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ECONOMIC EFFECDEFLATIONARY CONSUMI

Debt Outstanding Domestic Nonfinancial Sectors - Business Corporate (Monfarm) Sector (BCNSDODNS)
Household Sector: Liabilites: Household Credit Market Debt Outstanding (CMDEBT)
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ECONOMIC EFFECIOW VELOCITY

Velocity of M2 Money Stock (M2V)
Velocity of MZM Money Stock (MZMY)
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ECONOMICEFFERCA BAL ANCE SHEET
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ECONOMIC EFFEEMONETARY POLICY RESPON
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VALUATIOEFFEC® POST QE

Normalized As Of 08/24/2010
Last Price
M US Trade Weighted Major Currency Dollar March 1973=100 - on4/15/11 91.073  +.0033
S&P 500 Index 124.7892 +.7112 :
.TIUS Generic. Govt 10 Year. Yield 1349507  -6746 ). ...
IS&P GSCI Index Spot CME - on 4/18/11 148.4046 -1.8346
S&P /Case-Shiller Composite-20 Home Price Index Not Seasonally Adjusted - on 1/31/11 94.8616 :-.9967
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CYCLICAL OUTLOGMODERATE ECONOMIC GROW

Economic Projections of the Federal Reserve
Actual / Forecasts
Indicator | | | 2007/ 2008 2009 2010/ 2011/ 2012 2013
Economic Activity
1) Real GDP (yoy %) . ) . 1.90 0.00 -2.60 2.90 3.65 3.95 4.15
2) Composite 290 3,10 3.10
3) CPI (yoy %) i i ) 287 385 -035 163 150 145 1.60
4) Composite 270 215 240
5) Core PCE (yoy %) , .2 .2 235 235 152 1.32 115 125 1.60
6) Composite 1.20 1.60 1.80
7) Unemployment (%) : . : 460 580 930 9.60 890 7.85 7.00
8) Composite 8.70 8.10 7.50

Figures shown are mid-points of the ranges on the central tendencies table on the Federal
Reserve published economic projections.
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CYCLICAL OUTLOGHCONOMIC GROWTH
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CYCLICAL OUTLOGIKFLATION
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Inflation (CPI)

CYCLICAL OUTLO®R/E

SCATTER PLOT: P/E RATIO AND INFLATION (1900 - 2010)
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CYCLICAL OUTLOOKHE o FLATI ON

Unstable Global Economic

Equilibrium
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CYCLICAL OUTLO®OEKARNINGS GROWTH
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CYCLICAL OUTLO®OEKARNINGS GROWTH

S&P 500 EPS: Growth Regressed To Nominal GDP (log)
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CYCLICAL OUTLOOKIARGIN EXPANSION UNLIKEL

U.S. Corporate Profit Margins 1980-2010
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SECULAR OUTLOORISING INFLATION

10Y nominal Treasury yields less TIPS yields
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SECULAR OUTLOORISING INFLATION

US Total Debt / GDP (IMF forecast)

U.S. TOTAL DEBT % OF GDP
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SECULAR OUTLOOKCOMPRESSING P/E MULTIPLE

SPX trailing 12mo P/E multiple
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SECULAR VIEWWSTOCK MARKET

. . . dshort.com
S&P Historical Composite: 1871-Present April 2011
Inflation-Adjusted Secular Highs and Lows
Callouts show percentage gains and declines
from previous lows and highs.
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HARMONI] CO S
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BHTIAK NCAVIGN

A Stocks > Bonds
A Treasury Bonds at extended valuations
A Some areas of corporate bond market more attractive
A US > Foreign stocks
A Foreign stocks offer better growth prospects and will benefit from falling US$
A BUT emerging market valuations are dependent on growth; US benefits from qualit
AQuality > 0junkoé
A Large company stocks > small
A Dividends
A Foreign revenues
A Earnings stability
A Shortterm and Inflationprotected Bonds > Longerm Bonds

A Commodities
A Neutral

A Real Estate
A Underweight
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HARMON|] C0S POSI TI| ON|

Variance of Tactical's Strategic asset allocation

Largecap Core US stock ‘ | | | | |
Mid-cap Value US stock ’
Mid-cap Growth US stock | ’
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Intl Developed Mkt Canada § | L
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HARMONI| C0 S P& OJKISORATHEGES
A Overweight:

A Consumer Staples
A Energy

A Producer Durables
A Technology

A Underweight:
A Healthcare
A Utilities
A Neutral:
A Financials
A Consumer Discretionary
A Materials & Processing
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HARMON|] C0S POSI TI| ON|

Variance of HIA sector weigiws market
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Trend

—S&P 500 Positive Surprise inde»
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S&P Positive Surprise index
10 Year Quarterly Seasonal Factors
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Harmonic Investment Advisors Is a
boutique, researchdriven investment
management firm creating customized
solutions for institutions, private clients and
non-profit organizations.
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