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- Introduction -

Buy Low. During bear markets, stock investors and investment strategists are constantly on
the lookout for the bottom. This time is no different. Indeed, many of them thought they
caught it at the beginning of April this year. They were wrong. Picking the exact bottom
can be very rewarding, of course. Since 1960, there have been nine major troughs in the
S& P 500, following declines of 15% or more and averaging minus 24%. After these
cyclical lows in stock prices, the average 6- month gain was an impressive 23%

(Exhibit 1).

In this specia issue of the Global Strategist’s Handbook, | present numerous charts
relating key economic and financia indicators to the cycle in stock prices with the focus
on finding the ones that are most useful in picking bottoms.

My conclusion is that many of the ones that have worked best in the past are currently
suggesting that the panic-selling low of September 21 was probably “the”’ bottom for this
cycle. There are no guarantees. Past performance does not indicate future results, as we
say in the investment business. The low might be retested. A lower low might still be in
the cards. Moreover, even if it was the bottom, the rebound in stock prices over the next
12 months may be well below the average, in my judgment, because stocks are not as
undervalued as they were at previous bottoms.

Timing Tools. One of the best times to buy stocks is during crises, when panic selling
occurs. The crises usually trigger corrective policy responses, which prove the
doomsayers wrong. So they present great buying opportunities for bargain hunters
(Exhibit 2). Of course, thisis easier said than done. For example, during the first week
that the stock market was open for trading after the terrorist attacks, the right time to buy
was on Friday, not Monday. By the end of the following week, most of the bargains were
gone. Exhibits 3-32 show many of the best market timing tools, including a few that are
not as useful as widely believed:

1) Momentum: Mgor market bottoms usually occur when the S& P 500 is more than 5%
below its 200-day moving average. Drops exceeding 10% of this average have always
made bottoms, i.e., four times in the past. On September 21, the Dow was 21.2% below
its 200-day moving average. On a year-over-year percent change basis, declines of 15%
or more in the S& P 500 have always marked the bottoms. The market was down 8.9% in
November from ayear ago.

2) Valuation: Historicaly, over the period examined in this report, major stock market
bottoms often coincided with cyclical troughs in the price-to-earnings (p/e) ratio. This
time, the p/e based on four-quarter trailing earnings was at an all-time high of 33.5 during
the second quarter. Based on 52-week forward consensus expected earnings for the S& P
500, the p/eis curently 20, down from the record 25 in early 1999, but still relatively
high. | don’'t believe this rules out a September bottom, but | do think it limits the upside
return over the next 12 months compared to the historical average. This is because some
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of the historical 12- month average return was attributable to the rebound in the p/e from
its cyclical lows (Exhibit 5). Another useful valuation tool, the Fed’s Stock Valuation

M odel, shows that stocks were undervalued during each of the previous four market
bottoms. They appear to have been undervalued again in September, according to the
model (Exhibit 6).

3) Interest Rates. Stock market bottoms usually occur after the Fed has started to ease
monetary policy. They have occurred between zero and 40 months after the peak in the
federal funds rate, with an average of 12 months during the previous seven easing cycles.
Thistime, the Fed cut the federal funds rate ten times over the first ten months of 2001
and only now are there mounting signs of a significant bottom for stock prices (Exhibit
7). The 10-year Treasury bond yield has a better record as a timing tool having peaked
almost exactly at the same time as stocks troughed on six occasions. However, these are
now deflationary times, and the trough in stock prices is more likely to coincide with the
upturn in bond yields as happened in 1998 (Exhibit 8). Other useful interest rate tools are
yield curve spreadsand credit-quality corporate bond yield spreads. The federa funds
rate dropped below the 10-year Treasury yield at the start of the year, usualy a necessary
condition for a stock market bottom (Exhibit 9). The spread between A-rated corporate
bond yields and the 10-year Treasury usually spikes up to a cyclical peak just as stock
prices start to rebound (Exhibit 10).

