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“Stock prices have reached what
| ooks |ike a permanently high
pl at eau. ”
. Prof. Irving Fisher (1929)
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Qur forecast for Real Gross Donestic Product growth for cal endar year 2002 in-
di cates the recovery fromthe worst profits recession since the 1930's will be at a
noder at e pace. We expect growth of only 2.5%to 3.5%for the full year, despite the
fact that first quarter Real GDP rose 6.1% due nostly to a sharp decline in inven-
tory reduction. The problemw th this year’s recovery scenario is the fact that it
does not represent much of a recovery conpared to cal endar year 2001 Real GDP growh
of 1.2% which acconpanied a neltdown in corporate earnings.

In response to the | ackluster pace of economic activity, we are reducing our
St andard and Poor's 500 operating earnings estinmate for this year. Qur previous esti-
mate was $44, within a range of $43 to $45. Qur new estimate is $42.20, within a
range of $41 to $43. However, based on GAAP, we estimate earnings in 2002 will be
$37.20. Based on our estimate, the Standard and Poor’s 500 Index is now trading at
23.5 tines 2002 operating earnings prospects. Based on GAAP earnings, the Standard and
Poor’s 500 Index is now trading at 26.6 tines 2002 prospective earnings.

Since we are now entering the second half of the year, we are initiating our 2003
earni ngs estimate. We expect noderate growth in Standard and Poor’s 500 earni ngs next
year, with operating earnings of $47.10, and GAAP earni ngs of $42.10. CQur earnings
forecast assunes rising global demand along with some inprovement in capital spending.

These earnings estimates rai se the issue of stock market valuation as it applies
to the broadly based Standard and Poor’s 500 Index. Price/earnings ratios renmain high
when conpared with historical norns. The historical average p/e ratio of 18 during
periods of very lowinflation is below the current p/e |level. Despite the fact that
this relentless cyclical bear market is now entering its 28th nonth, valuations have
remai ned hi gh because (1) they started from unusually extended | evels, and (2) declin-
ing stock prices have been accomnpani ed by declining corporate earnings.

Even before the stunning revelations in |ate June from Wrl dcom and Xerox, the
subj ect of earnings quality was becom ng a very inportant issue for investors. As an
exanpl e, investors have becone disenchanted with corporate reporting policies such as
writing off operating expenses as "non-recurring itens”. This practice, which has be-
come nore wi despread in recent years, results in the overstatenent of operating profits
as many of the costs of doing business are converted into "one-time" witeoffs.

As subscribers know, we prefer stock markets that gain steadily over tine. The
current market environment is marked by frustration, which has been accentuated by the
extraordinary length of this cyclical bear market. Unfortunately, the glorious five-
year stretch from 1995 t hrough 1999, which saw 27% conpound annual returns for both the
W | shire 5000 I ndex and the Standard and Poor’'s 500 |ndex, increased investor expecta-
tions about future returns just as the great secular bull narket was entering its
final phase



STOCK MARKET TIM NC (continued from page 1)

Despite the trenendous investor enthusiasmthat acconpani ed the stock market top
in early 2000, it is our belief that the market was in the process of undergoing a
sea change of mmjor proportions. Wile nany investors were focusing on bogus concepts
such as “new era thinking” and the “new econony”, the reality was that the great secul ar
bull market that began in m d-August of 1982 was coming to a frothy and specul ati ve end
during the first quarter of 2000. At that juncture, the stock market entered into a new
secul ar trend which prom ses to make equity investing challenging for nmany years to cone.

The historical experience during secul ar bear markets has been a series of cyclica
bears and cyclical bulls, with a typical duration of one—to—three years. Wthin this
context, we are optim stic that the current | ong—+n—the—tooth cyclical bear market can
be put to rest within the next year, thereby opening the door to a cyclical bull market
noney—ABki ng opportunity.

We will do our best to identify the next cyclical bull market for Marketiner sub-
scribers. For now, rather than specul ate on when the next buy signal will devel op, we
suggest a patient approach to the market. W recomend hol ding on to stock market cash
reserves. We continue our policy of not selling into weakness, and reconmend those with
a position in Nasdag 100 (QQQ shares hold for higher prices during the next cyclica
bul | market. Subscribers are welcone to check the bulletin page at bobbrinker.com for
any nmmj or change in our reconmended position that may occur between newsletters.

