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Lets get the statistics out of the way first. For the first 6 months of 2002, Dow Jones  down 7.8%, S&P 500 down 13.8%, NASDAQ down 25%, (investor disenchantment up 100%). Stocks are down and investors are mad as hell. The economy is improving, the Gross Domestic Product was up 6.1% in the first quarter and is estimated to have grown by 2.5% in the second quarter. So why are stocks down again? Valuations are still very high. The S&P 500 still carries a PE of 26 based on 2001 earnings of $38.84. Based on the newly introduced “core earnings” yardstick that Standard & Poors presented last month, 2002 earnings could come in much lower than this, which would mean an even higher Price-Earnings Ratio despite depressed stock prices. So what is making you money these days? Gold and raw materials were essentially the only asset classes that were up over the past 6 months. This week's upside break of the Commodity Research Bureau index of major raw materials prices, confirmed for some analysts that the best inflation news is over, but that economic strength is building. Commonly referred to as the CRB, the basket of 17 commodities prices took a dramatic leap above a double top at 205.50 on Monday and established a base above that level all week at levels not seen since a price spike in early April. At Thursday's close, the CRB ended near the 207.90 weekly high, a level last seen April 7, and before that in July 2001. Analysts said the latest CRB surge is another step up in a long-term trend that started at last October's multi-year low. "As far as commodity prices go, we've seen the best of the inflation news. And, now we're going to see strengthening of commodity prices," said Philip Roth, chief technical market analyst, Miller Tabak + Co, LLC. "I don't think inflation is going through the roof. But we were in an environment in which inflation was very low, and now that's over," he added. In October 2001, a classic double bottom was formed around 182.85 matching a low hit in July 1999. When adjusting historic data to include the same 17 components as the current index, the CRIB also tumbled to that level in 1986, only the third time since the early 1970s. "Commodities were in downtrends almost forever. That double bottom seems to be a multi-year bottom ending the downtrend," said Robin Griffith, HOB chief technical analyst. At the start of 2002, he explained, a major up trend was confirmed with a chart pattern called a golden cross, in which a short-term moving average moved above the long-term average. "So, you've got a sequence of signals, one after the other, saying, 'I think this has bottomed.' Then, 'I think this could be the start of a bull market.' The golden cross says, 'Yes, it's definitely the start of a bull market,'" Griffiths said. "I think that trend will persist for years, possibly decades. For how long the downtrend was in place." he said. Analysts said the CRB's move up this week is another confirmation that the longer-term up trend is in motion. Fundamentally, the strengthening economy and weaker dollar both argue for higher commodity prices, said Roth. Indeed, on Thursday, the U.S. Department of Commerce reported surprisingly robust 6.1 percent first quarter growth. Roth noted that the Research Bureau's raw industrial index, comprised of basic materials that industry needs, is even stronger than the CRB itself. "That points out that there is a strengthening economic message in the commodity index," Roth said. Daniel Gramza, president of Gramza Capital Management said he sees CRB components across the board having potential to continue their up trend, "because of uncertainty we've seen in the equity side and the weakening dollar, which strengthens our exports, which supports the CRB being stronger." The dollar took a nasty spill this week to its weakest level against the euro in almost 2-1/2 years after the worst current account deficit on record was announced. Specifically, NYMEX crude oil prices have edged higher in an up trending channel this week after OPEC promised it would hold production steady at least until September. Agriculture prices have all bottomed, and some, like soybeans and corn, have launched medium-term up trends, propelled by flooding and other bad weather in the Mid-west. Cocoa has been on a bull romp to four-year highs, and sugar surged on Thursday to levels not seen in three weeks. Metals prices like copper and gold have both been on upswings since the beginning of the year, and lately have been setting bases in the upper ends of their 2002 ranges. This month, gold hit its highest level since October 1999 and copper surged to a one-year high. Given this undisputable out performance of basic materials versus virtually all other asset classes, we decided to have a look at this sector. 

