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    PERFORMANCE:  as of  8-25-2011 

   Sector Week 3Mo YTD 

S&P 500 1.6% -11.7% -6.6% 

Russell 2000 (small/mid Cap) 1.8% -17.6% -13.3% 

MSCI EAFE (Eurp. Asia, Far East) 0.0 -18.0% -9.6% 

MSCI  Emerging Mkt 4.0% -9.6% -11.0% 

US Bonds (Barclay’s agg. Index) -0.7% 2.9% 5.6% 

High Yield Bonds (US) -1.0% -4.7% 0.9% 

GLD (Net asset value) -1.1% 15.8% 25.3% 

Real Estate -0.2% -10.5% -1.2% 

Energy 1.0% -3.7% -14.2% 
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Fiscal Policy: Current stimulus gap will hit 1.6% of  
GDP in 2012  
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Economy:  Fed has already provided plenty of credit 

There’s clearly a problem of confidence now not liquidity. The Fed has effectively 
infinite money because they can print money by creating excess bank reserves. If the 
economy is lacking confidence and risk taking, it’s Congress (after a vote) that we 
need to look to. Fiscal policy rather than monetary policy should be in focus. 
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Economy: Financial Repression = Government led Recession 

Four Sectors of Economy:  1) households, 2) business, 3) foreign, and 4) government. The past 30 years of 
the U.S. economy as household-led – that is, real interest rates came down every time the economy weakened (eg, 
1985 and 1995) and the household sector leveraged up (mainly using their homes as collateral), supporting 
growth. This story is over,  “financial repression” (low real interest rates for a long time) is now the base case. 
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Valuation:  Street Estimates still Way Too High! 

2H ’11 earnings will be ‘OK’, but level of profit expectations for S&P in ’12  = $113 and ’13 =$126 is 
very high.  Strategas Economic team places a 35% probability on the U.S. moving into recession 
in 2012 and a 60% likelihood that recession occurs in 2013.  One bright spot; there are few credit 
and inventory excesses to work off, implying a mild recession. Currently, estimating $97 in S&P 
Operating Earnings for 2012 and $88 for 2013. This -9% drop in profits would be more mild than 
any recession in the postwar period. Stress-testing for a “normal” recession of a -25% decline 
would bring the number closer to $73. 
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Earnings Outlook:  Tough for Margins to Expand further given High 
Unemployment 
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Market Internals:  Bottom not in yet. 
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Fed’s Promise:  Hold short rates at ZERO, implies 
5 & 10yr rates will float with economic data 
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MARKET STRATEGY:  Sell Equity Rallies 

1)  Equities now viewed as source of yield, not appreciation. Look for 
dividend growers 

2)  Technology remain relatively strong. 
3)  Avoid Discretionary and Stocks dependent on Government Spending. 
4)  Long Precious Metals;  Gold & Silver 
5)  Avoid Energy, Financials, Small caps, Real Estate 
6)  Bonds:  High Quality Corporates should hold up well 
7)  US Dollar strong against Euro, weak against Asian currencies 
8)  Global Operators can continue to be profitable 
9)  Long Volatility 
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Strategy:  Diversification is Key in Volatile Markets 


