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The month  of  January  was a month 

of  two halves, starting with  market 

gains, high hopes for  further  gains on 

the  back of  encouraging economic 

numbers, and hints of a positive 

earnings season.  It finished the month 

in negative territory  over  fears of  a 

pending Chinese slowdown and Greek 

bond defaults.  This sharp pullback  has 

corrected many  of   our concerns over 

extreme optimism and we now  expect 

markets to recover their footing.

In many  ways investors, including 

us, sometimes get caught up with trying 

to fine tune the market  over the short 

term to such an extent  we forget the 

forest  for  the trees.  What we should be 

doing is spending less time watching 

what  the market  averages are doing, and 

more time focusing on the 

discovery  of  undervalued 

potential  “Super  Stocks” that sell 

for 75 cents or less in the Dollar.

Therefore, we have  decided 

to recommit cash to stocks we 

feel  are  undervalued and whose 

potential  risk  adjusted returns 

are attractive. We comment on which of 

our  model  stocks we feel  are attractive 

in  the  coming rally  in  the  Market 

Overview section, and review  model 

portfolio holdings’ earnings.  Despite the 

market’s renewed volatility, we  are 

pleased to see that performance  of  the 

model  portfolio hit  new relative highs 

versus its benchmark  of  the  S&P Global 

100 Index.

This month we continue our  state 

demographic overview  with New  York.  

Ken Gronbach looks at  Latino Kids and 

the American Dream.  We introduce our 

first stock  of  the month feature  for  2010 

with a look at LaCrosse Footwear. 

Please enjoy  the many  other  articles 

in this issue, as always, if  you have any 

questions please feel free to contact us.
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When people hear  “New  York,” 

most immediately  assume the city 

instead of  the state, but with  good 

reason, given that  New  York  City 

(NYC)–the most populous city  in the 

U.S–is a leading “global  city,” and that 

about 64 percent  of the state’s 

population resides in the greater  New 

York  City  area.  Take away  the  13-

million combined population of  NYC 

and six  New  York  State satellite 

counties and the state of  New  York, 

current ly  the th ird largest by 

population, would drop  down to about 

6 million people, making it  only  about 

the 17th biggest.  

Like its larger  cousin out west, 

California, the state of  New  York has a 

massive economy  to match its large 

population, with a 2008 gross state 

product of about 1.15 trillion, making it 

the third largest economy  in  the 

country, and responsible  for  8.1 

percent  of  the entire U.S. gross 

domestic  product.  And like California, 

New  York’s economy  is larger  than that 

of  most  countries, and is ranked from 

11th to 16th biggest in the world 

depending on the economic  indicator 

used.  Of  course, it needs to be  noted 

that  the majority  of the state’s 
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economy  is supported by  the 

economic activity  of  NYC, which  has 

the second largest metropolitan 

economy of the world, after Tokyo.   

Despite the  state’s status as an 

economic powerhouse, well  over  3 

million of its domestic  residents 

have emigrated out  of  the  state since 

1990, representing by  far  the biggest 

domestic resident  exodus of  any 

state.  If  not  for  international 

immigrants moving into the state 

( p r i m a r i l y  t o N Y C a n d t h e 

surrounding area), the state would 

have led the  U.S. in  population loss 

for at least the past three decades.   

As of  July  1, 2009, the U.S. 

Census Bureau estimated New 

York’s population at 19,541,453, 

making it  the third most populated 

state in the nation, with Texas 

coming in second, at  almost 25 

million, and California first, with 

just  under  37  million.  New  York’s 

population represents more than 6 

percent  of  the total  U.S. population, 

and, as mentioned above, its 

namesake city  is the  most  populous 

city in the country.

According to the Census Bureau, 

between 2000 and 2009 New  York’s 

natural  population increase (the 

difference between births and 

deaths) was the the  third largest  of 

all  states at 905,882 with 2,323,103 

births outpacing 1,417,221 deaths.  

H o w e v e r , t h e s t a t e 

registered the largest net 

m i g r a t i o n l o s s i n t h e 

country  for  the period at 

-846,993, despite  having the 

t h i r d l a r g e s t g a i n i n 

international  migration, 

839,590.  The gain in 

international  migrants was 

vastly  eclipsed by  the loss of 

1 , 6 8 6 , 5 8 3 d o m e s t i c 

residents, by  far  the largest 

o u t f l o w  o f  d o m e s t i c 

residents in the country 

(Illinois had the second 

largest  outflow  at -632,866, 

followed by  Michigan with 

-540,750).  On a year-over-

year  basis, the Census 

Bureau  estimates that New 

York’s population increased 

by  73,664, or about  0.4 

percent, between 2008 and 

2009, the 10th largest  gain 

by  number, but among the 

lowest state gains, 43rd, by 

percent.

Interim Census Bureau 

population  projections for 

t h e  s t a t e  a s o f  2 0 0 5 , 

estimated that New  York’s 

population in 2030 will  be 

19,477,429, which is an increase of 

about  2 .6 percent , or  about 

500,000, from the 18,976,457 

recorded during the 2000 Census.  

Based on these interim projections 

the census bureau determined that 

New  York would experience the fifth 

lowest rate of  growth  of all  states on 

a percentage basis.  The  Census 

Bureau  also projected that this low 

rate of  growth would allow fast-

growing Florida to move into the 

position of third largest state by 

population. 

Out  of  the  state’s 62 counties, 32 

experienced population  losses 

between 2000 and 2008 (2009 

county  data is not  available yet), 27 

experienced below  average growth 

(0 to 8 percent), and three moderate 

growth (8 to 16 percent).  Orange 

County, North of  New  York  City, 

experienced the greatest  growth, 

11.2 percent; followed by  Richmond 
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New York’s 25 Largest 
Companies (by revenue)†
✴ Citigroup
✴ International Business Machines
✴ J.P. Morgan Chase & Co.
✴ Verizon Communications
✴ Morgan Stanley
✴ MetLife
✴ Goldman Sachs Group
✴ Pfizer
✴ Time Warner
✴ PepsiCo.
✴ Hess
✴ News Corp.
✴ American Express
✴ New York Life Insurance
✴ TIAA-CREF
✴ Alcoa
✴ Philip Morris International
✴ Travelers Cos.
✴ Bristol-Myers Squibb
✴ Merrill Lynch
✴ Arrow Electronics
✴ Bank of New York Mellon Corp.
✴ Colgate-Palmolive
✴ L-3 Communications
✴ Loews

†*Ranking compiled by Fortune Magazine, Spring 2009.
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County, which is essentially  the New 

York  City  borough of Staten Island, 

with 9.8 percent; and Saratoga 

County, north of  the state  capital 

Albany, with 8.3 percent.

Hamilton County, the least 

populated county  in the state and 

most  sparsely  populated county  in 

the eastern half  of the U.S., 

experienced the biggest  population 

loss at  6.6 percent; followed by 

Cattaraugus County, a moderately 

populated county  in the Western 

part of  the state, down  5.1  percent; 

and Orleans County, also in  the 

West, down 4.6 percent.

On a demographic basis New 

York  City  should be treated as 

separate entity  from the state.  It’s 

population as of  2008 was estimated 

at  more than 8.3 million, roughly 

e q u i v a l e n t t o t h e  c o m b i n e d 

populations of  Los Angeles, Chicago 

and Houston, the  country’s second, 

third and fourth most populous 

cities.  The city  is more  populated 

than 39 U.S. states, and with 26,403 

people per  square mile, is the most 

densely  populated city  in  the 

country.

