


The apparent inability/
unwillingness of Washington
to trim the budget deficit to
sustainable levels dramatically
increases the risk the Fed may
have to eventually choose
between slower growth and
higher inflation over the
medium-to-longer run.

Labor Costs Have Declined Significantly and Core Inflation Remains Low

Unit Labor Costs and Core Inflation
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Source: Factset (Core CPI). Last data point 6/30/10. Data shown represents past performance, which is no guarantee of
future results.

The Longer-Term Risk of U.S. Inflation is Real

Opver the longer term, we, like many others, are concerned not just by the fact that the
government appears to have become addicted to deficit spending, but also by the fact that
politics make substantive progress on deficit reduction very difficult in the absence of a bond
“buyers strike” (like the one that hit Greece).

Greece’s problems (the global capital markets appear unwilling to fund big budget deficits
indefinitely in the absence of a path to fiscal responsibility) have brought the issue of sovereign
risk onto the front page. The U.S. budget deficit is, relative to the economy, not much smaller
than that of Greece, but the risk of default is vastly different. Because Greece can’t print Euros;
it can’t inflate (or devalue) its way out of the problem; the U.S. can. As a result, a default by the
U.S. government on its dollar-denominated debt is almost inconceivable: the relevant risk is
inflation.

The apparent inability/unwillingness of Washington to trim the budget deficit to sustainable
levels dramatically increases the risk the Fed may have to eventually choose between slower
growth (as government borrowing pushes up interest rates, crowding out the private sector)
and higher inflation (if the Fed monetizes debt to keep interest rates down) over the medium-
to-longer run.
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Concerns about sovereign debt
credit risk boiled over in the
second quarter, with Greece forced
to accept IMF assistance and
supervision after the bond
markets decided, in effect, to stop
funding its budget deficit.

In light of recent developments,
we have modestly reduced
projected Eurozone 2010 growth,
from 1.1% to 0.9%.

The Global Context

Europe: The Sovereign Debt Crisis Forces Fiscal Consolidation - But Slows
Growth Only Slightly

Concerns about sovereign debt credit risk boiled over in the second quarter, with Greece
forced to accept IMF assistance and supervision after the bond markets decided, in effect, to
stop funding its budget deficit. The policy repercussions across the rest of Europe have been
significant, with many nations moving aggressively to cut spending, raise retirement ages,
and liberalize labor markets to reduce their deficits and boost growth.

While European governments may have had little choice (as James Carville once put it,

the bond market can intimidate everybody), these developments have sparked a strong
debate among economists and between the U.S. (which favors Keynsian-style stimulus via
continuing budget deficits) and European governments (notably Germany) which favor both
living within one’s means on an ongoing basis and immediate action to reduce deficits.

The June G-20 meeting in Toronto resulted in a compromise between the U.S. and Germany:
the stated goal is to halve budget deficits by 2013 and start stabilizing debt-to-GDP ratios by
2016, but with latitude for each nation to move at its own pace in the deficit reduction efforts.
The U.S. reportedly accepted these points in return for the Europeans stressing that economic
growth should remain the top overall priority.

Our investment professionals generally favor the “German” point of view and welcome this
development. We are particularly encouraged that the primary thrust of European deficit
reduction efforts is to reduce government transfer payments rather than increases taxes. While
cutting government spending reduces one form of economic stimulus, its benefits should in-
clude lower interest rates (due to reduced default/inflation fears) and higher consumer/
business confidence...which may help spur private investment and consumption spending.
More importantly, putting government finances on a sustainable basis is a necessary prerequisite
for a sustained economic recovery. Our concern, though, is that the ECB doesn’t provide
additional accommodation to counteract the tightening fiscal policies.

In light of recent developments, we have modestly reduced projected Eurozone 2010 growth,
from 1.1% to 0.9%. We believe the drag from government fiscal restraint will be partially offset
by the impact of the Euro’s decline versus the U.S. dollar and Chinese Yuan (roughly 15% year-
to-date), which will benefit export-oriented businesses and local firms which compete against
offshore firms for European customers. The “Club Med” countries may experience a double-dip
recession, but northern Europe will probably benefit more from a more competitive foreign
exchange rate than it will be hurt by fiscal restraint.

There is no sign of inflation pressure in Europe, with year-on-year inflation comfortably below
the ECB’s target. Core inflation, which excludes food and energy items, is below 1% and
trending lower. We expect 2010 inflation to remain below the ECB target, giving the bank ample
room to ease monetary policy to offset fiscal tightening (in fact, we are inclined to believe that
the ECB is pursuing a monetary policy that is too tight).

China: Expect Solid GDP Growth and Limited Currency Appreciation

The global recession temporarily slowed China’s growth, but a large stimulus package spurred
growth effectively enough that China began to tap the brake pedal in late 2009, primarily by
instructing its banks to restrain lending (with a special focus on preventing a real estate bubble
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We expect the new currency
regime to result in the Yuan
resuming its “crawling”
appreciation versus the dollar,
with other Asian currencies to
follow suit.

