


CREDIT YIELD SPREADS U.S. TREASURY YIELD CURVE

High yield corporate credit yields and spreads are near average
historical levels. As such, returns in the high yield space going
forward are expected to be much more moderate than the record
2009 gains.  Advantage: Neutral

With the Fed committed to keeping interest rates "exceptionally
low" for some time to help sustain recent growth, the Treasury yield
curve is expected to remain mostly rangebound despite supply issues
and the ending of quantitative easing programs. Advantage: 
Neutral
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T-BILLS, FEDERAL FUNDS AND INFLATION LIBOR/T-BILL RATES AND TED SPREAD

The Fed is expected to remain on hold at least through the first half
of this year for fear of stalling the economic recovery and as
inflation expecations are constrained. Disinflation is expected to
continue in the short-term; longer-term, some fear inflation is
inevitable.  Advantage: Neutral

The TED spread is a measure of how tight the credit markets are as
illustrated by the difference between T-Bill yields (a risk-free loan)
and LIBOR yields (the rate at which banks lend to one another).
Lower levels illustrates that the functionality of credit markets has
improved markedly.  Advantage: Bulls
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The U.S. labor market remains weak. Worries about job losses have
kept consumer confidence down and well below levels that signify a
solid economy. As consumer spending accounts for about 2/3 of
economic activity, fears are that restrained spending will hamper the
recovery.  Advantage: Bears

CONSUMER CONFIDENCE & UNEMPLOYMENT RETAIL SALES

Retail sales figures, which track the dollar value of merchandise sold
to consumers, could be an indicator of economic recovery and
ultimately inflationary pressures. Recent data has been mixed.
Advantage:  Neutral  
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The Baltic Dry Index (BDI), a measure of world trade, provides a
barometer of the shipping costs for commodities. The BDI is well
off the lows seen a year ago as the status of the global economy has
improved.  Advantage: Neutral

BALTIC DRY INDEX ISM MANUFACTURING INDEX

The ISM report is a national survey of purchasing managers
covering such indicators as new orders, production, employment,
inventories, delivery times, prices, export orders and import orders.
A reading over 50% indicates expansion relative to the prior month,
while a sub-50% reading indicates contraction.  Advantage: Bulls
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MONEY MARKET FUNDS ASSETS ($ BILLIONS) MUTUAL FUND LIQUIDITY RATIO

Some of the cash balance built up over the past few years has been
put to work, but there still remains a large amount on the sidelines.
Unless there has been a secular shift towards increased savings and
higher bond allocations there remains plenty of powder available for
stocks.  Advantage: Bulls

The liquidity ratio compares the amount of cash relative to total
assets held by stock mutual funds. As stocks tanked in 2009, mutual
fund managers were bearish and sitting on a large amount of cash.
Since then, managers have put most of that to work and are now
holding unusually low levels of dry powder.  Advantage:  Bears
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Dollars continue to head into bond funds while equity mutual funds
see little inflows. Is this evidence of a secular shift in investor
behavior? Perhaps. Whether (and when) retail investors jump back
into equities remains to be seen.  Advantage: Neutral

MUTUAL FUND CASH FLOWS ($ MILLIONS) U.S. SHORT INTEREST

Short interest can be a measure of investor sentiment, though it is
often viewed as a contrary indicator since high levels of short
positions are eventually covered, providing upward pressure on
stock prices. Short covering has been heavy since early 2009, and
perhaps a contributer to stock gains.  Advantage: Neutral
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CORPORATE EARNINGS STOCK MARKET VALUATIONS

Valuations remain a bit expensive on a historical basis by most
measures, but as long as revenue growth continues to show
improvement price-earnings ratios are not considered to be at
unreaonable levels. Advantage: Neutral

The mood towards corporate earnings continues to improve, and
estimates for the remainder of the year are inching higher. Top-line
growth is still slow, however, and future expansion in sales depends
on jobs and consumer spending.  Advantage: Neutral
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Volatility (as measured by the Chicago Board Options Exchange
Volatility Index) continues to trend lower. Bears argue that a low
VIX could be a sign of complacency, while bulls point out that it
allows investors to remain more confident and fully invested as the
cost of hedging has become cheaper.  Advantage: Neutral

Several technical indicators continue to be supportive of the equity
market. The 50-day moving average of the S&P 500 is higher than
the 200-day moving average, interpreted by many as a bullish signal.
Advantage: Bulls

STOCK MARKET VOLATILITY STOCK MARKET TECHNICALS
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MORTGAGE APPLICATIONS & PENDING HOME SALES RESIDENTIAL DELINQUENCIES & DEFAULTS

Mortgage delinquencies and foreclosures continue to surge. With
high unemployment, the wave of foreclosures is not expected to
crest until sometime later in 2010, and will be a headwind to the
housing market and economy for some time.  Advantage: Bears

Many feel that the recent drop in pending home sales figures were
driven by the anticipated expiration of tax incentives and poor
winter weather. While any improvements in the housing markets are
welcome, high unemployment and a large amount of supply is likely
to dampen any gains.  Advantage: Bears
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RESIDENTIAL/COMMERCIAL PROPERTY PRICE INDICES

CMBS spreads are still somewhat elevated in a historical context as
concerns remain about commercial real estate loans. Loss
expectations are high in part due to the huge amount of debt that
needs to be rolled over in the next few years at the same time that
unemployment is high, vacancies are rising and rental rates are
falling.  Advantage: Bears

CMBS SPREADS

Both residential and commercial real estate prices have experienced
a dramatic pullback from levels seen a few years ago and are now
hovering at or below values last seen back in 2003. Recovery in
commercial price index levels may be closely tied to future job
growth and will likely be slow.    Advantage: Neutral

MARKET PULSE REPORT

FEBRUARY 2010

0%

1%

2%

3%

4%

5%

6%

7%

8%

9%

10%

Feb-03 Feb-04 Feb-05 Feb-06 Feb-07 Feb-08 Feb-09 Feb-10

Mortgage Bankers Association Delinquencies as % of Total Residential Loans

Mortgage Bankers Association Foreclosures as % of Total Residential Loans

80

100

120

140

160

180

200

100

120

140

160

180

200

220

Feb-03 Feb-04 Feb-05 Feb-06 Feb-07 Feb-08 Feb-09 Feb-10

S&P/Case-Shiller Composite-20 Home Price Index (left scale)

Moody's/REAL Commercial Property Price Index (right scale)
0

200

400

600

800

1000

1200

1400

1600

Feb-03 Feb-04 Feb-05 Feb-06 Feb-07 Feb-08 Feb-09 Feb-10

CMBS Spreads to Swaps 5-Year

60

80

100

120

140

100

200

300

400

500

Feb-03 Feb-04 Feb-05 Feb-06 Feb-07 Feb-08 Feb-09 Feb-10

U.S. Mortgage Bankers Assoc. Mortgage Applications Index (left scale)

U.S. Pending Home Sales Index (right scale)

PAGE 6






