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Monday - July 16, 2007

A Great Month
Stocks ticked higher on Friday as the market wrapped up its sec-
ond very strong week. For the month, the S& P 500 is up 3.33%.

Clients in our Aggressive modd are up between 4.48% and
4.58%. Moderate clientsare up 3.46% to 3.56% and Conser-
vative clients are up approximately 2.81%!
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The chart above shows the S& P 500 year -to-date. From roughly
the first of June through last week, the market had entered a trad-
ing range between the Old Support and New Support lines in the
chart. This pattern is a consolidation pattern - where the market
has moved one way or the other very fast and needs to take a
breather while waiting on new data before moving one way or the
other again.

When the market enters one of these patterns, three things are

significant:

1. The Market finds it hard to break down below the Old Sup-
port line and equaly difficult to bresk out above the upper
black line which was resistance.

2. If this pattern follows a strong uptrend (as this one has) it will
normally (but not always) break out the top. If it does, the
uptrend usually continues. This is consistent with our
outlook because of all the supporting factors | have been
talking about over the last few months, .

3. If it bresks out the bottom following a downtrend, the down-
trend usually continues.

Over the last few months, we have read the market very accu-
rately and our Aggressive account has now caught up with and
surpassed the S& P 500 year-to-date. In our last several newdet-
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ters, we have given (and updated) nine reasons why the market
has been stronger than the norma summer market. 1 won't go
through al nine here - just the ones that have changed.

1. Corporate earnings appear to be darting off this quarter
much higher than expected!

2. After aquick run up to a 5.3% interest rate for the US 10
year Treasury bond, it has now pulled back to the 5.0 to
5.15% range. This pullback is extremely favorable for the
stock market.

3. The markets had been expecting arise in interest rates and
it was aready priced into the equity markets. When rates
did not go any higher it set off the rally.

4. Any rate below 5.30% (some say 5.50%) will till allow
robust economic growth in the US.

5. Inflation reports show that the Fed appears to have been
successful in owing US inflation to an acceptable level.

6. Additiona reports this week show that economic growth in
the US is rebounding strongly a a time when inflation
seems to be under control.

7. Employment and wage growth are both strong - giving
continuing spending power to US workers.

This combination of factors - robust growth, moderating infla-
tion, interest rates that are till low by historical standards and
full employment are the needed elements for a continuation of
the Goldilocks economy, sustainable growth in corporate prof-
its and arising stock market!

Some of You Are Trying to Time The Market!

| found out this month that when | write about things in the
newsd etter about what we think are relevant economic factors, a
couple of our clients are switching amongst our models.

One client went completely to cash upon reading my commen-
tary about “Sell in May and Go Away”. Since they went to
cash on May 14, the market has gone up over 5%! On a mil-
lion dollar account that is $50,000! Our models are up from
4.6% t0 6.9% since May 1.

People tend to lock onto things that support their preconceived
idess. If they had objectively focused on the rest of the news-
letter and those since, they would have seen that | wasfirmly in
the camp that this would not be a good strategy.

Although we do not consider ourselves “Market-Timers’, we
trade actively to stay invested in what isworking. You are pay-
ing us to make those decisons. Second guessing can be haz-
ardous to your wedlth.
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Our Current Holdings

In asustained uptrend, it is best to stay invested. As many found out in the 90's, when the market is going up 9 out of 10 stocks go
up with it. The key to besating it is to stay invested in the sectors of the world economy that are outperforming the Index we ae
trying to beat. We currently have holdings in Europe, Emerging Markets, Technology, Basic Materials, Energy, Oil Services, the
NASDAQ, & Small Cap Growth. Some parts of an stock market index are aways over performing and some are aways underper-
forming.

A Personal Thought

Different market conditions require different investment management. In its simplest form, we need to determine if the market is
going up, going down or going sideways (such as the period we just broke out of). We have worked hard at refining our processes
to determine which of those three market conditions exist and then applying the proper investing approach fitting those current con-
ditions. We don’t always get it right - but over many years we have significantly beaten the market.

Enjoy what is left of the summer. Time passes quickly.

Lane Kerns

For copies of prior newsletters go to our home page at http://www.ML Kerns.com and click on ‘Market Outlook’.

All information, data, and contents are obtained from sources believed to be correct, but reliability cannot be guaranteed. Past performance is no guarantee of fu-
ture performance. Readers of these comments should not take action based on information contained. Comments could pertain to time periods or to trends which
are not expected to persist, or could refer to actions not commensurate with other individuals' level of acceptable risk.
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