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So much for global liquidity,
risk comes home to roost.

Big time!



Copyright 2003-2007, All rights reserved.
investwithcornerstone.com

8/7/2007

Macro-economic research

If we said it once to clients over the last twenty 
months we said it 1,000 times, risk is under- 
priced.
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Macro-economic research

Bam!  Just look at risk getting re-priced late in July.  Fast and loose funny money is 
starting to dry up now that some things have gone bust.  Beware!
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Macro-economic research

The VIX was low because of low risk spreads in the credit market, not vise versa.  
Volatility has been nowhere to be found until the past couple of weeks.
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Macro-economic research

Are we having fun yet?
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Macro-economic research

Risk is being re-priced…how long will it take to 
wash out?  More than a handful of trading 
days, less than ______
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Macro-economic research

Look at Goldman swoon.  They were the high priests of the loose-money nuttiness.  
Wow, that stock price is down like $40 is just a couple of weeks.
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Inflation expectations

Food and energy costs have bled into the so-called core rate 
of inflation, next stop…wages.

Let’s see how much Dr. Ben likes it when wage increases 
stick.  Because if we don’t go into a recession and we stay 
at or around trendline growth, it is hard to see prices 
climbing down dramatically.
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Inflation expectations

Based on as-reported numbers, headline inflation numbers are cooking along at 
reasonable rates between 2-3%

US Inflation Rate (CPI)
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Inflation expectations

Our proprietary Price Pressure Index indicates that price pressures within the US economy remain at elevated 
levels.

Price Pressure Index -- Longer Term View

0%

2%

4%

6%

8%

10%

12%

14%

16%

April-
53

April-
55

April-
57

April-
59

April-
61

April-
63

April-
65

April-
67

April-
69

April-
71

April-
73

April-
75

April-
77

April-
79

April-
81

April-
83

April-
85

April-
87

April-
89

April-
91

April-
93

April-
95

April-
97

April-
99

April-
01

April-
03

April-
05

April-
07

-2.00%

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

14.00%

16.00%

Price Pressure Index

Consumer Level Inflation



Copyright 2003-2007, All rights reserved.
investwithcornerstone.com

8/7/2007

Inflation expectations

Our TIPS spread model indicates inflation expectations of 2.34%.

Core Rate Versus PCE
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Inflation expectations

We continue to believe that we are in the early stages of a very long up cycle in commodity prices.

CRB Raw Industrials
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Federal Reserve Watch

Three kinds of people here.  People who anticipate a 
cut in the Fed Funds rate, those who don’t, and 
the small group of people at the Federal Reserve 
who actually will get to decide.

Without a dramatic slowing in the overall economy, 
not just housing and autos, it is hard to see 
justification for a rate cut on the horizon until 
prices slow.
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Federal Reserve Watch

This remains the most interesting chart in the entire chartbook. It will take below trendline economic growth 
for prices to stabilize (read, a recession), before the Fed starts cutting interest rates again.

Price Pressure Index vs. Real Fed Funds
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Federal Reserve Watch

Has this measure bottomed?  

Monetary Conditions Index
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Federal Reserve Watch

Pulling back a bit.

MZM Growth Weekly
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Outlook & Forecast 
(as of 7/31/07)

We are not anticipating a tremendous amount of upside in US markets in the coming three years.  The trend for the past period has been gently 
positive with minimal downside risk.  Given some of the economic clouds we see on the horizon, that isn’t sustainable.

Our client portfolios are positioned accordingly with an emphasis on non-dollar assets and away from asset classes with out-sized three to five 
year returns.

Index Current Forecast Range Time Frame Comments

S&P 500 1455.27 Trading range 1400 -1500 9 Months 5-10% over-valued

Ten Year
Treasury

4.77% Trading range 4.75 – 5.10% 10-12 Months An unanticipated shock 
here could be damaging, 
and is not outside 
possibility.

Inflation
(all Urban)

2.66% 2.35 – 2.95% 2.35 – 2.95% 10-12 months We don’t think these 
accurately reflect costs.

Fed Funds 5.25% No change 5.25% 0-3 months Don’t look for the Fed to 
cut rates anytime soon.

S&P 500 
Earnings

$86.90 $86-94 $86-94 End of 2007 Not forecasting an earnings 
decline, but earnings 
growth will slow.
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