
 

 
 
 

June 19, 2009 
 
Economic Recovery 
 
Economic recovery is currently upon us.  Housing starts have moved off the bottom and for the 
month of May 2009, increased to 532,000 seasonally adjusted with annual rates up from 458,000 in 
April 2009. In April the seasonally adjusted rate of 458,000 was the lowest monthly rate going as 
far back as January 1959, the month and year I was born.  Back then there were a lot less people 
living here so I suspect we have probably hit bottom in the housing market.  
 
Ford motor reported that their May sales were awful as compared to last years May sales but this 
years May sales were much better than this years April sales. It has been a while any car company 
was excited about their monthly sales in over a year. What this tells us is that consumer confidence 
is improving and people are starting to loosen up their purse strings which should be good for an 
economic recovery.  Consumer spending makes up over two-thirds of the United States Gross 
Domestic Product so it is very important that they have confidence in the United States economy.  
Monthly car sales are an easy way to measure consumer confidence. 
 
Markets 
 
The S&P500 has discounted a portion of this economic recovery as it has moved up from the 
March lows of 666 to the current 916 or up about +37% off the bottom. Looking forward, by using 
an estimated $75 of earnings for the S&P500 by end of 2010 and an average Price Earnings 
multiple of 16 times we can calculate a forward price target of 1,155 on the S&P500.  Let me 
explain. Historically, the S&P500 has carried an earnings yield 290 basis points above the bond 
yield.  The current 10 year yield is 3.8%; applying a 290 basis point premium implies an earning 
yield of 6.46% or a P/E of 15.4 times.  
 
What matters from here in the short-term is this quarters earnings releases which will create some 
uncertainty through the month of July.  Once this period is over we can get a better picture on the 
rest of the year directly from companies we have invested in. 
 
Here is an interesting tidbit from Washington.  The market for auto energy sources may become 
less efficient in the United States.  The United States government wants to mandate 26% ethanol 
gasoline blend by 2026 up from 10% today.  A higher ethanol blend theme conflicts with the more 
miles per gallon theme because ethanol produces 37% less BTUs of energy per unit versus 
gasoline.  This may benefit sellers of ethanol and their suppliers but consumers pay the difference.   
  
Interest Rates 
 
The yield on the 10 year United States treasury is now 3.76% up from two weeks ago of 3.71%.  
Not much change to speak of. 
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Disclosure: 
 
PLEASE READ THIS WARNING:  All e-mail sent to or from this address will be received or otherwise 
recorded by the Sparrow Capital Management corporate e-mail system and is subject to archival, monitoring 
and/or review, by and/or disclosure to, someone other than the recipient.  This message is intended only for 
the use of the person(s) (“intended recipient”) to whom it is addressed.  It may contain information that is 
privileged and confidential.  If you are not the intended recipient, please contact the sender as soon as 
possible and delete the message without reading it or making a copy.  Any dissemination, distribution, 
copying, or other use of this message or any of its content by any person other than the intended recipient is 
strictly prohibited.  Sparrow Capital Management has taken precautions to screen this message for viruses, 
but we cannot guarantee that it is virus free nor are we responsible for any damage that may be caused by 
this message. 
  
Sparrow Capital Management only transacts business in states where it is properly registered or notice filed, 
or excluded or exempted from registration requirements.  Follow-up and individualized responses that 
involve either the effecting or attempting to effect transactions in securities, or the rendering of personalized 
investment advice for compensation, as the case may be, will not be made absent compliance with state 
investment adviser and investment adviser representative registration requirements, or an applicable 
exemption or exclusion. 
  
The Sparrow Growth Fund is offered by prospectus only.  A prospectus contains more complete information 
on investment objectives, risks, advisory fees, distribution charges, and other expenses and should be read 
carefully before investing or sending money.   A prospectus may be obtained or by calling Sparrow Capital 
at 314-725-6161.   Past performance does not guarantee future results.   The investment return and 
principal value of an investment will fluctuate.   Investor’s shares when redemmed may be worth more or 
less than the original cost.  NAV (Net Asset Value) does not include sales charges or contingent deferred 
sales charges.  

 


