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Soorts lllustrated is not usually found in financial
circles, but recent issues have some relevance to
today'sinvestors. After the NBA finished the regu-
lar season, S wrote glowingly about the Detroit
Pistons, theteam with theleague's best record. But
inthe playoffsagainst the Cleveland Cavaliers, the
Pistons barely won. That week, S discussed the
Pistons weaknesses, failings, and shortcomings.

Investors too alternate between hot and cold.
OnApril 18th, theDJIA rallied nearly 200 pointson
the "prospect that the Fed will stop raising rates".
Good news continued over the next several weeks,
but it was curiously inconsistent. If the Fed was
indeed at or near the end of the cycle, the bullish
scenario was predicated on a slowing or at least
moderating economy.

But at the end of April, Q1 GDP showed growth of
4.8%, itsstrongest level inthreeyears, and in early
May both the ISM (Institute of Supply Manage-
ment, the old NAPM) and Industrial Production
were stronger than expected.

“No matter how experienced atrader is, the possibility
of his making losing plays is always present because

speculation cannot be made 100 percent safe.”

Reminiscences of a Stock Operator
by Edwin Lefevre

Themainfocusbecameinflation. If the economy continued to
dowell, wouldn't inflation reappear?

Not to worry. As the New York Times reported, the mid-
month inflation datawas benign: "Wholesal e Prices and Hous-
ing Cool Inflation Worry". The same day, however, the con-
sumer priceindex was 0.1% higher than expected and a 200+
point decline ensued.

But by month's end that fear abated when the PCE report for
April, the Fed's so-called preferred measure of inflation, was
inline with expectations. As the New York Times again re-
ported, "Revised Growth Data Eases Inflation Fear", and while
the S& Pisdown over 3% for the month, it was, in our opinion,
recovering.

For those who, unlike ourselves, are not intimately involved
with the market, one could legitimately ask, "What is going
on?' and "What can |, asanindividual, copewith andinvestin
amarket which has such seemingly large and capricious mood
swings?"

The answer is hot simple and is related to the world at large
and not just finance. For one, thereisjust more infor-
mation. Oneof thismonth’sinsertsisareproduction of
an early version of thetrading calendar which weintro-
duced thirty years ago. Amazingly, before then inves-
tors didn't know when earnings were due or when eco-
nomic indicators were announced.

!Interestingly that piece of news might have been a net positive.
The largest component of the CPI is housing. But the Bureau of
Labor Statistics measures not the cost of houses but the rental cost
of apartments. With house prices stabilizing, or in some cases
slumping, the demand for apartments might have increased asindi-
viduals hesitate to buy into a declining market. And cooling the
housing market is one of the objectives of the Fed.

| guessbirthdaysaren’t for partiesafterall. On the day when traders celebrated the 214th birthday of the New
York Stock Exchange, the Dow Jones Industrial Average celebrated by falling 214 points.
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Note too, that there were only a handful of no-
table economic releases. Today, as can be seen
on our "Dissecting the Economy" insert, we
regularly monitor over forty indicators each and
every month.

Secondly, the data is better and quicker. Ev-
eryone hasread storieswritten about Wal-Mart
and their inventory tracking systemswhich tell
managers when the Dayton storeisrunning low
on paper towel s or that the storesin Sacramento
arenot sellinglawn chairs. Not too many years
ago, investorsdidn't act or react in part because
the information either wasn’t available, or if it
was, it was two weeks old and therefore stale.

Today too, mediasources have expanded which
leads to greater - but not necessarily better -
dissemination of information. It also leads to
competition and hype. On May 23rd, the mar-
ket was down 5.2% from its May 5th peak, but
by the sounds of some of the news reports one
would think a minor crash had occurred.

In May, the Enron saga continued and it re-
minded us of the lack of perspective and qual-
ity which we see too often in the media. In
their July 2000 issue, Fortune published a list
of ten stocksfor the next decade. Some months
ago we read a story which suggested that in-
vestors should consider buying the ten stocks
fromthat list now asthey had collectively fallen
sharply fromtheir July 2000 levels.

