
Hedge portiolio with shorts




THANK YOUI!
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