With  the  exception  of  negative 

growth in the 1950s (-1.4 percent) 

and 1970s (-10.4 percent), NYC has 

experienced robust growth every 

decade since 1790 (population at 

3 3 , 1 3 1 ) , w i t h s e v e n d e c a d e s 

surpassing 50 percent  growth, and 

one–the 1890s–more than 125 

percent.  Following a 10.4 percent 

population decline in  the 1970s 

s p u r r e d i n 

large part by 

urban blight, 

high taxes and 

an excessive 

c r i m e r a t e , 

p o p u l a t i o n 

g r o w t h 

rebounded in 

t h e 1 9 8 0 s , 

which  saw  3.5 

p e r c e n t 

growth.  The 

p o p u l a t i o n 

c l i m b e d 

a n o t h e r  9 . 4 

percent in the 1990s and an 

estimated 5 percent  for  the decade 

just  ended.  The NYC Department  of 

Planning forecasts that  the city’s 

population will  increase  by  another 

1.1 million people by 2030.

While domestic  migrants from 

other  states do move to NYC for 

work, the  city’s population growth 

c a n o n l y  b e  a t t r i b u t e d t o 

international  immigration.  NYC has 

always been a primary  gateway  for 

immigration  into the U.S., and as of 

2006 city  planners estimated that 

just  over  3 million  of  its residents 

(37  percent of  the population) were 

immigrants, and that  more than 170 

languages are spoken in the city.  

And, like the state  as a whole, 

without  the immigrants, NYC would 

b e e x p e r i e n c i n g s i g n i f i c a n t 

population declines.  In fact, a 

significant  portion of the state’s 

domestic outmigration to other 

s t a t e s c o m e s f r o m t h e N Y C 

metropolitan region, according to 

tax  migration data collected by  the 

Internal  Revenue Service.  While 

outmigration  numbers are much 

lower in upstate New  York, the net 

population impact  is greater  (see 

adjacent  chart) due to the smaller 

population and because relatively 

few international  migrants move 

into the region. 
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Source: New York State Division of the Budget–2008
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There are  many  reasons behind 

the exodus of  New  Yorkers, with some 

of  the more common reasons cited 

being high taxes, expensive housing, 

and the roughly  70 percent  decline in 

manufacturing jobs since the 1940s.  

T h e  B r o o k i n g s I n s t i t u t e 

examined the declining population 

of  upstate New  York  in 2004 and 

determined that the state needed  to 

enact  policies that  would create 

better income opportunities for 

well-educated workers, “who might 

otherwise leave the  region,” as well 

as for low-wage workers.  

Brookings determined that the 

region’s income disparity  with the 

rest  of  the country  was contributing 

to the region’s declining population.  

The Institute  found that during the 

1990s the  region’s personal  income 

grew  at just  half  the national  rate 

and lagged the country  by  11  percent 

by  2000.  It found that  upstate 

hourly  workers earned on average 

significantly  less than hourly 

workers in  the  rest  of  the country, 

and that  the highest- income 

households earned substantially 

lower incomes than  the national 

a v e r a g e f o r  h i g h - i n c o m e 

households.  Poverty  rates, which 

declined in  the rest  of  the country 

dur ing the  1990s , increased 

significantly in upstate New York. 

The  Empire Center for  New York 

State Policy  in an Oct. 2009 report–

Empire State Exodus– suggests that 

New York’s “chronic  inability  to 

attract  and retain” more residents 

must  be addressed by  correcting the 

s t a t e a n d l o c a l  t a x  b u r d e n , 

“perennially  ranked among the 

heaviest  in the country.”  The report 

further  points out that downstate 

residents face both high taxes and 

“housing costs rated among the  most 

‘severely  unaffordable’ in the world,” 

as well  as land-use regulations that 

inhibit  growth.  While upstate 

housing is “relatively  inexpensive,” it 

is more heavily  taxed and economic 

opportunities are  lacking.  “With 

New  York now facing the most 

serious fiscal  and economic  crisis in 

its modern history, government 

policies should be  aimed at slowing 

down and ultimately  reversing the 

state’s population drain,” concludes 

the report.

The Public  Policy  Institute of 

New  York  State in a  2003 report–

New  Yorkers at the Millennium–

that  examined the state’s population 

struggles, suggested that  the state’s 

economy  was undergoing a  major 

t r a n s i t i o n t h a t w a s p r o v i n g 

especially  challenging for  state 

o f f i c i a l s , c o r p o r a t i o n s a n d 

e m p l o y e r s .  H o w e v e r , w i t h 

challenges come opportunity, as 

“jobs lost  due to obsolescence and 

innovation free up  people to 

p r o d u c e n e w  t h i n g s i n  n e w 

occupations.”  The key  to making a 

successful  transition, suggests the 

report, is to allow  the free  enterprise 

system to work  with as few 

government fetters as possible.
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State and Local Income Tax Burdens! ! ! 1st
State and Local Property Tax Burden! ! ! 5th
State Sales Tax Burden! ! ! ! ! 12th
Motor Fuel Taxes!! ! ! ! ! 3rd
Business Taxes as a % of Private-Sector GSP (2008)! ! 10th
State and Local Spending per Capita (2005-2006)! ! 2nd
State and Local per Capita Welfare Spending (2005-2006)! 1st
State and Local Debt per Capita (2005-2006)!! ! 3rd
Number of State and Local Employees for 1,000 Residents! 6th
State and Local Employee Salaries !! ! ! 3rd
Percentage of Unionized Workers! ! ! ! 1st
State and Local Employee Pension Benefits ! ! ! 9th
Employee Contribution to Pension! ! ! ! 45th
Average Cost of Workers Compensation Case (2002-2004)! 1st
Medicaid Spending–Total and Per Capita (2006)! ! 1st
Average Retail Price of Electricity! ! ! ! 3rd
Average Cost for Auto Insurance! ! ! ! 2nd
Average Premium for Health Insurance per Family! ! 9th
Elementary and Secondary Per-Pupil Spending (2005-2006)! 1st
Elementary and Secondary Teacher Salary (2005-2006)! 6th
Mean SAT Scores of Graduating High School Seniors (2008)! 45th
Per-Capita Higher Education Spending (2005-2006)! ! 46th
Milken Institute Cost-of-Doing Business Index (2007)! ! 2nd
State Business Tax Climate Index (2009)! ! ! 49th
Alec-Laffer State Economic Competitiveness!! ! 50th
Chief Executive Best & Worst States Survey (2008)! ! 49th
U.S. Economic Freedom Index! ! ! ! 50th

Source: Compiled by the Public Policy Institute of New York State, 2009

New York as Ranked Against Other States

(No Wonder Residents are Moving Out!)



COPYRIGHT 2010, AGE CURVE CONSULTING	

February 2010, page 5The Age Curve Report

We launch this year’s first  Super 

Stock  of  the Month feature  with a 

quick  reminder  of  how  we “fish” and 

catch a potential “Super Stock.”

O u r  p r i m a r y  v a l u a t i o n /

sentiment tool  in finding these 

potential  lunkers is Ken Fisher’s 

price to sales ratio.  The key 

advantage of using sales rather  than 

earnings is that  earnings can widely 

fluctuate  or  be manipulated.  A 

company’s sales on the other  hand 

are more stable.  Ken  explained in 

his best selling book, “Super  Stocks,” 

that  this ratio (which compares a 

c o m p a n y ’ s t o t a l  m a r k e t 

capitalization to the sales it 

generates) helped him discover 

undervalued companies capable of 

returning three to ten times in value 

over three to five years.

T o d a y ’ s P / E c o n s c i o u s 

investment club  believes that  today’s 

world has moved on since  1984, and 

that the P/S is of little  use in 

modern financial  analysis.  We 

would admit  that the investment 

world is very  different from the early 

1980s, however  we believe the  key  to 

investment is still  simple disciplines 

and consistency  (it  is “never 

different this time.”).  We feel  that 

combining a P/S common sense 

a p p r o a c h  w i t h e m e r g i n g 

generational  demand (that should 

grow  revenues) analysis can help  us 

catch the coveted “Super  Stock.”  

