COASTAL

WEALTH MANAGEMEN']

MARKET COMMENTARY

As we pass the Memorial Day mark which indicates the begin-
ning of summer as well as the beginning of hurricane season,
we need to take a look at the economy and how the markets are
reacting.

Past 6 Months

For the past 5 weeks, the S&P500 has been in a confirmed
down trend as shown in the boxed area at the left. Its current
level of 1312 is only 6 points above the near term support level
of 1305 as indicated by S1lon April 18. If it should break
through this level the next point of support would be the level
set on March 16 of 1256 and indicated by S2.

The drop over the past month is approximately 3.7%. A de-
S&P 500 Composite cline to the S2 level would be a total of 7.8%.

The concerning fact is that the market has formed a pattern of
lower highs and lower lows, the definition of a downtrend. This coupled with the uncertainty surrounding the fight over the
debt ceiling and the continuing softness in the employment arena leads us to the conclusion that the current level of risk in the
market place out weighs the potential for gains. This situation will certainly come to an end but until it does we need to limit
our risk and stay tuned to any changes that occur.

I have no way of knowing for certain whether the market support levels above will hold and we will see a rebound or if not, how
sever a correction we might see if the market pushes through these support levels. The one thing we can do is maintain reason-
able stops which will limit any draw downs should the market push lower. If on the other hand we see a rebound, the high yield
funds that we are currently invested in typically follow the market with a lower degree of volatility.

Since we do not try to predict what the market will do, we will keep a daily vigil and take action to preserve capital if our stops
are hit.

On another note, | recently saw a sign at a nursery advertising $200 for the first successful rain dance. I don’t think this would
do much for our returns, but it would certainly be a welcome change as we head into what promises to be a long, hot summer.

Total Return [\ 2= | The same 6 month chart of the S&P 500 shown above is plot-

: ted against the one of our funds, Calvert High Yield Bonds
(CYBAX). Asyou can see, high yield bonds tend to trend in
the same direction as the over all market with much less vola-
tility. If the market should continue its recent march down-
ward, these funds will likely follow suit. The delay in reaction
from the bond markets should provide us with enough warning
to be able to limit any losses and move to the sidelines. Once a
trend is established, we can then move to try and take advan-
tage of it. The one advantage of the weakening market is that
CYBAX vs. the Fed will be forced to keep interest rates low for the fore-
seeable future. A change in Fed policy will impact the bond
markets, but until they take action, we simply need to continue to monitor the day to day changes and act when our stops are hit.
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Employment Population Ratio, Participation and Unemployment Rates
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At left is a chart starting in Jan. 1960 showing the Employment
Population Ratio (black), Participation (blue) and Unemploy-
ment Rates (red). The blue vertical lines indicate previous
recession periods. Note that while the Fed points to the number
of jobs that have been created in the last year, the rate of unem-
ployment is still comparatively high and we have a long way to
go to get back to “normal” employment levels. Also of signifi-
cance is that the current workforce participation rate at 64.2%
has rolled over and is trending down. The normal level of
work force participation for the past 20 years is 66% to 67%.

At right is a chart showing the percent of job losses for each
recession period since WWII. In terms of payroll job losses,
the current period is by far the worst seen to date. Also of note
is that the number of months necessary for recovery has in-
creased with each recession. At the current rate of increase, it
would suggest that full employment recovery will not occur
until sometime in 2014. One should logically ask how the
housing market can possibly recover until we reach something
approaching full employment.

Percent Job Losses in Post WWII Recessions
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MARKET SNAPSHOT
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S&P 500 (SP-CP) w/ 50 day moving average
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Dow 30 (DJ-30) w/ 50 day moving average

Russell 2000 (RUT-1) w/ 50 day moving average
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