
the markets are back up
by Dave Young, president

Third Quarter 2009 will be remembered 
as one of the most eventful periods in 
market history. One year has passed since 
the weekend that shook the foundations of 
Wall Street and the global financial system. 
Lehman Brothers collapsed, Merrill Lynch 
vanished as an independent entity, and AIG 
was taken over by the U.S. government. 
Almost two years have passed since the Dow 
Industrials hit its all time peak of 14,164.

In this article I will summarize where we 
have been this year, where we are today, the 
prospects for the period ahead, and some 
lessons from last year’s financial collapse.

portfolio update

Both of our portfolios did extremely well third 
quarter and year-to-date. Stocks trounced 
bonds, small cap and mid cap stocks 
outperformed large caps, and emerging 
markets outperformed all asset classes. 
Fortunately, that is where our models 

positioned us, and is why our portfolios 
outperformed their benchmarks.

Our conservative portfolio, Managed 
Income, is up 11.93% year-to-date, 
more than doubling the 5.72% for its 
benchmark, the Barclays Bond Index.

Our growth portfolio, Top Flight, is up 
27.7%, year-to-date, versus 19.3% for its 
benchmark, the S&P 500. Since January 
2007, Top Flight is down only one percent 
versus the S&P 500, which is down 21 
percent during the same period. Since its 
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A dynamic and proactive way to invest.

“The markets 
are back into a 

positive, upward 
trend. All 42 of 

the global markets 
we track are above 

their 40-week 
moving average, 

which is very 
bullish.”

Page 1



Paragon Wealth Management is a 
registered investment advisor located  
in Provo, Utah.

Our focus is on your investment  
strategies and optimizing the 
performance of your portfolios.

We take a dynamic and proactive 
approach to investing and have over 
20 years experience working with both 
good and bad markets that can be 
difficult and constantly changing. 

Please contact us if you’d like to make  
any changes to our investment  
management services:

3651 N 100 E
Provo, Utah  84604
801-375-2500
www.paragonwealth.com

A copy of our current written disclosure 
statement as set forth on Part II of Form 
ADV continues to remain available for 
your review upon request.

inception in January 1998, Top Flight has gained 337% versus only 33% for the S&P 
500 index.

where we have been

If you watched television or listened to the radio six months ago in early March, 
it felt like the world might be coming to an end. Talk of a “return to the Great 
Depression” dominated the media. Politicians also did their best to scare everyone to 
death. President Obama gave a speech that mentioned depression and catastrophe 
24 times. Fear was rampant as a result of the media hype and political meddling. 
Stocks responded to these nightmarish scenarios by hitting the lowest levels in 12 
years, with many financial stocks losing 90% of their value.  

In an effort to stem the overwhelming tide of fear, we created a presentation called, 
“Is The World Ending?” In short, we did not believe it was the end. We believed the 
entire situation had evolved into unwarranted panic and fear, and we advised clients 
to become fully invested.

As we expected, the March lows were the market bottom. Since then, the economy 
has moved back from the precipice. Since the March lows, the U.S. market has 
gained 50%, retracing a good portion of the losses since last fall. Many of the 
international markets have come back even stronger, with the emerging markets 
leading the way.

five lessons learned from the past 12 months:
•	 The strategy that Wall Street and mutual fund companies constantly promote 

called “buy and hold,” has been a complete failure over the past 12 years. It has 
generated negative returns when adjusted for inflation.

•	 Market forecasts by “experts” provide no benefit. Most forecasters completely 
missed this decline. The majority also missed the recent rebound.

•	 Setting your risk tolerance properly before investing is critical to success. You 
must be comfortable with the amount of volatility in your portfolio or you are 
likely panic and sell at the wrong time. Once again, hoards of investors bailed 
out at the market bottom and then missed the entire rally.  

•	 When building your retirement plan, hope for the best but plan for the worst. 
Expect the unexpected.

•	 Follow a disciplined, proactive investment strategy. Remove emotion from your 
investment process. In the investment world, decisions based on emotion are 
usually wrong.

where we are today
Two years ago, the market was characterized by rampant optimism. The Dow 
Industrials hit a new high in October 2007, and concerns were set aside as minor 
annoyances. By contrast, six months ago the market was overwhelmed by absolute 
pessimism – there was no sign of hope anywhere.

