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We are planning another seminar to be held at the Marriott in Greentree on Thursday, March 18, at 2:30 p.m.
and again at 7:30 p.m. If you and a guest(s) would like to attend, call 935-5520 and make your reservation. We
look forward to seeing you at the Marriott. The top performing Muhlenkamp Fund had a total return for 1992 of 16%.
As of January 21, 1993 the Net Asset Value of the fund was 15.68 up 3.1% year to date. Click here for the current Net

Asset Value for the Muhlenkamp Fund.

Quarterly Letter

The Fourth Quarter of 1992 witnessed a strong rally in the
stock market led by financial stocks, cyclicals and technology,
many of which were mid-size. We participated rather well,
resulting in a very good year. Once again, the public's
uncertainty has allowed us to earn a good return. We continue
to see signs of a strengthening economy. The shopping public is
coming back, albeit gradually and with an orientation toward
value. During the Christmas season, some stores and
manufacturers ran out of merchandise.

Yet the media focuses on the layoffs and retrenchment at
General Motors (GM) and IBM, usually concluding that things
must really be bad if retrenchment is hitting the biggest and the
strongest. They miss the point. The changes of the last 30 years
have affected all companies. Most have changed and improved
their operations in response. Only the richest have been able to
defer responding for so long. The fact that it is finally hitting
GM and IBM means that the retrenchment is nearing
completion. Chrysler and Ford got their acts together (by
necessity) 10 years ago. That is why, over the last ten years,
while the average stock quadrupled, Ford and Chrysler were up
nine times while GM is up less than 100%. When we bought
Ford in 1982, people feared it was going bankrupt. We sold it
too early, after it had tripled.

The point is that it is easy to change when you've been
unsuccessful. The most successful are the most reluctant to
change. After Chrysler and Ford negotiated wage concessions,
the U.A.W.'s chief negotiator with GM was interviewed on
nationwide television and was asked whether the U.A.W. would
give GM wage concessions? She replied, "No - because our
people don't think GM is in trouble.” That was 10 years (and
$12 billion in losses) ago. Today, Ford's labor cost per car is
$500 less than GMs and GM's Board of Directors have finally
recognized the problem. GM finally has a car, the Saturn, the
public wants. Yet the U.A.W., rather than viewing a successful
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car as a way to secure jobs for it's members, seems to view it as a
lever to hobble the company. Every time the union has a "beef"
with GM, it finds a way to shut down the Saturn plant.

When the biggest, wealthiest and most hidebound start
rethinking what they are doing, | think it is time to rejoice. In
1992, we saw Congressmen running against Congress, General
Motor's Board of Directors demote their chief executive twice,
and the U.A.W. call off a strike at Caterpillar. All this occurred
after watching the Communist Party implode in 1991. | find it
hard to ask for much more than that. Yet we are also seeing the
American public and industry intent on paying down it's debt.
Even politicians are discussing it, and they're always the last to
get any message! It looks to me like, having defused inflation
ten years ago, we are finally winding down the inflation
psychology that followed it.

We have enclosed a copy of an address given to past and
present employees of Wheeling Pittsburgh Steel in which we
argued that free markets and free trade benefit the consumer,
and upgrade the jobs performed by workers. (I would appreciate
your comments on it.) Since then we have visited the model
train layout at Pittsburgh's Science Museum. It depicts daily life
in the Pittsburgh area in the1920's. It is a fascinating display
and very well done, but it occurred to me that there were very
few jobs in the '20's that | would care to work. | have no desire
to work 40+ hours a week filling freight cars with a shovel and
wheelbarrow; nor to cut stone with a hand saw. The only jobs
depicted that | would like to have are train engineer (except in
the summer) or mill crane operator (except in the winter). It is
also apparent that in the 1920's, the railroads and the steel mills
were the most mechanized (high tech) industries. Yet in 1968,
when | asked the president of Yellow Freight how truckers had
taken so much freight from the railroads after W.W.I1, his one
sentence reply was, "The Teamsters don't ‘'featherbed™. Today,
J.B. Hunt is shipping semi-trailers by rail because the company
can't find enough truck drivers.

In our newsletter of April 1992, we discussed the importance of recognizing the current investment climate. We would like to

expand on that theme.

Chart 1 is the best picture we have been able to construct to display the investment climate. Many of you will recognize it as an
updated copy of our "Houses Don't Make Money" chart of July 1987. The chart adjusts the nominal interest rates on mortgages for
inflation and taxes. Thus, it is a chart of the net real (after inflation and taxes) cost of borrowing money. Or, to an investor, it
represents the net real return from lending money. The chart for long-term bonds is very similar to this mortgage chart. The chart
makes visible why my father, with a 4% mortgage in the 1950's, strove to pay it off early. The chart makes visible why, in the '70's,
baby boomers made money buying ever bigger houses with ever bigger mortgages. Their net real cost of money was dramatically
negative. The chart also makes visible why we've been telling clients to prepay mortgages incurred since 1981.