Better-than expected export
growth resulted in first quarter
GDP growth of 5% (annualized),
well above expectations, and led
us to increase our 2010 Japanese
GDP forecast from 2.3% to 3.1%.

from forming/growing). Chinese policy restraint appears unlikely to do more than moderate

growth and inflationary pressures: the economy will continue to grow.

The late-June announcement that China was ending its peg to the U.S. dollar is unlikely to
result in rapid appreciation of the Yuan against the dollar. We perceive the currency
announcement (which came after a 50% year-over-year surge in exports and just before
the G20 meeting) as more political (get the currency off the G20 agenda, reduce the risk of
being labeled a “currency manipulator”) and technical than substantive: the government’s
statement stressed “stability” more than “flexibility.”

Europe (not the U.S.) is the #1 destination for Chinese exports, and the Euro declined roughly
15% versus the Yuan in the second quarter—so moving to a “currency basket” approach earlier
this year would probably have led to the dollar rising against the Yuan—an unacceptable
outcome from the U.S. perspective. We therefore expect the new currency regime to result in
the Yuan resuming its “crawling” appreciation versus the dollar, with other Asian currencies to
follow suit.

Japan: Better, but Still Fragile

With its economy in deflation, a zero interest rate policy already in place and government
finances (debt-to-GDP and deficit-to-GDP) leaving little room for fiscal stimulus, Japan is
dependent on exports (especially to Asia) for economic growth.

Better-than expected export growth resulted in first quarter GDP growth of 5% (annualized),
well above expectations, and led us to increase our 2010 Japanese GDP forecast from 2.3% to
3.1%. Growth was broad-based, with inventory rebuilding and the first uptick in residential
investment after four down quarters also contributing, while imports were restrained. We
expect business fixed investment to remain strong, given the rebound in industrial production
and corporate profits, but we expect household demand growth to be restrained.

Growth in Japan is Expected to Improve

Real GDP Growth
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Source: International Monetary Fund. Data shown from 2006-2009 represents past performance, which is no guarantee of
future results. Data shown from 2010 to 2012 is a projection, and this outcome cannot be guaranteed.
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We continue to favor the dollar
over the Euro.

We do see opportunities for the
currencies of well-managed
trade-surplus economies to
appreciate against the dollar,
Euro, Pound, and Yen, but
continue to favor the dollar
among the “big four.”

U.S. Market Outlook: Bullish on the Dollar, Corporate Debt and Equities

A Constructive Outlook on the U.S. Dollar

In mid-late 2009, pundits were questioning the U.S. dollar’s ability to remain a reserve
currency amid fears about excessive budget deficits and reliance on foreign creditors to fund
it. This year, the Greek sovereign debt problems have led to fears for the future of the Euro
and a “flight to safety” from the Euro to the dollar. What a difference a year makes!

We do not share the existential pessimism of the Euroskeptics, and believe the currency
union will hold up. At its June and July lows, we increased our exposure to the Euro and
Eurozone currencies from extremely low historic levels in our strategies. That being said, on
a longer-term basis, we continue to favor the dollar over the Euro because we believe that the
U.S. economy is growing faster than Europe’s, and interest rate differentials are expected to
narrow over the course of the next year.

Similarly, even though there are secular arguments for a weak dollar, we find the dollar to

be more attractive than the UK Pound or Yen. The UK’s banking system, unemployment,
housing, and debt-to-GDP ratios are more difficult challenges than we face. The yen is
unlikely to strengthen as long as Japan’s economy is in deflation and the central bank is
committed to a zero-rate policy. We do see opportunities for the currencies of well-managed
trade-surplus economies to appreciate against the dollar, Euro, Pound, and Yen,

but continue to favor the dollar among the “big four.”

We expect the Fed to keep short-term rates near zero for the remainder of the year.

With inflation low and unemployment high, the Fed is under little pressure to tighten (although
bond investors fear the Fed might wait too long).

Whither Bond Yields?

Last quarter, we said we did not strongly disagree with those who expect the 10-year Treasury
bond to end the year with a yield in the 4-4.25% range, but said we had limited confidence in
anyone’s ability to predict year-end interest rates. We cited government borrowing and growing
fears of inflation as forces pushing yields higher, offset by low near-term inflation and U.S. retail
investor and Asian central bank purchases of Treasuries. We did not predict the “flight to
(apparent) safety” resulting from the Greek debt crisis, but we do not believe that 1-5 year
Treasury yields at the current inflation rate or 10-30 year Treasury yields near all-time lows
reflect sustainable or attractive levels unless the U.S. does sink into deflation—an outcome we
consider highly unlikely.
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When we look at the broad
categories of borrowers, we
conclude that the corporations
are generally in the best
financial shape; consumers
are, at the margin, improving
while government credit
quality is declining.

