INVESTMENT OUTLOOK

nd Quarker 2009
Scared to Debi

Oh my! The ghaft, the tectonic shift in consumer behavior since the credil ¢risis erupled is maszive. With
consumers adopting a foxhole mentaliy in their spending and the fear of insufTicient savings, the economic recovery will
be slow. Thrfl is in; consumption is out. There are so0 many items Lo worry about:

Detenorating house prices
Linemployment

Inflation

Covernment inferference

Losses--real loses from stock and bonds
Budget deficits

Trade imbalances

Encregy dependence

Gilobal warming

I feel like Dorothy in the Wizard o 0z, eves bulging, shrcking, “Lions, tigers and bears. Oh my!

Vst of the talking heads and pundits believe we'll have a strong second half recovery m 20000 1 sav that when
cvervane has a consensus opimion. . they 1l all be wrong and it won't happen,  Further, every chent we talk wath and those
who want to become our chients are scared to death about inflation. s as if the inflaton boogeyman s around every
comer, under every rock and inside every closet. et the increase in money supply isn't being circulated--that s not
inflationary

Wilh over capacity in every sector of the economy--houging, auto, retail, manulEciuring, services, vou name il--
mflation s not around the comer, 1t's not even on the honzon, Many of our job losses are permanent in this new,
shimmed dovwn economy. That's because credit 15 so difficult to oblain. Banks certainly aren’™t lending. Corporations are
permanenily reducing their operations, their head count and their once lofiv ambitions,

With the massive monetary and fiscal stimuls, if there was inflation, wouldn"t we begin getting a whaf¥ of 5t by
now? We haven L That's due to over capacily and o lack of consumer spending. Don™t forzet that consumers account
for over TG of GDP.

Certamly, this scenano won't last forever, But it wall last throngh 20010 and probabby into 200 1. Our investment
plan for corporate bonds is (o stav in the fronl part of the vield curve. That means bond malerities of seven vears and
shorter. We'll buy value if the maturity stavs within ten vears though, We'll find bargains and add them mto vour
portiolios.

Corporate bond spreads are refllecied in higher bond prices, Municipal bonds have rallied. California continues
its legislative struggle. For munis, the front end of the vield curve pays almost nothing, We'll keep our durations short,
but not too shont

Mozt investors use experience as their navigational guide to the future. My instingt savs that none of our past
recessons or coonomic downtums have given us an inkling of how we will emerge from this one, That's because most
lean on the old manufscturing inventony evele as their guide. But this recession 15 all together different. It'sa
deleveraging of credit--gxcessive eredit. So, if banks and fnance companies don 't or won 't lend, the recovery will be
slow and fragile.

Equity invesiors are always betting that monetary and fscal simuolus will work over tume. | agree. Just not o the
extent that we've seen in the past. Why? Because this bear market in stocks and real estate along with the worldwide
coonomic dovwntum is like nothing we have ever expenienced. [t will stick in our psyches for a long, long nme,

There ig some good news, Persenal fnancial responsibility is here o stay. Embrace the delevered society, the deleverad
balance sheet and prav that our federal, state and local govemments step aboard, If vour pravers aren’t answered then
vole the rascals out of office. Penod.

The bond market has rebounded since the depths of s lows. Sl there are credit problems. Hopelully we™ll find
solufions fo them,

As abwavs if vou have any questions or just want to chat give us acall.

Have a wonderful suminer.