4) Earnings. In the past, stock prices started to recover three to 15 months before the
bottom in reported earnings, on afour-quarter trailing basis. There is less of alead time
relative to 52-week forward consensus expected earnings, which started to bottom during
the summer. But now, after the terrorist attacks, the bottom for earningsis likely to occur
at the beginning of next year (Exhibit 11). This outlook is confirmed by my Weekly
Profits Proxy—i.e., Business Week' s industrial productionindex multiplied by the CRB
raw industrials spot price index. It has been faling steeply since the attacks (Exhibit 12).

5) Economic Indicators. Stock prices tend to trough before production indicators do so.
The lead time has been three to nine months for industrial production (Exhibit 13). A
tighter relationship is with the National Association of Purchasing Management’s
(NAPM) Production Index. It isadiffusion index and has almost always bottomed at the
same time or very shortly after stock prices did so (Exhibit 14). An even better coincident
indicator of stock market bottoms is a composite NAPM index of “nominal” activity that
| construct by adding the association’ s production and pricing indexes and dividing by
two. It should bottom before the end of the year, in my opinion (Exhibits 15 and 16). |
also like to track the yearly percent change in industrial commodity prices (Exhibit 17).
Sustained stock market rebounds and rallies rarely happen when these prices are falling
(Exhibit 18). Stock market bottoms often coincide with peaksin initial unemployment
clams and our Boom-Bust Barometer (Exhibits 19 and 20).

The “expectations’ component of the Consumer Sentiment Index has a better track record
of calling stock market bottoms than does the “present” component (Exhibits 21, 22, 23,
24, 25, and 26). Finally, there doesn’t seem to be any useful predictive relationship
between key employment indicators and the stock market (Exhibits 27 and 28). Thereis
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also very little correlation between the turning points in the monetary and stock market
cycles (Exhibits 31 and 32).

Sector Bets. Most institutional investors can't raise a great deal of cash while waiting for
the next crisis to create buying opportunities. Most tend to be always fully invested, so
market timing may not be a very relevant exercise for them. Nevertheless, market timing
can help boost performance by identifying sectors and industries that tend to either under
perform or outperform during a cyclical recovery in stock prices. Exhibits 33-60 are
designed to provide some insights for the selected industries where relative performance
data are available for several years.

1) BasicIndustries. Paper & Forest Products and Chemicals were underperformers
during the late 1990s and are now starting to show some relative strength again. There
have been a few instances where they outperformed before the trough in stock prices.
They rarely do so after mgjor stock market bottoms (Exhibits 33 and 34). Aluminum and
Iron & Steel have been underachievers since the 1960s. In afew instances, Aluminum
has outperformed before the trough in the S& P 500, but this rarely continues past the
trough (Exhibits 35 and 36). Metals Mining shows the same historical pattern of often
performing relatively well before, but not after, S& P 500 troughs (Exhibit 37).
Containers & Packaging has occasionally outperformed for a brief period after major
cyclical lows in stock prices (Exhibit 38).

2) Capital Goods stock prices tend to trough relative to the S& P 500 near market
bottoms (Exhibit 39). Computerstend to outperform around stock market troughs.
Currently, they are underperforming (Exhibit 40).

3) Consumers. In the past, Retail Department Stores often either were market
performers or above-average performers following stock market troughs (Exhibit 41).
The same can be said for Consumer Finance, though the record is more mixed for this
industry (Exhibit 41). Autos have tended to outperform the market around S& P 500
troughs, though they are currently underperforming. Auto Parts lag Autos on the way
down, but often lead on the way up (Exhibit 42). Entertainment was a very volatile
outperformer during the 1970s and 1980s. It has been a volatile market performer since
the early 1990s (Exhibit 43). Homebuilding stocks sometimes bottom when the market
does (Exhibit 44). Beverages, Foods, and Persona Care tend to outperform going into
market troughs and underperform coming out, though there have been exceptions to the
rule (Exhibits 45-48).

4) Energy. International Integrated Oils tend to be very volatile market performers. The
volatility is driven by oil prices. Relative to the S& P 500, Domestic Integrated Oils have
been driven entirely by the trend in oil prices (Exhibits 49 and 50). There also isn’'t much
of arelationship between the stock market’s cycle and Oil & Gas Drilling & Equipment
and Natural Gas Utilities (Exhibits 51 and 52).

