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It was not all that long ago that it was
“chic” to adhere to the belief that the USA
was on a long economic slide down due
to a fack of long term strategic planning
and outdated production facilities. It was
further believed that the business power-
houses created from the aftermath of World
War IT were going to be the global eco-
nomic leaders that would show the world
prosperity as we neared the 21st century.

Well, things have turned out quite
differently!

Since early 1991, the USA has been the
leader of the G7 countries in producing an
aggregate change in GDP of 10.8%. This
impressive gain was mainly caused by the
increased export of manufactured products
to developing nations. It is interesting to
note that what used to be called “The Rust
Belt” has now become a highly productive
region with modernized, cost-effective
manufacturing facilities.

In stark contrast, both Japan and Europe
are still struggling to get out of recessions.

Since its peak in mid-1991, Japan’s GDP
has declined 13.3% (Chart 1). This has been
caused by decreased values of real estate
and stock investments, and by the
increased cost of Japan’s products due its
high currency valuation,

With the exception of the UK, Europe’s
major economic contributors have had
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AMERICAN INDUSTRY IS THE LEADER, OR IS HIGHLY
COMPETITIVE, IN VIRTUALLY EVERY MAJOR GLOBAL INDUSTRY.

their GDP decline since 1991. The worst
case is Germany with a decline of 10.4%
(Chart 2). This has been caused primarily
by the huge economic cost of absorbing
Eastern Europe into the West's business

community.

—Daniel Strickberger, Wall Street Journal, 2:15-94

COMMENT: We believe that the US
will continue to lead the “Group of 7” in
economic growth as it expands exports into
the developing countiies of Latin America
and Asia. In addition, we expect both Japan
and Germany will need several years to
solve the enormous economic, political
and social issues plaguing these countries.
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/" nondurable finished products. Although
The Fefieral l l S the index made a 50 year high in mid
" ’ ' 1993 it has only increased 1.6% since
ReserYe S ﬁgl}t . early 1991. In addition, the index has
fOI‘ prlce Stablllty Conom been flat since late 1993 (Chart 3).
. COMMENT: We conclude that the US
Sometlmes seems inflation rate will be in the 3% - 4% range
for 1994, because many of
the elements that con-
tribute to the early stages
of an inflationary trend

have exhibited little or no
upward pricing pressure.
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like a struggle — fF——————r
against ghosts.”

—Howard Gleckman, Business Week, 2-21:94

The Federal Reserve Board’s recent
decision to raise the discount rate has
caused general concern within the invest-
ment community that inflation has once
again reared its ugly head.

CHART 1

SPOT PRICES,
RAW MATERIALS
In order to determine if this is true, we
have analyzed the manufacturing sector
due to the fact that it is currently one of
the strongest areas of the US economy. In = =
conducting this analysis we examined 7=
the areas that would indicate any pricing
pressures within the manufacturing
process.
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Qur conclusion is as follows:
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1. Raw Material Prices, The index of
spot market prices for raw materials con- .
sist of 13 industrial materials widely
used in initial production processes.
Although the index is up 5.7% since its 5
year low, it has declined nearly 16% from
the 50 year high established in 1989. The
index currently is at the same level it was
in mid-1987 (Chart 1).

2. Labor Cost, The index of labor cost
per unit of manufacturing output mea-
sures wages & salaries received by
employees in manufacturing industries
as a ratio of work produced. This index is
at a two year low, and is nearly 4% off of
its 50 year high established in 1992. The
index currently is at the same level it was
in late 1990 (Chart 2).