Ten Stocks For The Next Decade:
FortuneJuly 2000

Ticker Company 7/19/2000 % Chg
BRCM Broadcom 158.08 -78.79
SCHW Charles Schwab 36.38 -54.72
ENE Enron 72.56 -100.00
DNA  Genentech 37.53 119.15
MS  Morgan Stanley 88.25 -33.03
NOK  Nokia 53.13 -59.68
NT Nortel Networks 76.50 -96.86
ORCL Oracle 36.88 -61.95
UVN  Univision 56.63 -37.11
CBS Viacom 50.21 -48.64
Average -45.16
S& P 500 -14.67

To suggest that they were a mild disaster is
probably an understatement as six of the names
are down 50% or more, another three aredown
30%, and only one of the ten is up since publi-
cation.
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The story suggested that since these stocks have been beaten down, all the bad
newsis probably out and they might be candidates for aturnaround. Sadly, one
of the ten was Enron which we all know no longer exists. Nevertheless, here
was one source advising that investors buy alist of stocks which included the
non-existent Enron!

The psychology of investorsaswell asindividuals has also been affected. Asa
result of technological and other devel opments, investing has given way to trad-
ing and trading by its very nature is short-term. The hedge fund as well as the
trader at Goldman Sachs or Lehman is not focused on long-term capital gains.
If he doesn't make money in the short-term, he won't be around long-term.

In Alice in Wonderland the saying was "Jam tomorrow, jam tomorrow, never
jamtoday." Having spent a dozen years on the Salomon Brothers trading desk
when it wasthe epicenter of thefinancial trading world, weknow it isjam today
and well worry about tomorrow's jam tomorrow, as evidenced by one of our
favorite stories.

Sometime in the late 1970's or perhaps early '80s, we were asked to bid on a
large block of iron ore producer Mesabi Trust (MSB). As we recdl, it was
trading around $9 and the head of the desk, one Michael Bloomberg, asked me
and the head bank trader where we could movethe block. We sold the block at
$7 Y2 and made atidy profit between commissions and holding somein inven-
tory. A day or two later we discovered that Mesabi Trust was not a Japanese
bank but amining company in Michigan.

We are not dissuaded from our positive stance by the events of May. We
contend that some perspective should be maintained and that unlike traders
whose memory extends only to yesterday or at most last week, the underlying
trend of the economy and the stock market continues to be positive.

One example of some perspective might be noted in the fact that of all the
accounts, al thereports, and all the columnsthat weread, thereislittlemention
that we had a similar development last October when the market had a 5.4%
decline:

Anecdotal Recap of S& P 500 October 2005 Correction

1,250 4
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Upbeat Report Help Boost
Stocks.

2 Shares Tumble on Worries
Over New Storm and Rates.
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Season; Fed Rate Increases
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timistic about the economy.”
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4 The Anxiety Market: “Investors finally concluding that inflation is going to be a
bigger problem than they or the Fed, have been willing to admit.”
Refco’s Bennett Arrested, Charged With Fraud; Prosecutors, Saying CEO Hid Debt.
Refco’'s Collapse Underscores Risks Inherent in the Derivatives Market.

7 Bearish Bets Hit Record Level On the NYSE: Markets Torn Between Profits and
Inflation: Can Earnings Continue To Prosper In A Harsher Environment?




Perspective on some elements of May is also positive. For
one, the declinein commodity prices, whilereal, was attributed
to“bubbles’ inthat sector. Since 2000, every significant risein
any asset isquickly classified inthoseterms. Housingwasina
"bubble" then gold, oil, emerging markets, and Picasso paint-
ings.

While there were some speculative ingredients, we should re-
member that many of those increases were - until May - con-
sidered economicredlities. Oil wasup because Japan and China
are prospering and Japan, for one, has to import al of its ail.
Anyone who has ever seen Tokyo at night realizes that Japan
uses a lat of energy.

Our view is that the
events of May weresim- Stock PerformanceYTD:
ply a correction as evi- S& P 500
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Wall Street has generally not shared our conclusion that thisis
only a correction, and we have seen some very articulate and
intelligent arguments counseling caution. We disagree largely
because the advice is based on long-term historical perspec-
tives and indicators. Simply put, we think it is different this
time.