5) Financials. Banks often underperform after stock market bottoms. They are
outperforming currently because the yield curve is quite bullish for this industry (Exhibit
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53). Property Casualty Insurance and Savings & Loan Companies tend to underperform
after the trough in the S& P 500 (Exhibits 53 and 54).

6) Health Care, including Drugs and Medical Products & Supplies, often
underperforms after S& P 500 troughs (Exhibits 55 and 56).

7) Transportation. Truckers and Railroads often outperform the market for several
months after S& P 500 troughs (Exhibits 57 and 58).

8) Miscellaneous. Electric Utilities have been long-term underperformers. They tend to
outperform for short periods prior to S& P 500 troughs (Exhibit 59). Gold & Precious
Metals Mining has often spiked relative to the S& P 500 near stock market troughs
(Exhibit 60).
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The T-lines shown
in all of the following
charts designate the
major cyclical
troughs in the S&P
500 following
declines of 15% or
more from the
previous cyclical
peaks. There have
been 10 such bear
markets since 1960,
with an average
decline of 24%
(including the
current 37% drop).
The average
6-month gain after
the past nine
troughs has been
23%.

More often than not,
major bottoms
coincide with
financial crises,
which trigger panic
selling. The crises,
in turn, usually
trigger corrective
policy responses,
which prove the
doomsayers wrong.
So they present
great buying
opportunities for
bargain hunters.
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- Momentum -
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- Valuation -
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Major stock market
bottoms often
coincide with
cyclical troughs in
the P/E ratio, i.e
when stocks are
relatively cheap.

The Fed’s Stock
Valuation Model
shows that stocks
were undervalued
during each of the
bottoms since 1979.
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Stock market
bottoms usually
occur after the Fed
has started to ease
monetary policy.
Most recently, the
Fed started easing
in early January
2001 and it has
taken longer to
make a stock
market bottom.

Stock market
bottoms often
coincide with
cyclical peaks in the
bond yield during
inflationary times.
During the more
recent deflationary
times, the trough in
stock prices is more
likely to coincide
with the upturn in
the bond yield as in
1998.
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- Interest Rates -

#9
5 T T T T T T 1 5
] T T T T T T T T i
47 — 4
3 12/7 -3
2 —2
1] K»‘W\A 1
7 Ul ! l 5[ °
&
-1 2 -1
. 8 -
-2 32
3 YIELD CURVE* | 5
-4 — -4
-5 — -5
-6 —-6
- T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T '7
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* 10-year Treasury yield less federal funds rate. Monthly through 1987, weekly thereafter.
#10
400 T T T T T T — 400
T T T T T T T T
s ||| ]
MOODY’S A-RATED
300 CORPORATE BOND YIELD* | 300
LESS 10-YEAR
TREASURY BOND YIELD
12/7
250 — - 250
<
2
&
200 3 |- 200
3
3
150 — 150
100 — 100
50 — 50
0

T = S&P 500 major cyclical trough. Monthly through 1986, weekly thereafter.
* Based on nearly 100 seasonal bonds with remaining maturities of at least 20 years.

Source: Moody’s Investors Service.

60 62 64 66 68 70 72 74 76 78 80 82 84 8 88 90 92 94 96 98 00 02 04 06

The yield curve
spread tends to
cross from negative
to positive territory
at major stock
market bottoms.
The yield curve did
SO again most
recently at the start
of 2001.

Stock prices tend to
trough when
credit-quality
corporate bond yield
spreads peak, as is
likely to be the case
again soon.

Deutsche Banc Alex. Brown Global Strategist’s Handbook / December 10, 2001 / Page 9



In the past, stock
prices started to
recover 3 to 15
months before the
bottom in reported
earnings. There is
less of a lead time
relative to expected
earnings.

Stock prices often
trough shortly
before upturns in
our Weekly Profits
Proxy.

- Earnings -
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Page 10 / December 10, 2001 / Deutsche Banc Alex. Brown Global Strategist’s Handbook

60 62 64 66 68 70 72 74 76 78 80 82 84 86 8 90 92 94 96 98 00 02 04 06




- Production -
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The S&P 500 is
included in the
Index of Leading
Economic
Indicators. Industrial
production is a
component of the
Index of Coincident
Indicators. The
bottom in stock
prices led the
bottom in industrial
production 5 times
since 1960 with a
lead time of 3to 9
months.

