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Turning on a dime ... ten of them. A dollar raly, how shocking. Along with death and taxes, dollar weakness was
supposed to be forever. So much so that selling the dollar has become, as they say, a crowded trade. That alone no doubt
explains the stunning reaction to Monday’ s dollar reversal, and knee-jerk swoon in stocks. While correlations between the
dollar and inflation expectations or interest rates are dubious, since March the dollar’ sinverse correlation with stocks jumps
out at you. But thedollar isn't the market’sreal problem, just as next week it won't be about divining the meaning of thisor
that phrase of Fed-speak. The market’s problem has been pretty basic, alack of demand. Last week companies like CAT
(57), Apple (196) and Microsoft (28) al gave the market what it was looking for. The stocks responded, but not the market.
Buyers fatigue, cdl it what you like, it'sachange.

Even when the buyers have been there lately, they haven't redlly. There's been no volume, no rea buying. In individua
stocks that leaves you susceptible to days like Wednesday, where stocks go down as though they were in a vacuum. It's
hard to know just yet what to make of Thursday’ s rally but, at aglance, it was more of the same — big gains, big breadth, not
so big volume. Oversold, it could be the start of arebound, but alot of damage seems done. For example, it’s very unusual
for a market to be so weak, to become so oversold, after just making a new yearly high. Typicaly this kind of action has
had negative implications for the intermediate term, suggesting a drive back to new highs by year end may not be in the
cards. And then there's market breadth, an area where the change is considerable and worrisome. As of Wednesday, the
Advance Decline Index was back to the October 2™ low, a level comparable to 9,488 in the Dow versus its Wednesday
close of 9,743. Whereas breadth, a good proxy for the average stock, had been outperforming, it's now underperforming.

The NASDAQ Composite and Russell 2000 a so are back to those early October lows. So it seemsfair to say “the market”

no longer is as strong as the Dow and S& P make it |ook.

Like last week, much depends on where we go from here. The weakness, especially in breadth, seems to have broken the
uptrend. The extent of Thursday’s rdly, in turn, seems to have stemmed the downward tide, eliminating the risk of some
dollar-unwind, panic decline. Aslast time, we would feel much better with a couple days of good volume to the upside.
More of the same, poor volume in strength, would not be good. Poor breadth in arally would be still worse. Weak breadth
in araly is the key to the “weak rally” we often alude to, and weak rallies set the stage for mgjor declines. For now, the
market’'s problems seem relatively minor, short-term stuff. There's al that upside momentum — 95% of NY SE stocks
above their 200 day, and so on — that aways takes time to unwind. But we are up 60% and ahead of other recoveries
historically. Itisnot some new bear market that worries us; it’s more of these little 8-to-1 down days like Wednesday.

The latest Consumer Confidence Index showed not so much of it. The less important present situation index surprisingly
fell to a 26 year low, the more important expectations index also fell sharply. A greater portion of consumers anticipate
business and labor conditions will worsen in the months ahead, according to the Board's consumer research director.
Economists and, indeed, the numberstell us the economy is on the mend. But, if the consumer is 70% of the economy, and
they don’t see the recovery, something seems amiss. The answer, of course, lies in the nature of “the recovery,” one with
declining home prices and employment. Something like 40% of the families now on food stamps actually have “earned
income.” Throw in a60% rise in gas prices from December last year, it’ s little wonder consumers aren’t exactly giddy.

All thisis enough to make you wonder if the happy holidays will be just that. However, there's an amost 90% correlation
between stock market performance September-December and holiday sdes. So far, we're still up amost 4% from the
August 31 S&P close of 1020. Glad tidings also seem borne out Retail stocks, with the somewhat ironic exception of
Wa Mart (50). In adifferent area, other exceptions in Retail are Home Depot (26) and Lowes (20). Despite a boost from
their own variety of “cash for clunkers,” the housing recovery seems tentative at best, and many of us believe there's a
whole new round of foreclosures out there. In the event, the Housing stocks are teetering, to put it nicely. Most Tech
stocks, the Semiconductor Index for example, look like the NASDAQ Composite, back to the early October lows. Apple,
Amazon (122), Google (550) and Microsoft, are the obvious exceptions. IBM (123), however, has had trouble after its
downside gap a couple of weeks ago. For it and the market, holding the 118-120 level seems important.

Frank D. Gretz

140 BROADWAY NEW YORK, NY 10005 TELEPHONE: (212) 320-3000

SHIELDS AND COMPANY, ITS AFFILIATES AND SUBSIDIARIES AND/OR THEIR OFFICERS AND EMPLOYEES MAY FROM TIME TO TIME ACQUIRE, HOLD OR SELL A POSITION IN THE SECURITIES MENTIONED HEREIN. WHILE
THIS REPORT HAS BEEN PREPARED FROM ORIGINAL SOURCES AND DATA WE BELIEVE TO BE RELIABLE, WE MAKE NO REPRESENTATIONS AS TO ITS ACCURACY OR COMPLETENESS, AND OUR OPNION IS SUBJECT TO
CHANGE WITHOUT NOTICE.



10,000

9,500

9,000

8,500

8,000

7,500

7,000

6,500

STOCK AVERAGE VS. AVERAGE STOCK
Now Weaker

DOW JONES INDUSTRIAL AVERAGE

ADVANCE DECLINE INDEX

Dec-01-08 Mar-23-09 Jul-10-09 Oct-28
S&P 500 (SPX $1066) WEEKLY $12 DAlLY
30-wk weighted m.a. E
&~ b
R
‘;30 rn.u* lll‘l [”“L fl 50-day simple m.a. ol
s Wyt .

| spcut cip o v | ~ s
US$(UUP $23) WEEKLY Mar 6 P RETAIL XRT$35) DAILY
| L
"T“ll a L rl-rrhrr}} ” I‘ =
* d r M
I'I.Ll n t rl I'”rl."‘ I.l.r |.I'lr )
Pt - dhar =
M r llni‘ d-l.r n
h% W’]W * o M rrr’Fr " ™ ;
2100 I g . .
h;“'“‘[ﬂp h'hhl 2 lr IHLU IHLr H{r 50-day smplem.a :

-2

. i el Al ||||| o s |II‘I_I,|_|'|_|J_|_|,§
SEMICONDUCTOR INDEX (SOX - $306) - DAlLY INT'L BUSINESS MACHINES (IBM - $123) - DAILY
l. rurrrlrr} hﬂ" h}l l ;E pl-f o :‘,
if » r|_|_ r a0}
: llrrml}rrlll'l.uﬂ r,rh’f K er \ f :j rrllrmf"r +|.h~|_[|‘|- lrrl irl'llrr b F;Ir =
u = o
Ity f | |
|I| r[n, th} 50-day simplem.a. i rlrrlfLr Hl"-tl A [ 50-day simple m.a. o
e : il
m NTL ELISINE NES 4
|n |I||II|||I|III|I|II||I|I |||||I|I||||I|m|||m|| s il |||||I|I||III||||||||IIII|||[

WAL DEATN  GAONN (AN DA DMOGAS  0AASM  GMANA L R ) B T e N T R A R Y )




