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How We are Serving Our Clients in This Environment

Our Primary Goal: 

• Think on behalf of our clientele

Our response in This Environment: 

• Thoughtful, Creative, and Forward Looking Strategic Research

What are We Actually Doing?

1) Not simply looking at historical returns, but the economic factors that drove those returns.

2) Creating more practical methodologies to dimension risk and return2) Creating more practical methodologies to dimension risk and return.

3) Focusing our efforts on time frames in which we’re most likely to add value.

4) Challenging conventional wisdom and protecting our clientele from fear and irrationality

5) Incorporating salient capital markets, macro economic, and government research.
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What Really Drives Returns Bull and Bear Markets?

70%

80%

90%

100%
Rolling 10 Year Composition of S&P 500 Returns

20%

30%

40%

50%

60%

Th b k t Th b k t

0%

10%

Dividends Earnings Growth Changes in Price to Earnings Ratio

Three bear markets:
‘61, ‘66, ‘68.

Three bear markets:
‘72, ‘76, ‘80. Four bear markets:

‘87, ’90, ‘98, ‘00.

Source: Ibbotson, Yale/Schiller, Wurts & Associates

Th  R l i hi  B  I  R  & PE R i  (Si  1960)

30

35

40

45

50

Ra
ti

o

The Relationship Between Interest Rates & PE Ratios (Since 1960)
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A Practical Examination of Downside Risk (Equities)
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A Practical Examination of Downside Risk (Fixed Income)
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Forecasting Risk Adjusted Returns (Relative to equities)
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Why We Look at 10 Year Investment Horizons?
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A theoretical concept with real world applications.
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Think You Can Time the Market…Think Again
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Is the Age of the Consumer Coming to an End?
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Are We Really De-Levering, or Simply Supplanting Leverage?
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A 50,000 Foot View of Government Stimulus & Bailouts

2,000,000 

2,500,000 

3,000,000 Recent and Estimated Composition of Federal Reserve Balance Sheet

1,000,000 

1,500,000 

$ 
M

ill
io

ns

Maiden Lane LLC I, II, III (Bear Stearns and AIG)
Commercial Paper Money Market Funding Facility
Other loans
Other Federal Reserve Assets
Repos and Term auction credit
Securities held outright (Treasuries and MBS)
Gold stock, treasury currency, and special drawing right acct

-

500,000 

2008-Jan.16 2008-Apr.16 2008-July16 2008-Oct.15 2009-Jan.14 2009 Mid Year 
(estimate)Source: Federal Reserve

$4,047 

4,000

5,000

6,000
Government Funds Commited to Stimuls & Bailouts

75%

100% Committed Bailout Dollars as % of Est. 2009 GDP

About 75% of 2009 estimated GDP.

$1,339 

$1,561 $1,854 

1,000

2,000

3,000

$ 
bi

lli
on

s Unspent Spent

Unspent

25%

50%

$9 trillion

11
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An Example: How Do We Protect Against Inflation?

2.8

3.0

3.2

7.5

8.0

8.5
TIPS Returns vs. CPI – Rolling 10 Years

2.2

2.4

2.6

5.5

6.0

6.5

7.0

2.05.0

5.5

Rolling 10 Year TIPS Return Rolling 10 Year CPI

Source: Ibbotson

Commodity Indices vs. CPI - Rolling 10 Years Average TIPS Return vs. Average CPI - Rolling 1 Year Since 1997

2.8

3.0

3.2

10

12

14

16

18
Commodity Indices vs. CPI Rolling 10 Years 

7.4

8.8
9.0

12.0
Average TIPS Return vs. Average CPI Rolling 1 Year Since 1997

2.2

2.4

2.6

2

4

6

8

Rolling 10 Year DJ AIG Index (liquidity weighted)
Rolling 10 Year S&P GSCI Index (production weighted)
Rolling 10 Year CPI

5.5

1.5

2.9

4.5

3.0

6.0

Average 1 Year TIPS Return

12

2.00 Rolling 10 Year CPI

Source: Ibbotson

0.0

CPI = 0%-2% CPI = 2%-4% CPI = 4%+

Average 1 Year TIPS Return

Average 1 Year CPI

Source: Ibbotson, BLS, Wurts & Associates


