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STRATEGIC CAPITAL DEPLOYMENT

Overview
Investors and traders or as they are commonly referred to as market participants are
continuously plagued with the question of where to deploy their capital. This report aims to
address that question through experiential data in addition to real data gathered by various
industry-trusted sources like the WSJ and Reuters. As traders, we have the unique
perspective of being on the ground actively putting our own capital to work every day for
more than ten years.

Unlike other research papers or articles, we supplement statistical data with our own insight
to make this report practical and useful to the reader. We delve specifically into the stock
market - most importantly, the US stock market as it is the largest in the world. The
common misconception for market enthusiasts is that the market moves in total harmony
with the thousands of company stocks listed. This could not be further from the truth.

Uncovering the truth, we have come up with a very specific list of stocks that drive the
overall US stock market which will enlighten traders and investors alike so as to be able to
strategically place capital in the appropriate companies. This report provides this list,
together with their performance metrics, seasonality measures, and our own insight to how
to trade or invest in these companies.

Contained in this report is the detailed research of index funds using one of the world's
biggest stock index. As an alternative to individual stock investing, market participants are
lured into the world of index funds. The report breaks this down in more detail explaining
the things that are missed by the so-called experts. In providing a better understanding of
index fund investing and trading, market participants will improve the way they put their
money to work.

The report is for stock traders and investors who seek a better way in participating. The
most valuable insight contained herein is the fact that the US stock market is only driven by
less than ten stocks thus destroying the notion of some funds touting a well-balanced risk
profile. Conclusions are made as to what stocks to consider, what the relative performance
of an index fund is versus the main equities in addition to a better understanding of when to
take profits.
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Executive Summary
Over a study period of ten years, buy-side market participants had an 80% chance of
always profiting in the stock market. Considering recessions occur every 6 to 10 years, it is
important to recognize when the market is approaching the peak of the cycle. Historical
data does not always portend to future recurrence but an understanding of the cycle helps
in reducing risk exposure as investors reach the peak.

An index fund like SPY (SPDR ETF) allows for a broad exposure to the market. The
performance of the index fund mirrors that of the index. The peak period of returns for an
index sits at 5-years based on a study of the last ten years. The peak return sits at 12% for
5-years as opposed to 5% over a course of 10-years. This points out the importance of
knowing when to start redeeming your fund for profits to prepare for another round of
investments at a more appropriate time.

The US Stock market measured specifically by the S&P 500 index is driven by a handful of
stocks. Specifically, it is driven by seven stocks as their weights in index funds draw more
capital inflows than the rest of the stocks in the basket. The pillar analogy is used in this
context to the extent that at any given point in time, if sufficient capital remains in this
group, the stock market will not experience a significant drawdown.

At any given day or time period, the stock market is largely supported the technology and
financial sector. The other pillars of support though secondary, are: energy, healthcare and
consumer discretionary. Technology and financials weigh more than the rest combined so if
the two sectors do experience significant selling, the rest of the sectors cannot pull together
to provide sufficient support. It has been shown through data and experience that provided
only one of the two are down, the other smaller sectors by market weight can provide
sufficient support to allow the market to withstand any drawdown.

The most important conclusion made is the fact that buyers always win in the stock trading
and investment game. The main reason for stocks existing is capital appreciation. The
system is built on belief that assets appreciate over a long period of time. Essentially, the
market is geared towards buy-side activity and the existence of more buy-side participants
as opposed to sell-side individuals and firms is a testament to this. A trader and an investor
is more likely to profit should they allow for patience and time. This point is made
regardless of external intervention such as central banks. History has shown that even
without intervention, markets reach a bottoming process and return to the bullish cycle
longer than a bearish cycle.

By specifically targeting capital deployment into the handful of stocks that carry this market
or through an index fund, a much higher rate of success and capital appreciation can be
achieved than randomly picking a mutual fund, ETF or a stock with the hopes of success.
This is not solely based on historical data. This is based on real-time data with the addition
of experienced insight.
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Company: XOM - Exxon Mobil
This is part of the top eight holdings of major index funds as well as the S&P 500 index.
Exxon is the biggest company by weight in its own sector and is a bellwether for where the
energy sector may be headed.

Performance

Yearly Performance (Courtesy of Reuters)

Unlike the other stocks in the group, XOM is more sensitive to global oil prices. It is
expected as the rise and fall of oil dictate where the company's profits may be. The data
above shows that in the years where it did provide negative returns, those were either
recession years or bear market years for oil. Compared to the S&P 500 however, you would
have been better off overall by putting your money in an index fund as opposed to leaving it
in XOM.

Average Performance (Courtesy of Reuters)

It is unmistakable that over a long period of time, XOM does not offer better returns than
an index fund containing the top stocks by market weight. The data above shows this. In
addition, the added risk of volatile oil prices make owning XOM challenging to ordinary
investors.
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Key Findings
It is best to purchase XOM when oil prices are bottoming or starting to come off the lows
and hold it for no longer than 4 years. Oil seems to find a top and bottom every 4 to 7
years and because XOM is very sensitive to it, an active stance in owning or trading XOM is
very important.

Strategy
For TRADERS - it is best to buy XOM when oil prices hit lows for the year typically around
March or September or when there is a global event that brings oil prices down. The selling
period is at the height of winter or the summer travel months either August or December.
The other play here is also when oil has peaked for the year. The alternative strategy is to
make trades based on the two OPEC meetings each year typically in June and November.

For INVESTORS - knowing when Oil prices are at their lowest is key to deploying capital into
XOM. It would not very wise to be buying aggressively when we are close the end of the 4-
year bullish cycle for oil and energy stocks. A good example is by taking a look at the 2014-
2017 period for oil prices. It would not be advisable for an investor to be putting in vast
sums of money at this stage as we approach the fourth year in this cycle as oil is at its
highest as well. It is important to liquidate XOM investments when approaching the last
year of the cycle so that the capital can be put in somewhere else for another good
investment.


