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The recent slide in S&P 500 brings the total decline to -7% from
the September highs. The S&P 500 has declined almost —4% in
just the last 2 trading sessions.

Let’s Not Overreact...

The fiscal cliff fears are certainly not unwarranted, but we are be-
ginning to think that investors are overreacting to the recent elec-
tion and fears over the cliff outcome. We think it’s important to
step back, consider the big picture and then react accordingly.

First of all, it’s highly unlikely that the fiscal cliff is going to
amount to much. Our estimate remains for something in the low
S$100B range in total as Congress is likely to compromise on many
of the policy changes. The risk to this is certainly to the upside,
but we think it’s important to note how these policies would actu-
ally play out. Most of the tax increases would be very gradually
felt. So, if we're right about our “fiscal bump” then the bump is
actually more like a slide. That S100B+ is not going to hit the
economy all at once. So the description as a “fiscal cliff” is mis-
leading in many ways and likely leading to some overreaction.

What The Indicators Say

To help put this all into perspective it might help to step back and
review a few key equity market indicators that we like to review
for our tactical (short-term) perspective.
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Our key equity indicator, which measures market risks at particular junctures has moved into a far more
constructive range this week.
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indicator reverses downside momentum), but we are more inclined to buy than sell at these levels. Re-
member, this indicator is a risk management metric and not a timing holy grail. Timing holy grails do not
exist in the world of investing and we don’t want readers to come under the impression this is one.

We remain of the opinion that the US economy is not headed for recession. So our strategic (longer-term)
bias remains bullish. However, as we’ve noted over the last few weeks our tactical approach remains cau-
tious, but quickly turning more bullish. We think the markets are likely to find their footing before year-
end and stage their typical “Santa Claus rally”. But the key to timing this is knowing when the politicians
will resolve the fiscal cliff matters. | presume the uncertainty will continue to weigh on the markets in the
coming weeks and we could see a sentiment “wash out” fairly soon.

We've sidestepped a rather significant slide at this juncture so from a risk management position we’ve
already won the battle even if we’re in the midst of a war (a true bear market beginning). Again, we
would emphasize that, given the lack of a true recessionary environment the odds of a —20% decline (a
true bear market decline) are low. This means the odds are beginning to substantially favor trading from
the long side. We will be inclined to be buyers of dips in the coming weeks looking for an eventual resolu-
tion to the “fiscal cliff” and the likelihood for the market to realize that there has been a bit of an overre-
action to the news.
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If you ever have questions or comments on research or Orcam’s services
please contact us directly.
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Orcam Financial Group, LLC is a fee
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tional services.

OURCAM

Important Disclaimer

Nothing contained herein should be construed as an offer to buy any
security or a recommendation as to the advisability of investing in, pur-
chasing or selling any security. Some of the statements contained
herein are statements of future expectations and other forward-looking
statements. These expectations are based on Orcam's current views
and assumptions and involve known and unknown risks and uncertain-
ties. Actual results, performance or events may differ materially from
those in such statements due to, among other things, general econom-
ic conditions, performance of financial markets, Orcam Financial
Group, LLC assumes no obligation to update any forward-looking
information contained in this document.



