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These are standardized to have a variance of 1, mean of zero and then combined into an equally weighted composite signal call ed the CMHI and shown in the first chart below. The higher the CM
we want to be in cash when the CMHI is less than zero. We also show the DIFFUSION =(3 LESS amount of indicators below zero)/3 . When the Diffusion s 1 it means all 7 indicators are above zero
bear market. A diffusion of -1 means at least 6 indicators are flagging a bear market. You can use the Diffusion readings above zero to guide with stock market exposure : +1 = 100% exposure, 0.6

research note, but it leans on the same research. On all the below charts, a reading of +1 depicts the highest reading ever a chieved by the indicator and -1 depicts the lowest reading every achiev
encompassing as much of the SP-500 bear market periods as possible rather than accurately signalling the start and end of recessions, making them highy effective investment market-timing tool

The CMHI (Ver 2.0) attempts to measure SP-500 bull market health through a broad, diverse array of 7 indicators that reliably wa rn of bear markets. There are three market breadth indicators, two price-action indicators, a composite leading economic indicator and a Seasonality indicator.

updated monthly when it is trending strongly up or down or on an ad-hoc basis whenever it changes direction or gets close to zero or the diffusion changes. CMHI-Il uses the two price action indicators deployed by CMH-I published in the weekly Sentiment Report. The reason we keep CMHI-|
and CMHI-1I separate is that CMHI-1 has over 50 years of back testing history whilst CMHI-Il only goes s far back as 1990 (due to us not having reliable breadth data before then.) However the Weekly Leading Economic Index and the Seasonality Model have been tested reliably going back 50
years and we strongly believe the CMHI-1I will persist well into the future. The Seasonality model deployed for the CMHI-I1is a much less active, investment-styled derivative (we're only interested in major market moves) of that discussed in the "Seasonal Methodology for market Timing"

Hi the more bullish the market and the lower the CMHI the more bearish the market. Generally
(very bullish) and when it is 0 it means 3 of the CMHI compon ents are below zero and flagging a
1=67% exposure etc. This report shows the CMHI, its diffusi on and its seven components and is

ed by the indicator. Note that the CMHI (I and 11) and their components are more geared to
s.
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NBER RECESSION ——— NEW HIGHS —— SP-500 (LOG SCALE] Net New Highs Breadth Index
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This is an oscillator created from the % of SP500 ~0
0.5 stocks that are making new long-term highs or g A
lows. When itis below 0 then more stocks are Gz
-0.75 making new lows than new highs and vice versa. R H
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NBER RECESSION  ——— % STOCKS RISING ——— SP-500 (LOG SCALE) Long-Term Rising Trends
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- This is an oscillator created from the % of SP500 S
05 and NYSE stocks that are in long term up-trends. m
e Whenit is below 0 then more than 50% of stocks E
- arein down-trends and whenit s 1 then 100%of H
. stocks are in up-trends. A)RecessionALERT.com | @
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RECESSION —— OPTIMAL RATE OF CHANGE SP-500 Momentum Indexes
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-0.25 These are the 2 indicators used by CMHI-I to time the.
SP500 since 1950 very successfully. One is based on
-0.5 internal rates of change and the other on a set of
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the CMHI-1, but CMHI-Il uses them individually. RecessionALERT.com
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moving averages. The average of these two equates to )
1 300
1990 1991 1992 1993 1994 1995 199 1997 1998 1999 2000 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
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NBER RECESSION ~ —— NET ADVANGING VOLUME ~ —— SP-500 (LOG SCALE) Net Advancing Volume
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This measures net advancing volume for the SP-500to g5
a5 determine liquidiy inflowsloutfiows. When the index s XS
below zero, money is flowing out the stock market and ) %
075 vice versa. Extended periods of negative readings are =
. deadly accurate precursors to bear markets. 3 Re(essmnAL[RT cnm
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1 CMHI-06 [PERFORMED WELL SINCE 1967] As at28/10/2013
NBER RECESSION ——— WLIn/r ——— SP-500 (LOG SCALE) Weekly Leading U.S Economic Index
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s A weekly leading economic growth index created from 50 weekly leading time -series such as corporate bonds, credit
spreads, T-bill spreads, stock market prices & employment data. Readings below zero are precursors to economic.
075 recession, and above zero equates to expansion. Detailed chart shown every Thursday in REFLECTIONS.
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1 CMHI-07 [PERFORMED WELL SINCE 1929] Asat28/10/2013
NEER RECESSION & RecesswnAL[RT com lity Signal
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Aless active, investment-styled

. NEUTRAL

0 seasonality model adapted from
our STM research note. Readings =
-0.25 below zero are bearish, above 2
w-'/ﬁ zero are bulish and on zero are 2
-05 neutral (cash or long). In 75 years =2
arecession has never started in 2
075 fNV' the favourable season. =
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