1.
First, we will look for Companies which are part of Zack’s Basic Materials Sector.


Result: 
  374  (from 8,084) 

2.
In this current environment “leverage” can be dangerous. We are therefore looking for companies with little debt on their books so that they are able to spend and if necessary to borrow, even in slow times. We wish to find companies whose shareholders equity is at least twice as large as the outstanding debt. Debt/Equity <= 0.5


Result:
   146
(from 374)

3.
Basic materials hit their price lows exactly 12 months ago. We wanted to make sure that our candidates managed to earn money even during the hard times, when commodities started to lift off their multi-year bottoms. We are therefore looking for companies that have a trailing 12 months Price Earnings Ratio of at least 1, thus eliminating all money loosing companies showing “N/A” for “Not Applicable”. 

Result:
   57
(from 146)

4.
Market participants have been asking lately not for “return on investment” but for “return of investment”. One way to recover your investment dollars is by means of dividends. Dividends were “outlawed” during the late ninety’s because investors wanted managements to reinvest the profits into the company to grow the business. Times have changed and investors want dividends again. Today, we are looking for companies that pay at least a 3% dividend. Investors should be careful, though. A double digit dividend yield might indicate trouble ahead. It usually means that the stock price has declined substantially. The reasons for this decline should be investigated. It could indicate that the company is having certain problems which also raises the risk of dividend cuts.  


Result:
 8 
(from 57)

Results are based on closing prices as of 6/28/02*

	Ticker
	Industry
	Company Name
	Current Price 
	Average EPS Surprise (Last 4 Quarters)
	P/E (Trailing 12 Months)
	P/E (F1)
	Dividend Yield
	Current ROE
	Debt/Equity Ratio
	Price/Book
	Price/Sales
Top of Form



	AP 
	METALS-NON FERROUS 
	AMPCO-PITTSBRGH 
	12 
	N/A 
	21.82 
	N/A 
	3.33 
	3.38 
	.09 
	.75 
	.53 

	DD 
	CHEMICALS AND FERTILIZER 
	DU PONT (EI) DE 
	44.4 
	5.38 
	37.06 
	24.04 
	3.15 
	9.4 
	.37 
	3.16 
	1.81 

	GLT 
	PAPER 
	GLATFELTER 
	18.8 
	12.54 
	18.89 
	14.61 
	3.74 
	11.94 
	.42 
	2.2 
	1.39 

	GNI 
	STEEL 
	GREAT NRTHN IRO 
	66 
	N/A 
	12.11 
	N/A 
	6.62 
	54.93 
	0 
	6.86 
	9.94 

	KWR 
	CHEMICALS AND FERTILIZER 
	QUAKER CHEMICAL 
	24.5 
	N/A 
	17.37 
	15.69 
	3.69 
	14.42 
	.24 
	2.6 
	.85 

	LZ 
	CHEMICALS AND FERTILIZER 
	LUBRIZOL CORP 
	33.5 
	14.34 
	16.49 
	15.64 
	3.09 
	13.49 
	.48 
	2.14 
	.93 

	NL 
	CHEMICALS AND FERTILIZER 
	NL INDS INC 
	15.25 
	3.34 
	15.05 
	27.17 
	4.97 
	14.1 
	.45 
	2.09 
	.96 

	WOR 
	METALS-NON FERROUS 
	WORTHINGTON IND 
	18.1 
	.18 
	25.32 
	17.26 
	3.56 
	9.8 
	.48 
	2.53 
	.88 

Bottom of Form




To Learn More About These Stocks, Or For Advice On How To Achieve Any Of Your Specific Investment

Objectives, Call Hermann Vohs, At Our Toll Free Number: 866- 33-CALES (866-332-2537)

Or Visit Our Website At http://www.calesinvestments.com/
Educated Investors are our best customers. For our best customers we go the extra mile.

*The results of our Stock Screener do NOT represent a recommendation to buy or sell the securities shown.

We have not provided you this information based on your particular financial situation or needs. Before investing

in any of the securities shown, investors should conduct additional research or consult with one of our representatives in order to determine the most suitable investments for them.
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