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Morning Comments
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I think traders were spooked yesterday by the valuation downgrade in BIDU.  In my opinion this contributed 

heavily to the mounting weakness in Nasdaq over the day as fears of further valuation downgrades in other 

extended stocks have now given traders a reason to sell.  The counterpoint is IBM; big, cheap, sporting a better 

PEG than BIDU and closing in on new all time highs.  Rotation is afoot all around the market.

On 9/29 we had recommended accumulation of weakness in airline shares into last weeks releases of traffi c data.  

The sector was hit hard by the UAUA offering right before the traffi c numbers came out and despite the numbers 

showing some of the best results in at least a year prices have continued to be heavy while not rebounding as 

quickly or as sharply as we believed they would.  We think that a mix of an extended market, higher crude, dollar 

angst and excess dealer inventory post recent offerings have conspired to make this so.  That being said, we 

continue to recommend that both traders and investors be accumulating right now.  We believe this sector has 

promise and potential of a secular nature, making it our favorite long term sector play and we see current action 

as the further unfolding of the basing process that leads to XAL prices multiples above current quotations.  I am 

attaching a correlation matrix below that I think addresses near term noisy macro concerns handily.
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I want to quickly update a few things we have been recommending recently. We had taken out some longs in the 

defense space back on 9/29/09 on a purely technical basis and these have not performed to our expectations 

as we were quickly stopped out of RTN while longs in NOC and GD have lagged the market.  I don’t want to fool 

around too much here as I had expected a market leading show of strength from the DFI and the opposite has 

been forthcoming so we will be strict in stopping this trade should that occur.  We are going to stick with NOC, 

using technical support at the 50 level for stops, and the pivot level at 64.80 as a stop for GD. 
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