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TorP DOWN INSIGHTS...BOTTOM LINE RESULTS

TRACK RECORD 2001

FI delivered another favorable forecasting record last year, correctly anticipating directional

change in 70% of the 68 variables that we predicted a year ago. In many cases we also
came close to forecasting the actual magnitude of key price changes. IFI’s forecasts were also
of practical value to investors. Significantly, 60 of the variables that we forecasted (or 88%)
represent investable assets, while only 8 (or 12%) represent economic variables.

eWe correctly anticipated the robust appreciation of the dollar against other major currencies — espe-
cially against the yen (+14%). IFI also predicted lesser appreciations against the euro, pound and
Canadian dollar.

eOur models accurately forecasted the sharp decline in the oil price (-34%) — to below $20 per barrel
— as well as the declines in most other commodity price indices.

oWe were right to expect substantial Fed rate cuts (albeit not their full magnitude) as well as the pro-
nounced, downward shift in the U.S. Treasury yield curve. We also predicted the decline in corpo-
rate bond yields and the narrowing of corporate bond yield spreads relative to Treasury bond yields.

oWe were wrong to expect U.S. equity indices to register gains in 2001 — especially technology-
related ones — since most lost value (for the second straight year). But we correctly forecasted the
only major equity index in the U.S. that did appreciate (the small-cap Russell 2000) as well as four
S&P 500 sectors (Capital Goods, Consumer Cyclicals, Energy and Transportation).

oWe successfully forecasted the decline in S&P 500 profits (but not the full magnitude) in the year
through 3Q01. We also were right to expect the year-long rise in equity valuation (the S&P 500’s
P/E multiple). Our models anticipated the deceleration in U.S. economic growth rate and some of
the quarters of negative growth (recession). They also correctly anticipated the sharp deceleration in
official rates of inflation and the rise in the unemployment rate.

oWe accurately signaled declining interest rates in major foreign markets (Canada, Britain, Europe
and Japan), correctly predicting that foreign central banks would cut rates less aggressively than the
Fed.

oWe successfully predicted the under-performance of major foreign equity indices (Canada, Britain,
Germany and Japan) relative to the U.S. (S&P 500).

oWe were prescient in forecasting the major story of the year in emerging markets: the devaluation of
Argentina’s currency, the local plunge in debt and equity prices — and history’s biggest sovereign de-
fault.

e]n our forecasts of equities, profits and bond yields IFI outperformed a number of leading peers,
including those at Goldman Sachs, LLehman Brothers, Bear Stearns, UBS Warburg, Morgan Stanley,
Credit Suisse, Merrill Lynch and J.P. Morgan.

eDespite errors, in 2001 IFI provided a greater number (and wider scope) of forecasts of investable assets —
with a greater degree of overall forecasting success — than did other leading forecasters.
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Our method. IFI uses signals from forward-
looking market prices to forecast the risk-adjusted
returns on currencies, commodities, stocks, bonds
and bills globally. We eschew the use of economic
data, which are backward-looking, perpetually re-
vised and incapable of capturing the incentives
faced by profit-seeking market-makers.

IFT seeks quantitative, predictive relationships that
are consistent with classical economics, market-
clearing price theory, market efficiency and history.
Prices reflect the combined, forward-looking wis-
dom of the most astute market-makers, those with
their own wealth (or their client’s wealth) on the
line. As such, prices contain implicit forecasts. IFI
“decodes” the messages embedded in market
prices. Finally, we perform rigorous regression
analyses on the data, scrupulously omitting statisti-
cally insignificant explanatory factors. We employ
no “gurus” and reject the use of subjective
“hunches” or pop psychology to predict markets.

Our results in 2001. As shown in Appendix I
(pages 10 and 11), IFI forecasted neatly 70 separate
variables before the year began — most of them
(nearly 90%) representing investable assets. The
scope of our forecasting system is wide: currencies,
commodities, money market instruments, equity
indices and a broad range of fixed income securi-
ties. In 2001 we also forecasted key indices in ma-
jor markets abroad.

IFT correctly forecasted the directional change in 46
of the 68 dependent variables listed in Appendix I —
or 68%. These include all of the variables we fore-
casted before 2001 began. Although we adjusted
our year-ahead forecasts as the year progressed —
taking into account subsequent shifts in market
price signals — in Appendix I we recount only the
forecasts that IFI made at the beginning of the year.
Our prescient forecast of the disaster in Argentina
— not only its debt default and currency devaluation
but the plunge in its stock and bond prices — war-
rant our overall conclusion that our forecasts in
2001 were 70% right.

IFI also performed well in 2001 relative to peers —
Wall Street strategists. That’s summarized in Ap-
pendix II (page 12). IFI doesn’t bother to compare
itself rigorously to leading economists because they
tend to forecast only non-investable economic vari-
ables (such as GDP and CPI) and/or to forecast
financial variables with a very short lead time! - at
least one that’s much shorter than IFI’s typical time
horizon (one year).