I nvestors nust recognize that the risk premumfor investing in the stock nmarket has
risen since the first quarter of year 2000. Investors are now becom ng aware of the im
portance of stock market valuation, the inportance of corporate earnings quality, and
t he higher geo—political risk of investing in a world that is far different fromthe
world we knew in the 1990's. These are conditions that are not likely to change for the
better overnight. Therefore, the ancient Chinese saying “my you live in interesting

times”, which is expressed in pejorative terns, now applies to all investors. This in-
cludes those of us in the United States, which as the world s nost powerful nation
will be obligated to play a major role in shaping the global geo—political future.

FEDERAL RESERVE UPDATE

The Federal Open Market Conmmittee deci sion on June 26 to | eave short—terminterest
rates unchanged conmes as no surprise. Despite 40-year |l ows for both the federal funds
rate (1.75%, and the discount rate (1.25%, the econom c mal ai se continues. |In our view,
the Federal Reserve will try to avoid nmaeking any interest rate changes until solid
evi dence of a mmjor econom c recovery beconmes apparent.

We expect second quarter Real GDP growh to be reported at a slower annual rate
than the 6.1%figure posted for the first quarter. It is very inportant to note that
nost of the first quarter growmh canme as a result of a sharply |ower inventory reduc-
tion rate. This factor accounted for 3.4%of the 6.1%first quarter growh rate. However,
in order to have sustainable growth in the econony, we nust create new jobs at a swift
pace. We estimate nonthly average jobs growth of approxi mately 150,000 is required in
order to support a neani ngful econom c recovery and a sustainable increase in real fina
demand. So far, the new jobs figures this year have renmained far below that |evel. This
suggests nore tine will be needed in order to turn the econony around.

Conti nued dol |l ar weakness in the foreign exchange market reduces the flexibility
of the Federal Reserve as it creates pressure on the central bankers to raise short—term
interest rates in order to attract foreign capital into the greenback. In general
dol | ar weakness encourages foreign investors to sell U S. dollar denom nated hol di ngs
in order to avoid currency related | osses. However, the issue of defending the dollar
is adifficult one for the Federal Reserve. They do not want to raise short—termrates
when they are trying to stinulate the economy with low interest rates. In sumary, a
weak dollar makes Al an Greenspan’s job much nore of a chall enge.



FEDERAL RESERVE UPDATE (continued from page 2)

The growth rate of the nonetary aggregates remains firmas the Federal Reserve
does everything in its power to encourage future econom c growth. W expect the Fed
to continue to keep short—termrates very low and to maintain a highly accomodati ve
nonetary policy stance until indications of a significant econonic recovery devel op

The nonetary base currently shows year—ever—year real gromh of 9.2% which is
close to last nmonth's |evel of 9% The narrowy defined noney supply, M1, which
consists primarily of currency in circulation and demand deposits, shows real year—
over—year growh of 4.7% up slightly fromlast nmonth's reading of 4.2% The nore
broadl y defined M2 nonetary aggregate now shows real year—ever—year growth of 5.8%
inline with last nonth’s figure.

Table A
Latest Monthly Data
(Billions)
Y-O Y Real Y-O Y*

June 2002 June 2001 Changes Changes
Monet ary Base $ 675.3 $ 611.8 +10. 4% + 9.2%
M- $ 1,176.5 $ 1,111.4 + 5.9% + 4. 7%
M2 $ 5,553.3 $ 5,190.7 + 7.0% + 5.8%

* adjusted for consuner price index increase of 1.2%for the year ended 5-31-02
DODGE AND COX STOCK FUND

The only managed nutual fund that has been on the Marketimer No—toad Fund Recom
mended List during every cal endar year since 1988 is Dodge and Cox Stock Fund, a val ue
based fund that invests in conpanies with strong fundanental s.

During the l1l4-years through Decenber 31, 2001, Dodge and Cox Stock Fund earned
conmpound annual returns of 15.7% thereby outperforning the Vanguard 500 | ndex Fund,
whi ch posted conpound annual returns of 14.3% during the same period. This places
Dodge and Cox Stock Fund in the unique position of outperformng the broad market over
the entire 14—year period, while at the same tinme hol ding down both portfolio risk and
expenses. The fund' s beta coefficient of 0.61 is well below the 1.00 beta of the
St andard and Poor’s 500 |Index. The fund s annual expense ratio of 0.55%is very |ow
anong managed nutual funds.