Stock prices
bottomed just before
or at the same time
as the NAPM
Production Index did
S0 7 times since
1960.
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The NAPM
Composite Index
has bottomed either
at the same time or
a few months after
stock prices bottom
6 out of 9 times
since 1960.

Since 1960, 9 out of
10 times, stock
prices rebounded
from their cyclical
lows within a month
or two of the bottom
in this "nominal”
NAPM composite
index.
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- Commodity Prices -
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Stock market
bottoms usually
occur after
commodity prices
have peaked.

Stock prices usually
recover when
industrial commodity
prices are rising on
a year-over-year
basis. Currently they
are falling.
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- Boom-Bust Barometer -
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- Consumer Sentiment -
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Stock market
bottoms usually
occur when the
news background is

the worst, and when
consumers are most

negative about the
year ahead outlook
for business.

- Consumer Sentiment -
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(dash line)
150 — 150
<
2
&
125 1Dec S 125
B
3
100 — 100
75 — 75
50 — 50
25 Dec - 25

60 62 64 66 68 70 72 74 76 78 80 82 84 86 8 90 92 94 96 98 00 02 04 06

T = S&P 500 major cyclical trough. Quarterly through 1977, 3-month moving average thereafter.
* Better minus worse plus 100
Source: Survey Research Center, University of Michigan.
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- Consumer Sentiment -

#25
200 T T T T 1 T 200
1 T T T T T T T T -
. | | | :
1 BUSINESS CONDITIONS EXPECTED DURING THE -
] NEXT 12 MONTHS* B
150 — 150
_ <l
_ sl
g
100 .[- 100
_ sl
3
] Dec B
50 — 50
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough. Quarterly through 1977, 3-month moving average thereafter.
* Good minus bad plus 100
Source: Survey Research Center, University of Michigan.
#26
160 T T T T — T 160
] T T T T T T T T i
150 | | | | | | — 150
140__ BUSINESS CONDITIONS EXPECTED FOR THE NEXT 5 YEARS* __ 140
130 — 130
120 Ww 120
110 < 110
_ 2L
&
100 Dec 2. 100
. 8 -
90 — 390
80 — 80
70— — 70
60 — — 60
50 — 50
40 40

60 62 64 66 68 70 72 74 76 78 80 82 84 86 8 90 92 94 96 98 00 02 04 06

T = S&P 500 major cyclical trough. Quarterly through 19977, 3-month moving average thereafter.

* Good minus bad plus 100

Source: Survey Research Center, University of Michigan.

Often, consumers’
assessment of the
future is most
pessimistic near
market bottoms.
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- Employment -

#27
8 T T T T T T T T T T 8
T T T T T T T T T T ? i
7 -7
6 -6
| PAYROLL EMPLOYMENT |
5] (yearly percent change) | 5
4 -4
3 <I-3
| S|
&
2 22
. 8 -
1 31
O | w V | O
Nov
-1 —-1
-2 — -2
-3 —-3
Stock market | |
bottoms have -4 +———
coincided as often 60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
with the peak as T = S&P 500 major cyclical trough
with the trough in
employment growth.
The same mix 48
applies to the 115 | | | | | | | | | | 115
jobless rate. 1104 T T T T T T T T T 2 110
10.5 —10.5
10.0 —10.0
9.5 CIVILIAN 95
UNEMPLOYMENT RATE
9.0 (percent) —9.0
8.5 8.5
8.0 <F8o0
)
7.5 ol-75
=3
7.0 ok 70
(o]
6.5 3l6s
6.0 6.0
Nov
5.5 w 5.5
5.0 5.0
4.5 — \\“/‘ 4.5
4.0 —4.0
3.5 3.5
3.0

60 62 64 66 68 70 72 74 76 78 80 82 84 86 8 90 92 94 96 98 00 02 04 06

T = S&P 500 major cyclical trough
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- Resource Utilization -