These tools allow us to discover  out-

of-favor  or  forgotten stocks on P/S 

of  below 0.75 (purchasing $1 of  a 

company’s sales for  75 cents or less.) 

that  are set to benefit  from emerging 

generational demand. 

The other  advantage of using the 

P/S ratio is that it reminds you of 

the  risk  you are taking for  the 

perceived return.  If  you are paying 

$7 for  every  $1  of sales of  the latest 

hot stock  or  theme it  reminds you to 

consider  why  you are paying so 

much, and to better  consider  what 

the likely  returns may  be over  the 

next 3 to 5 years.

We start  fishing this month in 

the shoe  sector.  This sector  is 

infamous for  fortunes being made 

and lost, but  we admit  that  Nike 

(NKE) was able to break the boom/

bust  cycle  by  transforming itself  into 

a sports company.  The P/S chart for 

Nike below shows the simple 

investment  logic of putting Nike in 

your  portfolio in 1984.  Investors 

who saw  their  value on a P/S of  0.3 

and its ability  to tap into the 

emerging generational  demand of  the 

Baby Boomers, made off like bandits.

The shares between 1984 to 

2000 rose from 48 cents to $36 (up 

75 times), and its P/S, or  popularity 

barometer, rose from 0.3 to over  2.5 

times.  In common sense terms, new 

investors were  prepared to pay 

$2.50 for  every  $1.00 of its sales, 

because it  was now  a success.  To be 

fair  since the year  2000 Nike has 

outperformed the S&P 500 (Nike up 

140 percent  versus a decline for the 

S&P 500 of 23 percent).  However, 

investors in 2000 looking for  further 

“Super Stock” returns from Nike 

should have been wise to the fact 

that  starting from a P/S of 2.5 the 

chances were slim. 

In  2000 Smart  investors sold 

Nike and rolled their  profits into the 

next shoe  wonder stock: Deckers 

Outdoor  (DECK) on a P/S of  around 

0.4.  The shares then rose 3,669 

percent  and were one of the top-10 

performers of the last decade. 

No shoe review would be 

complete without  reference to 

Crocs’ (CROX) Icarus-like flight  to 

the sun and  subsequent  meltdown 

back to earth.  The company  came to 

the market  in 2006 on a P/S of 1.4 

(using 2007  sales) and quickly  found 

investor  favor  taking the shares to a 

P/S of over 7.0 by  late 2007.  The 

shares rose  over  5 times during this 

time and then collapsed nearly  90 

percent to leave the shares unloved 

and on an  undemanding P/S of 0.1.  

Not  surprisingly  the shares have 

Introducing Our Super Stock of the Month Feature
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recovered strongly  (nearly  eight  times) from 

these  capitulation lows, and currently  sell  on a 

P/S of 0.9.

The lesson is, despite what experts tell 

you, it  is unwise to pay  $7.00 for  $1.00 of 

sales for  a shoe company.  OK, so enough  of 

the past, let’s return  to present and review  this 

February's Super Stock of the Month.

Super Stock of the Month: LaCrosse Footwear (BOOT)
Investment Summary

The best opportunities in  the 

stock  market  are  seldom labeled, 

a n d u s u a l l y  n o t n o t i c e d .  

Therefore, most investors on Wall 

Street will  never  have heard of 

LaCrosse (the sport perhaps) 

Footwear  Inc. (BOOT).  We believe 

the attractive  growth story  of the 

company ’s exc i t ing footwear 

business, strong management, 

record cash in the bank, emerging 

generat ional  demand for  i ts 

products and a 3 percent plus 

dividend is an exciting one.

T h e c o m p a n y ’ s r e c e n t 

acquisition of  Environmentally 

Neutral  Design (END) will  have a 

marginal  impact on LaCrosses’s 

revenue stream in  the  near term.  

However, by  the  end of  the decade 

END has the potential  of  being 

larger  than its new  parent.  We look 

forward to following this exciting 

story, and remember, you are 

buying this potential  at  68 cents on 

the Dollar (P/S 0.68).

Generational Demand Driver
O v e r  t h e l a s t 1 0 y e a r s 

Generation Y has had a very  positive 

impact on the children’s footwear 

market (CROCS, for example).  We 

expect that over  the next  few  years 

this generation will  make a similar 

large positive footprint  (pardon the 

pun) on the men and women 

footwear  sector.  The demographics 

of  the  shoe market  are very  different 

between men and women.  Men’s 

peak  spending years for  footwear is 

between the ages of  25 to 34, while 

for  women it is 55 to 64 (please see 

chart below).

We believe LaCrosse is very  well 

placed over  the next decade to see 

demand for  its work and outdoor 

boots and shoes grow  at a healthy 

rate as Gen. Y enters the workforce 

and leisure  market.  In terms of  its 

new  acquisition  of  END, the Reebok 

example below shows the positive 

impact a new  generation can  have 

on an innovative  shoe  product.   We 

strongly  believe that  Gen. Y has the 

numbers that  can  make  a similar 

impact, and the future  outcome  for 

LaCrosse over  the next decade could 

be as dramatic.

Super Stock Potential
In 2009, LaCrosse, the Portland-

based boot-maker  began  putting its 

record cash pile  to very  good use and 

purchased END for  $500,000.  END 

is a Portland-based outdoor  athletic 

shoe manufacturer  that focuses on 

sustainable footwear.  The  company 

was launched in 2007  by  Ben Finlea 

and award winning footwear 

designer  Andrew  Estey, the former 

global  design director for  sport 

culture at Nike.

The company  released its first 

products in  August  2007  exclusively 

on the web (REI, Zappos, Rock 

Creek and Backcountry.com).  This 

was quickly  followed by  a retail 

launch in early  2009, and its 

products are now  available in 100 

stores across the U.S., Canada and 

Japan.  END’s l ight  weight 

Company Code Price %* Yield P/E P/S ROE P/B P/D

LaCrosse Footwear BOOT 14.96 108% 3.33 17.5 0.68 8.7% 1.02 0.0

Source: Wall Street Journal–February 5, 2010* Gain/loss from March 9, 2009 lows versus the S&P 500 return of 57.5%

“ T h e m o s t p r o fi t a b l e c o m m o n s t o c k 
investments come in the form of young, rapidly 
growing companies that are currently out of favor 
with Wall Street.  The stock becomes worth more 
because the company becomes bigger and the 
financial community finally comes to appreciate its 
true value, and, along the way, bids up its price.”

–Ken L. Fisher, “Super Stocks”
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Stumptown shoe won best  trail  shoe 

debut  by  Runner’s World magazine 

in March 2009.

We believe END will  transform 

the athletic footwear  market with its 

products and that  eco-aware Gen. Y 

will  love them.  Major  footwear 

companies have done an amazing 

marketing job over  the last  15 to 20 

years convincing us that we need 

more high-tech design  along with 

higher  prices in our  athletic shoes.  

END’s 12oz trail  trainer  (Stumptown) 

when ranked against the top  five 

competing shoes represents a 35 to 

59 percent reduction in  complex  shoe 

parts, and its next 10oz model  will 

reduce glues and cements by  75 

percent.  The company’s ultimate  goal 

is an 8oz trail  trainer, whose light 

weight  should make the aging Baby 

Boomers happy.

A further  plus in END’s strategy 

to change the footwear, as well  as the 

“sustainability” 

industry, is on 

t h e i s s u e  o f 

price.  Today  in 

t h e U . S . 

sustainability 

and i ts f i rs t 

cousin, organic, 

are  expensive.  