Over l4-years ago, Dodge and Cox Stock Fund, based in San Franci sco, was not
wi dely known or widely followed. At that time, total assets in the fund were only $71

mllion. Since then, the excellent performance record has attracted nmuch nore attention
and total assets now are close to $11 billion.
The fund' s size has reached a level that will require close nonitoring of ongoing

performance. However, we see no signs that the fund is losing its touch. During the
first half of cal endar year 2002, the fund posted a m nor decline of 1.6% versus a
decline of 13.2% in the Vanguard 500 Index Fund, and a decline of 11.8% in the Vanguard
Total Stock Market |ndex Fund.

Al t hough the 1.4% annual perfornmance advant age Dodge and Cox Stock Fund posted for
the l4—year period through Decenber, 2001 may seem snmll, a $10,000 investnent in the
fund grew to $77,100 over the period in a tax—deferred account. A $10,000 investnent in
Vanguard 500 Index Fund shares during the sanme period grew to $64,440 in a tax—deferred
account. In taxable accounts, the conparisons would be nore favorable to the index fund
due to the very low fund distributions which result from passive i ndex managenent. This
underscores the difficulty of outperform ng | ow—e€ost index funds over the |long—termin
taxabl e accounts, as managed fund distributions result in higher tax liabilities.

We continue to recomrend Dodge and Cox Stock Fund as a core holding in both node
portfolios Il and 111, and we regard the fund s managenment team as exenplary.



BOB BRINKERSRECOMMENDED LIST OF NO-LOAD FUNDS

INV.” SIZE % Tota Return $1000 INV.
FUND OBJ. MILS$ 97 98 99 00 01 02 1-197=
(6-30)
Baron Growth Fund G $903 3.1 01 447 (46) 127 (0.8) $2025
767 Fifth Avenue BGRFX
49" Floor
New York, NY 10153
800-992-2766
Baron Small Cap Fund CGA $797 - 22 708 (175) 52 74
767 Fifth Avenue BSCFX
49" Floor
New York, NY 10153
800-992-2766
Gabdlli Asset Fund G $1817 381 159 285 (24) 02 (6.7 $1877
One Corporate Center GABAX
Rye, NY 10580
800-422-3554
Gabdli Growth Fund G $2087 426 298 463 (10.6) (24.1) (26.0) $1360
One Corporate Center GABGX
Rye, NY 10580
800-422-3554
TIAA/CREF Equity Index  Russell $ 125 - - - - (11.6) (12.3) ---
730 Third Avenue 3000
New York, NY 10017 TCEIX
800-223-1200
TIAA/CREF Growth&Income G&1 $ 557 - 305 245 (7.3) (134) (1500 ---
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 in vestment income for last 12-months expressed as percentage of fund assets.
b) Annual expense ratio reflects investment advisory fees and other expenses expressed as percentage of total fund assets.

# Telephone redemption available.

EST.® TEL. ANN.P PRICE

YD. SWCH EXP. 6-30-02
00% # 1.40% 30.42
01% # 1.39% 16.34
0.7% Yes 1.37% 30.77
00% Yes 1.37% 21.23
0.1% Yes 0.26% 7.06

09% Yes 0.43% 10.22



BOB BRINKERSRECOMMENDED 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. SWCH EXP. 6-30-02
(6-30)

Dodge & Cox Stock G&| $10948 284 54 202 163 93 (16 $2035 16% # 0.55% 98.10

1 Sansome St. (35th FI.) DODGX

San Francisco,CA 94104

800-621-3979

Dodge & Cox Baanced G&|l $6626 212 67 120 151 100 03 $1839 32% # 053% 64.57
1 Sansome St. (35th F.) DODBX

San Francisco,CA 94104

800-621-3979

Neuberger & Berman CGA $1304 241 132 260 124 (6.7) (18.1) $1520 0.0% Yes 0.85% 28.08
Focus Fund NBSSX
605 Third Avenue

New York, NY 10158
800-877-9700

Vanguard Calvert Social Social $93 (9.00 (14.1) (166) -- 1.0% Yes 0.25% 6.47
Index Fund Index

