














Monthly Investment 
Commentary

4350 Brownsboro Rd.
Suite 210
Louisville, KY 40207

p	 (502) 259-2500     
f	 (502) 259-1501        
www.cbandt.com

Please note:  statements made in this commentary are drawn from Commonwealth’s internal research and with the permission of 
outside research providers.  The content of this commentary is copyrighted and reproduction or distribution of this material is prohibited 

and all rights are reserved.  Nothing herein should be construed as a prediction or guarantee of either investment results or account 
specific actions.  Copyright Commonwealth Bank and Trust Company, Bloomberg, Standard and Poors, and Litman/Gregory. 

NOT FDIC INSURED / NOT BANK GUARANTEED / MAY LOSE VALUE
NOT GUARANTEED BY ANY GOVERNMENT AGENCY / NOT A BANK DEPOSIT

November
2009

Page 8

But from a risk-management standpoint, part of the reason why we’ve seen the recovery 
that we’ve enjoyed so far is that the corporate sector did not overburden itself with debt go-
ing into this downturn. If the LBO phenomena had continued for another year or two, I think 
we would’ve had a lot more difficulty shrugging off the Armageddon scenario.

Financial engineering in LBOs could be a source of the Fed’s pulling back liquidity conditions 
a little bit earlier than anticipated. The results of that could be twofold. On one hand, this 
could be the [right] long-term approach to correct for an overly cheap cost of capital. But on 
the other hand, it could snuff out a recovery. So this is nothing new to monetary policy, but 
I think that the monetary authorities will be increasingly on the horns of a dilemma over the 
next year as default rates come down. If hiring does not begin to pick up, then we could see 
an increased probability of a double-dip [recession].

So in that type of scenario, where do spreads go? Do they go back to over 1,000? And 
what does that mean for defaults?
[Spreads going above 1,000] would be pretty well the benchmark for a double-dip. The sur-
viving companies that would be impacted by a secondary economic slump would be the 
more robust issuers. Issuers that have survived the last 12 months will have had a longer time 
frame to repair their balance sheets. They will have gotten their cost structures more in line. I 
would not expect a repeat of 12% default rates. Our sense is that the companies left standing 
would be stronger and better equipped to deal with another downturn. But also issuers will 
have had more capital with which to work, and avoid default at the end of the day. The real 
issue is, I think, monetary. How sharply the Fed pulls back on the reins. In our view, that will 
drive the possibility for a double-dip and another bearish market. But you can see spreads 
widen out for a while, given a secondary economic slump.

Thank you for your time.
			 

      - CB&T Investment Team 11/2009
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