It  seems that 

for the  majority 

of  us in North 

America if  we 

w a n t  t o b u y 

wind powered 

energy  at home, organic  produce at 

the market or  a  bamboo shirt  then 

we’d better  be prepared to pay 

anywhere from 10-40 percent more 

for that product  versus a comparable 

“non-green” everyday  option.  We 

agree with END’s management that 

this is not  a very  sustainable  way  of 

doing business.

If  END’s strategy  is successful  in 

demonstrating to people  that  they 

can  actually  get  a  better  shoe that  is 

actually  a  few  dollars less and is 

good for  the  environment  it could 

represent  the  start of  a paradigm 

shift, or  tipping point, in organic 

premium pricing.  No shoe in END’s 

lineup is over  $100–its 12oz will 

retail  for $80, the 10oz for  $70, and 

the 8.5oz for  $60.  These  prices still 

deliver  great margins to the  retailer, 

and very  good ones to END and 

ultimately LaCrosse. 

Can the  company  really  turn the 

footwear  industry  on  its head? We 

have forgotten  that in  1981  Reebok’s 

sales exceeded only  $1.5m, but  a 

dramatic  move was planned for  the 

following year–the first athletic shoe 

designed especially  for  women, The 

Freestyle.  By  1985 sales had risen to 

$300 million, with  profits of  nearly 

$90 million.  Explosive  growth 

followed, allowing Reebok  to launch 

further  new  product  categories, 

making Reebok  an industry  leader.  

In  2005 the  company  was  bought 

out by  Germany’s Adidas-Salomon 

for $3.78 billion. 

We believe that over  the next 

decade END will  add an exciting 

element  to LaCrosse’s undervalued 

story, and has the potential  to add 

significant value to the group’s 

b o t t o m l i n e ( p l e a s e g o t o 

Subscribers’ area for  more detailed 

f i n a n c i a l  i n f o r m a t i o n a b o u t 

LaCrosse Footwear).

Sector Overview: Expect A New Bull market in HealthCare?
Demographics of  the  Health 

Care sector  is so misunderstood 

within the financial  world it  makes 

us want  to tear  our  hair  out 

sometimes.  Wall  Street  health care 

sector  experts have been calling for 

o u t p e r f o r m a n c e d r i v e n b y 

demographics for so long that 

potential  investors just yawn as the 

experts repeatedly  get  on their  soap 

box  calling for  yet  another  end to the 

sector's  underperformance. 

We saw  strong defensive  relative 

performance during the last  12 

months of the market decline 

(March 2008 to March 2009).  

However, since the low–as in 

previous market  recoveries–the 

sector  has underperformed the  more 

e c o n o m i c s e n s i t i v e  s e c t o r s 

(Consumer  Discretionary, Materials 

and Technology).

Since late last year  we have seen 

returned outperformance, as 

perhaps sector watchers had sensed 

the  Republican victory  in the 

Massachusetts Senate  race and the 

ensuing failure  of  the  current health 

care reform proposals.

Women

Men
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What  excites us about the sector 

is its valuation in a market were 

valuations are  stretched.  In last 

week’s Age Curve Weekly  Focus we 

featured a chart  showing that the 

Health  Care’s forward price to 

earnings ratio is currently  at  12 (it 

bottomed at 9 in March 2009), and 

is back  to levels last  seen in  early 

1994.  The adjacent  chart  shows the 

Health Care Sector  Index  relative to 

the S&P 500 and the sector’s 

forward P/E relative  to the market.  

We can see that  the sector’s relative 

valuations peak in late 1998 at  1.7 

times the market versus the current 

ratio of  0.8, which  is below the 

levels seen in 1994.

Conditions are  very  different 

within the sector  compared to 1994, 

and the future winners during the 

next five years will  be very  different 

from those of  1994 to 1999.  In 

particular we do not expect strong 

outperformance from the large 

pharmaceutical  companies due to 

patent  expirations and robust 

c o m p e t i t i o n f r o m g e n e r i c 

manufacturers. 

Using our  favored valuation 

measure, the  price to sales ratio, we 

see many  exciting companies in  the 

HMO’s, Hospitals, Distributors and 

Services and Generic  sub-sectors.  

Investors may  be interested to note 

that  many  of  these companies sold 

at  a P/S at  the 1999 secular  equity 

market top of  around 4.0.  That’s to 

say  investors were paying $4 for 

every  $1 of  sales.  We  enclose the P/S 

of  Lifepoint  Hospitals (LPNT) to show 

how attractive these shares are. 

LifePoint  sold on  P/S of  over  2.5 in 

late 2000 and over  the  last ten years 

has fallen to 0.6.  The company  is 

set to announce 2009 year  end 

figures on February  19, 2010.  We 

will  be  on the watch for  any 

surprises at the revenue level.

We are not advising subscribers 

looking for  short-term gains to 

currently  purchase these or  other 

Health Care  names because of  the 

current  market risk  (overbought, 

over-believed and overvalued).  

However, we expect  to be further 

long-term buyers within the sector 

following expected market  weakness 

in the summer.

Health Care Stocks
Held in Model Beacon Master 

Portfolio:

 Par Pharmaceutical (PRX)

Aetna Inc. (AET)

Humana Inc. (HUM)

On our watch list:

MedcoHealth Solutions (MHS)

Gilead Sciences (GILD)

Celgene (CELG)

Medivation (MDVN)

Dendreon (DNDN)
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The under-believed story  of 

Poland continues to attract  us.  The 

country  does have demographic 

problems, but  what European 

country  doesn't? However, unlike 

"old Europe" it  has at  least another 

decade (see bottom chart) before its 

demographic problems hit  as deeply 

as "old Europe's" for  the years 2010 

to 2020.  Nor is it constrained by 

Western  Europe's complex  social 

and economic systems. 

Poland is the 18th largest 

economy  in the world, and the 8th 

largest  in Europe.  A  member  of  the 

European  Union, it has many 

favorable wage advantages over 

other  European  countries, as well  as 

an  educated workforce.  The  country 

is considered to be Eastern Europe’s 

fastest  growing market, and we 

believe the most attractive.

Despite  its high public and 

private indebtedness, Poland has 

thus far  been remarkably  resilient 

during the  global  financial  crisis.  In 

2009, Poland actually  experienced 

positive GDP growth (1.7% versus 

5.0% in 2008) that  was only  

surpassed among European Union 

countries by  Cyprus.  The  reason for 

Poland’s resilience is the fact  that, 

unlike  the other  Central  European 

economies, it has a robust  internal 

m a r k e t  w i t h  e x p o r t s 

accounting for  just 40 

p e r c e n t o f i t s G D P 

(compared to 76 percent of 

GDP in the neighboring 

Czech Republic, 80 percent 

in Hungary, 55 percent  in 

Lithuania and 86 percent in 

Slovakia).  Poland can 

therefore depend on home 

consumpt ion to spur 

growth and is not so much 

at the  mercy  of demand 

from neighboring Western Europe for 

its recovery.

With  consumption holding 

steady, Poland has been able to 

weather  the recession on the back  of 

its $400 billion economy.  While 

high levels of  foreign debt  are 

definitely  a cause 

o f c o n c e r n , 

Poland serves as 

an instructive 

e x a m p l e  o f a 

C e n t r a l 

E u r o p e a n 

country  that  has 

n o t h a d t o 

depend heavily 

o n W e s t e r n 

Europe for  both 

c a p i t a l  a n d 

export markets. 

With  “Greek  (not to mention 

Spain and Portugal) Worries” hitting 

the European  financial  sectors, 

Poland in the  current climate  is not 

for  the faint  hearted.  These recent 

European financial  jitters are likely 

to impact the Market  Vector’s 

Poland ETF (PLND), with  nearly  40 

percent  of  its assets in the financial 

sector.  However, it  refreshing to see 

an  Eastern European ETF without a 

heavy  emphasis on energy  (14.4 %).  

