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As the third quarter eamings season approaches, we
remain optimistic. The past several quarters have displayed the flexibility
and proactive management of American companies. We expect to see
continued corporate cost-cutting as the country moves forward from the
latest recession.

After plunging downward in unison over the previous few months, many

. economic indicators have shown a stabilizing trend. We shall examine
IN THIS ISSUE: trends in the production of expensive goods in search of the direction
and magnitude of overall economic growth.

Market Overview .
On a global scale, the International Monetary Fund (IMF) has

called for international cooperation in an effort to get worldwide
The Economy economic growth back on track. We will look at some of the key
News of Note areas that the IMF states are critical for a sustained global economic

recovery.
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Market Overview
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Market Analysis

Bond Analysis:
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Given the current slope of the yield curve, we feel a laddered portfolio approach is most favorable.
The yield of a 5 year bond has dropped significantly over the last 3 months. On an absolute basis, it
is hard to get excited about current yields because companies provide dividend income with higher
yields.

Sector Analysis:

Interestingly enough, the cyclical pro-growth sectors have been the best performing sectors this year.
This would imply that the market feels true economic growth is upon us in the next several months.
Financials have likely underperformed due to the mounting questions still remaining on their financial
health, the mortgage / foreclosure debacle, the flattening slope of the yield curve, and whether or not
they will be able to enjoy the easy money they have realized going forward.
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The Economy

Housing:
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After many of the housing indicators plummeted last month, this month'’s reports, including new
housing starts (figure 5), show a stabilizing trend. While sales of both existing and new home sales
are still near record low levels due to the expiration of the housing credit, a relatively stable number
of permits suggests that we are at a bottom. However, there is very little to suggest any large upward
advance in the near future.

Durable Goods:

Many indicators that measure economic output have stopped growing during this year after showing
signs of a steady recovery in 2009. This includes new durable goods orders (figure 6) which is
generally a leading economic indicator because households tend to spend less money on more
expensive goods when they are on tighter budgets.
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The Economy

Inflation:
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One of the major topics of discussion among economic policy makers is the direction inflation is
headed in. Even within the Federal Reserve, there has been disagreement. With a general slowdown
in the recovery over many sectors of the economy along with stagnant price indices (figure 7, 8) over
the past couple of months, there is very little to suggest that inflation is a threat in the immediate
future.

With very little to suggest that inflation is on the horizon, there is much speculation that a new
economic stimulus package is right around the corner. As the amount of domestic currency in the
economy has continued to increase at a rapid rate along with speculation that this is expected to
continue, the dollar has weakened against many major foreign currencies. More currency in circulation
leads to a weaker currency because if there is more money to buy the same amount of goods, it is
going to take more money to buy the good.
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News of Note

International Monetary Fund (IMF):

The IMF has stated that a worldwide economic recovery is underway but that it is “fragile and uneven.”
Growth has been sluggish in many advanced economies and a continued slowdown may hinder the more
rapid growth of emerging countries. This can be seen in the IMF's projection of 2.7% and 2.29% growth for
advanced countries in the next two years compared to 7.1% and 6.4% growth for emerging countries in the
next two years. If growth in advanced countries wanes, emerging countries will be forced to look for domestic
demand to sustain high levels of growth. A major reason emerging markets have been hit less is due to the
lack of a financial bubble before the meltdown. Reforming the structure of the financial sector remains an
important part of the recovery today.

The IMF outlined four key areas that need to be addressed for there to be a sustained global economic
recovery. The first is sovereign debt. Countries with high levels of debt, especially several in Europe, may
need policies to boost their country’'s demand, but debt levels need to be monitored for medium to long term
growth. The second is employment. Much of the recovery has been driven by productivity growth resulting
in continued high levels of unemployment. A long term recovery is not complete while the unemployment
rate remains high. The third is financial sector reform. There need to be policies in place so that another
financial bubble collapse does not result in a global economic meltdown. The fourth and final area is global
cooperation, especially on a currency basis. Exchange rates have been extremely volatile during the recovery
leading to a lot more growth in some countries more than others. Within the many areas that need to be
addressed, the IMF focused on these areas for a global economic recovery.

* Source: International Monetary Fund

Mortgage and Foreclosures:

The latest issue involving the housing market is whether or not foreclosure documents were improperly signed
by “robosigners” leading to foreclosures that should never have taken place. The validity of these foreclosures
is in question because there is confusion over who actually owns the mortgages that allow these foreclosures
to take place which led to the creation of these documents.

All 50 states have launched an investigation into whether or not improperly handled foreclosures took
place and several financial institutions have temporarily halted foreclosures. Many bank stocks have
continued to tumble on increased uncertainty over how much this will cost the banks.

S
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Last Word

Thoughts

The last several months have shown how much confusion remains in both the domestic and global
economic recoveries. While one side fears inflation, the other expects deflation to undermine the
current recovery. The markets have also demonstrated how much confusion remains in the system.
Gold prices continue to climb and given the lack of inflationary evidence, it appears fear still drives the
yellow metal prices higher. On the flip side, both bond and stock prices have been rising, raising more
questions. Without wages rising, it is hard to follow the inflation hawks, yet with all the money our
country has been pumping into the economy, one can only assume it will show face at some point
down the road we are heading. Bond prices seem to be rising due more to government intervention
than true market demand. | would hesitate to venture a guess as to when reality will hit this particular
asset class.

Eamings season has begun and we will provide our take on the 3rd quarter next month. Until then,
don't hesitate to call or email any questions you may have.

Best,

prAw
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Sage Capital Advisors, LLC is a registered investment adviser. This publication is only intended for clients and interested investors residing in
jurisdictions in which the Adviser is qualified to provide investment advisory services. Please contact Matt Johnson at (858) 459-0172 to find out

if the investment adviser is qualified to provide investment advisory services in the state where you reside. The Adviser does not attempt to furnish
personalized investment advice or services through this publication. Any subsequent, direct communication with a prospective client will be conducted
by the Adviser’s investment advisory representatives. Some of the information given in this publication has been produced by unaffiliated third parties
and, while it is deemed reliable, the Adviser does not guarantee its timeliness, sequence, accuracy, adequacy, or completeness and makes no warranties
with respect to results to be obtained from its use.
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Disclosure: The S & P 500 is market-value weighted index; each stock’s weight in the index is proportionate to its market value. The 500 stock are
chosen for market size, liquidity, and industry grouping, among other factors. The S&P 500 is designed to be a leading indicator of U.S. equities
and is commonly used as a proxy for the overall market. It is meant to reflect the risk/return characteristics of the large-cap universe.

All indices referenced are calculated, published and are the property of their respective publisher. This communication may contain certain
forward-looking statements. While past performance may be analyzed in this communication, past performance should not be considered
indicative of future performance. The charts contained within this newsletter are for illustrative purposes only and should not be construed as
effective predictors of future economic or market events, or as the sole basis for any investment decision. To the maximum extent permitted by law,
the Adviser disclaims any and all liability in the event any information, commentary, analysis, opinions, advice and/or recommendations in this
newsletter prove to be inaccurate, incomplete or unreliable, or result in any investment or other losses.
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