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“Ri ches are not an end of
life, but an instrunent
of life.”

. Henry Ward Beecher

STOCK MARKET TI M NG DJI A: 8862.57 S & P 500: 934.53

I nvestors have been concerned this year by uncertainties related to corporate
earnings. The probleminvolves two areas of earnings nmeasurement: (1) the question
of which earnings should matter in terns of stock market valuation; and (2) the qual -
ity of corporate earnings in a world where nmany conpani es have used pro—forma net hods
in an effort to enhance results. In addition, nmany corporate accounting practices
have been called into question.

So the question is, what is the best way to value the Standard and Poor’s 500
I ndex, when there is so much confusion related to determning the true | evel of earn-
i ngs. Marketiner continues to include operating earnings in our calcul ations of stock
mar ket val uati on, however the new Standard and Poor’s core earnings approach has the
potential to gain credibility in the investnment comunity over time.

Reported earnings is an alternate neasure of corporate earnings that is wdely
accepted and is based on Generally Accepted Accounting Principles (GAAP). This neasure
excl udes di scontinued operations and extraordinary itens, and has an extensive his-
torical base. Use of reported earnings does away with the accounting gi mrcks that are
associated with the controversial pro—form earnings approach. We believe investors
are much nore interested in real earnings, and have lost their appetite for pro—form
ear ni ngs.

In our view, the potential exists for growing interest in the newest form of
corporate earnings nmeasurenent, which is the Standard and Poor’s core earnings mnethod.
Core earnings consist of reported earnings, with several key adjustnments. These in-
clude the follow ng additions:

1) expensi ng of enpl oyee stock option grants

2) pensi on costs

3) restructuring charges from ongoi ng operations

4) writ edowns of depreciable or anortizabl e operating assets
5) pur chased research and devel opnent expenses

The foll owing are excluded from core earnings:

1) goodwi I | charges

2) gai ns and | osses on asset sales

3) pensi on gai ns

4) unreal i zed gains and | osses from hedgi ng activities
5) litigation and insurance settlenents

Conti nued on page 2..



STOCK MARKET TI M NG UPDATE ...continued from page 1

Regar dl ess of which earnings measure one uses, the fact remmins that stock
mar ket val uations remain well above those that have prevailed at nost prior cyclica
bear market bottons. For exanple, during the secul ar bear negatrend that started
February 9, 1966 and persisted through August 12, 1982, the four nmjor cyclical bear
mar ket bottons occurred when the trailing price/earnings ratio ranged between 7.3
and 13.6. When the 1966—1982 secul ar bear market ended, the trailing p/e ratio was
7.3, one of the lowest in U S. history.

It does not appear likely that p/e ratios within that very |low range wll
devel op during the current cyclical bear market. In our view, it is nore likely
that an intervening cyclical bull market of approximtely one—+to—three years wll
be foll owed by another cyclical bear nmarket. At that tinme, the | ong—term process
of pricel/earnings ratio regression to the nmean is likely to continue, within the
context of the secul ar bear market that began during the first quarter of Year
2000, in our view.

Here is a | ook at key val uation conparisons as the market enters the fina
nonth of its historic third consecutive |osing year

Dat e P/E Ratio Conment

Cct . 7, 1966 13.4 cyclical bear market bottom
May 6, 1970 13.6 cyclical bear market bottom

Cct . 3, 1974 7.3 cyclical bear market bottom
Aug. 12, 1982 7.3 cyclical bear market bottom and

secul ar bear market bottom

Cct . 9, 2002 (|l owto—date) 17.3 based on operating earnings for
12—nont hs ended 6-—30-02.

Cct . 9, 2002 18. 4 based on Marketiner estimated
operating earnings for 2002

Cct . 9, 2002 29.0 based on reported earnings for
12—ront hs ended 6—30-902.

Cct . 9, 2002 20.9 based on Marketiner estinmated
reported earnings for 2002

Cct . 9, 2002 42.0 based on Standard and Poor’s core
earnings for 12—npnths ended 6—30-902

Dec. 2, 2002 20.8 based on operating earnings for
12—ont hs ended 6—-30-902.

Dec. 2, 2002 22.1 based on Marketinmer estinmated
operating earnings for 2002

Dec. 2, 2002 34.9 based on reported earnings for
12—nont hs ended 6—30-02.