The next largest  sectors are 

Industrials, Consumer Staples and 

Telecoms.  We have compared its 

weightings to the S&P Global  100 

index in the table below.

We hold the  market  vectors 

Poland ETF (PLND) in our  model 

Beacon Master  Portfolio.  However, 

we have recently  reduced the 

holding due to our  growing cautious 

equity  stance.  However, we will 

look to increase this holding again 

once our  shorter  term models turn 

positive.

February 2010, page 9The Age Curve Report

International Overview: New or Old Europe’s Best Hope For Growth?

Sector Poland % Wtg World % Wtg

Consumer Discretionary 7.3 7.6
Materials 6.7 5.5
Industrials 9.7 7.5
Financials 39.2 16.2
Technology 4.4 14.1
Energy 14.4 13.9
Healthcare 1.1 13.5
Telecoms 7.9 4.3
Consumer Staples 9.3 14.7
Utilities 0 2.7

http://www.google.com/finance?q=plnd
http://www.google.com/finance?q=plnd
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Market Overview: “Wall of Worry” or “Slide of Hope?”

The Informed Investor by Logie Cassells

February 2010, page 10The Age Curve Report

One of  the  most fascinating yet 

little talked about Wall  Street 

barometers is the one developed by 

Standard & Poor’s Sam Stovall, 

called the “January  Barometer 

Portfolio.”   Stovall’s research 

showed that a portfolio made up  of 

the top-10 performing S&P (equal-

weighted) sub-industries for the 

month of  January  has produced an 

outperforming portfolio over  the 

February  to December  period in 22 

out of  the  last 30 years, or  a record 

of  73 percent.  The  median  excess 

return is 9.5 percent.

This year’s potential  winning 

portfolio (see below) shows a mix  of 

defensive  and housing-related 

leadership.  We along with  many 

others have  failed to find a logical 

explanation for  this portfolio’s 

outperformance, which is based on 

price  momentum; however, its track 

record is worth taking note of.  In 

terms of  relating the  Stovall 

portfolio to our  model, it confirms 

the model’s overweight stance in the 

U.S. Regional  Banks (RKH), Retail 

Food (WFMI), Personal  Products 

(NUS and BARE, the latter  of which 

was  recently bought out). 

We have  added the following to 

our  watch list: Manufacturing/

Homebui lding–MTH; Leisure 

Products & Facilities–SNE, HAS and 

MAT; Publishing & Printing–NYT, 

GCI and JWA; Personal  Products–

EL and RDEN; Biotechnology–

DNDN, GILD and CELG; and Retail 

General Merchandise–BIG and TGT.

A Readers Question

“Why have you been recently 

advising subscribers  not to buy 

stocks  held in the  model Beacon 

Master Portfolio when you believe 

markets  will recover and  head 

higher between now and April?”

Good question and our  cautious 

stance is due  to the perceived risk  an 

investor  is being asked to take for  a 

12-month return.  We concede that 

our  subscribers may  have shorter 

investment  time frames, but we have 

found that  most “Sleep  at Night” 

investors on the whole  want  to buy 

undervalued companies and hold 

them for at  least  12 months, and 

often longer.

Therefore, despite our long-term 

positive “Generational  Opportunity” 

stance, we feel  it  is correct  to point 

out  to our  subscribers when the risk 

for  future 12-month  returns are 

attractive or not.

Our  key  indicator  is the Ned 

Davis Research  short-term sentiment 

model.  A year ago it  stood at 30.  

This indicated investors had a 30 

percent chance of losing money  over 

the next 12 months, and was in  the 

band where historically  annual  gains 

averaged nearly  9 percent.  Recently, 

the indicator  topped out  at  68 

percent, which translates into a 68 

percent chance of losing money  over 

the next twelve months. 

So despite our  long-term bullish 

stance, our  short term indicator 

forced us to be more cautious and 

selective. Currently  the mode–which 

is updated every  Wednesday–is at 

56.9, and we suspect  it  would be 

below  50 if the  sentiment  poll  was 

carried out today.

Our dilemma is whether  to 

chase the market  higher  as mapped 

out by  the Dow  Jones Index  Cycle 

Composite for  2010 (note: trend is 

more important than price).  It 

accurately  predicted the early  year 

weakness.  Going forward it  is 

indicating that markets are set  to re-

Source: Ned Davis Research, Inc.
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Markets 03/09/09 02/05/10 % Prv.* U.S. Sector 03/09/09 02/05/10 % Prv.*

IOO S&P Global 36.01 55.44 54.0% 71.9% XLB Materials 18.18 30.48 67.7% 92.0%

SPY S & P 500 68.11 106.66 56.6% 68.2% XLV Health Care 21.88 30.83 40.9% 45.2%

EWU MSCI U.K. 9.00 14.90 65.5% 85.1% XLP Consumer Staples 19.41 25.98 33.9% 36.9%

EWG MSCI Germany 12.73 19.70 54.8% 79.1% XLY Consumer Discret. 16.11 28.77 78.6% 88.6%

EWJ MSCI Japan 6.87 9.82 42.9% 47.3% XLE Energy 38.86 54.24 39.6% 55.2%

EEM Emerging Markets 20.69 37.20 79.8% 108.7% XLF Financials 6.26 13.94 122.7% 143.1%

DBC Commodity Index 19.09 22.38 17.2% 32.9% XLI Industrials 15.36 27.20 77.1% 90.4%

GLD Gold 90.57 104.68 15.6% 22.9% XLK Technology 13.22 21.07 59.4% 74.2%

HYG U.S. Corporate Debt 61.64 84.95 37.8% 45.5% XLU Utilities 22.74 28.92 27.2% 35.1%

TLT 20-Year Treasury 103.65 91.98 -11.3% -13.8% QQQQ Nasdaq Composite 25.74 42.98 67.0% 80.8%

UUP U.S. Dollar 27.75 23.65 -14.8% -17.6% IWM Russell 2000 34.39 59.27 72.3% 87.6%

Performance from March 9, 2009 Market Low to February 5, 2010

The Age Curve Report February 2010, page 11

*Prv. is the sector’s return from March 9, 2009 to January 5, 2010

World market  returns have not  reacted well  to 

“Greeks Bearing Gifts” so quickly  after  unpleasant  Chinese 

surprises. 

In Dollar  terms we have seen corrections in some 

cases of  near  25 percent in Europe and commodity  related 

areas. Going into this correction we had a very  low 

exposure to overseas markets through Poland and Turkey 

(5.0%), and this position  has been halved due to European 

banking worries.

We continue to favor  the U.S. market and those areas 

where expectations are low  and valuations are very  attractive, 

such as U.S. Consumer Discretionary and Staples.

This sharp  pullback  has corrected many  of  our 

concerns over  extreme optimism and we now  expect 

markets to recover their footing.

Market Data: Performance & Sentiment

find their  footing and recover to new 

highs by  April, and then enter  a 

l o n g e r  a n d m o r e  p r o t r a c t e d 

correction over the summer months.

I n m a n y  w a y s i n v e s t o r s , 

including us, sometimes get caught 

up with trying to fine  tune the 

market over  the short  term to such 

an  extent we forget  the  woods for 

the trees.  What we should be doing 

is spending less time on what  the 

market averages are doing and more 

time focusing on  discovering 

undervalued potential  “Super 

Stocks” that  sell  for  75 cents or  less 

on the dollar.  An example of  this is 

our  stock of  the month–LaCrosse 

Footwear  (P/S of 0.68) that  is up  20 

percent  year to date versus the  S&P 

500, which is down 4.3 percent.