#29
98 T 90
T -
96 -
— 85
Nov i
94 — 5
<
ol
g
i 2 80
=3
3
92 -
MPLOYMENT RATE* -
| (solid line, left scale) |
Oct - 7>
90 -
CAPACITY UTILIZATION: TOTAL B
1 (dash line, right scale) |
i
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* 100 minus unemployment rate.
#30
95 T T T T T T — T T 95
| T T T T T T T T T ? |
1 RESOURCE UTILIZATION RATE* -
(percent)
90 — 90
| <l
Q
i % n
=4
. 8 -
3
85 — — 85
Oct
80 80

60 62 64 66 68 70 72 74 76 78 80 82 84 86 83 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough

* Average of all industries capacity utilization rate plus employment rate, i.e, percentage of
labor force that is employed.

The Resource
Utilization Rate
tends to bottom a
few months after the
stock market does
So.
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#31
20 T T T T T T — T T 20
] T T T T T T T T T ? i
15 — 15
) MONETARY BASE* i
1 (yearly percent change) i
10 — 10
<
-4 & -
_ 11/28 2}
_ 21
i 8l
3
| ™ -,
0 —0
-5 —TT T T T T T T T T T T T —rT T T T T T T T T T T T -5
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
Hard Ito_seeba useful T = S&P 500 major cyclical trough
correlation between * Monthly through April 1994, weekly thereafter.
monetary and stock
price cycles.
#32
20 T T T T T T — T T 20
] T T T T T T T T T ? i
15 — 15
| 11/26 i
10 — 10
<
_ 5|
_ ol
=4
] gl
3
5 -5
] M3 I
0 (yearly percent change) o
- -5

60 62 64 66 68 70 72 74 76 78 80 82 84 86 83 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
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- Basic Materials -

#33
35T T T T T T T 35
] T T T T T T T T ? i
3.0 —3.0
2.5 —2.5
_ <l
_ st
i % n
2.0 220
_ gt
_ st
1.5 — 1.5
] PAPER & FOREST PRODUCTS i
1 RELATIVE TO S&P 500* 1217 i
1
1.0 — 1.0
-5 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
#34
12 T T T T T T T 12
T T T T T T T T ?
1.0 —1.0
CHEMICALS
. RELATIVE TO S&P 500* | ¢
5
&
_ st
3
3
.6 — .6
A — .4
12/7
2

T = S&P 500 major cyclical trough

* Monthly through April 1994, weekly thereafter.

60 62 64 66 68 70 72 74 76 78 80 82 84 86 8 90 92 94 96 98 00 02 04 06

These two basic
materials industries
were
underperformers
during the late
1990s and are now
starting to show
some relative
strength again.
There have been a
few instances where
they outperformed
before the trough in
stock prices.
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- Basic Materials -

#35
2.6 T T T T T T T T T T 2.6
] T T T T T T T T T ? i
2.4 2.4
2.2 2.2
2.0 2.0
1.8 —1.8
. ALUMINUM -
1.6 RELATIVE TO S&P 500* 1.6
. \§) -
1.4 — sl1.4
i 3.'
1.2 gf-12
| El R
1.0 —1.0
] 12/7
.6 .6
4] — .4
These two basic 2 - 2
materials industries o] i
have been " 60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
u_nderachlevers T = S&P 500 major cylical trough
smcc_—:- 1960s. In a * Monthly through April 1994, weekly thereafter.
few instances,
Aluminum has
outperformed before #36
the trough in the 16 | I I 1 I ] 1 16
2
S&P 500 ] T T T T T T T T T ? |
1.4 — 1.4
1.2 —1.2
IRON & STEEL
1.0 RELATIVE TO S&P 500* — 1.0
] st
g
.8 _3,—.8
] 8L
3
6] M 6
4 — — .4
] VJ\\«NUNMA\\-A/VM\Nx~«« 5
M~ 12/7 0

60 62 64 66 68 70 72 74 76 78 80 82 84 86 8 90 92 94 96 98 00 02 04 06

T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
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- Basic Materials -

#37
10 T T T T T T T T T T 10
T T T T T T T T T ?
.8 — .8
6 — .6
<
Q
g
_ st
3
3
4 — .4
METALS MINING
5 RELATIVE TO S&P 500* |,
W, 12/7
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
#38
4 T T T T T T e T T 4
T T T T T T T T T ?
3 -3
CONTAINERS & PACKAGING
RELATIVE TO S&P 500*
2 -2

wod'1uspaeA

T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.