Dec. 2, 2002 25.1 based on Marketi mer estimated
reported earnings for 2002

Dec. 2, 2002 50. 6 based on Standard and Poor’s core
earnings for 12—npnths ended 6—30-902



STOCK MARKET TI M NG UPDATE ...continued from page 2

In our view, a case can be nmade that the combination of low inflation and | ow
interest rates can support a price/earnings ratio range of 18 to 20 tines trailing
reported earnings for the Standard and Poor’s 500 |Index. However, in the absence of
p/e multiple expansion, stock market potential would be linmted to the rate of growth
of aggregate earnings, for as long as the conbination of low inflation and |ow in-
terest rates prevailed. Additional return would be generated by the current cash
dividend yield of 1.5% for the Standard and Poor’s 500 Index. A pricel/earnings ratio
of 18 to 20 tinmes reported earnings would represent a generous price—to—growh ratio
of 2.25 to 2.5 for the Index, assumng a |l ong—termreported earnings growh rate of
8%

Mar keti mer continues to anticipate real GDP growth of 2.25%to 2.75% i n cal endar
year 2003. If this forecast proves accurate, we estinmate Standard and Poor’'s 500
operating earnings will increase 12% from $42.20 this year to $47.10 next year. CQur
correspondi ng reported earnings estimtes are $37.20 and $42. 10 respectively. These
nunbers remai n bel ow nore optim stic Wall Street projections due to our concerns
about the very high ratio of consuner debt to personal incone, and the grow ng con-
sumer debt |oad. The recent increase in the consumer savings rate to 4% suggests the
process of increasing savings at the expense of spending is now underway. Also, we
are tracking the index of hel p—wanted advertising, which is a valuable tool for con-
firm ng an econonmic recovery. Right now, this index is at its |owest level in 40 years.

The key to neani ngful and sustainabl e econonic recovery is new jobs growth, and
that continues to be an area in which very little progress has been nade. W woul d
like to see close to 150,000 new j obs added on an average monthly basis. The reality
has been al nbst no jobs growth during 2002, and the outl ook for new jobs growth re-
mai ns uncertain in an econony that has al nost 25% of factory space sitting idle. So
far, the conbination of sluggish econonic activity and excess capacity has made it
unnecessary for conpanies to |aunch major hiring prograns, or to fund major capita
spendi ng projects. Corporate CEO s are likely to demand a significant inmprovenent in
real final demand visibility before enbarking on new spending initiatives.

Mar keti mer reconmends retaining existing equity market holdings at this tine.

This includes existing positions in the Nasdag 100 (QQQ shares. In addition, we rec-
omrend hol di ng existing stock market cash reserves pending further inprovenent in our
stock market timng indicators. The indicators showed no inprovenent during Novenber.
As a result, we are mmintaining our cautious approach to the stock market at this tine.
If a major change in our view occurs between nonthly issues, we will post a subscriber
bull etin at bobbrinker.com using the sane access nmethod used for the newsletter at

the website. We will include our nodel portfolio recommendations for nodels one, two,
three and active/passive. In addition, the information will be nailed to subscribers.

FEDERAL RESERVE UPDATE

The decision by the Federal Open Market Committee to reduce short—terminterest
rates by 0.50% at the Novenber neeting has elimnated any need for a further rate cut
at the upcom ng FOMC neeting on Decenber 10. The federal funds rate is now 1.25%
whi ch neans the inflation—adjusted federal funds rate is negative by 0.75% It appears
the Fed decided to do the 50—-basis point rate reduction in Novenber due to concern
that a possible war against Iraq would further danpen consuner confidence. In the
event the U S. decides to “disarni Iraq, the optinumtinme to start such an effort
woul d be during the January—ebruary period, when weather and atnospheric conditions
in that region are nost favorable for the use of advanced U.S. nilitary technol ogy.

Al t hough starting a war with Iraq during the nonth of Decenber would introduce an
el ement of surprise to the effort, it is not viewed as the nost likely time to begin
such a confrontation.

