Portfolio Manager Commentary:
Second Quarter 2009

THE CONTINUING WISDOM OF A MEASURED APPROACH
The second quarter of 2009 started strongly—hinged on hopes of an economic rebound—with the
extension of the March rally fueling investor optimism. Upward momentum built through the
beginning of June, galvanized by the anticipation of a positive impact on the markets from
Washington’s economic stimulus package and spearheaded by gains in commodities, basic materials
and gold. Those investors brave enough to begin the process of recouping their losses welcomed
the buoying effect of the upturn (while everyone’s secret hope was that the worst was over).
But by early June the market began to cool and has essentially slid sideways through quarter end.
Mixed economic data indicated that the recovery isn’t occurring as quickly or smoothly as
anticipated. However, this interim dip is typical of a bottoming process, where prices have been
deeply discounted in anticipation of a worst-case scenario. The initial rebound we experienced of
roughly 40% on the S&P 500 stimulated investor confidence, despite the fact that outright optimism
may have been somewhat premature.
The economy has continued to intimate damage—decreased consumer demand along with a glut of
supply has forced many companies to attack their bottom line, working hard to trim expenses
(often including staff, as the unemployment figures illustrate) in an effort to become leaner, more
efficient and ultimately, more productive. This makes sense as focusing on expenses affords
companies direct influence on their bottom line. And, it’s exactly these steps which lay the
foundation for significantly enhancing long-term profitability and earnings growth. An example of
this can be seen in technology’s recent strength: Technology is a productivity tool. Thus, it stands
to reason that companies will invest in technology as a key facet of their cost cutting to achieve
greater efficiencies.
But investors and advisors alike are also looking for top-line improvement as well, in the form of
increased sales and greater demand. Unfortunately, that facet of returning financial health has yet
to appear. Subsequent to the run up at the start of the quarter, the leadership we saw emerging
initially has failed to maintain its momentum and the metrics we track are currently not as
healthy. It appears that the market has lost steam.
After four straight weeks of market decline, the current period of softening generates several
logical questions in the minds of both advisors and investors:
•
•
•

Is this just a temporary stall?
Will we test market lows once again?
Will the market regain its previous upward momentum and once regained, move steadily
upward toward a recapturing of previous milestones?
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No one knows, and from our perspective it’s pointless to prognosticate. With that being said, we
can draw similar parallels to the bear to bull transition of 2002 to 2003. During that period, the
market retested its lows two times. The low was established in July of 2002—we retested it in
October of that same year and again in March of 2003. Following each low the market rallied
sharply, stalled, then churned sideways before finally taking off for good in the summer of 2003 as
shown in the chart below.

Bear to Bull Transition

October 2001 – September 2003

Data Source: Yahoo Finance. This information has been obtained from sources we believe to be reliable, but its accuracy
and completeness are not guaranteed.

In the chart above, we can see that the last bear market actually tested the low two times. Also note
that the rallies occurred with a falling 200 day average and a falling to flat 50 day moving average.
The bull market got underway well before these averages moved up.

Applying this bit of history to the present demonstrates why investors are on tender hooks:
Following this current period of adjustment and the lack of a discernable trend, one cannot be sure
in which direction the market will go from here. Careful analysis of key metrics and time will
indicate if the recent softening is a temporary stall, whether we retest previously established lows
(which would be normal, albeit painful), or if the market will again begin its upward ascent.
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The Current Bear Market
April 2008 – June 2009

Data Source: Yahoo Finance. This information has been obtained from sources we believe to be reliable, but its accuracy
and completeness are not guaranteed.

In the chart above, it appears that the low of the current bear market was set in March, although only
time will tell. But if history is any guide (and it usually is), one would expect a retest of the March
lows, and the next bull market will be underway before most investors take note. We do not know how
painful the correction or “retest” will be, thus we will perform our analysis every day and continue to
manage risk accordingly.

Given the uncertainty that remains and the deterioration seen in overall leadership and market
health, we’ve increased our defensive posture. Our daily, bottom up analysis has uncovered
relative strength in consumer staples, utilities and health care as of late—in other words, those
areas of the market considered defensive (and that tend to perform better during stagnant
conditions). We believe this is the appropriate response based on prevailing conditions, our market
analytics and review of market history. It’s also important to note that earnings season is just
underway at the time of this writing. The market will be scrutinizing the forward view (more than
current earnings) for signs that companies anticipate business may be picking up—and if so, where.
So in response to the current conditions and the three questions posed above, investors have three
alternatives available to choose from (Remember the Cycle of Market Emotions?):
•

OPTIMISM— Investors who have suffered through the worst downturn since the 1930s are
loathe to consider that the pain may continue. They are anxious to recoup their losses.
They’ve swallowed enough negative emotion to last a lifetime. Perhaps as a function of hope
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or courage, those who have moved substantially back into the market appear to be engaging
in a variation of the power of positive thinking: they’re trying to will the market higher.
•

PESSIMISM—Having been badly burned, these investors are loathe to leave the sidelines,
even though some of them may be engaged enough to realize that their only option for
regaining previous losses is to re-enter the market. They just can’t overcome the power of
their negative emotions sufficiently to place their hand back on the stove. And that’s why
the sidelines are still loaded with uncommitted cash.