P.O. Box 2600 VCSIX

Valey Forge, Pa 19482

800-662-2739

Schwab 1000 (R) G $3722 31.9 271 210 (82 (123) (124) $1431 08% Yes 0.46% 27.99
101 Montgomery St. SNXFX

San Francisco, CA 94101
800-266-5623

Vanguard Index 500 S&P  $64310 332 286 211 (9.1) (12.0) (13.2) $1440 1.0% No 0.18% 91.33
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 iswritten and published monthly by Robert J. Brinker Investment Advisory Services, Limited. All rightsreserved. Although the information in this newdetter is based on sources which are believed to berdliable,
accuracy cannot be guaranteed. All opinions and estimates included herein constitute our judgement as of this date and are subject to change. Thisreport isfor information purposes only. Marketimer employees may from
time to timeinvest in securities mentioned herein. Copyright & 2002.



BOB BRINKERSRECOMMENDED LIST OF NO-LOAD FUNDS

INV.” SIZE

FUND OBJ. MIL.$
Vanguard Index (x) Index $2923
Extended Market Portfolio  vexmx
P.O. Box 2600
Valey Forge, Pa 19482
800-662-2739
Vanguard Index (x) Russell $3580
Small Cap Stock Portfolio 2000
(address/phone above) NAESX
Vanguard Index Total Wilshire $14812
Stock Market Portfolio 5000
(address/phone above) VTSMX
Vanguard I nternational Non $5403
Growth Portfolio USA
(address/phone above) VWIGX
Rowe Price European Europe $ 802
100 East Pratt St PRESX
Baltimore, MD 21202
800-638-5660
Longleaf Partner’sInt’l Int'l  $1011
6410 Poplar Ave. Growth
Suite 900 LLINX
Memphis, TN 38119
800-445-9469
Rydex OTC Fund CGA $702

6116 Executive Blvd.
Suite 400

Bethesda, MD 20852
800-820-0888

RYOCX

% Tota Return

97

26.7

24.6

31.0

4.1

17.0

21.9

‘98

8.3

(2.6)

23.3

16.9

25.8

86.5

'99
36.2

23.1

23.8

26.3

19.7

24.4

00 01

(15.5) (9.2)

27 31

(10.6) (11.0) (118)

(8.6)

(6.7)

259 105

‘02
(6-30)
(8.4)

(4.2)

(18.9) (3.9)

(20.7) (5.1)

(1.9)

$1000 INV.
1-1-97=

$ 1313

$ 1436

$ 1403

$ 1095

$ 1237

100.6 (37.8) (34.7) (33.9) $1224

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

EST.® TEL. ANN.P PRICE
YD. SWCH EXP. 6-30-02
1.0% No 0.25% 21.16
1.0% No 0.24% 18.99
1.0% No 0.20% 22.57
11% Yes 0.52% 14.42
1.0% Yes 1.01% 15.20
23% # 1.79% 12.10
00% Yes 1.15% 7.30



| NTEREST RATES / FI XED- | NCOVE | NVESTI NG

Mar ketimer’s fixed—+ncone recommendati ons have a current average yield of 5.36%
and an average maturity of 5.2 years. Vanguard G nnie Mae Fund continues to deliver
generous current investnent incone, and the share price value has remained within a
narrow range as rates have remmi ned relatively steady. Qur current reconmendations for
fi xed—ncome investors are:

Fund % Wei ghting Current Yield Avg. Maturity
Vanguard Fi xed—+ncome Short—Term Federal (VSGBX) 25% 4.07% 2.6 years
Vanguard G nnie Mae Fund (800—662—7447) (VFI I X) 50% 5.90% 4.8 years
Dodge & Cox I ncone Fund (800—621-3979) (DODI X) 25% 5.59% 8.6 years

For subscribers who prefer to keep all fixed—ncone funds at Vanguard, a substitute
for Dodge & Cox Incone Fund is Vanguard Inflation Protection Securities Fund (VI PSX).
This fund has a current yield of 2.74% plus inflation adjustnents based on the con-
sunmer price index which are paid on a quarterly basis. The second quarter inflation
distribution was $0.18 per share.