Conti nued on page 7



BOB BRINKERS RECOMMENDED LIST OF NO-LOAD FUNDS

INV.” SIZE % Totd Return $1000INV. EST.2 TEL. ANN.P PRICE
FUND OBJ. MILS$ 97 98 99 00 01 02 1-197= YD. SWCH EXP. 11-30-02
(11-30)
Baron Growth Fund G $1070 31.1 01 447 (46) 127 (95 $1848 00% #  1.40% 27.77
767 Fifth Avenue BGRFX
49" Floor
New York, NY 10153
800-992-2766
Baron Small Cap Fund CGA $726 - 22 708 (175 52 (6.1) - 0.0% # 1.39% 13.90
767 Fifth Avenue BSCFX
49" Floor
New York, NY 10153
800-992-2766
Gabdlli Asset Fund G $ 1601 381 159 285 (24) 02 (10.00 $1810 0.0% Yes 1.37% 29.67
One Corporate Center GABAX
Rye, NY 10580
800-422-3554
TIAA/CREF Equity Index  Russell $ 130 - - - - (11.6) (16.8) --- 1.0% Yes 0.26% 6.70
730 Third Avenue 3000
New York, NY 10017 TCEIX
800-223-1200
TIAA/CREF Growth&Income G& | $ 488 - 305 245 (7.3) (134) (189) --- 1.0% Yes 0.43% 9.72
730 Third Avenue TIGIX

New York, NY 10017
800-223-1200

*  Investment Objective Codes: CGA = Capita Gains Aggressive; G = Growth; G&I = Growth & Income

a) Estimated annual yield represents approximate investment income for last 12-months expressed as percentage of fund assets.
b) Annual expense retio reflectsinvestment advisory fees and other expenses expressed as percentage of total fund assets.

# Telephone redemption available.



BOB BRINKER'S RECOMMENDED LIST OF NO-LOAD FUNDS

INV." SIZE % Total Return $1000INV. EST.2 TEL. ANNP  PRICE

FUND OBJ. MILS$ '97 '98 '99 '00 01 ‘02 1-1.97= YD. SWCHEXP.  11-30-02
(11-30)

Dodge & Cox Stock G&l $12374 284 54 202 163 93 (7.2) $1919 17% # 0.55% 91.12

1 Sansome St. (35th F.) DODGX
San Francisco,CA 94104
800-621-3979

Dodge & Cox Baanced G&| $7489 212 6.7 120 151 100 (11) %1814 31% # 053% 63.16
1 Sansome St. (35th FI.) DODBX
San Francisco,CA 94104

800-621-3979

Vanguard Calvert Social Social $101 (9.0 (141 (187 -- 08% Yes 0.25% 6.31
Index Fund Index

P.O. Box 2600 VCSIX

Valley Forge, Pa 19482

800-662-2739

Schwab 1000 (R) G $3172 319 271 210 (82 (123) (164) $1365 11% Yes 0.46% 26.71
101 Montgomery St. SNXFX

San Francisco, CA 94101
800-266-5623

Vanguard Balanced Index Fund G&1 $3023 222 178 136 (20 (31) (7.1) $1443 30% No 0.22% 16.21
P.O. Box 2600 VBINX

Valley Forge, Pa 19482

800-662-2739

Vanguard Index 500 XP  $59318 332 286 211 (91 (1200 (17.3) $1372 15% No 0.18% 86.68
P.O. Box 2600 500

Valley Forge, Pa 19482 VFINX

800-662-2739

R) 0.50% redemption fee on shares held less than six months.
Marketimer is written and published monthly by Robert J. Brinker Investment Advisory Services, Limited. All rightsreserved. Although the information in this newdletter is based on sources which are believed to be reliable,
accuracy cannot be guaranteed. All opinions and estim atesincluded herein constitute our judgement as of this date and are subject to change. Thisreport isfor information purposesonly. Marketimer employees may from timeto

timeinvest in securities mentioned herein. Copyrightd 2002.