Today, the market is somewhere between those two extremes, and most investors 
can be characterized as extremely nervous. Generally speaking, a certain level of 
anxiety is positive. An excess of either optimism or pessimism gets investors in 
trouble. The good news is, there are still excellent opportunities for investors who 
are prepared for short-term volatility. 

I spend a lot of time listening to the best market minds and to managers who have 
lived through multiple cycles. Most say they still find very good value – not to the 
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extent that they did earlier this year, but still well ahead of what they would have seen 
a year ago.

Six months ago our models positioned us in the areas of the market that do best after 
a “waterfall decline.” Currently, we are invested in those areas of the market that do 
best after a recession ends.

going forward
In August, BusinessWeek ran a cover story called “The case for optimism.” The 
premise was simple: Beyond the issues facing the global economy, there are many 
underlying positives that give cause for optimism looking forward.

Powerful forces under the surface will drive economic growth, and that growth will 
drive stock prices. Examples include the positive impact of technology, the recovering 
U.S. housing market, the revitalization of economies and the incredible energy from 
the developing world’s educated youth and emerging middle class.  

Leading indicators show that the recession likely ended in June. Our indicators also 
showed that the end of June was the turning point, and have only strengthened since. 
We believe this recovery is real. Contrary to what the pessimists say, it appears to be 
very sustainable.    

The FED is in easing mode. Usually they keep interest rates low until 20-30 months 
after the end of a recession. The low interest rates should power the economic 
turnaround. We don’t expect rates to move up until unemployment starts declining, 
and that is at least 18 months out. We are not concerned about inflation at the 
moment, but it is one of the factors we will be watching.

The markets are back into a positive, upward trend. All 42 of the global markets we 
track are above their 40-week moving average, which is very bullish. That’s what 
markets do. They go down, and then they go back up. Then they repeat the cycle. It’s 
pretty basic, but it’s the way it’s always been. We will continue to run our models and 
adjust our portfolios accordingly. The biggest wild card is to what extent politicians 
jump in and slow down or disrupt the cycle.  Their actions won’t kill the recovery, but 
the debt they are piling on will likely slow it down.

In 1907, U.S. financier J. Pierpoint Morgan single-handedly averted a banking panic 
among U.S. investors. Later in life, someone asked him his best guess as to the 
direction of markets. His answer: “They will go up, and they will go down.”

One hundred years later, that’s still the best answer for a short-term market forecast. 
No one can predict market movements in the immediate period ahead. At Paragon, we 
will continue to follow our models and adjust our portfolios to whatever the market 
throws at us.  No one likes volatility, but for most of us it’s the necessary price to arrive 
at our ultimate destination.

Please make sure to take advantage of the updates we provide on our blog 
moneymanagerslive.com, and our web site paragonwealth.com. As always, feel free to 
contact us at any time if you have concerns or would like to meet. 

VIST OUR BLOG

Visit moneymanagerslive.com 
to read our company blog. It is 
updated each week with stock 
market updates and articles 
about investing, building wealth, 
maximizing retirement income, etc. 

RECEIVE 
WEEKLY EMAILS
 
We send an email each time our 
blog is updated. Visit our blog and 
add your email address to receive 
weekly emails from us.  

SUBSCRIBE A FRIEND
 
Visit paragonwealth.com 
to subscribe a friend. Click 
“newsletters, newsletter 
sign up.”
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This is the most common question asked and debated in the investment world right 
now. Recoveries from bear markets 
and recessions often come in stages. 
While there is no way to know when 
one stage ends and another begins 
until after the fact, there are signs that 
help indicate what stage the market is 
in at a particular time.  

The market has risen off the March 
9th lows, and the first stage of 
recovery with easy gains has already 
passed. This stage is often marked 

by widespread skepticism as many investors are paralyzed by the bear market and 
therefore believe the rally will not last. This view is confirmed by conditions on 
“Main Street” where the recession is felt first hand. 

The market propels upward when there is an absence of selling. This is followed by 
the cessation of bad news, which continues the rally as people realize the world is 
not going to end after all. Then, the realization hits that the worst of the recession 
is over, and  things are bottoming out with some sort of daylight or recovery on the 
horizon. Skepticism abounds along the way. In no time, the market has recovered 
much of what was lost in the panic, leaving many investors behind. 

