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Our proprietary Inflation-Deflation Timer Model (the “Timer Model”) is a 
trend-following model and as this class of model does not call tops or bottoms

the value is in its ability to spot trends.
The marco-trends our Timer Model is looking for are:

Inflation, Deflation and Neutral Signals

Qwest Commentary

Inflation-Deflation Timer

Current Indication: Inflation

An “Inflation” reading
The Inflation-Deflation Timer Model remains at an "inflation" reading. The technical backdrop
is improving suggesting that near-term downside risk in the markets are limited.

Which Eva?
A good analogy for the markets right is can be
seen in the two photos of Eva Longoria. The
photo on the left shows the well-known model
and actress without makeup and the one on
the right is a publicity photo of Ms. Longoria,

after the hair, makeup and fashion designers are finished with her.
Which is the real market (or real Eva)?

We remain wary about the fundamental risks that surround the markets.
Macro-economic risks loom in the form of further European sovereign
defaults or restructurings, geopolitical risks in Korea, Chinese mone-
tary tightening leading to a hard landing, etc. Stock valuations are
also pricey. All in all, the fundamental picture of the markets look very
much like the left photo of Ms. Longoria!

Climbing a Wall of Worry
It is always instructive to see how markets react to events. Right now, our Timer Model (and traders) are focusing on
a picture of the markets that is much like the “prettied-up” photo of Eva Longoria, i.e. the positives.

Moreover, investor sentiment has pulled back from bullish extremes to neutral after a minor correction, which is
supportive of higher prices. More importantly, the financial sector of the stock market outperformed on Monday
and Tuesday when the markets hiccupped over fears of an Irish contagion spreading to the other peripheral eurozone
countries. The chart on the following page shows the performance of the financials relative to the S&P 500. The news
that Ireland had to be rescued by her EU partners and that WikiLeaks announced that the next set of paper dump
"would target a major bank" should have sent the financials reeling. Instead, they out-performed. This suggests to us
that the markets are washed out and the path of least resistance is up in the near term.
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We remain with our discipline of letting the
winners run and limiting losses. We have
learned from long and hard experience
that, no matter what our opinions may be,
at the end of the day our only real responsi-
bility is to follow our Timer Model discipline
and risk parameters in order to manage the
risk in our portfolio and trades.
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DEFINITIONS (as defined in the American Heritage Dictionary)

Inflation
A persistent increase in the level of consumer prices or a persistent decline in the purchasing power of money, caused by an increase in available
currency and credit beyond the proportion of available goods and services.

Deflation
A persistent decrease in the level of consumer prices or a persistent increase in the purchasing power of money because of a reduction in
available currency and credit.

For more information on the Inflation-Deflation Timer Model, see:
http://www.qwestfunds.com/publications/newsletters_pdf/newsletter_november_2009.pdf; and
http://www.qwestfunds.com/publications/newsletters_pdf/newsletter_february_2010.pdf
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