BOB BRINKERSRECOMMENDED LIST OF NO-LOAD FUNDS

INV.” SIZE

FUND OBJ MILS$
Vanguard Index (x) Index $ 2665
Extended Market Portfolio  vexmx
P.O. Box 2600
Valey Forge, Pa 19482
800-662-2739
Vanguard Index (X) Russell $ 3121
Small Cap Stock Portfolio 2000
(address/phone above) NAESX
Vanguard Index Total Wilshire $ 14712
Stock Market Portfolio 5000
(address/phone above) VTSMX
Vanguard International Non $5040
Growth Portfolio USA
(address/phone above) VWIGX
Rowe Price European Europe $ 681
100 East Pratt St PRESX
Baltimore, MD 21202
800-638-5660
Longleaf Partner’sInt’l Int'l  $1065
6410 Poplar Ave. Growth
Suite 900 LLINX
Memphis, TN 38119
800-445-9469
Rydex OTC Fund CGA $503

6116 Executive Blvd.
Suite 400

Bethesda, MD 20852
800-820-0888

RYOCX

% Tota Return

97

26.7

24.6

31.0

41

17.0

219

‘98

8.3

(2.6)

233

16.9

25.8

86.5

'99
36.2

231

23.8

26.3

19.7

244

00 01 ‘02

1-1-97=
(11-30)

(155) (92) (142) $1230

27 31 (153) $1269
(10.6) (11.0) (16.3) $1332

(86) (189) (13.5) $985

(6.7) (20.7) (15.6) $1100

259 105 (89) ---

100.6 (37.8) (34.7) (29.9) $1298

x) Vanguard Index Extended and Small Cap funds charge purchase fees of 0.5% or lessto defray expenses of broad diversfication;
annua expense ratios on these funds are extraordinarily low.

#) telephone redemption available

$1000 INV.

EST.® TEL. ANN.P PRICE
YD. SWCH EXP. 11-30-02
11% No 0.25% 19.80
14% No 0.24% 16.79
14% No  0.20% 21.35
1.8% Yes 0.52% 12.98
27% Yes 1.01% 1351
11% # 1.79% 10.88
00% Yes 1.15% 7.74



FEDERAL RESERVE UPDATE ...continued from page 3

Al t hough nonetary policy remnins very easy, the growh rates of the key nonetary
aggregates remain slow to noderate. The nonetary base shows real year—ever—year growth
of 5.6% up fromb5%I|ast nonth. M, which consists primarily of currency in circul a-
tion and demand deposits, shows year—ever—year real gromh of only 2.4% down from
2.6% | ast nmonth. The broader M2 aggregate shows year—ever—year real growth of 4.8%
down from 5.2% | ast nonth.

Lat est Monthly Data

($ billions) Y-O Y Real Y-O Y*
Novenber 2002 Novenber 2001 Changes Changes
Monet ary Base $ 691.0 $ 641.9 + 7.6% + 5.6%
M $ 1,192.7 $ 1,142.9 + 4.4% + 2.4%
M2 $ 5,798.5 $ 5,428.0 + 6.8% + 4.8%

* Real changes year —ever—year, adjusted for consuner price index increase of 2.0%
for the 12—nonth period through 10-31-02.

VANGUARD BALANCED | NDEX FUND

Vanguard Bal anced | ndex Fund (800—662-—2739) has been added to the Marketiner
No—toad Fund Reconmended List on page five. This fund i nvests 60% of assets in the
W shire 5000 Index, and 40% in an index of fixed—nconme securities. Marketiner wll
include a witeup on Vanguard Bal anced I ndex Fund in the next issue.

| NTEREST RATES / FI XED- | NCOVE SECURI Tl ES

Mar ketimer’s fixed—ncome recommendati ons have a current average yield of 4.44%
an average maturity of 6.65 years, and an average duration of 3.35.

Fund ( Synbol) Wei ghti ng Yield Avg. Mat. Dur ati on
Vanguard G nnie Mae Fund (800—662—%447) (VFI1X) 50% 5.31% 2.7 2.2
Vanguard I nflation-Protected Securities (VIPSX) 25% 2.19% 13.0 5.0
Dodge & Cox I ncone Fund (800—621-3979) (DODI X) 25% 4.95% 8.2 4.0

* plus adjustnments for inflation, the next distribution will be paid in |late Decenber for the fourth quarter.

