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The ñGreat Recessionò ended in the fourth quarter of 2009, as GDP grew at a 

2.24% annual rate. This was only the second positive quarter in the past two 

years and the best performance since the fourth quarter of 2007. The 

combination of real estate prices bottoming, the unprecedented monetary 

easing by the Federal Reserve and other global central banks, and the effects 

of the fiscal stimulus all acted to end the free fall that the economy had been 

experiencing.

We believe the effects of this massive government stimulus will result in a 

slightly stronger recovery in the short term than most analysts are expecting. 

The combination of modest top line revenue growth and continued increases in 

productivity will lead to earnings for the S&P 500 falling at the higher end of the 

$70 to $80 per share that most analysts are expecting. At 1100, the S&P 500 is 

currently trading at approximately 14x our expected earnings for 2010. With the 

historic average of about 16x earnings and given the low interest rate 

environment, we think US Stocks have room to move modestly higher in 2010. 

Having lived through two extremes in 2008 (-39%) and 2009 (+26%), we 

expect 2010 to revert to a more traditional return range for equities (5-15%).

Continued

ECONOMIC OUTLOOK

By Gerard A. Klingman, CFP®, CLU®, ChFC®

Founder and President

Gerry received a bachelorôs degree in Economics from 

Princeton University and a Certified Financial 

PlannerÊ certification from the College of Financial 

Planning.  He earned his CLU® and ChFC® 

designations from the American College, as well as a 

CFS designation from the Institute of Business & 

Finance.

With more than 26 years of experience, Gerry is 

nationally recognized in the field of investments and 

financial planning. Gerry is Ranked* within Barronôs 

Financial Weekly publicationôs annual list of  

ñAmericaôs Top 100 Independent Advisorsò and 

Registered Rep Magazine annual list of ñAmericaôs 

Top 100 Independent Advisorsò.  He is a current 

member of Forbes.com ñIntelligent Investingò Panel.  

Gerry has been featured on CNN as well as in several 

local and national publications, such as 

BusinessWeek. 

*The BarronôsñTop 100 Independent Financial Advisorsò list was compiled by the 

Winnerôs Circle, a research organization that Barron'sacquired in 2008.

Registered Rep: Compiled by the monthly trade magazine which weighed such 

factors as total assets under management and years in the industry.
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We believe that the dollar as a ñreserveò currency will continue its long term secular decline 

against a basket of currencies and commodities. Although the Federal Reserve and 

Treasury say they support a strong dollar, we believe policy makers will continue to tolerate 

a weak dollar in hopes of stimulating exports to reduce unemployment in the US. Having 

said that, we believe the dollarôs decline has gotten a little overdone and may strengthen in 

the short term. Non US stocks and fixed income securities are still an important part of our 

portfolio construction, but we are not increasing weightings at this time.

Our longer term concerns relate to the ultimate consequences of the unprecedented 

increase in the Federal Reserveôs balance sheet and the deficits the US government will 

continue to run for the foreseeable future. As we have said in previous Outlooks, we do 

believe much of these actions were necessary to avert an even deeper global economic 

crisis, but we believe they come at a price. Although inflation is not a near term concern 

because of the significant excess capacity we have in labor markets and factory utilization, 

the chance of higher interest rates and inflation later in 2010 and 2011 is significant.

We continue to believe that the combination of large fiscal deficits, higher taxes, greater 

regulation, and higher unemployment will lead to lower growth rates in the decade ahead. 

This ñNew Normalò will favor an investment approach concentrated on financially strong 

companies that will benefit from higher growth rates in other global economies.

ECONOMIC OUTLOOK (continued)

By Gerard A. Klingman, CFP®, CLU®, ChFC®

Founder and President
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Tactical Overlay of our Strategic Asset Allocation Models:

ÁUS Large Cap Equities should be even weighted with a focus on high quality, dividend paying companies.

ÁUS Mid Cap and Small Cap should be slightly under weighted.

ÁBecause of concerns about higher interest rates, maturities of Fixed Income portfolios should be over 

weighted to short and intermediate terms.

ÁTreasuries are overvalued and should be under weighted.

ÁTIPS should be a significant part of US Bond weighting.

ÁNon US Bonds and Stocks should be even weighted.

ÁInvestment Grade Corporates should be over weighted.

ÁHigh Yield should be even weighted.

ÁMunicipals have had a significant move upward and should now be equal weighted.

ÁCommodities and REITS should be over weighted as a hedge against future inflation.

ECONOMIC OUTLOOK (continued)

There is no assurance any of the trends mentioned will continue in the future.
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GROSS DOMESTIC PRODUCT Quarterly Change in GDP (Annualized)

Signaling a possible recovery, change in real GDP was positive for the first time since Q2 2008.

Source: FactSet, as of 9/30/09
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EMPLOYMENT

As expected, unemployment remains high, but job losses are falling, indicating the worst may be over.

Source: FactSet and Bureau of Labor Statistics, as of 12/31/09

Civilian Unemployment Rate Monthly Payrolls Changes
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CONSUMER CONFIDENCE

Consumer confidence is higher for the year, and retail sales showed slight growth year-over-year.

Source: FactSet, as of 12/31/09 Source: FactSet, as of 11/30/09

Consumer Confidence Retail Sales



9

INFLATION Change in Consumer Price Index

No signals have emerged indicating near-term inflationary pressure. 

Source: FactSet, as of 11/30/09
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KEY INTEREST RATES 

Key interest rates remain very low, but a shift in Fed policy in 2010 cannot be ruled out.

Source: FactSet and Federal Reserve, as of 12/31/09


