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the next 10 years and beyond, the math is impossible to ignore. There is little question that 
taxes will have to increase and spending will have to decrease. If this doesn’t happen in a 
significant way, and maybe even if it does, there is a great risk of both a dollar and an interest-
rate crisis that could be extremely painful for the United States and global economies. Deal-
ing with these coming problems can’t be put off much longer. It is quite possible that the 
U.S. government will begin to face financing pressure within our five-year investment time 
horizon. There are still many variables in play that relate to the above-mentioned overriding 
concerns, and it is too early to determine how they will all play out.

Often the bearish case (above) is the easiest to make, however it is important to not lose 
sight of the positive factors that support a more optimistic outlook:

•  This is the largest global stimulus ever to occur in peace time. 
•  The strength of the emerging-markets economies feeds back into the global economy and 
is a positive for exports and manufacturing. 
•  Corporate balance sheets, outside of financials, are in good shape including the best liquid-
ity in 50 years. Some believe this will support investment. 
•  Inventories are low and a rebuilding cycle is beginning, which will support some growth. 
•  The severity of the economic contraction and corporate cost cutting may mean that busi-
nesses overreacted and will need to aggressively increase investment and hiring (not likely 
in our view).  

We don’t dismiss the positives as they explain why a modest recovery is likely to be sus-
tained. However, we continue to believe that the weight of the evidence makes a strong case 
for a sustainable but subpar economic recovery, with a risk of falling back into recession at 
some point in the next two years as the stimulus is unwound.  As we balance the pro’s and 
con’s of today’s environment it is important that we develop strategies that can provide us 
with good risk-adjusted returns in this uncertain environment.  Below is a summary of some 
of the strategies we are utilizing to give our portfolios an edge:

•  Buy Large Cap Quality Stocks– the valuation of high vs. low quality stocks is the most at-
tractive it has been in a long time; we like quality for the long-term
•  Buy Pricing Power– with the potential for deflation and tepid end market demand we like 
companies that have the ability to raise prices
•  Many foreign markets are growing faster than the U.S. (especially Asia/emerging markets)- 
we recommend exposure to these markets directly (on sell-offs) and via high-quality large-
cap companies that export to them
•  We are neutral on growth vs. value stocks
•  Large-cap is priced to outperform small-cap over the next few years, near-term small-cap 
may continue to lead if a strong recovery gets priced in
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•  Investment income strategies- with interest rates relatively low we like investments that 
can produce and grow solid yields (stocks, bonds, preferred, etc.)
•  The corporate credit (investment grade & high-yield) rally should continue; however it is 
probably on its last leg
•  We recommend alternative asset positions that have the potential to improve risk-adjusted 
returns in this market
•  Municipals are attractive relative to taxable alternatives
•  We are evaluating fixed income strategies that may perform well in a rising interest rate 
environment

Overall, we are confident that our disciplined approach to asset allocation and security se-
lection (stock, bond, funds, etc.) is well suited to guide our clients through these uncertain 
times and is likely add considerable value over their respective benchmarks the next several 
years.  As always, we appreciate your trust in us and we look forward to helping our clients 
achieve their financial goals.

      - CB&T Investment Team 1/2010


