
The Investment Climate:  
Macroeconomic indications 
suggest that the weakness that 
began in March is continuing 
into April. Given the relatively 
high degree of investor bullish-
ness (a negative for the stock 
market), the extent of the mar-
ket’s 4-year recovery, and the 
topping formations for some 
m a j o r  s t o c k s  ( I B M , 
McDonalds, GE & money-
center banks), we believe it is 
prudent to reduce our exposure 
to stocks at current valuations. 
 
While stocks are not at ex-
treme relative and absolute 
levels, the earnings upon 
which these valuations are 
predicated may not be sustain-
able in spite of the Fed’s ac-
commodative nature. In addi-
tion to the so-to-be-felt impact 
from the sequester, which 
should reduce consumer 
spending and thus corporate 
revenues and profits, the over-
all level of corporate profits 
appears unsustainable, assum-
ing history is any indication. 
 
Since the late 1940’s corporate 
profits as a percentage of the 
US GDP, from which they are 
derived, have ranged between 
4% and 7%. But during the 
past two bull markets since 

2003 corporations have en-
joyed almost double the previ-
ous 50-year’s mid-point and 

are currently at an all-time 
high level of 11% (see chart). 
This puts the traditional and 
simple P/E methodology for 
stock-valuations at risk that 
the multiple is being applied to 
earnings that are not sustain-
able. Thus what looks like a 
fairly priced stock market may 
be extremely overvalued. 
 
While we have some issues 
with the corporate-profits-to-
US-GDP yardstick, because it 
does not account for the pene-
tration of international GDP 
by US corporations, we do 
believe that corporate profits 
have enjoyed the unrepeatable 
benefits of low interest rates, 
tax exemptions, and under-
spending on capital investment 
that, when normalize, reduce 
profits considerably. 
 
We are seeing evidence that 
the economic weakness in 
March is showing up as first-
quarter earnings-reporting 
season gets underway here in 
April. Major companies, espe-
cially those with European 
exposure, are reporting modest 
year-over-year  earnings 
growth and unimpressive reve-
nue, and forecasting more of 
the same for the balance of the 
year.  

In addition to all of the above, 
the struggles with finding 
sources to fund US deficits, 
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that are forecasted to stretch out 
into the distant future, may put 
corporate profits as an easy and 
significant target for Washing-
ton. We have witnessed several 

politicians proposing  bills that 
include corporations as a 
source for additional taxation.  
 
The Portfolio Strategy:  
We have been steadily reducing 
exposure to stocks during this 
rally as Europe has struggled to 
shake off the post-2008 finan-
cial crisis. But with the March 
data for the US implying a 
heightened risk of recession, 
especially if the slowing of 
growth in China picks up 
stream, we have also moved 
toward more defensive names 
within RAM’s prudent growth 
universe of companies. To  this 
end we moved out of some 
consumer-discretionary stocks 
such as Ann Taylor, Gap 
Stores, and industrial stocks 
Emerson Electric and Boeing, 
the latter especially now that a 
remedy for the lithium battery 
issue is in the price of the 
stock, and energy stock 
Schlumberger.  
 
While we remain leery at these 
levels we do not feel this is like 
the 2007 top when we virtually 
eliminated all stocks in the 
portfolio. We must acknowl-

edge that we are 13 years re-
moved from the 2000 top when 
the market traded at same levels 
but now generates greater earn-
ings. Thus, while strategizing 

toward the conservative, we 
have replenished some of this 
portfolio space. Examples are, 
Coca-Cola, which should bene-
fit from the expected continu-
ing suppression of interest rates 
in spite of its good stock-price 
performance to date, and Ben 
Franklin (BEN) which should 
continue to enjoy baby-boomer 
retirement deposits.  
 
Typically, if the market is to 
top out soon and break to the 
downside, investors who have 
missed much of the rally since 
2009 will provide new sources 
of cash to generate a rewarding 
rally. We expect to take advan-
tage of this rally while also 
measuring it to see if the bull 
market will continue to higher 
levels (probably thanks to the 
Fed’s continued efforts to get 
unemployment rates down to 
the 7% target) or that it is the 
first of many rallies but in a 
new long-term bear market. We 
do not have to determine that 
outlook at this time instead 
opting to become more conser-
vative with our exposure and 
more defensive in our stock 
selection. 
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                * DISCLOSURE 
 

Past performance is not indicative of future results. 
 
The performance shown in all charts for RAM’s Prudent Growth Portfolio is for a single-managed account (SMA) man-
aged on a fully-discretionary basis by RAM Capital Management LLC (RCM) and that adheres fully to RCM’s Prudent-
Growth investment process and portfolio execution. In some cases, due to the modest size of an account or if client re-
strictions are placed on the account, the SMA account’s performance may vary. 
 
Investors should carefully consider the investment objectives, risks, charges and expenses of an SMA account offered 
by RAM Capital Management LLC. Any performance data quoted here represents past performance. Current and future 
performance may be lower or higher than that experienced in the past. Investment return and principal value will fluctu-
ate, so that SMA accounts, when closed, may be worth more or less than their original cost. Past performance is no guar-
antee of future results.  
 
RAM Capital Management LLC does not guarantee the accuracy or completeness of information posted on its website or within its 
reports, nor does it assume any liability for any loss that may result from reliance by any person upon any such information or 
opinions. Such information and opinions are subject to change without notice and are for general information only. 
A Single Managed Account (SMA) is an actively managed portfolio. There is no guarantee that any investment will achieve its 
objectives, generate positive returns, or avoid losses. The SMA will incur a loss as a result of a short position if the price of the 
short position instrument increases in value between the date of the short position sale and the date on which the SMA purchases 
an offsetting position. The SMA’s losses are potentially unlimited in a short position transaction. A higher portfolio turnover will 
result in higher transactional and brokerage costs. 
 
The past performance for January 1, 1996 to September 30, 2010 is for the RAM Capital L.P fund. The prior performance is net of 
transaction expenses and net of management fees (0.50% per annum). Also prior performance does not include the effect of the 
LP’s performance fee, which does not apply to SMA’s. On October 1, 2010 the partnership was converted to, and its performance 
ported to, the RAM Risk-Managed Growth Fund, a mutual fund adhering to the Investment Companies Act of 1940 and regulated 
by the SEC. Past performance since the conversion is net of management fees (1%) and expenses (0.25%), terms incorporated in 
the fund’s prospectus. The latter expense does not apply to SMA’s although all commissions and other charges, fees and ex-
penses associated with an SMA are the responsibility of the SMA owner. The LP and the mutual fund were managed in the same 
style and by the same portfolio manager and advisor, RAM Capital Management LLC, since the fund’s inception on January 1, 
1996. Effective September 30, 2011 all performance for the Prudent-Growth portfolio is based on a representative SMA and are 
net of expenses and net of management fees (0.50% per annum) except in daily-performance presentations. The past perform-
ance is not necessarily an indication of how an SMA will perform in the future. 
 
The S&P 500 Index is an unmanaged composite of 500 large capitalization companies.  This index is widely used by professional 
investors as a performance benchmark for large-cap stocks.  You cannot invest directly in an index. 
 
The information contained on RCM’s website and in RCM’s reports may not be published, broadcast, rewritten or otherwise distrib-
uted without prior written consent from RAM Capital Management LLC. 

RAM taxable SMA account. *see disclosure for details. 

RAM Capital Management LLC, 1064 Boston Post Road, Suite 101, Rye, NY 10580      914-967-3187    www.RAMFund.com 
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