Therefore, in the coming week  we 

shall  commit some of  our cash 

selectively  into companies with P/S’s 

below  1.0 and avoid chasing the 

previous hot  areas of China, commodity 

related and many  of  today’s over-

believed Nifty  Fifty  stocks with price  to 

sales ratios well above 2.0.

In  terms of those subscribers 

itching to put  money  to work, the 

following model  stocks (in no 

particular order) appear  attractive: 

RDEN($16.58), HAS($30.80), 

PSUN($3.58), SCSS($7.10) and 

CMG($9520), and we believe  they 

have the potential  to rally  to new 

highs by  April.  We suggest a 12.5 

percent  stop loss should be  used on 

all  purchases. More cautious 

subscribers should keep  cash on the 

sidelines for  better  risk adjusted 

opportunities by late Summer.

We maintain our  short term 

market stop-loss at 1060 on the S&P 

500, or  106 on the ETF (SPY).  At 

this point, we would look to shift  to 

a more defensive  portfolio stance  to 

protect  the model's capital. S&P 

500.  A break of that level  would 

force  us to take a more  cautious 

portfolio stance.

All prices are in U.S Dollars
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Model Portfolio Quarterly Earnings Overview

Our  favored Baby  Boomer  stock, Nu  Skins Enterprises 

(NUS: $26.11), announced record fourth-quarter  and 

annual  results on Feb. 4.  Revenue for  the fourth quarter 

was $378.1  million, a 19 percent improvement  over  the 

prior-year  period.  Although revenue was positively 

impacted by  a seven percent foreign  currency  contribution 

because of  the  weak  dollar, earnings per  share for  the 

fourth  quarter  were $0.47, a 104 percent improvement, or 

31  percent when excluding non-operating items impacting 

year-over-year comparability.

The company  generated record annual  revenues of 

$1.33 billion in  2009, a 7  percent improvement over  the 

prior  year.  Currency  fluctuations did not materially 

impact year-over-year  revenue comparisons. EPS for  the 

year  were $1.40, a 37  percent  increase, or  22 percent 

when excluding non-operating items.

Truman Hunt, president  and chief  executive officer 

stated, "We finished our  25th Anniversary  year  on a high 

note with  record revenue, a record launch of  our  new  skin 

care system, and a record number  of  executive 

distributors. Each region  is contributing to our  growth, 

with particularly  strong double-digit gains in  South Korea, 

the Americas, China, Southeast Asia and Europe.

"We also continue to drive significant  growth in 

operating income as demonstrated by  a fourth-quarter 

improvement  of  35 percent.  Our  consistent efforts to 

operate  more efficiently  have  helped us build a solid 

foundation for  increasing profitability, and we will 

continue this focus going forward.”

It  is worth  taking time to study  Nu Skin’s fourth 

quarter  revenue split: North  Asia $167.2 million (up 11%), 

America’s $78.9 million (up 34%), China $55.7  (up  5%), 

Europe $41.0 million (up 44%), and South Asia and the 

Pacific $35.3 (up 36%).  The only  worry  we have with Nu 

Skin  is a  potential  revenue glitch  in  its China operations, 

which  represents about  15 percent of revenue.  This 

concern is because  of  our  expectation that  China will 

suffer  a meltdown between 2010 and 2015, similar to 

Japan and East and Southeast Asia before it.

The company  raised guidance for 2010.  It  sees revenues 

between of  $1.38 - $1.41 billion and EPS of  $1.65 - $1.75.  

This matches it  with current consensus, which see  revenues 

of  $1.41  billion and an EPS of  1.70. However, its first quarter 

2010 guidance was higher  than consensus.  Revenues of 

$337  - $345 million and EPS of $0.39 - $0.42 versus 

consensus revenues of $324.94 million and EPS of $0.35.

We continue to believe  in  the “Super  Stock” status of 

Nu Skin  Enterprises over the coming decade.  The 

company  sells on a 12 month trailing P/S of  1.3 and an 

improving Return on Equity  of  22.5 percent.  The  average 

five-year  revenue growth  is 4.8 percent.  On an earnings 

basis the shares sell  on a December  2011  P/E of  13.3 (EPS 

$1.97).  However, on a on a short-term risk  basis we prefer 

other potential “Super Stocks” with P/S below 1.0.

The relative chart below  of  Nu Skin  Enterprises to the 

S&P Global  100 Index, shows the building share price 

momentum since mid 2008.  We believe  the company’s 

strong story  will  see  the shares breaking higher  into new 

relative high ground in the coming 12 months.

Our  favored “kid’s retailer,” The Children's Place Retail 

Stores (PLCE: $35.55), raised guidance  on  Feb. 4, in 

advance of  reporting fourth quarter  2009 earnings on 

March 10.  This follows raised guidance last November.

The company  announced that  for fourth quarter of 

2009, its earnings per  share will  be in the range of  $1.15-

$1.20, including an income tax  benefit of  approximately  $4 

million from excess foreign tax  credits.  Excluding one-time 

items, it  is estimating adjusted EPS from continuing 

operations to be in the range of $0.99-$1.04.

For  the full  year  2009 it  expects EPS to be in the  range of 

$3.01-$3.06, including approximately  $0.40 per  share for  items 

which the  company  deems to be  one-time in nature.  Excluding 

these one-time  items the company  is estimating adjusted EPS 

from continuing operations to be in the range of $2.61-$2.66. 

This upward guidance is eight percent  above  consensus 

estimates.  Analysts were expecting the company  to report 

Boomer Company Nu Skin Sees Record Results
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Children’s Place Guides Higher
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EPS of  $0.79 for  fourth quarter  of 2009, and EPS of  $2.46 

for fiscal 2009.

We continue believe in the “Super  Stock” potential  of 

The Children’s Place Retail  Stores.  The company  sells on an 

undemanding 12-month trailing P/S of 0.6, and an 

improving return on  equity  of  14.7  percent.  The  average five-

year  revenue growth is 15.4 percent.  On an earnings basis 

the shares sell on a January 2011 P/E of 12.1 (EPS $2.93).  

The  relative chart of  The Children’s Place Retail  Stores 

to the S&P Global  100 Index, shows the building share 

price momentum since early  2008, despite the shares 

having consolidated over  the last  six  to twelve months. We 

believe the stock’s strong story  will  see the shares breaking 

into new relative high ground in the coming 12 months.

Our  favored valued “teen retailer,” Aeropostale (ARO: 

$33.42), raised guidance on February  4, 2010.  It  expects 

approximately  $1.41 to $1.42 per  diluted share, versus its 

previously issued guidance of $1.33 to $1.34 per share.  

The revised guidance represents a 40 to 41  percent 

increase  over earnings of  $1.01 in the fourth  quarter  of 

last  year.   Analysts were expecting the company  to report 

earnings per  share (EPS) of  $1.35 for  the same period.  

The company  said it  will  implement a  3-for-2 stock  split  of 

its common shares as of  February  24.  The company's 

outstanding shares are  expected to swell  to 94 million 

shares from 62.7 million after the stock split.

We continue believe in the “Super  Stock” status of 

Aeropostale over the coming decade.  The company  sells 

on a 12-month trailing price to sales ratio of  1.1  and an 

improving Return on Equity   of  54.8 percent.  The average 

five year  revenue growth  is 20.7  percent.  On an earnings 

basis the shares sell  on a  December 2011 P/E of  9.1 (EPS 

$3.66). However, on a on a short-term risk basis we prefer 

other potential “Super Stocks” with Price to Sales below 1.0.

The relative chart  below  of  Aeropostale to the S&P 

Global  100 Index, shows the building share price 

momentum since late  2008.  We believe the stock’s strong 

story  will  see the shares breaking into new  relative high 

ground during the coming 12 months.

