Portfolio Monitor

 WINANS INTERNATIONAL

[nternational
Finance

As the world's industrialized giants
continue to produce solid economic growth,
many economists believe that the G7 coun-
tries will not be able to continue to economi-
cally advance at the current rate. This is due
to the fact that many of these financial experts
believe that inflationary pressures are rising
to uncomfortable levels, and that monetary
policies need to be focused on restricting
growth. It is further perceived that if inflation
is left unchecked, the industrialized nations
could suffer from the same type of negative
economic effects that were present in the late
1970's.

Are these opinions accurate?

We conducted a 25 year analysis of the G7
nation's inflation levels and our conciusions
are as follows:

1) Although the average GDP growth for
these couniries is estimated to be 5.4% for
1994, the inflation rates of the various G7
countries continne to be near their lowest
levels in 25 years.

For example, the 1994 rate of inflation for
the leading industrial nations is listed below:

L. Italy (3.8%), 2. USA (3.0%), 3. Canada
{2.5%), 4. United Kingdom (2.0%), 5. Germany
{2.0%), 6. France {1.5%), 7. Japan (0.8%).

This equates to an average inflation rate of
2.2%. It is also important to note that with the
exception of the United Kingdom, none of the
other G7 countries have had a 10% inflation
rate since the mid 1980's.

2) Quer the last 25 years, the inflation
levels of these nations have been reduced at
the fastest rate since the end of World War IL

Original R_.f_.%_é_ecli'r_"ch__&'At_tl.h'lys_is__C_'_o_mp_i:_led_By _lfVina.us_"I_nt_e;f_nﬂ:'t_.ionq_l S

Volume Two - Number Four January 95 ¢ Annual Subscription 330 + 1.800-4WINANS

"Inflation isn't an immediate concern in Europe.”

— Henning Christopherson, European Union Economics Commissioner
The Wall Street Journal, November 28, 1994

Since the high inflation levels reached in the
1970's, the G7 nations inflation rates have dra-
matically decreased. The individual countries’ 25
year annual inflation rate range is as follows:

1. Ttaly (27.4% to 3.7%), 2. USA (15.7% to -2.0%),
3, Canada (14.0% to -2.3%), 4. United Kingdom
(33.1% to (%), 5. Germany (7.4% to-1%],

6. France (17.3% to 9%}, 7. Japan {38.4% to -.5%).

Comment:

We belteve that due to the lack of any
major macro-economic imbalances, such as
high oil prices, the G7's inflation levels will
continue to be within the historical norms.
In other words, e inflation rates for these
nations should not exceed 6% under nornal
conditions.
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"When it comes to job
creation, politicians and
government planners have
little influence. They can no
more overpower the invisible
hand of the marketplace than
a fisherman can tell the cur-
rents which way to flow."

Perspective, Investor's Business Daily
Aprit 14, 1994

Employment has long been a focal
point in American politics, Republi-
cans and Democrats alike seldom dis-
agree about the need for job creation,
but rather debate as to the means of
job creation. For example, when the
North American Free Trade Agreement
was being reviewed by our nation's
leaders, there were considerable dis-
agreements about its impact on U.S.
manufacturing jobs.

Unfortunately, there are many
myths about the health and security of
employment in this country.

In order to "shed some light" on this
issue, we conducted a 30 year analysis
of U.S. manufacturing jobs and our
conclusions are as follows:

A. MANUFACTURING WORK
HOURS (Chart 1): Since the recession
of 1990, the average number of hours
worked weekly in the manufacturing
sector has increased 5% and is at a 30
year high of 42 hours per week. Even
more astonishing is that the average
number of overtime hours worked
weekly in manufacturing has
increased 42% during this same period
of time and is also at a 30 year record.
Simply put, due to strong demand for
American manufactured products,
workers are working more now than
at any other time in the last 30 years.

B. MANUFACTURING WAGES
(Chart 2): Inflation adjusted wages &
salaries in the manufacturing sector
are currently 9.5% below the 30 year
record reached in 1979. But, since
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March of 1993 manufacturing wages
have increased nearly 7%. This is the
largest inflation adjusted increase in
this sector's wages since 1983. In other
words, manufacturing worker pay has
increased at twice the rate of inflation
within the last year.

COMMENT: In a government
report titled "Gross Job Flows in U.S.
Manufacturing” an analysis indicated
that there is a 10% turnover in manu-
facturing jobs each year. This means
that low skilled and obsolete jobs are
replaced with advanced employment
as the employers become more effi-
cient and effective in producing their

Our analysis corresponds with that
report by showing that there is high
demand for the products made by the
Ametican manufacturing worker and

that the marketplace is
willing to pay more in
real terms for their
increased productivity.

CHART1
MANUFACTURING
HOURS WORKED,
1964-PRESENT

CHART1
AGGREGATE
MANUFACTURING
WAGES, 1964-PRESENT
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Analysis

STOCK MARKET

Over the past quarter, 10 industry groups posted strong

forecasted earnings and stock price appreciation in our

financial database. Of these groups, 5 still remain relatively
undervalued based on projected earnings growth.

“A 1993 Fed Survey of
Consumer Finances found
that 33.7% of American
families had money invest-
ed in the stock market.”

David Wessel,

The Wall Street Journal, Octoberl0, 1994
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UNDERVALUED:
Chemical

Computer Hardware
Conglomerates
Specialty Retail Stores
Semiconductor

NEUTRAL:

Food Processing
Household Products
Medical Supply

OVERVALUED:
Computer Software

BOND MARKET:
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Short term interest rates rose over 19% during the last quarter, but medium and long term interest rates posted
only slight increases. In other words, the yield curve continues to be "flat” for maturities past 5 years. We believe

that maturities under seven years offer the best balance between yield and principal risk,

Quarterly Yield
Percentage Chg. Percentage Chg.

Type Maturity
T-Bili 3 Menth
T-Bill 6 Month
T-Bill 1 Year
T-Note 5 Year
T-Note 10 Year
T-Bond ‘ 30 Year
T-Bond 30 Year

Current
Yield

5.6%
6.2%
6.7%
78%
?'90/“
7.9%
7.8%

19.3%
19.0%
19.8%
7.8%
34%
0.8%
2.6%

Yearly Yield

79.4%
92.9%
9L7%
51.1%
35.6%
24.1%

29.7%

Winans International Portfolio Monitor 4 Page3



STOCK MARKET

With the exception of the Gulf War, the
S&P 500 Index has been trading in an
upward trending channel since early
1990. The index is currently at 463.5
and is within 2% of strong support.
RECOMMENDATION: A strong buy-
ing opportunity exists while the index
is between 455 and 465 (See Chart 1).

BOND MARKET

The Shearson T-Bond Index has
formed strong base support. The index
is currently at 5168 and is within 3% of
strong support.

COMMENT: A strong buying opportu-
nity exists while the index is in the
4990 to 5090 range (See Chart 2).

NEWSLETTER STAFF & ADVISORS
Kenneth G. Winans
Dennis Wonn
Marta Chavira
Sharyn Stephens

Analysis

"It's not a bad time to buy bonds, according to a small but
growing group of money managers who believe yields are

near the end of a 12 month rise.”
—Thomas Vogel, The Wall Street Journal, October 10, 1994
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Additional information is available on request. The source of the information herein supplied is considered reliable but cannot be guaranteed 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 hereia described and may make
purchases or sales in these securities while this report is in circulation.
For additional information contact WINANS INTERNATIONAL, INC. - 20 Sunnyside Avenue - Suite 295 - Mill Valley, California 94941 - 415-381-4739 - 1-800-4-WINANS
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