Below we offer a brief assessment of our forecasts
for 2001 and how they panned out. For ease of
reference we provide — in Appendix III (pages 10-
11) — a numbered list of the 48 reports we issued
throughout the year. To avoid excessive footnot-
ing, we refer to the relevant numbered report
within this text. The primary report upon which
“Track Record 20017 is based is our “Outlook
2001,” published a year ago [3]. We conclude our
assessment by discussing two new variables that
we’ve identified recently — the DJIA-NASDAQ
ratio and the shape of the yield curve — and which
should improve our equity and sector models. We
prefer to /earn something new from our forecast
errors rather than bemoaning (or obscuring) them.

U.S. dollar and commodities. We correctly pre-
dicted that the dollar would appreciate in foreign
exchange and that commodity prices would decline
in 2001. The dollar increased by 14% in terms of
the yen; we said it would rise by 19%. We also came
close in forecasting the actual magnitudes of the
dollar’s lesser appreciations in terms of the euro,
pound and Canadian dollar. We rejected the com-
mon view that deep Fed rate cuts would undermine
the dollar in 2001. And in an exhaustive study of
modern U.S. financial history we showed that the
dollar is the most crucial factor in determining the
future performance of stocks, bills and bonds [27].

The CRB spot index of commodities fell 5%, as we
expected. Precious metals declined by 11%, about
twice the decline we predicted. We expected the
gold price to decline by 10% but it actually rose by
1%, due primarily to the uncertainty surrounding

! For example, The Wall Street Journal’s semi-annual (January and July) survey of 50 or so economists gathers forecasts of GDP, CPI and the
unemployment rate. The Journal also collects estimates of the 3-month T-Bill rate, the 30-year T-Bond yield and the dollar-yen exchange rate;
but these forecasts only extend six months. Nevertheless, IFI outperformed this group in 2001. See footnote 13, p. 5.
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the September 11t terrorist attacks.? These success-
ful commodity price forecasts — as well as our rela-
tively successful forecasts of Fed rate cuts (see be-
low) contributed to our successful forecast of de-
celerating inflation rates in the U.S. (see below).

Our most dramatic forecast in commodities in 2001
was an expected 24% decline in the oil price. Earlier
in 2000 we had anticipated a peak in this price and
an eventual decline to below $20/barrel.3 In No-
vember of 2000 oil averaged $34.4/barrel. Many
analysts expected the price to remain high, or at
least not to decline by much, as OPEC shifted to-
ward a policy of production cuts. We argued that
OPEC was virtually irrelevant to the pricing of oil
and — using our gold-oil price ratio as a key indica-
tor — anticipated a sharp price decline regardless of
OPEC’s cutbacks. The oil price fell 34% in 2001, to
an average of $19/batrel in December.

U.S. money market and fixed income. We had a
success rate of nearly 90% in forecasting U.S.
money market rates and bond yields in 2001 (see
Appendix I). Although we didn’t anticipate the full
magnitude of the record cuts (4.75% points) in the
Fed funds rate made by the Fed, we did expect cuts
of 2% points, to 4.5%. By the end of April we
were forecasting a Fed funds rate of at least 3.25%
by April 2002.4

We probably would have been more right about
Fed policy in 2001 in the absence of September
11t. Prior to that the Fed was in the process of
winding down its rate-cut program. After cuts of 50
basis points each in five meetings through May, the
Fed cut rates by just 25 basis points each in the
meetings held in June and August. But it has cut
rates by 1.75% points in four meetings since Sep-
tember 11.

We correctly predicted greater declines in short and
medium term interest rates relative to long-term
rates in 2001 — and the resulting, downward tilt in

the Treasury yield curve. The curve had been in-
verted in the latter half of 2000. We predicted that
the 3-month T-Bill rate would decline by 143 basis
points and the 10-year bond yield would decline by
just 24 basis points; in fact, the former variable de-
clined by 422 basis points, while the latter declined
by only 17 basis points.

IFT’s corporate bond models also performed well in
2001. Not only did we anticipate the decline in cor-
porate bond yields; we also were right to forecast a
general narrowing of corporate credit spreads relative
to Treasuties. Junk bonds (rated BB/Ba-C) did
particularly well, with spreads narrowing by 140
basis points (although by less than the 226 basis
points narrowing we predicted).

U.S. equities and sector rotation. Our major
errors in 2001 related to equities, although we cor-
rectly forecast seven variables in this section, in-
cluding the only positive advance made by any ma-
jor U.S. equity index: the small-cap Russell 2000.
We also correctly forecasted the advances seen in
such S&P 500 sectors as Consumer Cyclicals (ap 13%,
versus our forecast of +12%), Transportation (up
1%, versus our forecast of +10%).> On the other
hand, IFI wasn’t wniformly bullish; we correctly an-
ticipated declines in such S&P 500 sectors as Energy
(down 12%, versus our forecast of -5%) and Capital
Goods (down 16%, versus our forecast of -2%).

