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For several weeks now — really since the torrid pace of the January rally slowed to a more measured gait in
February — market observers have spoken of the absence of a catalyst to move things more definitively in
one direction or another. This week we got, if not a full-throated catalyst, at least a handful of reasons for
investors to back off from recent highs and once again hold the S&P 500 at bay below the 1527 level it had
finally surpassed this past Tuesday. The question is whether these past few days are indicative of a near
term defensive crouch or whether the market will shortly resume its winning ways.

So what brought about the dour spirits? First of all, the release of the latest Fed minutes on Wednesday
revealed a higher than average level of unease among policymakers about the potential ill effects of the
QE3 program that has been going on since last fall. This program has been dubbed “QE4ever” by the
market wags, and so anything that hints at taking the patient off the IV drip of easy money is bound to
create some gloom. To add to the down mood a handful of signals came in showing Europe’s immediate
economic prospects looking somewhat grimmer than expected. The latest GDP numbers show the
Eurozone as a whole heading towards a 0.3% contraction this year as opposed to the 0.1% growth the
European Commission had predicted at the end of 2012.

There’s little doubt that Fed stimulus and stability in Europe are key drivers for continued growth in equity
indexes. However this week’s news didn’t seem to pack the kind of punch that could catalyze an extended
downturn. After all there was no announcement that the Fed actually plans to curtail QE3 any time soon.
The ECB’s “whatever it takes” stance is as much intact today as it was last week. More likely the mini-
downturn (and the corresponding spike of nearly 20% in the VIX over Wednesday and Thursday) reflects
the kind of tentativeness about which we have spoken in previous posts when indexes flirt with long term
resistance levels. The S&P 500 is still well above its 100 and 200 day moving averages and is trading
generally higher as the week draws to a close.

One thing to keep an eye on as February draws to a close is whether the latest Kabuki matinee in
Washington spills over into market sentiment. The unfortunately named sequestration involving deep
spending cuts across vast swaths of the budget appears likely to come into effect shortly. Lawmakers on
both sides of the partisan divide appear to be far away from anything remotely resembling a deal. That
doesn’t seem to be making much of an impression on the markets, but the fact is that if all the cuts go
ahead as planned there will be an economic impact. Presumably investors, having seen this elaborate
pantomime play out over and over again, assume that something will take place to prevent — or at least
forestall — a worst case outcome. We will see how the sentiment tracks as the hour approaches.
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Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor. MV Financial
Group, Inc. and MV Capital Management, Inc. are independently owned and operated.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product
(including the investments and/or investment strategies recommended or undertaken by MV Capital Management, Inc.), or any non-
investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding
indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various
factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or
positions. Moreover, you should not assume that any discussion or information contained in this newsletter serves as the receipt of,
or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent that a reader has any
questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to
consult with the professional advisor of his/her choosing. MV Capital Management, Inc. is neither a law firm nor a certified public
accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. A copy of the MV
Capital Management, Inc.’s current written disclosure statement discussing our advisory services and fees is available for review
upon request.
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