
 

 

 Investment Outlook Summary  

 Asset 
Class 

Outlook Commentary  

 Cash / 
Stable 
Value 

 In general, higher than normal levels of 

cash 

Even though money market rates are basically zero, having investments with high safety and 
liquidity provides access when opportunities arise, and stability when markets turn volatile. 

 

 Bonds / 
Fixed 
Income 

 In general, slight underweight level of 

bond exposure 

Many bond mutual funds have enjoyed great gains, along with record inflows from investors during 
this latest ―flight to safety.‖ It may be time to look for fixed income investments outside of the 

traditional mutual fund.  

 

   Cautious of Treasuries for the long-run Primarily used for safety, but with yields at historic lows and the risks of future inflation present, 
treasury owners may not be paid adequately for the potential risk.  

 

   Positive on Treasury Inflation-Protected 

Securities (TIPS) 

Essentially, these are treasury notes with an interest rate tied to inflation. Used for safety, but the 
future interest paid would increase as inflation increases.   

 

   Positive on emerging market bonds As this asset class develops and matures, there will be great potential for investors over the coming 
years. 

 

 Stocks / 
Equities 

 In general, underweight to normal 

levels of stock exposure   

Pullbacks should be seen as an opportunity to increase stock exposure to neutral levels, that is 
neither underweight nor overweight.  

 

   Positive on dividend paying stocks Many of the traditional dividend paying companies are more attractively valued than the general 
stock market. A number of large companies are now paying a dividend that is higher than the yield 

on the 10 year US Government bond, some are even higher than the 30 year.   

 

   Utilizing covered call strategies to 

hedge 

Covered call options strategies can provide extra income to your portfolio while you own stocks.   

   Selective of international stocks International diversification is still very important to your portfolio, however individual country 
selection will likely play an increasing role in international stock performance. 

 

   Positive on Korea, Brazil, Canada and 

Australia. Cautious of China 

While the long term opportunities remain with emerging market economies, resource rich countries 
like Canada and Australia provide the building blocks the world needs in order to grow. 

 

   Avoid much of Europe, the U.K., and 

Japan 

Current solutions appear to be a band-aid to a much larger problem inherent in a shared currency. 
Issues continue in Europe, recent news has increasingly affected the markets.  

 

 Alternate 
Assets 

 Positive on Gold and Silver Primarily used as an inflation and currency hedge.  The risks of global currency dilution are present.  

  Negative on the Euro currency Fiscal problems in Europe continue to be on center stage.  

   Positive on energy trusts Many energy trusts provide a good dividend source with the potential for capital gains.   

 Italics denote a change from last month   
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Global investors were happy to wave goodbye to this disappointing 3rd quarter of 
2011. September marked the third consecutive month of losses for major stock market 
indices, which equated to the worst quarterly performance since 2008. The S&P 500 fell –
7.03% for the month and stood at –8.68% for the year, a dramatic turnaround from where 
the markets were just four months ago. This fall in prices was not limited to stocks; for the 
most part almost all investment classes, other than US treasuries, suffered in 
September. Many stock markets across the globe entered ―bear market‖ territory during 
September—a period defined by a 20% decline in prices. Precious metals bore the brunt of 
this sell-off, posting double digit losses for the month —much of which occurred over a four 

day period. 

The cause for the global market panic was pinned on the continuing drama being played out 
across the Euro Zone. Given the 24/7 news flow from Europe it is easy to believe that contagion is mere moments away. Fortunately, there is 
a broad consensus that Euro Zone members will reach an agreement and stem the possible panic. Domestic data in the US continues to get 
―less bad‖ with a positive employment report for September. While this was not a large enough improvement to lower the unemployment 
rate, it was enough to quell recent talk of a ―double dip‖ recession. Markets were given a bit more guidance from Fed Chairman Bernanke as 
he unveiled the much-anticipated Operation Twist. This is a change in strategy with the intent to lower long term borrowing costs. At first it 
appeared the Twist was not openly welcomed, however it turned out that the Fed’s change in language citing concern of a ―global market 
slowdown‖ is what shook investors.  



 

 

Ever since the possibility of default on Greek sovereign debt has become 
headline news, a lot of people have found themselves wondering, "How is 

it possible for the financial problems of a country so small and so far away 
to create such turmoil in the world's markets?" What's happening in 

Europe is probably affecting your portfolio right now, regardless of the 
quality of your holdings or how well diversified you are. 

Just what is all the shouting about? It's no 
secret that the so-called PIIGS nations 

(Portugal, Italy, Ireland, Greece, and 
Spain) are having difficulty coping with 

the debt that years of deficit spending 
have created. A robust global economy 

helped to mask the problem, but in recent 
years the burden of sovereign debt--

bonds issued by sovereign governments--
has become increasingly unsustainable. 

