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Tomorrow’s report on employment remains the top item for this week, but it will come on a day when volume is likely to be very
light. The consensus estimate for overall non-farm payrolls remains at a loss of 120,000. The key issue within the overall payroll
data will be what the private sector numbers look like.

Yesterday’s gain was credited to the better than expected ISM Index report, but there were other factors that contributed to the
move.

The SPX successfully retested 1040, which have cited many times as being a well-defined support level. Investment advisory
sentiment in two major measures moved into an excessively bearish position. In addition, prospects for asset allocation programs
out of bonds and into stocks prompted some aggressive buying.

Yesterday’s gain stalled around 1080, which as we have noted in prior reports would present some resistance. The key now will
be to see if the S&P 500 convincingly can get beyond this level. If it does, it would open the potential for a significant extension
of the rally that could move the S&P 500 toward the 1120-1130 range.

Of all of the factors that motivated yesterday’s gain the most intriguing in our view was the talk of asset reallocation. The fear
trade has prompted a nearly unprecedented rush into abysmally low yielding Treasury bonds and notes. Any consequential hint
that the hiding in Treasury paper no longer is needed could produce a rush out of bonds and into risk assets, most of which would
be directed to stocks. This suggests that interest rates for Treasury paper will rise, which normally would weigh on stocks, but the
level of rates now is a function of fear, not economics. A rate rise merely would bring rates more in line with economic reality as
the desire to hide in Treasury bond dissipates.

Keep an eye open for tomorrow’s employment report and pay attention to see if the S&P 500 can extend its recent gain. If the
S&P fails to do so now, we continue to view 1040 as a formidable support level. Most importantly we would advise positioning
portfolios for what we think is an eventual rally that could be consequential.

Have a great day.

Additional items from Yesterday

H.J. Heinz Company (HNZ, $46.24) beat on the bottom line owing to a higher gross margin but posted lower than expected
revenue, which rose 1.6% to $2.48 billion driven by strong sales in Asia. The company reaffirmed its 2011 outlook. Shares
finished up 0.06%.

Brown-Forman Corporation (BFB, $61.29) fell 4.52% as it posted a bottom line miss driven by lower than expected revenue.
Investments in marketing and distribution also hurt results. Sales rose 1% to $744.9 million. Management reaffirmed its 2010 EPS
guidance.



Joy Global, Inc. (JOYG, $56.74) gained 6.39% as it reported a bottom line beat and raised its full year EPS and revenue
guidance to $4.10-$4.15 (from $3.85-$4.00) and $3.35-$3.4 billion (from $3.3-$3.4blIn), respectively as new orders increased 51%
to $973 million. JOYG expects capital spending for the mining industry to be up about 30% in 2010 and up 10% in 2011. On a
negative note, revenue decreased more than expected, down 11% to $850 million.

Burger King (BKC, $16.45) advanced 14.65% following reports saying it is in talks to be acquired by 3G Capital. The company
declined to comment, while another potential bidder, 3i Group Plc, said it was not in discussions with BKC.

Netflix Inc. (NFLX, $125.52) rose 7.48% off of reports that Apple Inc. (AAPL, $243.37) may announce a new set-top box that
delivers TV to consumers, including movies from NFLX.
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