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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)
2)
3)
4)
5)

Not simply looking at historical returns, but the economic factors that drove those returns.
Creating more practical methodologies to dimension risk and return.

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

Challenging conventional wisdom and protecting our clientele from fear and irrationality

Incorporating salient capital markets, macro economic, and government research.
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Schiller PE Ratio

What Really Drives Returns Bull and Bear Markets?
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Three bear markets:

10% ‘61, ‘66, ‘68.
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Rolling 10 Year Composition of S&P 500 Returns

Three bear markets:
‘72, ‘76, “80.

Four bear markets:
‘87, 790, ‘98, “00.
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Source: Ibbotson, Yale/Schiller, Wurts & Associates

The Relationship Between Interest Rates & PE Ratios (Since 1960)

Recent 10 year Treasury rates.
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Schiller PE Ratios During Various Stages of a Bear Market
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A Practical Examination of Downside Risk (Equities)

o5 Rolling 10 Year S&P 500 Real Return
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Sensitivity Analysis to Changes in Schiller PE Ratio:

Sensitivity Analysis to Changes in Schiller PE Ratio: Potential Effect on Returns (Dec. ‘07
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A Practical Examination of Downside RisK (Fixed Income)

Sensitivity of Barclays Credit Index to Changes in Interest Rates:
(Based on duration and convexity)
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One Year Sensitivity O_f Barclays High Yield Index One Year Sensitivity of Barclays Credit Index to Changes in Interest Rates
to Changes in Interest Rates 30 (assumes 6% coupon, 1% default, duration of 5, YTM of 7%)
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Forecasting Risk Adjusted Returns (Relative to equities)

15 S&P 500 Implied & Subsequent Sharpe Ratios
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Why We Look at 10 Year Investment Horizons?

The Basic Relatioship Between Time and Forecasting Accuracy
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Think You Can Time the Market...Think Again

The Cost of Market Timing:
Morningstar Average Mutual Fund Returns less Average Investor Return (Feb. '09)
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Money Market Fund Assets (trillions) vs. Market Volatility (VIX Index)
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Is the Age of the Consumer Coming to an End?

CBO’s Estimate of President’s Budget:
Individual Income Taxes as a % of GDP
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Are We Really De-Levering, or Simply Supplanting Leverage?

Dec. '07 - Dec. '08 Change in Annual Borrowing Rates ($'s, Billions)
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A 50,000 Foot View of Government Stimulus & Bailouts

Recent and Estimated Composition of Federal Reserve Balance Sheet
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Committed Bailout Dollars as % of Est. 2009 GDP
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An Example: How Do We Protect Against Inflation?

TIPS Returns vs. CPI - Rolling 10 Years
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