The reflex response to this argument, from even a neophyte
investor, will betheold cliché: the most dangerous (and expen-
sive) words in the market are: “it is different thistime”. How-
ever, in reality it is always different.

Several years ago we published Market Cycles, the most com-
plete, exhaustive, and thorough analysis ever undertaken on
stock market (and economic as well as interest rate) cycles.
We are confident in that statement because had such a study
been available, we would not have goneto the trouble and ex-
pense of doing it ourselves.

We found that while there were an abundance of useful ten-
dencies, trends, and historical antecedents, every cycle was
different and unique in its own characteristics. One example
which we have often discussed is the issue of rotation.
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Rotation might be considered the holy grail of stock market
research. Surely there must be some systematic, conclusive
tendency of stocks as they progress through the cycle.

Rotation obviously exists, but it istotally random, and theidea
that certain areas of the market do well toward the beginning
(or end) of the economic cycle, or as rates go up or down, is
extremely elusive. One of our more surprising conclusions -
which isimportant today - isthat interest rates are consider-
ably more important to the market than are corporate earn-
ings.

As aresult of Market Cycles and continued observation and
analysis, we are more and more of the view that thelonger the
perspective and depth of history, the less useful conclusions
from those efforts seem to be. The market, after all, "learns’
from its past, and it really is different this time.

Continuing on that theme, concerns have surfaced that we
might have areplay of 1987 (39% of respondents to a recent
Kudlow and Co poll recently thought so). While there are
some similarities between now and then, thereisalso one major
difference. In the two years before October 1987, the mar-
ket was up over 80%, while during the last two yearsthe S& P
500 has only gained 18%.

S& P 500: 1987 vs. Today
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Market Cycles is one of a series of what we term topical
studies, where we engage in detailed, in-depth studies with a
view not toward conclusion- i.e., buy drugs, sell utilities- but
rather illumination. 1n 1999, for example, while many analysts
were concerned about the lack of breadth in the market, we
wrote Market Breadth, which concluded that it wasn't how
many stocks went up or down but rather which ones.

The S& P is marketcap weighted, and currently Exxon Mobil,
GE, and 54 other stocks have a weighting equal to the other
444 stocks combined. Thus, if the 56 top names go up 1%,
and the other 444 names fall 1%, the overall index would be
flat even though over 88% of the stocks in the index were
down. (AsAl Gorewould attest from the 2000 electionit's not
amatter of how many, but more importantly, which ones.)



Our most recent study was an update of one
we wrote in 1996, The Failure of Technical
Analysis. Asaresult of the update and subse-
guent articles, we are actually encouraged
about the market's prospects.

In the short term, chartists are generally nega-
tive to downright bearish. What we view as
noteworthy is the paucity or weakness of the
bearish arguments. |If they were brought be-
fore a court on the charge of bearishness, they
would - wethink- befound not guilty. Consider
thefollowing statement, for example: "investors
are using rallies to cut loose some
underperforming positions which may hint at
trouble ahead."

"May hint" is hardly going out on alimb and
also suggests "may not hint". Andwhat iswrong
with selling underperforming positions? Aren't
you supposed to sell losers?

Or consider the chart we presented in our up-
dated Failure. Insider sellingisallegedly anega-
tive sign and is tracked by chartists and - to be
fair - other analysts. But areview of headlines
on the subject shows that insiders were selling
at the bottom and at other points, but
irregardless, it was considered a negative.

Insider Selling Anecdotal: 6/03 - 12/04
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1 8/13/2003 Lack of Insider Stock Purchases Sends
a Warning to the Market - “The message that insiders

are sending to the market in one word: Sell.”

2 8/18/2003 Insiders Moves In Face of Rally Spark
Concern - “...they are selling their company’s stock at
levels not seen in more than a year - a potentially
ominous sign for the market in the months ahead.”

3 11/5/2003 Insider’s Bearish Sentiment Hits Record
Level Despite Stock Gains - “A widely followed indica-
tor of insider sales plunged to unprecedented bearish
levels.”