Amazon (AMZN: $117.36) is one of  our  favored 

Generation Y stocks.  However, we have to be very  careful  to 

remember that, as with Apple, a great company  is not 

necessarily a great investment.

The Seattle retailer  reported a blowout  final  quarter on 

Jan. 28, expanding its share of  American  retail  during an 

otherwise flat holiday  season for  stores.  The company’s net 

income surpassed analysts' expectations, gaining 71 percent 

in the fourth quarter, driven by  a 42 percent increase in 

sales that stretched across media and electronics.

While Amazon does not  release sales data for  its Kindle 

business, it is likely  to have contributed $980 million in 

revenue and $250 million in gross profit  in  2010.  The 

company  said it  is now selling six  Kindle e-books for  every 

10 physical  books on its site  in cases where  it has editions 

in both formats, excluding free downloads.

If  we  look  at  Amazon’s consensus revenue estimates 

for  December  2010, they  come in at  around $32 billion 

rising to about  $42 billion the  following year.  These 

figures would lower  Amazon’s current  trailing 12-month 

Aeropostale Raises Guidance
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price  to sales ratio from 2.1  to 1.6 for  2010, and to 1.2 for 

2011.  These ratios are not overly  attractive given 

investors’ high current  expectations for  Kindle sales.  

Therefore, on  a on a short-term risk  basis we prefer 

potential “Super Stocks” with a P/S below 1.0.

We continue to believe  in the market outperformance 

in  Amazon  over  the coming decade.  The company  sells on 

a 12 month  trailing P/S of  2.1  and an improving return on 

equity  of  22.8 percent.  The  average five-year  revenue 

growth is 28.8 percent.  On  an  earnings basis the shares 

sell on a December 2011 P/E of 31.1 (EPS $3.77). 

The relative chart of  Amazon to the S&P Global  100 

Index, shows the  share price  outperformance  over  the last 

three years.  We still  believe in the stock’s long term 

strong earning’s story, however  we feel  that  over  the next 

three to six  months we  would rather  sit  on the sidelines 

until  the short-term market  risk  subsides, and to gauge 

how the e-book war with Apple is faring.

One of  our  favored Generation Y stocks is Apple 

(AAPL: $195.93).  However, we  always have to remember 

that a great company is not necessarily a great investment.

At  first glance it  looks like Apple's fiscal  first  quarter  was 

a blow out, as its revenue and earnings per  share numbers 

widely  surpassed Wall  Street's expectations.  Apple reported 

fiscal  first  quarter  revenue  of  $15.7  billion and a net income 

of  $3.38 billion, or  $3.67  per  share.  The consensus was for 

the company  to earn 2.07  a share  on $12.06 billion in 

revenue. 

On  that basis, the quarter looks like a major  blow-out.  

But  it  appears that  Wall  Street's first quarter  estimates don't 

include the positive impact  of a major  new  accounting rule 

related to revenue recognition for  certain products, namely 

how  Apple can now  account  for  sales of  its popular  iPhone 

and Apple TV.

If we look  Apple’s new adjusted (non-GAAP) consensus 

revenue estimates for  September  2010, they  come in at 

around $42 billion, rising to about  $60 billion the  following 

year.  These figures would lower  Apple’s current trailing 12-

month price to sales ratio from 3.8 to 2.9 for 2010 and 1.8 for 

2011.  These ratios are not attractive given the  potential  for  a 

sales glitch in  Apple’s iPhone sales during the next two 

years.  Therefore, on a short-term risk  basis we prefer 

potential “Super Stocks” with Price to Sales below 1.0.

Apple raised guidance for  the second quarter  of  2010, 

and expects revenue  to be in the range of about  $11.0-$11.4 

billion and diluted EPS to be in the range of  about  $2.06-

$2.18.  Consensus estimates for  2010 were for  EPS of  $1.76 

on revenues of $10.28 billion. 

We continue to believe in  the market outperformance of 

Apple over  the  coming decade.  The company  sells on a 12-

month trailing P/S of  3.8 and an improving return  on equity  

of  31.9 percent.  The average five-year  revenue growth  is 

39.0 percent.  On an earnings basis the shares sell  on a 

September 2011 P/E of 14.9 (EPS $13.18). 

The relative chart  below  of  Apple  to the S&P Global 

100 Index  shows the  share price  outperformance over  the 

last  three  years.  We still  believe  in  the stock’s long term 

strong earning’s story.  

However, we feel  that  over  the  next  three  to six 

months we would rather  sit  on the sidelines until  the  short 

term market  risk subsides and we can better  see how  good  

iPad sales are coming in.

Apple Earnings Enhanced by New Accounting
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Model Beacon Master Portfolio Date 5 Feb ’10

Ticker Name P/S Cost Price No. % of Fund Value G/L G/L %
Bonds, Gold and other 11.3%

UUP PowerShares US Dollar ETF 22.8 23.7 3,862 5.3% 91,336 3,244 3.7%

HYG IShares High Yield Corporate Bond ETF 83.2 84.9 1,183 5.9% 100,413 1,952 2.0%

Technology and Telecoms 2.1%
SWKS Skyworks Solutions 2.5 12.4 13.4 2,684 2.1% 36,073 2,765 8.3%

Consumer Discretionary 24.8%
ROST Ross Stores 0.8 43.4 45.9 784 2.1% 36,001 2,015 5.9%
PLCE Children’s Place Retail Stores 0.7 29.9 35.5 1,268 2.6% 45,014 7,113 18.8%

ARO Aeropostale 1.0 32.9 33.7 1,210 2.4% 40,777 1,004 2.5%

PSUN Pacific Sunwear of California 0.2 3.5 3.6 9,714 2.0% 34,679 874 2.6%

ZQK Quicksilver 0.1 2.3 2.1 15,486 1.9% 32,830 -2,168 -6.2%

PSS Collective Brands 0.4 21.0 19.2 1,785 2.0% 34,290 -3,195 -8.5%

BOOT LaCrosse Footwear 0.6 13.9 15.0 2,516 2.2% 37,740 2,742 7.8%

CMG Chipotle Mexican Grill 1.9 81.0 95.2 447 2.5% 42,559 6,352 17.5%

BWLD Buffalo Wild Wings 1.6 40.9 46.3 978 2.7% 45,311 5,330 13.3%

LRN K-12 1.6 20.3 19.1 2,230 2.6% 42,615 -2,654 -5.9%

SCSS Select Comfort 0.5 6.8 7.1 4,438 1.8% 31,510 1,509 5.0%

Industrials 6.8%

XLI SPDR Industrial Sector Index Fund ETF 22.8 27.2 1,752 2.8% 47,654 7,656 19.1%

LLL L-3 Communications Holdings 0.6 88.5 84.2 384 1.9% 32,314 -1,670 -4.9%

AGCO AGCO Corp 0.5 30.5 30.4 1,156 2.1% 35,108 -104 -0.3%

Energy and Materials 7.2%

RJA Rogers Agriculture ETN 8.1 7.2 4,337 1.8% 31,357 -3,643 -10.4%

TSE:NEM Neo Material Technologies 2.5 4.5 3.9 6,450 1.5% 25,026 -3,870 -13.4%

ACFN Acorn Energy 2.5 5.6 5.8 5,319 1.8% 30,797 798 2.7%

NLR Market Vectors Nuclear Energy 23.7 20.8 1,686 2.1% 35,086 -4,940 -12.3%

Financials 4.3%

WFC Wells Fargo & Co. 1.4 18.2 27.4 1,375 2.2% 37,648 12,650 50.6%

RKH Merrill Lynch Regional Bank ETF 63.6 76.8 471 2.1% 36,168 6,231 20.8%

Model Beacon Master Portfolio
 We have  decided to recommit cash  to stocks we  feel  are undervalued and offer  favorable risk  adjusted returns.  The 

following holdings were added or increased: NUS, JBSS, HAS, RDEN, SKX and UUP.
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Latino Kids and the American Dream
Demographically  speaking the 

years 1965 to 1984 are very 

significant  in the U.S.  During this 

period the number  of  live births 

plummeted owing to a prevailing 

popular belief  that Zero Population 

Growth was a good thing, and to the 

fact that  the Supreme Court 

decision, Roe vs. Wade, opened the 

door  to millions of  legal  abortions.  