Still, most major equity indices in the U.S. declined
for a second consecutive year — the first time that
had happened since the early 1970s. The bench-
mark S&P 500 declined by 14%; we expected it to
rise by 21%. The NASDAQ declined by 26%, on
the heels of a 45% decline in 2000. We thought the
NASDAQ would outperform the S&P 500. Such a
losing streak hadn’t been seen since 1973-74. We
didn’t anticipate it, especially in the face of steep
Fed rate cuts, declining bond yields and a decelerat-
ing inflation rate — a generally bullish scenario and
the direct gpposite of the one in 1973-74.6 We had

20n September 10t the gold price was $271.6/ounce, about 1% below its average of December 2000.

5 See "Oil Headed for $20/bbl Regardless of OPEC," Investor Alert, IntertMarket Forecasting, Inc., March 29, 2000.

4 See The InterMarket Forecaster, IntertMarket Forecasting, Inc., April 30, 2001, p. 10

5 We have no doubt this particular sector forecast would have worked out even better in the absence of September 11th. The S&P 500 Trans-
portation index was up by 2% in the eight months through August before plunging by 25% in three weeks.
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good reason, historically, to expect a NASDAQ-
technology rebound in 2001.7 But there’s no deny-
ing the error. And it unavoidably showed up in our
equally misguided forecast of the S&P 500 Technol-
ogy sector in 2001 (Appendix I).

We still don’t believe the NASDAQ’s decline in
recent years was due to any alleged prior “bubble”
in equity valuation.® Technically speaking, the
“bubblists” have no theory at all about equity pric-
ing. Their view is based primarily on subjective
pop-psychologizing. It’s a fact that the fundamentals
in the technology and telecommunications sectors
(profits) deteriorated dramatically in the aftermath
of plunges in their price indices; so the market cor-
rectly foresaw what was eventually to show up in
financial statements.” There was no “bubble” and
hence no “pop.” Declines reflected fundamentals.

IFI may have underestimated the extent to which
non-monetary factors sabotaged these particular in-
dustries in 2000-2001 — factors such as trust-
busting and the return of the Senate to Democrats
— although we did alert investors to these destruc-
tive elements of the policy mix in ways that few
other forecasters did [19, 20, 23, 31].10

We have also warned about the near-term negative
results that flow from better policy (like interest
rate cuts and tax cuts) that is unduly delayed [5, 8,
29]. Such delays only invite market-makers and
capital-spenders to defer activity to a time when the
cost of capital is likely to be lower and after-tax re-
turns higher. And of course, as we’ve argued, there
is no worse zon-monetary factor that can sabotage
equity prices markets than a foreign policy which
invites terrorism by appeasing it |32, 34].

Unlike most other forecasters, IFI did correctly pre-
dict a decline in S&P 500 profits last year (-2% in the
year ending the third quarter of 2001). But the mag-
nitude of the decline was greater (-47%) than antici-
pated. We weren’t bearish on the S&P 500 in 2001
because we expected only a mild decline in profits
and a rebound starting by year end — and because
we relied on well-established history which shows
that stock prices usually anticipate earnings by a year
or so and that fast and deep Fed rate cuts are (with
a lag) bullish.

In early April of last year we did pinpoint a key
turning point which — but for September 11t —
would have represented the bottom for most equity
indices in the U.S. [11] We found “reasons to be
bullish” — especially about technology stocks — that
were “a near mirror-image” of factors in place a
year earlier (April 2000). Indeed, despite the post-
September 11t plunge, the NASDAQ increased by
13.3% from early April to the end of the year. The
same nine-month period saw increases of 12.7% in
the S&P 500 Consumer Cyclicals index, 12.4% in the
S&P 500 Technology index, 5.8% in the S&P 500
Health Care index and 5.1% in the S&P 500 Finan-
cals index. In April IFI recommended over-
weightings in each of these sectors [14].

IFI delivered a 76% suc-
cess rate in the seventeen market-based wvariables
forecasted in this area — and that does 7o include
our success in forecasting the market collapse in
Argentina (first specifically identified in April 2001).

International markets.

We correctly predicted the decline in money market
rates and bond yields in Canada, Britain, Europe
and Japan. In addition, IFI was right to predict that
the magnitude of central bank rate cuts in these mar-

¢ In the prior NASDAQ double bear market the Fed had raised the Fed funds rate throughout it, by 7.25% points from 5.75% in early 1973 to
13% in mid-1974. Meanwhile the 10-year T-Bond yield increased by 1.5% points, from 6.5% in early 1973 to 8% in mid-1974. And the CPI
rate accelerated sharply from 3.4% in 1972 to 8.3% in 1973 and 12.2% in 1974.

7See "The NASDAQ Plunge in Historical Context," Investor Alert, InterMarket Forecasting, Inc., December 15, 2000.

