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Look at the two charts below. Each shows the Dow Jones Industrial
Average but over different time frames. What do you see? No, this isn’'t a
Rorschach test. If you immediately see armored butterflies dueling with
kielbasa then you're missing the point of this (and should seek professional
help). Don’t these two charts look awfully similar?




The first chart shows the performance of the Dow for the 2010 year-to-date period. The second chart
shows the performance of the Dow over the last 10 years. Both show large moves up and down with
absolutely no net progress being made. It's merely an interesting coincidence that these two charts look
so similar. The more relevant point is that the price action in both charts is typical of secular bear markets.
Panic-laced declines are followed by euphoria-inducing rallies which are followed by depressing collapses
which precede hopeful climbs...and so on. These secular bear markets last for many years and tend to
finally come to an end once the masses have finally sworn off equities (literally and figuratively) and when
the market is selling for less than 10 times earnings.

Unfortunately, the cult of equities still has a healthy heartbeat, and valuation is far from the levels reached
at the beginning of long-term bull markets (or the end of long-term bear markets). In fact, if you were to
ignore the bubble valuations that we experienced from the late 1990s through 2007, you’d find that the
market is currently at the high end of its historic valuation range. Too many people, however, are still
making the mistake of viewing this 10-year period as normal despite a massive credit explosion and
tremendous distortions caused by ill-advised monetary and fiscal policy. My younger readers or those with
a predilection for cryonics will look back at this period with disgust and incredulity.

A secular bear market doesn’t go straight down. It's a process. Whatever the path, we're still leaning into
a stiff investment headwind and likely will be for a number of years. Secular bear markets wear investors
down, and they take time partly because each of us has a different tolerance for pain. There is a very
strong possibility that investors will eventually abandon stocks as they have at various times in the past.
Some will be forced to sell because of job losses. Some will sell to fund their retirement. Some (not you)
will sell after being burned by an investment adviser. Many, however, will gradually grow frustrated with
the grinding action of this bear market and eventually capitulate. At some point, this cumulative selling
should take the market back to historically attractive valuation levels.

The U.S. stock market and economy today remind me of the water heater that | recently replaced. The
water heater had a pin-sized hole in its rusted bottom. | had the choice to either pony up and buy a new
water heater immediately, or | could ignore it. If | ignored it, the tank would gradually erode, and the size of
the hole would slowly expand. | could slap on layer after layer of duct tape, but at some point the tank
would cease to hold any water at all as the water entering through the top would immediately empty from
the bottom. On a positive note, my property would have a new -- albeit expensive -- water feature. When
it comes to the economy and markets, our leaders have chosen the duct tape option, masking the
symptoms while ignoring the rot. The duct tape is still being applied, but it won’t hold indefinitely. The
economy and the markets need a new water heater.

Despite my current risk aversion and questionable analogies, we're not simply sitting on our hands. We
are extremely focused on risk management in this environment, but we’re also still able to find interesting
opportunities. Though | may not be constructive on the general equity market, the market is made up of
thousands of firms and dozens of industries, some of which I'm quite bullish on. More importantly,
however, we’re not constrained to the long side nor are we limited to stocks or the U.S. market.

A final note: On the following page you'll find a nice example of a long-term secular bear market. Some of

you may recognize it as the Nikkei. Keep this chart in mind whenever you hear some talking head on
television jabbering on about the wonderful outlook for U.S. equities.

Best,
Ken Bell, CFA, CFP
President

Aspera Financial, LLC

July 30, 2010



OTIIVIONVNI VHSY

‘saunnby ulejst
S)003s Aw ||e Buljjes

wollodg
Joxel

i4eno Ajjeuy si jexsew |
Jeaq 8y} ssaupoob yug

A3
Aw yo10} 0} BAE

biod uj Bupseaur pue iSAl|e UBy} pesp alow
W, Wb | ‘suop Wi UHOM W[ |i%yi$#%H#D

‘Ajled 1xau 8y} uo ||8s Jenaq p,|
>joejje peay pjiw e pey 1snf | yuiy) |

"B JO UOS

‘ysi||ng os ale DGND pue siaxo0.q
au} Iy ¢;uaddey siy) pjnod moH

jurebe JoN

“1amo| 0B A|qissod },ued joyieW 8y} ‘sepisag
"umop a|gqnop Japag p,| ‘08 8104aq alial 0} Bulob w| 4|

uoW 9oUBINSU| BY} 10} SOy
4 },UOM | pUB 810W %0G ISnp

isubiy meN

ifey} pajleu | j@dIN ‘BOYM
“UO[}08.I00 WIB}-MOYS B SN[ S}l 8INS W,|" YO "WWW "MOA\
ijsieah z ui Buuneal aq ||| "aul s,Buiylhiany jeeg
jAnunpuoddo BuiAng v jAjleulq dOl 19ieN

JoisaAu| [eaidA ] e Jo siybnoy| sjeAlld 8y

19yl Jeag Je|noag e Jo Awojeuy