We Do Not Believe Treasury Yields Reflect Sustainable Levels

U.S. Treasury Yield Curve
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Source: Factset. Data shown represents past performance, which is no guarantee of future results.

Corporate and Municipal Debt Offers the Best Relative Value in the Bond Market

When we look at the broad categories of borrowers, we conclude that the corporations are
generally in the best financial shape; consumers are, at the margin, improving while
government credit quality is declining. Corporations have been able to maintain or boost
profit margins, free cash flow is high, debt ratios are generally declining, and borrowing needs
are moderate, which creates a good environment for corporate credit. Projected default rates
are significantly below credit spreads (and long-term average levels), which means investors
are being very well compensated for taking default risk. In this environment, we think that
corporate spreads will continue to narrow over time, and that corporates will continue to

outperform government bonds.

While we are not sanguine about the federal deficit, and while state and municipal govern-
ments are under severe budget pressure, many municipal bonds, particularly longer-maturity
bonds, continue to be priced cheaply relative to Treasuries, especially if tax rates are expected
to rise. High yield municipal issues are particularly compelling; at current values, they offer
tax-equivalent yields significantly above Treasuries. Both revenue and general obligation
municipal debt appear to offer more than enough extra yield to compensate investors for the

incrementally higher credit risk than Treasuries.

Stocks Appear Inexpensive Relative to Bonds.

After its recent decline, the S&P 500’s Price/Earnings, Price/Book and Price/Sales ratios are well
below long-term averages, and extremely low compared to bond yields (see chart next page).
The so-called “Fed model”, which compares the earnings yield of stocks (the inverse of the

P/E ratio) to bond yields, makes equities look very cheap compared to either Treasuries or
corporate bonds. If earnings growth continues and stocks don’t rebound, equity P/E ratios will
look extraordinarily cheap.
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After its recent decline,

the S&P 500’s Price/Earnings,
Price/Book and Price/Sales ratios
are well below long-term averages,

and extremely low compared to

bond yields.

We are inclined to think that
fear and volatility, rather than
a rational discounting of future
cash flows, are the key drivers of
current valuations.

Stocks Appear Inexpensive Relative to Bonds

Equity Earnings Yield and Bond Yields
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Source: Factset. The S&P 500 is an unmanaged measure of the performance of U.S. Stocks. Indices are unmanaged and their
returns assume reinvestment of dividends and do not reflect any fees or expenses. It is not possible to invest directly in an index.
Last data point 7/20/10. Data shown represents past performance, which is no guarantee of future results.

In Summary

If we ask: “What economic forecast is implied by stock and bond valuations?” the answer
seems to be: “another recession and deflation,” with falling earnings and rising corporate
defaults. Because this economic scenario is not our forecast, we are inclined to think that
fear and volatility, rather than a rational discounting of future cash flows, are the key drivers
of current valuations. While that doesn’t mean markets can’t fall further, it does mean that
expected returns over the medium-long-term are attractive.

We expect economic growth to be modest relative to past recoveries, reflecting the lingering
effects of the housing crash and deleveraging, combined with the prospect of higher tax rates
and increased regulation, but would not be surprised to see the economy produce higher
growth than is generally expected. Emerging market economies will continue to grow faster
than developed economies, but the U.S. is likely to be one of the best-performing of the
developed economies.

Inflation should remain well-contained for the next year or two, but we believe a credible plan
to cut budget deficits and a return to positive real interest rates will be needed to prevent the
bond market from pricing in rising inflation in the medium term.

In this environment, the U.S. dollar can continue to strengthen versus other major currencies,
and capital markets, especially equity markets, can deliver attractive returns.

The views expressed in this Outlook are those of Pioneer Investments, and are subject to change at any time. These views should
not be relied upon as investment advice, as securities recommendations, or as an indication of trading intent on behalf of Pioneer.

Neither Pioneer, nor its representatives are legal or tax advisors. In addition, Pioneer does not provide advice or recommendations.
The investments you choose should correspond to your financial needs, goals, and risk tolerance. For assistance in determining
your financial situation, please consult an investment professional.
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Important Disclosure:

Breiter Capital Management Inc. may, from time to time, provide research or educational
materials from third parties for use by our clients. All third party materials are the
responsibility of their respective authors, creators, and/or owners. The information reflects
the opinion of its authors, creators, and/or owners at the time of its issuance, which
opinions and information are subject to change at any time without notice and without
obligation of notification.

These materials were obtained from sources believed to be reliable and presented in good
faith. Nevertheless, Breiter Capital Management, Inc. has not independently verified the
information contained herein, and does not guarantee its accuracy or completeness. The
information has no regard to the specific investment objectives, financial situation, or
particular needs of any specific recipient, and isintended for informational purposes only
and does not constitute arecommendation, tax, legal or investment advice. We recommend
that you procure financial and/or tax advice asto the implications (including tax) of
investing in any of the strategies, methods or specific securities mentioned.