8 See "The Rational Basis of Price-Earnings Multiples," The Capitalist Advisor, IntertMarket Forecasting, Inc., June 15, 2000.

9 Not only have the “bubblists” ignored the fact of deteriorating fundamentals (both lower subsequent profits and previously rising oil prices
and znterest rates), they have yet to explain how a collapse of “mere ait” also extended to stock price (and profit) declines in #on-tech, non-
telecom, “old economy” sectors in 2001 — such as Capital Goods (down 16%), Health Care (down 10%), Consumer Staples (down 9%) and Finan-
cials (down 8%). The fact is, the tech-telecom sectors — far from representing mere “air” — play a crucial role in the success (or failure) of many
other dependent industries. Tech and telecom led the productivity revolution of the 1990’s.

10 For warnings on trust-busting in 2000, see Richard Salsman, "Microsoft's Anti-Trust Lynching Undermines the Market," Financial Post
(Canada), April 5, 2000 and “Antitrust: Landmarks and Landmines," Investor Alert, InterMarket Forecasting, Inc., April 4, 2000.
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kets would be far less than those seen in the U.S.
We were also helpful to investors by anticipating
that that the major equity indices in each of these
major markets would under perform the U.S. For
example, we expected German equities (DAX) to
under perform the S&P 500 by 9% points; they un-
der performed by 8% points.

Argentina’s sovereign debt default at the end of
2001 was the biggest in history ($132 billion). IFI
predicted this disaster as eatly as April and issued
three major reports throughout the year, identifying
opportunities for short-sellers [13, 21, 46].1' In the
eight months after April Argentina’s bond prices
declined by 63%; its equity index declined by 60%;
and in the past month its currency has declined by
40%. IFI stood virtually alone last spring in predict-
ing this disaster - and in suggesting short positions.

Economic variables. IFI correctly forecasted the
direction of a// such variables in 2001 (Appendix I).
Economic growth, corporate profit growth and of-
ficial inflation rates all decelerated sharply. More
than a year ago we also predicted an economic contrac-
tion in the U.S. (-0.4%), to occur in the second quar-
ter of 2001 [3, p. 5].12 In contrast, leading econo-
mists expected economic growth of 2.4% in the second
quarter — and 7o contraction in any quarter of 2001. 13

In November 2001, more than eleven months after
IFT’s forecast of economic contraction, the National Bu-
reau of Economic Research designated that a U.S.
recession had started — in March 2001.'* Mean-
while the unemployment rate increased in 2001 — a

result we expected and which we identified as an
express policy goal of Mr. Greenspan as far back
February 2000 and again in May 2001 [15].15

IFP’s performance versus peers. As shown in
Appendix II, IFI’s forecasts of equities, profits and
bond vyields outperformed a number of leading peers, in-
cluding those at Goldman Sachs, Lehman Brothers,
Bear Stearns, UBS Warburg, Morgan Stanley,
Credit Suisse, Merrill Lynch and J.P. Morgan. Of
course, no top strategist (among thirteen) predicted
a decline in the S&P 500 price index in 2001. Al-
though seven were properly /less bullish than IFI,
five of them — including Abby Joseph Cohen —
were zzore bullish.

Nor did any top Wall Street strategist forecast a de-
cline in S&P 500 profits in 2001. Profits, in fact,
plunged by 50% in 2001 compared to 2000. That
was one of the worst year-over-year declines in the
U.S. in seventy years (since the early 1930s). Never-
theless, IFI tied for fifth best forecaster (with two
others) in this category: we expected a profit rise of
merely 6%, below the long-term average annual
increase (7.5% for the period from 1950 to 2000
and 8.3% from 1900 to 2000). Seven strategists
underperformed IF] in this category.

IFI tied for first (with two others) among top strate-
gists in correctly forecasting the mild decline in the
10-year U.S. T-Bond yield in 2001. A few others
correctly forecasted the yield decline, but in too-
great a magnitude. In contrast, eight of the thirteen
strategists (62%) mistakenly forecast a 77se in the T-
bond yield.

11 Tn 2001 we also provided monthly updates of our forecasts for Argentina (and other emerging markets) in The InterMarket Forecaster. Our first
mention of pending trouble in Argentina appeared in the November 2000 issue of The InterMarket Forecaster (p. 20).
12 There had not been a quarterly contraction in U.S. GDP since the first quarter of 1993.

13 See “Euphoria Dominating Last Year Turns to Prudence in 2001,” The Wall Street Journal, January 2, 2001. This is the Journal’s semi-annual
survey of 50 or so leading economists. On average, at the outset of 2001, these economists expected GDP to accelerate in 2001 (up 2.0% in the
first quarter, 2.1% in the second quarter, 2.8% in the third quarter and 2.9% in the fourth quarter). A year later (January 4, 2002) the Journal
designated, as the “best” forecaster in 2001 (Brian Wesbuty), an economist who had a/so forecasted an acceleration in quarter-by-quarter GDP
growth (-0.1%, 0.5%, 0.8% and 1.8%) and whose forecast of a one-quarter contraction (-0.1%) was only 25% of the magnitude forecasted by
IFI (-0.4%).