4 6/30/2004 Insiders Return to Bearish Stance As
Share Purchases Fall Sharply - “...rinsiders sold more
than $34 worth of stock for every dollar’s worth bought
- aratio of sales to purchases well above the 20-to-1
ratio considered ‘very bearish’.”
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Thisisnot to suggest that al the newsisgood and we have the responsibility to
present some of the negatives. One is the year-over-year change in bonds.
Historically speaking, when the ten-year treasury experiences ayear-over-year
changeinyield of 20% or more asit has recently, it has been areliable precur-
sor for apickup ininflation, and inflation, asthetable below details, isgenerally
not aconducive environment for equities.

While the overall conclusion is unsettling we would again note that emphasis
should be placed on the more recent experiences which have resulted in posi-
tive equity returns.

CPI Beforeand After 20% Y/Y Changein Ten-Year Treasury
Yields: 1962 - 2006
First Date Inflation S& P 500
Above20%  Prior Year Next Year Change Next Year
7/11/66 25 28 03 5.8
1/19/68 30 47 17 7.1
7/7/69 55 6.0 05 -28.1
7127173 6.0 10.9 49 -24.8
7/14/78 74 109 35 49
10/15/77 6.6 83 17 119
3/16/84 46 35 -11 108
5/1/87 38 39 01 -9.3
4/18/94 25 29 04 14.2
9/8/99 23 34 11 118
5/4/04 23 35 12 50
3/9/05 30 36 06 54
4/20/06 34
Average 41 5.4 12 12

Investors are also concerned about the pace of short-term interest rates and
are searching for any indication that the Fed will put an end to its string of
sixteen consecutive rate increases. However, we should be careful what we
wish for. The chart below highlights the average S& P 500 performance during
Fed rate cyclesfrom thefirst hikein ratesto thelast cut. In general, the market
tendsto rise while the Fed isin the process of raising rates, but oncethe Fed is
done, the market gives up most of the gains (gray shading), and while the gains
in the current period have been stronger than average, the pattern bears a strik-
ing resemblance.

S& P 500 Aver age Perfor mance During Fed RateHike Cycles:

1962 - 2006
87 Average Performance (Left Axis) Although performanceiin r 16
77— current Period (Right Axis) current period is greater r14
6 than the average, the L 12

patterns are very similar.
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Market | ndicators - June 2006
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For more detailed explanations of the aboveindicators please
contact our office.
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Subscriber Questions

If you are reading this month's newsletter in the proper page
order, you have probably already noticed the new "Birinyi
Market Transcript" inthe centerfold. While subscribershave
found the” Birinyi 50" and “Birinyi Stock Ratings’ to be help-
ful in finding specific stock ideas, readers also frequently ask
uswhat groups they should be looking to for ideas, and what
groups they should avoid. The "Birinyi Market Transcript"
highlights the most and least attractive market groups based
onthefollowing eight disciplines:

Money Flows
Fundamentals
Sentiment
Technica/Timing
Relative Strength
Valuation

Seasonal Patterns
Economic Patterns

The shaded areas on the left and right sides of the center
page highlight the most and |east attractive groups according
to each specific discipline, while the center of the page high-
lights the complete list of groups we track, along with their
gradesunder each discipline. Thelist issorted based on each
group's overall score from best to worst. This month, for
example, Capital Goodsis the highest scoring group with an
overall grade of aB, while Consumer Durables and Apparel
take up the rear with an overall score of F. Groups appearing
above the bolded S& P 1500 line are rated above average
while groups under the S& P 1500 are below average

Along with each group's grade by discipline, we have also
provided Y TD performance and impact results. Theimpact
figures are included to show how important each group isto
the overall market. As mentioned earlier in the text of this
month's Reminiscences, it isn't how many stocks/groups that
go up, but rather which ones. For example, transportation
stocks are up over 8% year to date, yet they are only respon-
sible for 11% of the market's gains. Diversified Financials,
on the other hand, are up less than 4%, yet they are respon-
sible for over athird of the year’s gains.

Finally, thefar right hand column of the Overall Group Grades
table highlightsthe most attractive stock in each group based
on our money flow ratings and other proprietary disciplines.

The “Birinyi Market Transcript” will be updated in each
month’s issue of Reminiscences, and we hope that readers
will find it to be a useful addition to their investing process.
Asalways, wewelcome any questionsor commentsthat read-
ers may have regarding this or any of our other services.