With debt at roughly 140% of its gross 
domestic product,* Greece is particularly 

troubled. Imposing austerity measures 
required by its European colleagues has added to the country's 

recessionary woes. That in turn has made it even more difficult to achieve 
mandated deficit reduction targets in order to qualify for additional 

installments of financial aid from the European Financial Stability Facility 
(EFSF) set up last year by 17 eurozone countries. 

*Source: CIA World Factbook 2011 

Bank exposure 

One of the chief concerns about the possibility of default on sovereign 

debt has to do with the financial stability of banks that hold it. Some of 
the largest French banks have already suffered downgrades of their credit 

ratings because of their extensive holdings of debt from troubled 
European countries, particularly Greece. If a Greek default made banks 
reluctant to lend to one another, that could affect credit markets 

worldwide. 

American banks hold very little Greek debt compared to European banks; 

however, they could face a different challenge. Understanding why 
requires some basic awareness of a type of derivative known as a credit 

default swap. Investors with large bond holdings from a particular 
borrower often try to protect themselves against the possibility that the 

borrower will default by buying a credit default swap on that debt as a 
type of insurance. The company that issues the credit default swap agrees 

to cover the bondholder's losses in case of default. The more risky the 
issuer--for example, Greece--the more likely bondholders are to try to 

protect themselves with swaps. However, in some cases, a company may 
have issued so many default swaps on a particular issuer that it could be 

overwhelmed by the claims resulting from the issuer's default. 

Such derivatives can create a ripple effect in financial markets. If the 

company that issued the swaps can't make good on them, the institutions 
that relied on that protection also can find themselves in trouble, which 

multiplies the impact of a major default. U.S. financial institutions are 
major issuers of credit default swaps, and the potential impact of a Greek 

default on them is unclear. However, since the 2008 financial crisis, U.S. 
banks have been forced to hold greater capital reserves to deal with 

contingencies, and Treasury Secretary Timothy Geithner recently said that 
banks here have reduced their exposure to the debt of troubled countries. 

Potential for tighter credit leading to recession 

Lending worldwide hasn't fully recovered from the last financial crisis, and 
has helped keep global economic recovery sluggish. Fiscal austerity 

measures taken to try to reduce deficits have also taken their toll, 
hampering economic growth and making it even more difficult for 

countries such as Greece to balance their budgets. If banks' lending ability 
were impaired further by a financial crisis brought on by a default on 

sovereign debt, tighter credit could increase the odds of renewed 
recession. 

Also, Europe represents a major market for many American companies, 
and a recession there wouldn't help an already slowing global economy. 

Greece could be the tip of the iceberg 

Even though Greece is the immediate concern, larger economies in Europe 
actually could represent a bigger threat. Italy and Spain both face 

sovereign debt burdens and deficit problems. Italy's economy is more than 
five times that of Greece; Spain's is more than four times bigger.* If either 

country were to decide it needed to restructure its debts as Greece is 
attempting to do (which ratings agencies could see as a form of default), 

that would have a much bigger impact than Greece. If a Greek default 
would have a ripple effect, a default by either Spain or Italy could cause 

waves. 

To compound the problem, as investors have become increasingly 

concerned about the possibility of debt contagion in Europe, borrowing 
costs for both Italy and Spain have risen. At recent auctions, nervous 

investors have been demanding higher interest rates to compensate them 
for the higher perceived risk of buying that sovereign debt. As any credit 

card holder knows, having to pay a higher interest rate makes paying off 
debt and balancing the budget more difficult. A Greek default could make 

investors even more nervous about buying other troubled countries' debt, 
and being frozen out of credit markets would likely aggravate fiscal 

problems abroad. 

All politics is local 

There have been signs in recent months that voters in stronger economies 
such as Germany are beginning to question why they should continue to 

support countries that have not been as disciplined about balancing their 
budgets. Also, investors worry that the financial support available from the 

EFSF may not be sufficient or available quickly enough to avert problems. 
Though there has been no shortage of suggestions for how to deal with 

the situation--issuance of euro bonds backed by all eurozone members, 
leveraging the EFSF's existing assets, greater fiscal integration among 

countries, Greece returning to its own currency--questions about the 
ability and willingness of other countries to support the eurozone's weaker 

members have caused investor anxiety worldwide. 

Financial markets hate uncertainty, and the situation has contributed to 

the recent volatility across a variety of asset classes that don't usually 
move in tandem. However, Europe has the benefit of having watched the 

United States deal with its own difficulties during the 2008 crisis. Also, 
European leaders have generally reaffirmed their determination to defend 

the euro at all costs. 

Uncertainty about Europe could persist for months, but it's important to 

keep it in perspective. While you should monitor the situation, don't let 
every twist and turn derail a carefully constructed investment game plan. 

-Prepared by Forefield Inc. Copyright 2011 
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SDW’s TAKE 

We have and will continue manage our client’s portfolios in manner that 
takes these perspectives into account. 
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