•

THE NIEMANN APPROACH—We continue to believe in and recommend the unemotional,
fact-based methodology that has historically worked to the advantage of our investors. We
will continue to perform the unglamorous, day-to-day, quantitative hard work of assessing
the market: Both from the bottom up and the top down. We will respond appropriately to
the movements of the market based on our proven analytics.

In closing, it’s important to stress that the Niemann methodology was designed to manage risk
based on current market conditions, not unknown future events. Our investment philosophy is one
of uncovering potential for “risk adjusted return.” Our process was engineered specifically to
eliminate the emotion from our decision making—so that we move in direct response to the
behavior of the market—based on the facts. The downside of a responsive methodology is the
possibility that the market rebounds after a shift to a more defensive posture (sound familiar?) or
trends downward after a rotation out of cash back in to equities.
We’ve often said, “Give us the time and we’ll prove the process.” By teaming up to resist the
seductive (and erroneous) influence of emotion-based investment decisions, our investors and their
advisors buy us the time we need to demonstrate the long-term effect of staying engaged in the
market.
Looking forward, the market will do what it does. We will continue to perform our proprietary
analysis, every day—and respond accordingly. And, over the long term, the numbers will speak for
themselves.
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Disclosure:
Call your investment advisor today for more information describing how Niemann Capital Management helps add value to clients’
investments. Please refer to our website for additional performance information, www.ncm.net.
This material is written by Niemann Capital Management, Inc. and is for informational purposes only. The material represents an
assessment of the market environment at a specific point in time and is not intended to be a forecast of future events, or a
guarantee of future results. Any opinions expressed are those of the author and are not necessarily those of the distributing party.
The material does not purport to be complete and should not be used as a primary basis for investment decisions. It should also not
be construed as advice meeting the particular investment needs of any investor. Neither the information presented nor any opinion
expressed constitutes a solicitation for the purchase or sale of any security.
Past performance does not guarantee future results. Given the inherent volatility of the securities markets, it should not be assumed
that investors will experience returns comparable to those shown here. Any stock market transaction can result in either profit or
loss. Additionally, the performance of Niemann's profiles should also be viewed in the context of the broad market and general
economic conditions prevailing during the periods covered by the performance information. Market and economic conditions could
change in the future producing materially different returns. Investment strategies may be subject to various types of risk including,
but not limited to, market risk, credit risk, interest rate risk and inflation risk. In addition, strategies with international capabilities
are subject to risks including, but not limited to, currency fluctuations, economic instability and political instability. Please visit us
online at www.ncm.net or call 1-800-622-1626 for current performance information or for a complete list and description of
Niemann's composites.
Performance results are presented net of transaction costs and Niemann Capital Management's actual management fees. Niemann’s
management fees may vary from 1% to 2.3%. Additionally, Mutual Funds and variable annuities (Funds) charge various fees, all of
which are disclosed in the Funds' prospectuses, along with any potential trading restrictions. Such fees are borne by shareholders
and are reflected in the net asset value of each Fund. Some Funds also charge short term redemption fees and excess transaction
fees (Special Fees), which are billed to shareholders at the time of the event causing the fee. All of these fees are in addition to
Niemann's advisory fees. In selecting Funds in which to invest, Niemann considers the nature and size of the fees charged by the
Funds. Niemann will select a Fund only if Niemann believes the Fund's performance, after all fees, will meet Niemann's performance
standards. Consequently, Niemann may select Funds, which have higher or lower fees than other similar Funds, and which charge
Special Fees. When deciding whether to liquidate a Fund position, Niemann will take into consideration any Special Fees which may
be charged. Niemann may decide to sell a Fund position even though it will result in the client being required to pay Special Fees.
Overall performance may be affected by fees charged by the custodian.
Performance results and comparative benchmarks assume reinvestment of dividends & income. All profiles & reports have been
prepared solely for informational purposes, and are not an offer to buy or sell, or a solicitation of an offer to buy or sell any security
or instrument or to participate in any particular trading strategy. All performance figures presented, include all actual, fee-paying,
fully discretionary accounts in a composite. Individual account performance may differ from the composite.
Niemann Capital Management, its affiliates or its employees may have positions in and may affect transactions in securities and
instruments mentioned in these profiles and reports. Some of the investments discussed or recommended may be unsuitable for
certain investors depending on their specific investment objectives and financial position. The benchmarks to which Niemann
Capital Management compares its performance do not represent actual trading.
To request a copy of Niemann's current ADV Part II, and/or the Annual Full Disclosure Presentation, 2006 please contact Richard
West @ 800-622-1626 or email compliance@ncm.net. Please contact your financial advisor to request a copy of his/her current ADV
Part II and/or a copy of his/her Broker/Dealer’s current ADV Part II.
From time to time, Niemann Capital Management, Inc. or its affiliates may make available certain communication materials to be
used with current or potential clients. To the extent that any such material is modified by the Associate or any of its representatives
or agents, the Associate shall be solely responsible for compliance with filing requirements established by the FINRA or any other
regulators to whose jurisdiction the Associate is subject.
The S&P 500 is a widely recognized, unmanaged index of 500 selected stocks, frequently used as a general measure of U.S. Stock
Market Performance. It's heavily weighted toward large-cap stocks and represents about two-thirds of the total market value of all
domestic stocks. Returns include the reinvestment of dividends and capital gains.
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