Qur favorite nmoney market funds with | ow expenses are Vanguard Prine Money Market,
yielding 1.72% and for tax—exenpt objectives, Vanguard Tax—Exenpt Money Mrket Find,
yielding 1.43% For tax—exenpt investnment inconme, we also |like state general obliga-
tion bonds with maturities in the 10—+t0—12 year range, and Vanguard nuni ci pal funds.

I NDI VI DUAL | SSUES

Mar keti mer reconmends limting exposure to individual conmpany stocks to no nore
than 4% of an equity portfolio. Index shares, such as SPY, VTI, D A and QQQ are not
limted to 4% as they are linked to the performance of underlying indexes. The foll ow
ing issues are currently rated hol d:

| SSUES Bet a Exchange Synbol 6-30 Price Est. earnings per share
M crosoft 1.27 Nasdaq MSFT 54.70 1.85 (6-02) 1.95 (6-03)
Vodaf one/ Ai r Touch 1.10 NYSE VOD 13. 65 0.80 (3-03) 0.80 (3-04)
S&P Dep. Receipts 1.00 AMEX SPY 98. 96 4.22 (2002) 4.71 (2003)
Total Market VI PERs 1.03 AMEX VTI 92. 80 n/ a

DJI A Di anonds 0.97 AMEX DI A 92.53 5.00 (2002) 5.90 (2003)
Nasdag 100 | ndex 1.67 ANMEX QQ 26.10 *

* Marketimer estimates the forty |argest profitable conpanies in the Nasdag 100 | ndex
are trading at a weighted average nultiple of 39.8 tines projected 2002 ear ni ngs.
These conpani es account for about 75% of the Nasdaq 100 I ndex capitalization

ACTI VE/ PASSI VE PORTFOLI O

This portfolio remains invested as follows: 65%in stock market cash reserves,
25% in Vanguard Total Stock Market |Index, 5%in T. Rowe Price or Vanguard European
and 5% in Vanguard International Growth. The active/passive portfolio provides broad
di versification, tax—efficiency, |ow expenses, risk managenment and sinplicity. During
the five—year period through June 30, 2002, the active/passive portfolio returned
51. 1% versus a return of 19.4% for the Vanguard Total Stock Market [|ndex.

MANAGED ACCOUNTS

Wil e Marketimer offers nonthly guidance, professional investnment managenent
services are provided by GE Private Asset Managenent, which invests in top performng
no—+oad stock, bond and noney market funds with progranms personalized to meet indi-

vi dual objectives. The m ni nrum account size is $100,000. For details call 800-—252-2044.

MEDI A NOTES
Join your editor Saturdays and Sundays from4 pmto 7 pmeastern tinme on Bob

Bri nker’s Moneytal k. To find a station serving your area, visit the Mneytal k section
at www. bobbri nker.com



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
arewilling 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 11 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 % Beta Vaue  6-30-02 % Change
Baron Growth 05 1.05 $ 4,755
Baron Small Cap. 05 111 4,185
Rowe Price European 05 0.68 2,755
Vanguard Int’l. Growth 05 0.72 2,279
TIAA/CREF Equity Index 15 1.00 14,621
Money Market 65 0.00 101,781
100% 0.33 $ 130,376 + 552%

MARKETIMER MODEL PORTFOLIO Il ($20,000 value on 1-1-88)

Current Holdings % Beta Vaue  6-30-02 % Change
Gabelli Asset Fund 05 0.71 $ 3,976
Rowe Price European 05 0.68 3,075
Dodge & Cox Stock Fund 05 0.61 4,872
Vanguard Int’'l. Growth 05 0.72 2,316
TIAA/CREF Equity Index 15 1.00 10,368
Money Market 65 0.00 82,263
100% 0.29 $ 106,870 + 434%

MARKETIMER MODEL PORTFOLIO IIl ($40,000 value on 3-1-90)

Current Holdings % Beta Value  6-30-02 % Change
Vanguard Short-Term Federal 25 0.00 $ 28,446
Vanguard Ginnie Mae Fund 25 0.00 32,539
Rowe Price European 025 0.68 2,392
Dodge & Cox Stock Fund 05 0.61 9,377
TIAA/CREF Growth & Income 07.5 103 8,139
Vanguard Int’l. Growth 02.5 0.72 1,998
Money Market 325 0.00 39,540
100% 0.14 $ 122,431 + 206%

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