The net result was Generation  X, 

consisting of  9 million fewer  live 

births than the Baby  Boomer 

Generation that preceded it, an 11 

percent freefall.  

While this fact  may  seem benign 

on the surface, the effects became 

immediately  manifest in the U.S. 

market economy.  Gen. X simply  did 

not have the critical  mass to satisfy 

any  of  the markets established by 

the huge  Baby  Boomer Generation.  

Almost  immediately  maternity 

wards began to sit idle and ever 

since dominos have fallen: the 

diaper  and baby  bottle  industry 

suffered; daycare  faltered; grade 

schools closed; high  schools closed; 

the Japanese  motorcycle industry 

collapsed; Levi  Jeans sales nose 

dived; and more recently, Detroit 

couldn’t sell  its cars and the U.S. 

was hit by a huge housing crisis.  

This may  sound far  fetched, but 

the numbers work. Wherever  Gen. X 

goes it  disappoints.  It  is too small  to 

meet expectations. 

When Gen. X aged into the  entry 

level  U.S. labor  market  it  could not 

meet  the demand, leaving many  job 

openings begging.  This drove labor 

costs up, moved many  jobs overseas, 

and help suck  in Latino immigrants 

like a vacuum cleaner.  Gen. X 

seems to have  amazing negative 

demographic power, but  is it saving 

the best for last? 

We are  afraid so. According to 

the Bureau  of  Labor  Statistics, 

workers in the U.S. reach their  peak 

earnings, consumption and tax 

paying power  at about age 50.  Right 

n o w t h e h u g e B a b y  B o o m e r 

Generation is solidly  positioned over 

that  age.  What happens in  10 to 15 

years when it is Gen. X’s turn to do 

the heavy  lifting? The U.S has a 

problem, a serious fiscal problem. 

Is there  a solution? Potentially, 

as the  solution is right  under  our 

nose: Latino immigrants.

We don’t really  know  how many 

f i r s t  g e n e r a t i o n  a n d s e c o n d 

generation Latino immigrants there 

are in the U.S., but it  is speculated 

that  the  2010 Census will  put  that 

number  at  about 50 million.  

Because the  Latino immigrants 

poured into the Country  to satisfy  a 

Gen. X entry  level  labor  shortfall, it 

would follow  that  the immigrants 

are about the same age.  We believe 

that  the 2010 Census will  show that 

the Latino immigrants have filled in 

the Generation  X population deficit 

and then some.  This is good news 

demographically  because  now the 

real  challenge for  the  U.S. is to 

maximize the immigrant’s earnings 

Continued on Page 24

Ahead of the Curve By Ken Gronbach

Ticker Name P/S Cost Price No. % of Fund Value G/L G/L %
Health Care 5.0%

HUM Humana 0.3 49.3 47.0 609 1.7% 28,623 -1,401 -4.7%

AET Aetna 0.4 32.2 29.5 931 1.6% 27,483 -2,495 -8.3%

PRX Parr Pharmaceutical Co. 0.8 26.1 26.0 1,149 1.7% 29,874 -115 -0.4%

Consumer Staples 9.1%

JBSS John Sanfilippo & Sons 0.2 15.8 15.4 1,904 1.7% 29,303 -685 -2.3%

SAM Boston Beer Co. Cl A 1.1 25.9 44.5 1,080 2.8% 48,071 20,088 71.8%

THS TreeHouse Foods 0.8 40.2 38.6 746 1.7% 28,803 -1,171 -3.9%

WVVI Willamette Valley Vineyards 1.0 3.3 3.7 11,079 2.4% 40,438 3,988 10.9%

WFMI Whole Foods Market 0.6 30.5 27.3 1,256 2.0% 34,314 -3,969 -10.4%

NUS Nu Skin 1.2 15.3 26.1 1,949 3.0% 50,869 21,069 70.7%

Developed Overseas Markets 0.0%

Emerging Markets 2.5%

PLND Market Vectors Poland ETF 23.9 22.0 1,000 1.3% 22,020 -1,880 -7.9%

TUR ishares MSCI Turkey Market Index Fund ETFishares MSCI Turkey Market Index Fund ETF 49.6 51.6 400 1.2% 20,656 836 4.2%

Cash 22.6% 386,398

Value of Model Beacon Master PortfolioValue of Model Beacon Master Portfolio 1,709,151
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and consumption power  and turn 

them into significant taxpayers to 

make up  for  Gen. X’s anticipated tax 

shortfall.  

Is this possible? We believe it is.

The Pew  Hispanic  Center  released 

some interesting research results in 

December  2009 regarding the 

assimilation of  Latino immigrants.  

This research  could pave  the way  for 

understanding what needs to be done 

to mainstream the Latino immigrants 

a n d m a x i m i z e t h e i r  e c o n o m i c 

contribution.  Pew  recognizes the 

significant  Latino influence by  stating 

that this report  “comes at a time  when 

one in  four  U.S. newborns is Hispanic; 

never  before in  U.S. history  has a 

minority  ethnic  group  made up so large 

a share of the youngest Americans.”

Young Latinos are key  to the  future 

of  the  U.S., and it  is not much of  a reach 

to say  that  their  success is the country’s 

success.  So how are they  doing? Pew 

Research gives us some insight.  The 

survey  shows that Latinos ages 16 to 25 

are satisfied with  their  lives and 

optimistic  about  their  futures.  

According to Pew  “Large numbers of 

U.S.-born Latino youth (75%) and 

foreign born (66%) expect  to be  better 

off financially than their parents.”

The household income  of young 

Latinos lags well  behind that  of  young 

whites and slightly  ahead of  young 

blacks, Pew  says.  The  good news is 

there  is a significant  decrease  in the 

poverty  rate from first  generation (29%) 

to second generation  (19%).  Also more 

than half  of  all  foreign  born Latinos 

have low  skill  jobs compared to (27%) of 

Latino kids born here.

The real  bad news has to do with 

the  Latino drop  out  rate in high 

school, with nearly  17  out of  every  100 

Latino high school  students not 

finishing.  Compare  this to six  out  of 

100 for whites and nine out  of 100 for 

African Americans.  This fact does not 

bode well  for  Latino progress in  the 

United States economy.  The principal 

reason given for the high drop out  rate 

is financial; they  need to work  to help 

support  the  family.  Almost  90 percent 

of  Latino kids see a college education 

as critical  in getting ahead, but only 

about half realize the dream.

An interesting sidebar for  Latino 

youth  is their  relationship  to gang 

culture.  About three in ten (31%) 

young Latinos say  they  have a friend 

or  relative who is a current or  former 

gang member.  Ironically  this affinity 

for  the gang culture is much higher 

with U.S. born Latinos (40%) versus 

foreign born (17%).  The popularity  of 

gang culture is especially  high with 

first and second generation Mexicans. 

Will  the young Latino immigrants 

solve the economic issue of  the 

undersized Generation  X and provide 

the tax  dollars necessary  to fund the 

American dream in ten  or  fifteen 

years? Time will  tell, but  with the 

exception of  a couple  of  potentially 

crippling issues like  the soaring high 

school  drop out  numbers and a higher 

than normal  crime rate, Latinos 

appear  to be  moving in  the right 

direction. 
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