I NDI VI DUAL | SSUES

Speci fic stock hol dings should be Iinmted to 4% or |ess of equities in order
to manage individual conpany risk in our view. The follow ng issues are rated hol d:

| ssue (Synbol) Beta Exchange 12-2 Close Estimated earnings per share
M crosoft (MSFT) 1.27 Nasdaq 57.69 2.00 (6-03) 2.15 (6-04)
Vodaf one/ Ai r Touch (VOD) 1.10 NYSE 19. 43 0.93 (3-03) 1.05 (3-04)

S&P Dep. Receipts (SPY) 1.00 AMEX 94.13 4.22 (2002) 4.71 (2003)
Total Market VIPERs (VTlI) 1.02 AMEX 87.73 n/a

DJI A Di anonds (DI A) 0.86 AMEX 88. 87 4.90 (2002) 5.35 (2003)
Nasdagq 100 I ndex (QQQ 1.67 AMEX 28. 00 *

* Marketimer estimates that the 40 | argest conpanies in the Nasdag 100 Index are trading at
an average P/E ratio of 31.8 tinmes projected 2003 operating earni ngs. These conpani es
account for 80% of the Nasdaqg 100 | ndex market capitalization.

ACTI VE/ PASSI VE PORTFOLI O

The Marketinmer active/passive portfolio, which has | ong—term growth objectives
simlar to nodel portfolio two, remains 65%in stock market cash reserves, 25%in Van-
guard Total Stock Market Index, 5%in T. Rowe Price or Vanguard European, and 5% in
Vanguard International Gowmh. This portfolio features broad diversification, very |ow
aggregat e expenses, tax efficiency, and risk managenent. All of our nodel portfolios
follow the Marketinmer stock market tim ng nodel which remains cautious at this tine.
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MARKETIMER NO-LOAD MUTUAL FUND MODEL PORTFOLIOS

The Marketimer no-load model portfolios are designed to provide investors seeking aggressive, growth and balanced objectives with a
strategic approach to investing in no-load funds over the long-term.

Model Portfolio | is designed for investors with aggressive growth investment objectives. Such investors seek maximum returns and
are willing and able to accept high levels of risk and volatility. Current incomeis not afactor in this portfolio.

Model Portfolio Il isdesigned for investors with long-term growth objectives. Such investors seek to enhance the value of capital
over time and assume areasonable level of diversified market risk. Current income is not an important factor.

Model Portfolio Il is designed as a balanced portfolio for current investment income along with capital preservation and modest
growth. The portfolio isallocated evenly between equities and fixed-income securities. This portfolio is best suited to investors nearing or
aready enjoying aretirement lifestyle.

MARKETIMER MODEL PORTFOLIO | ($20,000 value on 1-1-88)
Current Holdings Symbol Y% Beta Value  11-30-02 % Change
Baron Growth BGRFX 05 1.00 $ 4,341
Baron Small Cap. BSCFX 05 105 3,659
Rowe Price European PRESX 05 0.69 2,449
Vanguard Int’l. Growth VWIGX 05 0.70 2,051
TIAA/CREF Equity Index TCEIX 15 1.02 13,875
Money Market 65 0.00 102.416
100% 033 $ 128,791 + 544%
MARKETIMER MODEL PORTFOLIO Il ($20,000 value on 1-1-88)
Current Holdings Symbol Y% Beta Vaue  11-30-02 % Change
Gabelli Asset Fund GABAX 05 0.74 $ 3,833
Rowe Price European PRESX 05 0.69 2,733
Dodge & Cox Stock Fund DODGX 05 0.60 4,596
Vanguard Int’'l. Growth VWIGX 05 0.70 2,085
TIAA/CREF Equity Index TCEIX 15 1.02 9,840
Money Market 65 0.00 82.774
100% 029 $ 105,861 + 429%
MARKETIMER MODEL PORTFOLIO Ill ($40,000 value on 3-1-90)
Current Holdings Symbol % Beta Vaue  11-30-02 % Change
Vanguard Inflation Protected Securities VIPSX 25 0.00 $ 28,597
Vanguard Ginnie Mae Fund VFIIX 25 0.00 34,992
Rowe Price European PRESX 025 0.69 2,126
Dodge & Cox Stock Fund DODGX 05 0.60 8,845
TIAA/CREF Growth & Income TIGIX 075 1.02 7,770
Vanguard Int’l. Growth VWIGX 02.5 0.70 1,798
Money Market 325 0.00 39,786
100% 014 $ 123914 + 210%

HOW TO SUBSCRIBE TO BOB BRINKER'SMARKETIMER

NAME

ADDRESS

CITY / STATE/ ZIP

Make check or money order payable to Marketimer and send to: Marketimer
410 Saw Mill River Road
Suite 2060

One-year subscription: $185 (overseas subscribers add $10) Ardsley, NY 10502