14 Although IFI didn’t predict that swo successive guarters of declining real GDP would occur in 2001 — the technical definition of recession — we did
propetly expect economic trouble (forecasting, in our “Outlook 2001,” a mere 0.3% annualized growth rate in the first quarter of 2001 and a
contraction of 0.4% in the second quarter of 2001). So far, not even the U.S. government has yet designated two successive quarters of nega-
tive GDP in 2001; it says GDP grew 0.3% in the second quarter of 2001 and -1.3% in the third quarter of 2001. In time we expect that these
numbers will be revised to the point where they will more closely reflect IFI’s initial forecasts.

15 We first explained Greenspan’s destructive motives and their likely impact on markets in "Why Greenspan Trashes the Markets," The Capi-
talist Advisor, InterMarket Forecasting, Inc., February 22, 2000. See also Richard M. Salsman, "What Kills Expansions? Interest Rate Hikes"
Financial Post (Canada), February 19, 2000.
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IFT does not have access to the market-based fore-
casts of strategists beyond the three variables sum-
marized above (S&P 500 price, S&P 500 profits
and the 10-year T-Bond yield) — if indeed such
forecasts exist. We doubt that any top strategist on
Wall Street forecasts over 60 market variables, as
IFI does. IFI believes it’s important for investors to
have access to a wide range of reliable and practical
forecasts, especially of investable assets — whether
stocks, bonds, bills, currencies or commodities.

Model revisions. Learning from our errors, we’ve
recently identified two new explanatory variables —
the DJIA-NASDAQ ratio and the shape of the
yield curve — which should improve our future
forecasts of equity and sector indices.!® We won’t
repeat here the essence of our findings; suffice it to

say we believe these variables will substantially im-
prove our forecasting models.!”

Conclusion. On the whole IFI delivered a favor-
able forecasting record in 2001. We correctly antici-
pated the directional change in 70% of the 68 vari-
ables we forecasted. Our forecasts were also of prac-
tical value to investors. Significantly, 88% of the
variables we forecasted represent snvestable assets.
We certainly made some mistakes in 2001; but
we’ve continually assessed our models for upgrades,
to improve future performance. Despite our errors
in 2001, IFI provided a greater number (and wider scope)
of forecasts of investable assets — with a greater degree
of overall forecasting success — than did other leading
economists and Wall Street strategists.

16 See “The DJIA-NASDAQ Ratio as a Forecaster of Relative Performance,” Investor Alert, InterMarket Forecasting, Inc., December 4, 2001
and “Fed Activism, the Yield Curve and the U.S. Business Cycle,” Investor Alert, IntertMarket Forecasting, Inc., January 8, 2002.
17 TFI has already made use of the yield curve’s shape in the forecasting of fixed income returns.
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U.S. Dollar & Commodity Prices
Value of U.S.§ in Yen

Value of U.S.$ in Euro

Value of U.S.$ in Pound

Value of U.S.§ in Canadian Dollar
CRB Index (Spot)

CRB Index (Precious Metals)

Gold ($/ounce)

Oll ($/batrel)

U.S. Money Market & Fixed Income
Fed Funds Rate

3-Month T-Bill Rate (bond equivalent yield)

90-Day Commercial Paper Rate (AA)
2-Year T-Note Yield

5-Year T-Note Yield

10-Year T-Bond Yield

30-Year T-Bond Yield

Spread: 10-Year T-Bond Yield minus 3-Month T-Bill Rate
Spread: 10-Year T-Bond Yield minus 2-Year T-Note Yield
Spread: 10-Year T-Bond Yield minus 5-Year T-Note Yield

10-Year Municipal Bond Yield (AAA)
10-Year Corporate Bond Yield (Aaa)
10-Year Corporate Bond Yield (Baa)

10-Yeat Cotporate Bond Yield (BB/Ba-C)

Spread: Corporate Bonds (Aaa) minus 10-Year T-Bond
Spread: Corporate Bonds (Baa) minus 10-Year T-Bond
Spread: Cotporate Bonds (BB/Ba-C) #zinus 10-Year T-Bond

U.S. Equities & Sector Rotation
Wilshire 5000

DJIA 30

S&P 500

S&P 500 Earnings (year to 3Q01 versus year to 3QQ00)
S&P 500 P/E Ratio (trailing; Dec ’00 = 26X)

NASDAQ

Russell 2000

Russell 1000 (Growth)
Russell 1000 (Value)

S&P 500: Basic Materials
S&P 500: Capital Goods
S&P 500: Communications Services
S&P 500: Consumer Cyclicals
S&P 500: Consumer Staples
S&P 500: Energy

S&P 500: Financials

S&P 500: Health Care

S&P 500: Technology

S&P 500: Transportation
S&P 500: Utilities

APPENDIX I'8
IFI Forecasts versus Actual in 2001

Directionally Cotrrect?

