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Dancing With the Stock Market

Investors that stayed invested in the stock market following the correction in
mid February and early March should be in a pretty decent mood right now.
Since that time, the market has made some strong moves and had a pretty

impressive performance. As of April 30th, the S&P 500’s year-to-date return
was 5.1% (including dividends), the DJIA is at an all time high, and the S&P
500 is within striking distance of its record. My, what a difference one month
can make.

The upward strength and support for the market has been particularly apparent
in large cap stocks. The DJIA (an index tracking some of the largest U.S. cor-
porations) amazingly fell just three out of twenty trading days during the month
of April with no signs of slowing down.

Is Everything Really That Great?

Shrugging off the “Sub-prime Meltdown™ and other doomsday financial head-
lines was and continues to be no easy task. The housing slowdown is indeed a
real threat to the current economic expansion. One needs to just look at the
first quarter GDP for evidence. According to the government data, the U.S.
economy grew at an anemic annualized rate of just 1.3% in the first quarter,
down from 2.5% in the fourth quarter of 2006. The residential housing sector
was the primary culprit for the slowdown.

Thus far, those predicting an imminent end to U.S. consumer spending and a
meaningful slowdown in corporate earnings growth have been as wrong as
those fingering Billy Ray Cyrus for an early exit from “Dancing with the
Stars”. Consumers keep on spending, corporations keep on churning out record
profits, and the “Achy Breaky” man keeps on dancing his way into our living
rooms (two out of three ain’t bad).

Can you say “Goldilocks”?

Low interest rates, a strong job market, and once again, better than expected
earnings, have provided enough support for the economy to offset the housing
doldrums. Given this “not-too-hot and not-too-cold” backdrop, the stock mar-
ket should log further gains the remainder of the year. Further, corporate buy-
backs of stock and mergers and acquisition deals have been reducing the supply
of stocks, and resulting in higher prices.
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At this pace, my earlier forecast for the U.S. stock market (measured by the
S&P 500) to be up around 12% this year, including dividends, might turn out to
be low. However, I would not be surprised to see another mild pullback, per-
haps over the summer months, as the market digests these recent gains.
Undoubtedly, Wall Street’s mood will swing as more concerns about the econo-
my resurface. However, trading in anticipation of this potential correction is
too difficult. Investors should continue to overweight U.S. and foreign large
cap stocks which will hold up better in a pullback and offer an attractive
risk/return profile at this stage in the economic cycle.

*None of the information or data presented herein constitutes a recommendation by SMS Capital Management, LLC or
a solicitation of any offer to buy or sell any securities. Information presented is general information that does not take
into account your individual circumstances, financial situation or needs, nor does it present a personalized recommen-
dation to you.

Although information has been obtained from and is based upon sources SMS Capital believes to be reliable, we do not
guarantee its accuracy and the information may be incomplete or condensed. This report is for informational purposes
only and is not intended as an offer or solicitation for the purchase or sale of a security. Past performance is no indi-
cation of future results.
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