3. Finished Product Cost, The
Producer Price Index for Finished Goods
measures the prices of all durable and

PEETFOE
s 3
& B
&

g 2

CHART 2

INDEX OF
LABOR COST

L

3 g 12

a5 &
g 2

Ny
&

CHART 3

PRODUCER
PRICE INDEX

Page 2 4 Winans International Portfelio Monitor



STOCK MARKET

Over the past quarter, 14 industry

“It is important to Standard
& Poor's that its ratings be
understood by the broad range

groups produced strong earningsand £ 7 7 of investors so they are not left
price appreciation in our stock selec- g witha ﬁll se serise Of secutity "
tion database' Of these ngU.pS, // //'///// L.C. O'Neill, President, Standard & Poor’s Ratin, Gr'ou
6 still remain relatively undervalued /////{; T Wall SteetJoet, February 15, 199 B
based on earnings growth. ) e

MOBTRY: ~ NUUBERQFCOUPARIES . TAWEEKPRICECHANGE ESLCHANGEMEPS. = PERAIO.
UNDERVALUED:
1. Auto Parts Manufacturers 4 15.1% 20.3% 194
2. Electronics 8 18.8% 27.1% 17.0
3. Machinery Manufacturers 5 15.8% 19.2% 171
4, Manufactured Housing/RV 4 29.0% 27.6% 17.0
5. Specialty Retail 7 15.9% 27.7% 212
6. Semiconductor Manufacturers 6 27.0% 34.6% 193
NEUTRAL:
1. Chemical 9 15.9% 22.7% 213
2. Computer Software 7 24.6% 23.7% 214
3. Diversified Companies 4 15.3% 16.7% 18.1
4. Electrical Equipment 4 13.7% 18.1% 19.7
5. Grocery Stores 4 12.9% 13.6% 163
6. Medical Supplies 10 16.8% 18.4% 207
7. Office Equipment & Supplies 5 21.0% 22.7% 28.0
OVERVALUED:
1. Medical Services 4 22.4% 16.3% 234
BOND MARKET

Although interest rates have moved up significantly since the lows of 1993, we believe that
maturities past 11 years are more vulnerable to further market weakness than shorter terms.

ISSUER: UNDER1YEAR UNDER10YEARS OVER10YEARS
US TREASURY 3.5% - 4.25% 4.5% - 6.5% 6.5% - 7.0%
CORPORATES 3.7% - 4.75% 6.2-82% 8.2% - 9.5%
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Analysis

STOCK MARKET

The 5 &P 500 Index has been trad-

X1 fA> S&P OO [0X § 8 MEDIAN PRICE 03,2594

ing within an upward trending chan- 40
nel that was established in early 1992. 170
In early February of this year, the 0
index touched the resistance point at pons
482, and since that time it has been P
moving back towards the channel’s b
support. Currently, the index is 2% off 330
of support at 454. 360
340

COMMENT: We continue to bea 3?3
buyer of stocks as long as the market 200
remains above the support point by 0

‘so ‘9 ‘gz ‘93 94

no more than 3%.
STANDARD & POOR'’S 500 INDEX — 10/90 TO PRESENT

BOND MARKET *1 B) 30YR T-BOAD f & MEDIAN FRICE )

The 30 year Treasury Bond has OO 120
been trading within an upward trend-
ing channel that was established in He 1
early 1991. Since the high of 122.2 that S ==l U . | 1LY, SO L0
was established in August of 1993, 108 Lo M A ] 108
the T-Bond has declined 11.6% and
violated the 110.5 support point by e 100
2.3%. -~ 95
COMMENT: We will limit our R s
purchases of bonds until the T-Bond 85 85
is trading above support.

30 YEAR TREASURY BOND PRICES — 10/90 TO PRESENT

Additioral information is available on request. The source of the information hetein supplied is considered reliable but cannot be gnaranteed or construed as an offer
or the solicitation of an offer to sell or buy the securities herein mentioned. Opinions are subject to change without notice. Past figures should not be taken as repre-
sentative of future performance, Kenneth G, Winans and/or his associates and/or employees may have an interest in the securities herein described and may make

purchases or sales in these securities while this repert is in circulation.
For additional information contact WINANS INTERNATIONAL, INC. - 20 Sunnyside Avenue - Suite 295 - Mill Valley, California 94941 - 415:381-4739.
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