IFI Forecast Actual
+19% +14%
+2% +1%
+4% +2%
+2% +4%
-5% -5%
-6% -11%
-10% +1%
-24% -34%
-200 bps -475 bps
-143 bps -422 bps
-134 bps -422 bps
-65 bps -224 bps
-37 bps -78 bps
-24 bps -17 bps
-14 bps -1 bp
+119 bps +405 bps
+41 bps +207 bps
+13 bps +75 bps
-31 bps -9 bps
-96 bps -44 bps
-122 bps + 3 bps
-250 bps -157 bps
-72 bps -27 bps
-98 bps +20 bps
-226 bps -140 bps
+15% -13%
+11% -6%
+21% -14%
-2% -47%
31X 40X
+48% -26%
+18% +3%
+20% -24%
+18% -6%
-7% +7%
-2% -16%
+25% -19%
+12% +13%
+6% -9%
-5% -12%
+10% -8%
+14% -10%
+45% -30%
+13% +1%
+10% -31%

Yes
Yes
Yes
Yes
Yes
Yes
No
Yes

Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
No
Yes
Yes
No
Yes

No
No
No
Yes
Yes
No
Yes
No
No
No
Yes
No
Yes
No
Yes
No
No
No
Yes

18 Initial IFI forecasts — based on December 2000 averages — can be found in “Outlook 2001,” InterMarket Forecasting, Inc., January 23, 2001.
Actual results are based on averages for December 2001.
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APPENDIX I (cont’d)

IFI Forecasts versus Actual in 2001

International Markets

Canada Equities (TOPIX) +11%
Canada 3-Month T-Bill Rate -94 bps
Canada 10-Year T-Bond Yield -43 bps
Canada Equities versus U.S. Equities (S&P 500) -10% pts
Britain Equities (FTSE 100) +9%
Britain 3-Month T-Bill Rate -116 bps
Britain 10-Year T-Bond Yield -37 bps
Britain Equities versus U.S. Equities (S&P 500) -12% pts
ECB Overnight Refinance Rate -125 bps
Euro Area 3-Month T-Bill Rate -132 bps
Euro Area 10-Year T-Bond Yield -74 bps
German Equities (DAX) +12%
Germany Equities versus U.S. Equities (S&P 500) -9% pts
Japan Equities (TOPIX) +8%
Japan 3-Month T-Bill Rate -10 bps
Japan 10-Year T-Bond Yield -6 bps
Japan Equities versus U.S. Equities (S&P 500) -13% pts
Economic Variables

U.S. GDP (Real) (year ending 3Q01) +2.1%
U.S. Industrial Production Index (4 quarters ending 3Q01) -0.6%
Change in U.S. CPI Rate (rate=3.4% in year to 12/00) -1.0% pts
Change in U.S. PPI Rate (rate=3.6% in year to 12/00) -1.4% pts
Change in U.S. PCE Rate in year to 3Q01 (rate=2.7% to 3Q00) -1.5% pts
U.S. Unemployment Rate (4.0% in December 2000) 4.5%

-17%
-353 bps
-3 bps
-3% pts
-17%
-197 bps
-1bp
-3% pts
-150 bps
-158 bps
-14 bps
-22%
-8% pts
-23%
-48 bps
-29 bps
-9% pts

+0.5%
-4.8%
-1.5% pts
-5.4% pts
-1.2% pts
5.8%

No
Yes
Yes
Yes
No
Yes
Yes
Yes
Yes
Yes
Yes
No
Yes
No
Yes
Yes
Yes

Yes
Yes
Yes
Yes
Yes
Yes
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APPENDIX IT"®
IFI Forecasts vs. Peer Forecasts in 2001
Ranked Best to Worst

S&P 500
Forecaster/Firm Price
S&P 500 Price Index, Actual (Dec. 2000=1331) 1145
Richatrd Bernstein/Merrill Lynch 1365
Douglas Cliggott/].P. Motgan 1400
Greg Smith/Prudential Securities 1450
Marshall Acuff/Salomon Smith Barney 1500
Byron Wien/Motgan Stanley 1500
Thomas McManus/Banc of America Securities 1525
Thomas Galvin/Credit Suisse Asset Management 1600
Richard Salsman/InterMarket Forecasting 1610
Elizabeth Mckay/Bear Stearns 1650
Abby Joseph Cohen/Goldman Sachs 1650
Jeffrey Applegate/Lehman Brothers 1675
Stuart Freeman/A.G. Edwards 1700
Edward Kerschner/UBS Warburg 1715