60 62 64 66 68 70 72 74 76 78 80 82 84 86 8 90 92 94 96 98 00 02 04 06

Metals Mining
industry is overdue
for some relative
gains.

Containers and
Packaging
rebounding nicely
after years of
underperformance.
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Capital Goods tends
to trough relative to
S&P 500 near
market troughs.

Computers tend to
outperform around
stock market
troughs. Currently,
they are
underperforming.

- Capital Goods & Computers -

#39
12 T T T T T T T T T 12
T T T T T T T T 2
1.1 1.1
1.0 1.0
| <
Q
g
.9+ 2 9
8
| 3|
CAPITAL GOODS 7
. RELATIVE TO S&P 500* .
7 7
6 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
#40
18 T T T T T T 1 T 18
{1 T T T T T T T 2 B
1.6 1.6
1 COMPUTER (HARDWARE) i
1.4 RELATIVE TO S&P 500* —1.4
1.2 1.2
| I
1.0 sl10
g
| |
8
E u/\/ 1,
61 6
1 {12/7 -
4] L 4
2 2
0

T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.

Page 24 / December 10, 2001 / Deutsche Banc Alex. Brown Global Strategist’s Handbook

60 62 64 66 68 70 72 74 76 78 80 82 84 86 8 90 92 94 96 98 00 02 04 06



- Consumer Cyclicals -

#41
4.0 T T T T T T T T T T 4.0
T T T T T T T T T ?
3.5 | 35
Department Stores
3.0 — 3.0 d
STORES and Consumer
RETAIL DEPARTMENT STORE . )
RELATIVE TO S&P 500* Finance sometimes
2.5 25 outperform S&P 500

S during stock market
a
b0 gl 20 rebounds from
P major troughs.
o
I\ 3
%
15 ¢ . - 1.5
A’/\, 827
AL
! at '!
1.0 \ i } — 1.0
Y m‘;: Sl \ P I"-’
Lavat \\" v 1 \‘v\ ,»",\,a "J"
5 CONSUMER FINANCE ' -5
RELATIVE TO S&P 500*
-O T T T T T T |I T T T | T T T T ! T T I| T T T T T T T T T T T T T T T T T T T T T T T T T T T
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
#42
16 T T T T T T — T T 25
i T T T T T T T ? i
| | | i
1.4 i
AUTO PARTS i
1 RELATIVE TO S&P 500 INDEX | 50
(right scale)* | Autos Oﬁ:en
129 I outperform the
1 : market just before
1.0 [ and just after market
1 s| ~ troughs. This is not
. gt happening now.
sl Auto Parts lag Autos
1 3L ;o onthe way down,
6 s but often lead on the
| - way up.
4 — |
i .05
AUTOS i
27 RELATIVE TO S&P 500 INDEX -
| (left scale)* -
.0 | | | | .00

60 62 64 66 68 70 72 74 76 78 80 82 84 86 8 90 92 94 96 98 00 02 04 06

T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.

Deutsche Banc Alex. Brown Global Strategist’s Handbook / December 10, 2001 / Page 25



- Consumer Cyclicals -

#43
55 T T T T T T T T T 5.5
T T T T T T T T ?
5.0 5.0
. 4.5 — 4.5
Entertainment was a
very volatile 4.0 - 4.0
outperformer during N TERTAINMENT 1217
the 1970s and 357 RELATIVE TO S&P 500* 35
1980s. It has been a S
volatile market 0 g >0
performer since 5] sl os
early 1990s. 3
2.0 — 2.0
1.5 —1.5
1.0 —/J\\ —1.0
5 "‘vv/ w | .
O T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
#44
= T T T T T T T T T =
T T T T T T T T ?
Not much 4] 4
correlation between
Homebuilding | HOMEBUILDING _
stocks cycle and _ RELATIVE TO S&P 500* [
S&P 500 cycle. sl
g
| s|
8
3
2 - .2
| W 1217 |
1 — .1
.0