Next month’s changes to the portfolios
will be available on June 28th on our web
site, www.Birinyi.com.

Changesto the Portfolios
To the Conservative portfolio we have made
thefollowing changes:

Removed Added
Hovnanian (HOV) |Ingersoll Rand (IR)

To the Growth portfolio we have made the fol-
lowing changes:

Removed ~ Added

Adv. Medical (EYE)| Int'l Rectifier (IRF)
M. Stanley (MS) T.RowePrice (TROW)
St. Joe (JOE) Fed Ex (FDX)

PORTFOLI10 PERFORMANCE*

Month! YTD?
Conservative -2.10% -2.05%
Growth -7.86 -8.15
Trading -4.46 8.41
S& P 500 -3.11 0.56

1 Return is from last publication.
2 Return is from 12/29/05 - 5/31/06
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PORTFOLIOS
Conservative
Change Since
Price5/31 Last Publication
ALLTEL (AT) $61.67 -3.5%
Avon Products (AVP) 31.66 14
Caterpillar (CAT) 72.48 -4.6
Cummins (CMI) 109.72 24
Fidelity National Fin'l (FNF) 41.38 18.3
Ingersoll-Rand (IR) 43.42 -
Intel (INTC) 18.11 -71
Murphy Oil (MUR) 52.23 51
San Juan Basin Trust (SJT) 37.11 -3.7
US Tobacco (UST) 43.96 -11
Growth
Change Since
Price5/31 Last Publication
AMR Corp. (AMR) $24.73 1.1%
Best Buy (BBY) 52.61 -7.8
Cleveland Cliffs (CLF) 72.87 -14.6
Fed Ex (FDX) 108.68 -
Halliburton (HAL) 73.17 -6.7
International Rectifier (IRF) 44.31 -
Nabors (NBR) 35.37 -5.4
Nike (NKE) 80.37 -11
Sony Corp (SNE) 45.07 -13.8
T. Rowe Price (TROW) 78.51 -
Tradl ng Downside
Price5/31 Objective Limit
Biotech HOLDRs (BBH) $177.30 $184.95 $169.85
CIT Group (CIT) 51.40 54.00 49.25
CSX Corp (CSX) 66.81 72.40 61.70
Transocean (RIG) 81.06 89.90 74.20
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Reminiscences is published monthly for $225 per year by Birinyi Associates, Inc., PO Box 711,
Westport, CT 06881. The information herein was obtained from sources which Birinyi Associ-
ates, Inc. believes reliable, but we do not guarantee its accuracy. Neither the information, nor any
opinion expressed, constitutes a solicitation of the purchase or sale of any securities or commodi-
ties.

Please note that Birinyi Associates, Inc. or its principals may aready have invested or may from
time to time invest in securities that are recommended or otherwise covered in this report.
Neither Birinyi Associates, Inc. nor its principals intend to disclose the extent of any current
holdings or future transactions with respect to any particular security. You should consider this
possibility before investing in any security based upon statements and information contained in
any report or recommendation you receive from us.

*The performance figures shown in the table reflect the percentage change in the aggregate market
value of all securities recommended by Birinyi Associates, Inc. from time to time for inclusion in
the applicable portfolio during the period indicated. It is assumed that 100 shares were bought on
the recommended date without regard to the price of such security. A list of al such securities will
be provided by Birinyi Associates, Inc. upon request. Thus, some distortion in reported performance
may result from the addition or removal of relatively high priced or low priced securities, but it is not
believed that such distortions are material. It should not be assumed that recommendations made
in the future will be profitable or equal to the performance of the securities in this list.



Newsletter Trading Ranges - June 2006
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Normalization Factor: The number of standard deviations that the stock is presently trading from
its 50 day moving average, as well as the direction +/-. L = (E-50 day)/standard deviation

Theor etical High: Takes the largest normalization factor during the last 52 weeks and multiplies that by the
current standard deviation before adding the product to the 50 day moving average.

Theoretical Low: Takes the smallest normalization factor during the last 52 weeks and multiplies that by the
current standard deviation before adding the product to the 50 day moving average.
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