S&P 500

Forecaster/Firm $ Profit/Share
S&P 500 Profits, Actual (4 quarters through 4Q01=$50) 25.0
Douglas Cliggott/].P. Motgan 50.0
Edward Kerschner/UBS Warburg 51.5
Richard Betnstein/Merrill Lynch 51.5
Thomas McManus/Banc of America Securities 52.5
Marshall Acuff/Salomon Smith Barney 53.0
Richard Salsman/InterMarket Forecasting 53.0
Greg Smith/Prudental Securities 53.0
Jeffrey Applegate/Lehman Brothers 53.5
Elizabeth Mckay/Bear Stearns 53.5
Abby Joseph Cohen/Goldman Sachs 54.0
Stuart Freeman/A.G. Edwards 54.0
Thomas Galvin/Credit Suisse Asset Management 54.5
Byron Wien/Motgan Stanley 55.0

10-Year U.S.
Forecaster/Firm T-Bond Yield
10-Year U.S. T-Bond Yield, Actual (Dec. 2000=5.24%) 5.07%
Thomas Galvin/Credit Suisse Asset Management 5.00
Edward Kerschner/UBS Warburg 5.00
Richard Salsman/InterMarket Forecasting 5.00
Richard Bernstein/Merrill Lynch 4.82
Jeffrey Applegate/Lehman Brothers 4.75
Stuart Freeman/A.G. Edwards 5.25
Thomas McManus/Banc of America Securities 5.35
Marshall Acuff/Salomon Smith Barney 5.50
Douglas Cliggott/].P. Morgan 5.50
Abby Joseph Cohen/Goldman Sachs 5.50
Greg Smith/Prudential Securities 5.50
Byron Wien/Morgan Stanley 5.50
Elizabeth Mckay/Bear Stearns 5.60

Change
-14%
+3
+5
+9
+13
+13
+15
+20
+21
+24
+24
+26
+28
+29

Change

-50%
0
+3
+3
+5
+6
+6
+6
+7
+7
+8
+8
+9

+10

Change
-17 bps
-24
-24
-24
-42
-49
+1
+9
+26
+26
+26
+26
+26
+36

19 Original forecasts by peers are available in “Outlook 2001,” Barron’s, January 1, 2001, p. 24. Changes in the S&P 500 Price Index and in the
10-year bond yield are based on averages for December 2001 relative to those of December 2000. Changes in S&P 500 Profits are based on

net earnings per share in the four quarters of 2001 compared to the four quarters of 2000.
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APPENDIX III
References: IFI Reports in 2001

. “The Fed Does the Right Thing - And Bullishness is Warranted,” Investor Alert, January 4, 2001.

“Track Record 2000,” January 17, 2001.

“Outlook 2001,” January 23, 2001.

The InterMarket Forecaster, January 30, 2001.

“The Bush Tax Cuts: Bigger - and Sooner - Would Be Better,” The Capitalist Adpisor, February 14, 2001.

“Stagflation' is Last Yeat's News,” Investor Alert, February 23, 2001.

. The InterMarfet Forecaster, February 28, 2001.

“Better Policy Deferred Is Not What Markets Prefer,” Investor Alert, March 16, 2001.
“Japan Doesn't Need More Yen - It Needs a More Valnable Yen,” Investor Alert, March 23, 2001.
The InterMarket Forecaster, March 30, 2001.
“Reasons to Be Bullish Today: A Near Mirror Image of Reasons to Be Bearish a Year Ago,” Investor Alert, April 6, 2001.
“Substantial Fed Rate Cuts Are Hardly a ‘Surprise,” Investor Alert, April 20, 2001.
“Argentina: Flirting With Disaster,” Investor Alert, April 25, 2001.
The InterMarket Forecaster, April 30, 2001.
“Greenspan's ‘Reserve Armies’ - and Your Portfolio,” The Capitalist Advisor, May 7, 2001.
“The Capital Gains Tax and U.S. Equity Returns,” Investor Alert, May 15, 2001.
“Golden Rules to Profit By,” Investor Alert, May 23, 2001.
The InterMarket Forecaster, May 31, 2001.
“The GOP's Senate Loss: Beatish, Neutral or Bullish?” The Capitalist Advisor, June 11, 2001.
“GE and the EC's Trustbuster-Extortionists,” Investor Alert, June 18, 2001.
“Argentina's Blind Date With an Ugly Cutrency,” Investor Alert, June 28, 2001.
The InterMarket Forecaster, June 30, 2001.
“Trust-busting: The Risk That Won't Recede,” Investor Alert, July 10, 2001.
“Canada: Is There a Case for Northern Exposurer” Investor Alert, July 20, 2001.
“Cutting Through the Globaloney in Genoa,” The Capitalist Adpisor, July 27, 2001.
The InterMarket Forecaster, July 31, 2001.

“The U.S. Dollar: Able Forecaster of Financial Returns,” Investor Alert, August 10, 2001.
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APPENDIX III (cont’d)
References: IFI Reports in 2001

“The Crime of '71: A Retrospective,” The Capitalist Advisor, August 15, 2001.

“The Waiting Game,” Investor Alert, August 21, 2001.

The InterMarket Forecaster, August 24, 2001.

“A Victory for Microsoft — and the Market,” Investor Alert, September 7, 2001.