T = S&P 500 major cyclical trough

* Monthly through April 1994, weekly thereafter.
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- Consumer Staples -

#45
18 T T T T T T T T T T 18
4 T T T T T T T T T ? -
1.6 - 1.6
1.4 1.4
1.2 BEVERAGES (ALCOHOLIC) 12
: RELATIVE TO S&P 500* s
1.0 Sl10
o
| h ‘5 |
B 1217 8|
8 ﬂ W S8l
.6 — .6
4 — .4
2 .2
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06 Beverages tend to
T = S&P 500 major cyclical trough outperform going
* Monthly through April 1994, weekly thereafter. into market troughs
and underperform
446 coming out.
5 T T T T T T T T T T 5
T T T T T T T T T ?
47 — 4
BEVERAGES (NON-ALCOHOLIC)
3 RELATIVE TO S&P 500* |,
12/7 E
&
| gl
8
3
2 -2
1 //\/‘ W\’\»/'\VJ) -1
i M,/\/\'V |
a

60 62 64 66 68 70 72 74 76 78 80 82 84 86 8 90 92 94 96 98 00 02 04 06

T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
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Foods quickly
regaining much of
their relative
strength that was
lost in the late
1990s.

Personal Care tends
to outperform going
into stock market
troughs and
underperform
coming out.
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- Consumer Staples -

#H47
24 T T T T T T T T 24
1 T T T T T T T T ? :
2.2 2.2
2.0 2.0
1.8 1.8
. FOODS -
16 RELATIVE TO S&P 500* | 16
| 31
I
i gl
3
1.2 1.2
1.0 - 1.0
. \"’\,\W\N/‘ W —.8
61 V\A\'\'N — 6
-4 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
#48
14 T T T T T T T T T 14
T T T T T T T T ?
1.2 1.2
1.0 PERSONAL CARE 10
RELATIVE TO S&P 500*
o
8 3l
8
i 3L
67 M/\/ } 12/7 6
- V‘\‘/\}N‘N\/ B
2

T = S&P 500 major cyclical trough

* Monthly through April 1994, weekly thereafter.
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—
—
— -]
—

woo'1uspIeA

(INTERNATIONAL INTEGRATED)
RELATIVE TO S&P 500*

60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.

—
—
— -]
—

OIL
(DOMESTIC INTEGRATED)
RELATIVE TO S&P 500*

™

wod'1uspaeA

I

60 62 64 66 68 70 72 74 76 78 80 82 84 86 83 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.

International
Integrated Oil stocks
tend to be volatile
market performers.
The volatility is
driven by oil prices.

Domestic Integrated
Oil's relative
performance is
driven entirely by
trend in oil prices.
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OIL & GAS
(DRILLING & EQUIPMENT)
RELATIVE TO S&P 500*

!

WVM/A

¥

na

v 12/7

woo'1uspIeA

25

60 62 64 66 68 70 72 74 76 78 80 82 84 86 8 90 92 94 96 98 00 02 04 06

T = S&P 500 major cyclical trough

* Monthly through April 1994, weekly thereafter.

25
20—-
15—-
10—-
-
Not much of a
relationship
between these two
industries and the
stock market’s
cycle.
y 1.6
1.4 —
1.2
1.0
.8
.6

NATURAL GAS
RELATIVE TO S&P

500*

— —

12/7

wod'1uspaeA

1.6

—1.4

—1.2

— 1.0
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T = S&P 500 major cyclical trough

* Monthly through April 1994, weekly thereafter.
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- Financials -