At the beginning of October, the S&P 500 had risen about 58% from its low. This 
rally has been led by the severely beaten down financial sector along with material, 
consumer discretionary, industrial, emerging markets, and technology. These are 
areas we have emphasized to overweight for some time.

conditions to expect after a monster rally

We expect the uptrend to be more gradual than we have experienced over the last 
seven months. This “second” stage of recovery is characterized by the markets 
continuing to trend higher, but at a choppier pace without the velocity of the first 
stage. Our trading strategy is still bullish. However, for the first time in months, we 
are now more likely to sell some positions on rallies with the intent to replace them 
when the market sells off. Currently, our models still tell us to be fully invested.  

The market advance has started to slow somewhat over the last month with the 
appearance of more a churning type of action. This is normal after a strong advance 
as the market tries to take a break and digest the gains. It is also due to the negative 
seasonal effects that tend to appear in September and October. This could be all the 
pause we get before another significant advance that propels the S&P over 1100. 

There are many investors who are waiting for a good correction in order to get 
back in the market. They may not get their chance before the year ends, and many 

a nice rally, now what?
by Nathan White, Chief Investment Officer
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“The market 
propels upward 
when there is an 

absence of selling. 
This is followed 

by the cessation of 
bad news, which 

continues the rally 
as people realize the 
world is not going 
to end after all.”

This newsletter is mailed quarterly 
to our clients and friends. The views 
expressed represent the opinions 
of Paragon Wealth Management, 
and are not intended as a forecast, 
a guarantee of future results, 
investment recommendations or an 
offer to buy or sell any securities in 
any jurisdiction.

Paragon Wealth Management - Do more with your money.



managers are feeling the pressure to get on board. With the 
consensus forecast for 2010 S&P earnings to come in at $75/shr 
the market could easily push into the 1100-1200 range applying a 
P/E of 15, which is by no means is overvalued on historical terms. 
There is also still a tremendous amount of cash on the sidelines 
with the potential to come into the market as confidence in the 
recovery grows. Growth could easily surprise people to the upside 
in the near to intermediate-term, solidifying the uptrend.               

If corporate earnings come in above analyst estimates in October, 
this could move the market higher. Analyst estimates on the 
whole are too low, and it will not be hard for companies to beat 
expectations. As analysts play catch-up with their estimates in 
order to price in growth, it will provide more wind at the market’s 
back. The negative seasonality effects fade away as October 
progresses and often gives way to a positive seasonality effect for 
the last part of the year. These “year-end” rallies can take place 
anywhere from late October through to the end of the year.   

market obstacles

Now, if you think I am an overly confident bull that is looking 
at the market through rose-colored glasses, let me talk about 
potential bumps in the road or factors that could signal an end to 
the market advance. Lately, most of the positive earning surprises 
have come from the cost-cutting efforts that occur as companies 
tighten their belts when going through an economic downturn. 
This is normal and healthy because it causes companies to shed 
inefficiencies and focus on performing better and smarter. The 
cost cutting efforts have helped corporate earnings to recover 
and stabilize. However, in order to justify growth and valuations, 
there must also be a recovery in sales. Sales typically lag earnings 
at this point in the economic cycle and often do not bottom out 
until about 9 months after the end of a recession. This recovery 
in sales is the crucial next step for earnings sustainability, and 
is something we are watching. Without it, the economic recovery 
could be in suspect.  

Our sentiment indicator is also nearing the caution zone. 
Sentiment is significant when it reaches extremes in bullishness 
or bearishness. It signals that most market participants embrace 
the same point of view, they are either too optimistic or too 
pessimistic. When this occurs, we usually take the opposite or 
contrary point of view. Right now sentiment has entered the 
optimistic zone, but is not yet overly optimistic. If it does move 
into the overly optimistic zone, then we would probably sell 
positions and move to a more defensive posture.

We are also monitoring market internals such as new highs vs. 
new lows, percentage of stocks above their moving averages, 

advancing vs. declining volume in order 
to gauge the continued strength of the 
market advance. Other concerns such as 
the continued debt problems, negative 
effects of increased regulation, higher 
taxes and inflation are significant but 
are longer down the road and require 
too much guess work as to the manner 
and timing to which they will unfold. We 
prefer to work with what the market is 

doing presently. For now our models tell us there is more risk 
being out of the market than in.        

