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Market Qutiook:

Telling a tale...

Memories of the 2008 Great Recession persist. Despite a glowing eamings season,improving employment statistics,and modestly better
wages and job security numbers, last month nevertheless harkened back to a time of uncertainty with a reportthat corporations are still being
too stingy when it comes to capital expenditures (otherthan share repurchases) for new hiring and wage increases, and consumers are playing
itclose to the vest when considering discretionary spending or leaving theirjob to take another. Why move hundreds of miles, uprotfamily, to
takea job that mightnot be there tomorrow?

Most disturbing aboutthese "precursor" messages is the litany of businesses thatare falling behind or "going under" altogether.

Even though the record stock marketrally continues, itleaves in its wake a chronicle of those who float successfully above the fraywhile a
myriad number of "others" areflailing courageously underwater.

As | have written in past missives, there is an extraordinary divergence between the empirical data and the anecdotal accounts. Ourview is that
thefinancial and psychologcal gaps between those who are doing well and those who are notare widening and serve, ata minimum, asa
discussion pointabout containing an economic worst case scenario were itto occur. In the world of quantitative science and statistical
analysis, the inverse is often true whereby the "top" of a marketis mostoften a harbinger of the opposite happening fromwhat the consensus
says.....a perfect correlation ofnegative consequences.

That'snotto saythateconomic data aren't movingin the right direction. Afterall, there has to be a reason forall the o ptimism. And indeed, as
noted above, there is. Butas bull markets go, this oneis getting extremely long-in-the-tooth and suggesting, ironically, thatall the euphoria
mightbe masking a fate which historically happens atthe top of every bull market cycle.

....0f bubbles and illusions

Fortunately, we are notignoring nor denying the validity of the data but, rather, describing the realities of howa portfoli o manager assesses
potential risks on behalf of his client's portfolio allocation and acts with conviction nof to leta calamity unfold. Anyindication thatthe market
isin its latter stages mustbe respected and acted upon.

Oneonlyneed look, forexample, at price to eamings (P/E) ratios to glimpse the future. There has been a steady elongation in those pattems
which anecdotally are not being matched by salesand demand numbers reported this past quarter. Were anyeconomic weakness to occur
then there might possibly be an erosionin stock valuations commensurate to anyturnaround in the data....perhaps not explosively, but
gradually over time.

Profitability hasalready been reported to be outpacing the rate of share price performance. Atwhatever time that spectaculartempo were to
recede, we once again might expect a capitulationin the averages.

Justwhat are businesses goingto do with their new-found profits? Hire more people? Investin research? Orcontinue to buy back their
outstanding shares in the public marketplace to support theirstakeholders' price expectations? Unfortunately, we have already seen the
answerto that "altruism" and itisn'tthe answerwe need. Sure, itis niceifyou are a shareholderin one of these companies. Thereis nothing
"wrong" orillegal with that behavior.

Butas the Federal Reserve moves to raise interest rates later this year, the biggest obstacle to this type of repurchase activity is thatitis going
to costa lot more moneyto give the appearance of solvency and good governance than ithas in the past. The era of "easy money" may or may
notcometo an end in the nearfuture, but CEQ's and their Board of Directors will have to give serious thoughtto how they deploytheircash
stash beyond the mindless act of buying up their outstanding float simply to manufacture the facade of a couple of good profit quarters.
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