“Terrorism and Its Appeasement,” The Capitalist Advisor, September 17, 2001.

“All Bets Are Off: Here's What Investors Should Do Now,” Investor Alert, September 19, 2001.

“U.S. Officials Fiddle While America Burns,” The Capitalist Advisor, 2001.

“U.S. Market Performance Surrounding War,” Investor Alert, September 26, 2001.

The InterMarket Forecaster, September 30, 2001.

“Those Alleged ‘Stimulus’ Measures,” Investor Alert, October 5, 2001.

“The Ignoble Nobels,” The Capitalist Advisor, October 17, 2001.

“The Recent Market Rebound: Is It Sustainabler” Investor Alert, October 25, 2001.

The InterMarket Forecaster, October 31, 2001.

“U.S. Market Performance Surrounding Recession,” Investor Alert, November 7, 2001.

“Messages From Sector Rotation,” The Capitalist Advisor, November 15, 2001.

“Thanksgiving: Producers’ Holiday,” Dr. Gary Hull, The Capitalist Adpisor, November 21, 2001.

The InterMarket Forecaster, November 27, 2001.

“The DJIA-NASDAQ Ratio as a Forecaster of Relative Performance,” Investor Alert, December 4, 2001.
“Argentina’s Collapse in the Context of Previous Emerging Market Disasters,” Investor Alerf, December 11, 2001.
“Why Christmas Should Be More Commercial,” Dr. Leonard Peikotf, The Capitalist Adpisor, December 21, 2001.

The InterMarket Forecaster, December 27, 2001.
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InterMarket Forecasting, Inc. (IFl) is an independent investment research and forecasting firm that quantifies market-
price signals to guide the asset allocation decisions and trading strategies of investment advisors, pension plans,
asset managers, financial institutions and hedge funds. Since its founding in 2000 IFI has provided objective research
and specific, practical advice to help investment managers maximize risk-adjusted returns and out-perform their
benchmarks.

IFI’s investment advice flows directly from its regression-based proprietary models, which are based on a careful
scrutiny of long-term market data and historical patterns. Markets are inter-connected such that price changes have
forecasting power. IFI identifies the quantitative links and distinct causal patterns of market history and uses these to
signal portfolio outcomes. IFI's service and forecasts address the five major asset classes — currencies, commaodities,
stocks, bonds and bills — as well as sub-classes, including: large-cap vs. small-cap stocks, value stocks vs. growth
stocks, stocks by sector, government bonds vs. corporate bonds, credit spreads and shifts in the yield curve. IFI's
time horizon is six and twelve months ahead. Clients receive the following four reports each month by e-mail (an
interactive, web-based archive is also available):

e The InterMarket Forecaster — comprehensive forecasts, analyses and AA advice for over 150 assets
e |nvestment Focus — in-depth, historical analyses of the factors which drive a specific asset or asset class
e [nvestor Alert — brief but timely analyses of recent market developments that might alter our forecasts
e The Capitalist Advisor — analysis of political-policy factors that might materially influence investments

Methodologically, IFI's research emphasizes the incentives and disincentives faced by producers, savers and
investors and how these effect investments — the essence of classical or “supply-side” economics, in contrast to the
flawed themes and track records of Keynesian economics. IFI views markets as global, inter-connected, and often
politicized, so it also provides a rational framework for understanding and predicting how policies (monetary, fiscal,
regulatory) will influence investment performance. IFI has no vested interest in rising or falling markets or in any
particular investment styles. It offers clients an independent, objective source of investment research, forecasts and
advice, in contrast to the bias often exhibited in brokerage firm material and salesmanship. Since its founding in 2000
IFI has delivered an average, across the board forecasting success rate of 66% and has outperformed its peers (Wall
Street strategists) 61% of the time.

Richard Salsman is founder, president and chief market strategist. Prior to IFI he
was senior economist at H.C. Wainwright Economics, Inc. (1993-1999) and from
1981 to 1992 a banker and capital markets specialist at the Bank of New York
and Citibank. Mr. Salsman has authored numerous articles and is an expert in
market history, economics, forecasting, and investment strategy. His work has
appeared in the Wall Street Journal, Investor’s Business Daily, Barron’s, Forbes,
National Post (Canada) and the Economist. In addition, he has authored three
books—Gold and Liberty (1995), Breaking the Banks: Central Banking Problems
and Free Banking Solutions (1990), The Political Economy of Public Debt: Three
Centuries of Theory and Evidence (2017) —plus many chapters in edited books.
Salsman speaks regularly at conferences, investment gatherings and universities.
P He earned his B.A. in Law and Economics from Bowdoin College (1981), his
Richard M. Salsman, Ph.D., CFA® M.B.A. in Economics from the Stern School of Business at NYU (1988), and his
Ph.D. from Duke University in Political Economy (2012). In 1993 he earned the
designation of Chartered Financial Analyst (CFA) from the Association for Investment Management and Research.
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