About the Author

Nathan White has over 12 years of investment management 
and consultation experience. He is responsible for managing 
Paragon’s proprietary investment models and conducting 
research to improve the models. He received an undergraduate 
degree in finance from the University of Utah and an MBA from 
Wesminster. Nathan is a CFA charter holder and a member of the 
Salt Lake CFA society. 
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Refer a Friend
 
Do you know someone who would be 
interested in our investment services?  

It couldn’t be a better time to invest. The 
recession is over, and the stock market is 
looking up. 

If you know someone who would be 
interested in our investment services, we 
would be happy to meet with them for a 
complimentary portfolio review. 

To thank you for referring your friend, we 
will send you and your friend a gift card to a 
restaurant in your area. 

Your friend will not have any transfer or 
transaction fees by Charles Schwab until 
June 30, 2010.

Call us at 801-375-2500 to schedule a 
meeting. 

Paragon Wealth Management - Do more with your money.

risk tolerance survey
Visit our site, paragonwealth.com, to find out your investment risk tolerance

Do you know your investment risk tolerance?

We believe that properly setting your risk tolerance is critical for your long-term investment 
success.

Simply put, your investment risk tolerance is the amount of stress you experience when 
your account declines. In other words, how do you feel if your account declines five 
percent? How about 10 percent? What about 20 percent?

If you invest too aggressively for your risk tolerance, then at some level of decline you may 
reach a breaking point. When that point is hit, many investors feel the need to sell their 
investments in order to protect themselves. As a result, they make the classic mistake of 
selling out right at the market bottom just before the market rebounds. This causes them to 
lock in their losses and miss out on future gains.

Investors have no problem watching their portfolio go up. Most mistakes are made when 
the markets go down. Setting your risk tolerance before you invest helps you to avoid those 
costly mistakes.

If your risk tolerance is set too low, you won’t generate the returns you should. If it is set 
too high, should market conditions become difficult, you will feel pressure to sell your 
investments, which could cause you to miss out on superior long-term returns.

Risk Tolerance needs to be set at the right level for each individual investor. Couples should 
each take the test individually, and then combine the results, in order to identify what both 
individuals will be comfortable with.

Determining your risk tolerance can be difficult. Setting a proper objective risk tolerance 
level will help you avoid making emotional decisions during difficult markets. We have put 
together a 10-question survey that will help identify yours. 

Visit our website, paragonwealth.com, to complete this short, but effective survey.
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A Better Way to Invest Your Money 

Paragon’s portfolios are driven by quantitative models and have a strong performance history of getting high investment returns. These 
two portfolios are often combined to meet the needs of each investors’ individual risk tolerance.

www.paragonwealth.com

Managed 
Income Barclays Bond Paragon 

Top Flight S&P 500

2009 11.93% 5.72% 27.65% 19.25%

2008 -18.90% 5.24% -33.87% -36.99%

2007 2.24% 6.96% 16.98% 5.50%

2006 5.73% 4.33% 5.91% 15.79%

2005 5.72% 2.43% 6.30% 4.89%

2004 12.81% 4.34% 10.15% 10.87%

2003 29.55% 4.10% 50.31% 28.69%

2002 -3.72% 10.25% -13.60% -22.12%

2001 9.65% 0.05% 9.10% -11.92%

2000 62.42% -8.82%

1999 17.69% 20.66%

1998 31.67% 28.58%

Compounded 
Annual Return 6.12% 5.46% 13.47% 2.49%

Total Return
Since Inception 60.07% 52.38% 336.73% 33.30%

1.  Investment performance reflects time-weighted, size-weighted geometric composite returns of actual client accounts.

2.  Investment returns are net of all management fees and transaction costs, and reflect the reinvestment of all dividends and distributions.

3.  The Barclays Bond Index, formarly known as the Lehman Brothers Aggregate Bond Index, is a benchmark index made up of the Lehman Brothers 
Government/Corporate Bond.

4.  Benchmarks are used for comparative purposes only. The Paragon Managed Income Portfolio is not designed to track the Barclays Bond Index.

5.  Past performance is no guarantee of future results. Investments in securities involve the risk of loss.
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