Alternatively, from an investor's perspective, the chart makes visible the 2-3% real returns on bonds from 1952 to the mid -60's.
It portrays losses suffered by anyone who owned bonds in the '70's. By 1979, anyone who owned a long bond had a loss. Many
bonds sold at 50 cents on the dollar. If, during this period, you avoided the losses of long bonds by keeping your money in passbook
savings, you received 5 1/2% (pre-tax) while the value of your money shrank by 10% per year due to inflation. The chart also

displays the unusually good returns to bondholders in the '80's.

In short, the chart displays a change in the investment climate in 1966 and again in 1982. Each of these changes caught much
of the public and many investors by surprise. Through the '70's, people continued to use strategies appropriate to the climate of the
'60's, until the pain of 10% inflation became unbearable. Savers kept their savings in passbook accounts yielding 5 1/2% .
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Baby boomers who bought big houses (or farms) with big mortgages were warned by their fathers that they would never be able to
pay it off. By thelate'70's, we all knew that we didn't want to pay off the mortgage early. And the savers, typically our parents,
flocked to get theld% rates offered by money market funds.

Meanwhile, the same pain that caused people to move their assetsto 14% money market funds caused them to demand lower
inflation, resulting in a new Fed chairman and a new occupant of 1600 Pennsylvania Avenue. Y et, while demanding and getting
lower inflation, the public continued to follow the strategies appropriate to the '70's. Our parents kept their money in CDs and
money market funds to avoid any loss of "principal”, and were encouraged to do so by the experts. Baby boomers bought ever
bigger houses with ever bigger mortgages, comfortable in the belief that doing so was a "good investment” and would make them
money. Yet the chart illustrates the heavy net cost of 11% mortgagesin a 4% inflation economy. We've been warning our readers
about this cost since 1987; but the public has only taken it to heart in the past two years. We had no influence on the timing of the
change but we believe the recession, exacerbated by the Gulf War, did. Anyway, it has finally happened. The bottom lineisthat the
mortgaged American public has reversed its actions from "trading up on the equity” to "prepaying the mortgage." Folks, this change
isa 1804 turnaround; it isa completereversal. And since a major segment of this public has gone from 30 year mortgagesto 15
year mortgages, this new trend is unlikely to be reversed anytime soon.

Chart Il isaplot of the DJA over the sametime span. We believe the climatic conditions you seein Chart | drove the prices
you seein Chart I1. And the perception of the investing public lagged redlity just as the perceptions of the mortgaged public did. It's
the same public.
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In 1934, Ben Graham authored the book, " Security Analysis,” which is the definitive work in thefield. 1n the 1951 edition he
said the stock market was over priced. In the 1962 edition he upped his valuation criteria by 50% but still concluded that the market
was overpriced. Asyou can see, the market rose for another four years. But by 1972, the public's confidence in the market had
become so strong that a group of us working for an insurance company were nearly fired because we sold half of the stockholdings
and went to cash. Today people who compare stock prices to the last decade say the market istoo high. After the experience of the
last ten years, wefind it fascinating that there's still faith in real estate, but owning stocksis still considered risky. Yet our
evaluation criteria, which flagged stocks as expensive in 1972, indicate that prices are fair today.

We're coming out of arecession. In our weather analogy, while Chart 1 pictures the investment climate, the seasons correspond
to cyclicality in the economy and the markets. Since W.W.1I these seasons have been determined by cyclical patternsin monetary
and fiscal policy emanating from Washington DC. In the 1970's people talked about a four year cycle in the stock market. Such a
cycleisvisiblein Chart 11 from 1954 to 1982. | believe the cycle was determined politically. After being elected, each President
from Eisenhower through Ford (with implicit help from the Fed) squeezed the economy to contain inflation and then goosed it to get
redected. Jmmy Carter didn't read the script. He goosed it early, inflation ran up and he lacked maneuvering room in hisfinal two
years. Responding to popular demand, Reagan and the Fed squeezed the economy to lower inflation but did not goose it later,
giving us a good economic decade. My advice to Bill Clinton would be to talk about stimulus but to save any action for '95-96.
We're already set up for good economic numbers for the next couple years. (No, he hasn't asked.)

Finally, just to complete our picture of investment markets and the anal ogy to weather, daily stock price fluctuations correspond
to daily rainfall. Whether stocks run up or down 30 points today is no more important than whether or not we get 1/2 inch of rain.
Today, such fluctuations correspond to human moods and to the passage of weather fronts across the landscape. Such movements
give people in the media/entertainment business (and pilots of small planes) something to talk about but have very little importance.
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