#53
LT T T T T T 1 1 L4
13 T T T T T T 'i' 'i' 'i' ? [ 13
124, MONEY CENTER BANKS —1.2
1 5 " RELATIVE TO S&P 500 - .
1.1 :|| "\“ , :: l1 % (SO”d Iine)* —1.1 Banks and thrlftS
p Yy h o1 o1y I B
1o ‘.\,' ' B A ] | [ ,, tend to outperform
r Y I r M
1T p AT T A MAJOR REGIONAL BANKS i before the stock
e K ' J AT :ell"" \ RELATIVE TO S&P 500* — -9 market bottoms
p . PY I | 1 B .
g ] W bl — (dash line) — sk s though a predictable
b o o st i
7 RS W [SaviNGs & LoAN coMPANIES | |-,  Patternis hard to
1 N RELATIVE TO S&P 500* gl find.
.6 — L (dotted line) 3.6
5 _V/\ " [ 5
4] noa l'l'\ n )‘.' 12/7 — .4
| ) LXLAY I |
3 G i -3
2 R i A - 2
1] S R o |
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
#54
15 T T T T T T — T T 15
T T T T T T T T T T ? i
1.4 1.4
1.3 1.3
| - PC Insurance
124 2 companies tend to
114 | ., be market
| s performers.
1.0 <10
_ 2L
o
9 3l .o
| 127 gt
8 3-8
1 INSURANCE (PROPERTY CASUALTY) i
7 RELATIVE TO S&P 500* -7
6 — — .6
5+ —.5
4 — 4
3

60 62 64 66 68 70 72 74 76 78 80 82 84 86 83 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
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- Health Care -

#55
6.5 T T T T T T T T T T 6.5
T T T T T T T T T 2
6.0} 6.0
5.5 55
5.0 12/7 5.0
4.5 45
DRUGS-
4.0 MAJOR PHARMACEUTICALS 4.0
RELATIVE TO S&P 500* 5
3.5 335
3
3.0 al-30
3
2.5 25
2.0 )
1.5 /J M’W‘/ 15
1.0—/“’”‘\,./\,/ — 1.0
5 -5
T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T -0
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
Health Care often T = S&P 500 major cyclical trough
underperforms after * Monthly through April 1994, weekly thereafter.
S&P 500 troughs.
#56
9 T T T T T T T T T T 9
. T T T T T T T T 2 N
8 — — .8
HEALTH CARE (MEDICAL PRODUCTS & SUPPLIES) 12/7
7 RELATIVE TO S&P 500* -7
6 - 6
| I
5 3|5
g
| |
4 Sl-a4
3
3 - 3
24 -
14 / -1
0

60 62 64 66 68 70 72 74 76 78 80 82 84 86 83 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
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- Transportation -

#57
16 T T T T T T T T T T 16
| 7 T T T T T T T T 2 i
1.4 1.4
1 TRUCKERS i
12| RELATIVE TO S&P 500* 15
1.0 10
<
| sl
g
.8 2 .8
i 3L
3
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60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06 Truckers and

T = S&P 500 major cyclical trough Rallroe]}ds OfLen
* Monthly through April 1994, weekly thereafter. outpertorm the
market for several

months after S&P

#58 500 troughs.
10 T T T T T T T T T T 10
T T T T T T T T T ?
8 - .8
RAILROADS
1 RELATIVE TO S&P 500* -
5
o
6 36
8
3
i 12/7 |
4 - .4
2

60 62 64 66 68 70 72 74 76 78 80 82 84 86 83 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
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Electric Utilities
have been
long-term
underperformers.
They tend to
outperform for short
periods prior to S&P
500 troughs.

On a relative basis,
Gold has often
spiked up near S&P
500 troughs.

- Miscellaneous -

#59
10 T T T T T T T T T 10
T T T T T T T T ?
.8 — .8
ELECTRIC COMPANIES
6 RELATIVE TO S&P 500* | 6
S
g
_ st
3
3
4 — .4
2 LW — .2
_ W\\\\'u\/" -
60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
T = S&P 500 major cyclical trough
* Monthly through April 1994, weekly thereafter.
#60
20 T T T T T — T T 20
: T T T T T T T T ? -
1.5 GOLD & PRECIOUS —1.5
] METALS MINING B
RELATIVE TO S&P 500*
_ <l
_ Sl
&
1.0 SH1.0
_ =3
3
5 — .5
_ \u.\, o127 -
.0

T = S&P 500 major cyclical trough

* Monthly through April 1994, weekly thereafter.
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