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RETAILING REPORT

Retailing- Current Observations:

Retailers remain committed to ever-tighter inventory controls, which will continue to produce profit margins.
Asaresult, however, in-store inventories are below last year’'s levels and sales in January are likely to be less
than street expectations.

Prices for merchandise from China could continue to fall, holding down total consumer price levels; stable to
lower prices also in part reflect well above-average growth by Wal-Mart (WMT - $53.49). Competition is
intense, particularly in certain product lines, such as toys. Weeding out of weaker store chains, as evidenced
by recent bankruptcies such asKB Toys, is occurring.

A significant change in product mix is likely to become evident during the next few months, with apparel sales
rising more strongly than other merchandise categories. Men's clothing probably will recover significantly
from the depressed levels of the past few years. Suppliers such as Tommy Hilfiger (TOM - $14.79) may
benefit from this upturn.

Although internet sales are growing at a rapid rate, the total portion of goods sold on-line remains miniscule.
A number of retailers, however, are operating successfully on the internet, particularly J.C. Penney (JCP -
$26.45).

The range of multiples accorded retail stocks is unusually wide, and stock selection is considered critical. For
example, the premium multiples accorded companies, which are regarded as reliable growth stocks, seem
excessive. Sustained growth in this highly seasonal and intensely competitive industry is difficult to maintain,
with Kohl's (K SS - $43.36) and Christopher & Banks (CBK - $18.78) prime examples. On the other hand,
financially strong firms which have sustained temporary setbacks, such as Talbots (TLB - $32.88) could
prove rewarding investments.

Consumers spend income, not wealth, despite widely held views to the contrary. Income is stimulated by
monetary growth, after a lag of approximately nine months. Therefore, the most important factor in current
spending is the rate of growth in the money supply, which took place in the six-month period ended May,
2003.

Government statistics attempting to measure consumer-related items such as total employment and savings
rates are epecially flawed. Moreover, they tend to be repeatedly and significantly revised in the months after
they are first reported. Therefore, conclusions based on these unreliable numbers are almost certain to be
incorrect.
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