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Mick's Market Thought ...Recession is Over
The $64,000.00 question: ‘Istherecession over’? If so, how can | tell?

By all accounts the current recession can be traced back to the fall of 2007,
making it an abnormally prolonged experience. It has been said that if it were
not so painful, it —the recession —would be a great |earning tool for business,
investment and financial practices for future market involvement.

| am here to tell you that this recession has subsided and by all material
accounts has ended. Why the profound statement? The numbers do not lie.
This opinion paper will investigate five points which gleam into the belief that
the recession ended in the second quarter of 2009.

Global Indices have risen substantially

The markets fear gauge, better know asthe VIX isfirmly below 25
Industrial/Commodities are again in demand

Restaurant revenues and share prices are growing

Discretionary purchases (Homes & Hemlines) are on the rise as are share prices

111 Global Indices:

Indices around the world have had substantial gains since the lows achieved in
thefall of 2008. Some argue that there was no other direction for global markets
to go but up and may discount the value in assessing recessionary end by virtue

" of the markets moving higher. | beg to differ. Markets have always been the
# $% preeminent leading indicator in ng whether or not arecession has

commenced or concluded. In fact, global markets have always indicated the
direction of the economy by six to nine months. Markets arein abullish phase,
witness the 46% surge in the S& P 500 since March lows and the 25% rise in the
Nasdag Composite year to date (http://www.mickmitrovic.com/indices.htm)

VIXis Below 25:

The VIX, better known as the markets fear gauge, isfirmly below 25 and iswell

below peak levels of 89 reached October 2008, suggesting that investors are
confident that the worst is over. Current levels above 20 do imply that the
investor is till guarded in his’her exuberance but are moving towards greater
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optimism than months before. Investors are realizing that earnings of
companies, globally, are topping expectations and are leading investors to move
cash from the sidelines to active investment. A risein the VIX usualy indicates
selling pressures by investors who are feeling discomfort with maintaining
holdingsin the markets. Having broken through 25, leads me to believe that
investors, whom are also consumers, have broken through their fear level and
are poised to have greater excitement about deploying previoudy side lined
cash.

Industrials’Commodities are in demand...again:

One of the more interesting barometers used for measuring the strength or
weakness of the economy has been the Pallet/Cardboard Box indicator - This
indicator is straightforward and rather logical. Basically, the higher the demand
for corrugated boxes and shipping pallets — necessities when shipping products
to customers — the higher the demand for the products being shipped.

Today, virtually everything purchased on alarge scale at some point wasin a
box or shipped on a pallet. Known followers of the cardboard box indicator
include Alan Greenspan, who was known to look at cardboard box numbers,
among other things, for insight into shifts in the economy. In keeping with this
indicator lets review the Q1-09 & Q2-09 results of Packaging Corporation of
America (PKG-us); For the period ending 3-31-09 PK G revenues - Q1-09 -
reported were $512.38 (million) a decline of 6.2% from Q4-08 results, however,
Q2-09 revenues were $549.40 (millions) for an increase from Q1-09 of 7.2%.
Gross Profit also climbed 7.2% during the same period measured. A caveat in
this example is that expenses remained constant during Q4-08 and Q1-09
through Q2-09. Income after tax was $108.90 (millions) for an increase of
424% over Q1-09 results. Paul T. Stecko, Chairman & CEO of PCA stated that
business conditions were improving during the past quarters as a direct result of
higher than expected sales volume, lower operating costs. He went on to
explain that during the first quarter, corrugated product shipments were up 10%,
or 40000 tons and outside sales of container board were up 20% or 16000 tons.
In addition to the stronger than expected sales, industry inventories were at
there lowest June ending level in near 30 years. Mr. Stecko expects sales
volumes to be higher in the third quarter.

Card board boxes are not the only industrial indicator to review; othersinclude
Rail Transport, namely CN Rail (CNR-t). Although CNR's Gross Profit has
only improved by 2.4% over Q1-09 and revenues have been flat the true
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determination in gleaming an exit from this recession can be found in CNR's
Stock Price. It has gained over 20% since the end of Q4-08 lending credence
to the notion that the gains by CNR are further suggestion that the recession
has concluded.

With respect to commoadities finding arenewed interest by investors, it would
be foolish of me to suggest that the volatility of the commodity sector has
subsided, rather, | would expect price fluctuations to remain through the end
of 2009 but do believe that there will be a growth in Natural Gas and Oil
commoditiesin the beginning of 2010. If my assertion holds true, then you
can expect oil to remain above $70 for the duration of 2010. Of important
note isthe Baltic Dry Index which is a measure of Freight Rates charged for
the shipment of goods. The Baltic Dry Index has increased 413% from its
lows in December 2008. Y et another indicator that supports the theory that the
recession has ended or is ending.

Restaurant Profits:

Generally speaking, during times of economic hardship higher end restaurants
do not fair well asindividuals who do elect to go out for dinners and or
lunches are choosing fast food, family and cost friendly eateries over the likes
of HY's, Harbour Sixty Steak House and, the more affordable but not
completely economical - Keg Steakhouse. Upon investigating The Keg's
(KEG.un) results | am impressed to see that Q1-09 versus Q4-08 results
illustrate that total income is higher by 7%, gross profits gained 9.4%,
operating income increased by 8.4% and net income grew by 21.3%. No
matter how you look at the results, the results tell you that people are
venturing back to dining out far more than they were in the ladder half of
2008.

Discretionary Spending:

Appearsto be on therise. Canada's resale housing market bounced back
strongly in Q2-09, above levels reported for the same period last year. Figures
indicate that demand has increased -strikingly- in the country's more
expensive neighborhoods. Salesrose by 147,351 homes or 1.4% compared
with the second quarter of 2008. Thisis an important figure asit isthe first
year over year increase in quarterly activity since the fourth quarter of 2007,
yet another indicator that the economy is moving away form the recession.
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On alighter side, one of the more interesting and completely fun indicators of
the direction of an economy is The Hemline Indicator:

This theory suggests that the direction of the economy can be predicted based
upon the average length of hemsin that year’s new fashion lines. If skirtsare
short, markets are on therise. Conversely, if skirts are long, markets are heading
down.

Therationale is that longer skirts are worn when general consumer confidence
islow, asit has been over the last 9-12 months, demonstrating fear and |acked
spending. When skirts are short, consumer optimism and confidence is high,
indicating a bullish market.

Though not a generally accepted indicator, major shows such as NY C’ sfashion
week do offer a unique perspective into the global psyche; where designers
from around the world, working independently, come together to unveil that
year' s designs. These designs are at least in part influenced by the culture and
economy surrounding the designers.

In early 2008, from London to New Y ork to Milan, reports suggesting the drop
in hemline length were abundant... and so were the references to the stock
market. Looking back to reports from 2007 and 2008, the headlines are eerily
prophetic: Reuters Sept 07:

http://www.reuter s.com/article/domesticNewsidUSN0637620920070907

Take amoment and reflect back over the last 20 months and see where in fact
the above five indicatorsfit in determining the direction of the markets,
economy and investor psychology.

If nothing else, take a stroll back in time and see if you can draw parallels
between hem lines and market directions. Y ou will surprise yourself with how
pointed the above are in answering the $64,000 question of; ‘ Is the recession
over'? If so, how can | tell?



