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Morning Comments
January 11, 2010

Sector Rotation to Reign Supreme in 2010

I wanted to spend some time this morning making a few observations of the stock market in general. 

I do substantial custom analysis work for a number of our clients, and so I look at literally a hundred 

charts a week or more in great detail. I am struck now by the homogeneity across the market and the 

very clear message that’s present. I see great numbers of stocks having largely met the implications 

of the bottoms that formed last year while continuing to trend strongly and many are extended. I see 

right now many stocks looking to take a third leg up. In my experience it is this third and fi nal leg of 

advance that often gives rise to material corrective action, and I think we are embarking on that leg now. 

I want to throw up some charts below that illustrate this. I think the auto parts names are instructive in 

this respect as they are currently culminating what I envision as this fi nal leg of advance prior to major 

consolidation. Industrial in general seem to exemplify this phenomena quite clearly but I see it in tech, 

materials, REITS, even banks all in various points of the cycle but progressing in the same fashion. This 

speaks to me of heightened necessity for identifying sector rotation to capture alpha and a market in the 

grips of momentum driven strategies and a willingness to sweep up laggards into this current cycle or 

phase of preferred activity. A few examples below I think are self explanatory but call me if you want to 

talk more about it.
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So the stuff I talked about above has me thinking probably like a lot of people that we are setup for 

some variation of the consolidative stretch we had in the market in 04-05 once we get this last leg in 

place. I see no reason to think otherwise despite this perhaps being consensus. In fact I am some what 

ambivalent with respect to what happens to the market as a whole because in my opinion performance 

will be obtained through capitalizing on the heavy sector rotation that gives rise to a perhaps violent, 

but likely stagnant overall market. I have always been a believer in the market of stocks rather than the 

stock market so I am really excited about the opportunity. My analyst sent me this chart below the other 

day and I found it striking and thought provoking. This is a ratio of money market fund assets to SPX. 

Notice the level of support we have come into currently. The last period where the ratio began to base 

and where the markets are now is quite interesting is it not?
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As my regular readers know, I strive to identify trades where I have the potential to earn multiples 

of my investment and where I feel that the risk has been washed out. This necessarily means taking 

risk that the crowd can’t or won’t take and where the perception of risk is quite elevated. I have been 

watching small regional bank shares for some time in anticipation of a bullish recommendation based 

on a resolution of the consolidations following the initial upside surges in volume and price that were 

manifest off the lows and occurred for the most part in May of last year. FITB and HBAN are two of the 

better chart examples of this. Last week’s action tells me the time is come to begin putting this trade on 

and so I want to put on a basket of these and start accumulating. I have purposefully selected what many 

would deem the worst and lowest quality to get the most leverage I can although ultimately I am guided 

only by the charts. This is speculation and obviously many investors would consider these names very 

risky. By nature the perception of risk is greatest at bottoms, when in fact it is the lowest, and lowest 

at highs when in fact it is greatest. I have put together a basket of FITB, NYB, HBAN, KEY, and RF 

to express my view that it’s time for these survivors to emerge from consolidation and begin to move 

up sharply over the next couple of quarters. I list them in order of conviction, but I do expect them to 

largely trade together so size them as if the basket were one stock. This recommendation follows the 

preceding commentary this morning on sector rotation etc. as a natural extension of those thoughts.
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IMPORTANT DISCLOSURES

Analyst Certifi cation

The author certifi es that this research report accurately states his/her personal views about the subject securities, which are refl ected in the substance of this report. The author certifi es that no part of his/her compensation was, is, 

or will be directly or indirectly related to the specifi c recommendations or views contained in this research report.  The research provided in this report is based on technical analysis provided by Bay Crest Partners LLC. Technical 

analysis is the study of price and volume and the interpretation of trading patterns associated with such studies in an attempt to project future price movements. The investments discussed in this report may not be suitable for all 

investors. Investors should use technical analysis as one input into formulating an investment opinion.

Potential Confl icts of Interest 

Analysts employed by Bay Crest Partners LLC are compensated from revenues generated by the fi rm. Bay Crest Partners LLC generally prohibits any research analyst and any member of his or her household from executing 

trades in the securities of a company that such research analyst covers. Additionally, Bay Crest Partners LLC generally prohibits any research analyst from serving as an offi cer, director or advisory board member of a company 

that such analyst covers. 

Company Specifi c Disclosures 

Bay Crest Partners LLC does not expect to receive or intend to seek compensation for investment banking services from any or all companies listed. 

Additional Information 

Please write to Bay Crest Partners LLC 40 Wall Street, 45th Floor, New York, NY 10005 Attention: Compliance Department.

Other Disclosures 

This report is issued and approved by Bay Crest Partners LLC, a registered member of NYSE, FINRA, ARCA, ISE, NASDAQ, NFA. This report does not constitute an offer or solicitation to buy or sell any securities discussed herein 

in any jurisdiction where such offer or solicitation would be prohibited. The securities mentioned in this report may not be suitable for all types of investors. This report does not take into account the investment objectives, fi nancial 

situation or specifi c needs of any particular client of Bay Crest Partners LLC. Recipients should consider this report as only a single factor in making an investment decision and should not rely solely on investment recommendations 

contained herein, if any, as a substitution for the exercise of independent judgment of the merits and risks of investments. The analyst writing the report is not a person or company with actual, implied or apparent authority to act 

on behalf of any issuer mentioned in the report. Before making an investment decision with respect to any security recommended in this report, the recipient should consider whether such recommendation is appropriate given the 

recipient’s particular investment needs, objectives and fi nancial circumstances. We recommend that investors independently evaluate particular investments and strategies. Past performance is not a guarantee of future results, 

and no representation or warranty, express or implied, is made regarding future performance of any security mentioned in this report. The price of the securities mentioned in this report and the income they produce may fl uctuate 

and/or be adversely affected by exchange rates, and investors may realize losses on investments in such securities, including the loss of investment principal. Bay Crest Partners LLC accepts no liability for any loss arising from the 

use of information contained in this report. All information, opinions and statistical data contained in this report were obtained or derived from public sources believed to be reliable, but Bay Crest Partners LLC does not represent 

that any such information, opinion or statistical data is accurate or complete, and they should not be relied upon as such. All estimates, opinions and recommendations expressed herein constitute judgments as of the date of this 

report and are subject to change without notice. Nothing in this report constitutes legal, accounting or tax advice. Since the levels and bases of taxation can change, any reference in this report to the impact of taxation should not be 

construed as offering tax advice on the tax consequences of investments. This report may provide addresses of, or contain hyperlinks to, Internet web sites. Bay Crest Partners LLC has not reviewed the linked Internet web site of 

any third party and takes no responsibility for the contents thereof. Each such address or hyperlink is provided solely for the recipient’s convenience and information, and the content of linked third party web sites is not in any way 

incorporated into this document. Recipients who choose to access such third-party web sites or follow such hyperlinks do so at their own risk.

The information presented in this document is believed to be reliable. This document does not constitute an offer or solicitation to buy or sell. For accredited investors only. Options are not suitable for all investors. Please ensure 

that you have read the options risk disclosure document, accessible at http://www.optionsclearing.com/publications/risks/riskstoc.pdf 

Price targets given in this report were obtained using technical analysis. Targets, support and resistance levels are based on previous price action and offer no guarantee of future performance.

This report or any portion hereof may not be reprinted, sold, or redistributed without the written consent of Bay Crest Partners LLC.

Technical Analysis 
& Strategy

PAGE 9Bay Crest Partners, LLC   |   www.baycrestpartners.com


