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We live in historic times. Through much of the third quarter,
economic weakness weighed on equity markets worldwide.
Oil collapsed from $145 per barrel in June to $100 per barrel 
on September 30. The SEC prohibited short selling on a list
of 800 financial services companies. The US government
seized control of Fannie Mae and Freddie Mac, the very fabric
of our housing market. Washington Mutual, a bank with $143
billion in assets failed. Goldman Sachs and Morgan Stanley
dropped their stand alone investment banking models and
became bank holding companies. By the end of September,
the Dow Jones Industrial Average and the S&P 500 had fallen

-16.6% and -19.3% year-to-date. The bear market which
began in the early part of the third quarter was in full
swing by the end of September.

Selling continued into the fourth quarter. The week ending
October 10 was the worst week ever for the Dow Jones
Industrial Average (DJIA) both in total points (-1,874) and as
a percentage decline (-18.2%) since the index’s introduction
in 1896. It was also the worst week on record for the S&P
500. The US stock market lost between $2.5 and $3.0
trillion in value in just over eight days. By the end of the
week, the S&P 500 closed down -43% from the October
9, 2007 peak bringing this very close to the worst bear market
of the postwar period in 1973-1975 (-48%).

While there are many facets to the financial crisis, described
as the most severe shock to capital markets since the Great
Depression, the focus of the problem is the availability of
bank credit. Bank loans should be more readily available
and flow smoothly, not only for the benefit of the financial
markets, but also to provide liquidity for worldwide business
and commerce. The graph to the right depicts part of the
current lending dilemma. The three month London Interbank
Offered Rate (LIBOR) is a daily average of what 16 different
banks charge other banks to lend money. Importantly, US
banks use LIBOR to calculate various interest rates on
longer term loans, including adjustable rate mortgages. The
three month US Treasury bill is often considered the safe
haven of credit. The lower the yield on the three month
Treasury bill, the higher the market’s fear. As of October
15, three month LIBOR climbed to 4.82% compared to
a .18% yield of three month US Treasury bills. The 4.64%
difference, referred to as the TED spread, demonstrates
unprecedented aversion to risk. A more typical TED spread
is between .10% and .30%. The current wide spread
reflects banks’ reluctance to loan money to one another,
fearing an inability of the borrowing bank to repay the funds.

MARKET COMMENTARY 

The US government has reacted to the crisis with a wide
array of actions, all designed to allay the fear of a collapse
of the financial markets and to ease bank credit. In addition
to cutting the federal funds rate to 1.50% in October, the
Federal Reserve Bank has injected record liquidity into
the system, expanding its balance sheet over 40% to $1.4
trillion in just 30 days. The center point of government action
is the Troubled Assets Relief Program (TARP). Under the
plan authorized by Congress on October 3, the Treasury is
authorized to purchase up to $700 billion of troubled assets
which is equivalent to 5% of GDP. In addition to mortgage
assets, “troubled assets” in the Act are defined as any
other financial instrument that the Treasury determines is
necessary to stabilize the financial system. Most recently,
on October 14, the Treasury announced it would buy
up to $250 billion in senior preferred shares in a variety
of banks, and so far, nine banks have agreed to give the
government a stake. In addition, under TARP, the Federal
Deposit Insurance Corporation will temporarily provide
unlimited coverage for all non-interest-bearing accounts,
and the Federal Reserve will pay interest on bank reserves.

While we expect the cease in credit has already pushed the
US economy into a recession, longer term, we expect the
most recent international bailout plan will succeed. Equity
markets tend to anticipate economic developments six to
twelve months before the economy turns in either direction.
Moreover, valuations appear to be near trough levels with
the S&P 500 now selling below ten times 2007 operating
earnings. In the coming months, investors will look to the
debt markets to serve as a proxy for the success of the
various government plans.
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WHEN TO WORK WITH WINFIELD

PRIVATE INDIVIDUAL INVESTORS
• Manage accumulated wealth, inheritances and settlements
   to meet investment objectives

ENDOWMENTS AND FOUNDATIONS
• Manage assets with a long-term growth strategy while
  meeting investment policy requirements

BUSINESS OWNERS
• Customize investment portfolios to meet investment
  objectives and lessen risk of concentrated assets
• Defer taxable earnings in profit sharing plans
• Manage and advise 401(k) plans

BUSINESS PROFESSIONALS
• Customize investment portfolios, manage stock options
   and consolidate 401(k)/IRA plans to meet investment
   objectives and lessen risk of concentrated assets

RETIREES
• Customize investment portfolios to meet investment
   objectives with the option of drawing income
• Management of IRAs, trusts and taxable accounts

MACROECONOMIC OUTLOOK

US GDP
Inflation
Employment
Productivity
Corporate Profits
Consumer Debt
International Growth

July 2008
Neutral

Negative
Neutral
Positive
Neutral

Negative
Positive

October 2008
Negative

Neutral
Negative

Positive
Neutral

Negative
Positive

MARKET PERFORMANCE

Dow Jones
S&P 500 
Nasdaq
Russell 2000
MSCI EAFE
Lehman Agg

3Q 2008 
-3.68%
-8.37%
-8.77%
-1.46%

-20.53%
-0.49%

2008 YTD
-16.56%
-19.32%
-21.13%
-11.29%
-28.78%

.63%

We are making several changes to our Macroeconomic 
Outlook. We believe strains from the credit crisis will lead to 
a protracted slowdown over the next two to three quarters, 
leading us to change our view of US GDP growth to Negative 
from Neutral. In addition, we are changing our outlook on 
Inflation to Neutral due to the steep decline of energy prices. 
It now appears that the worldwide slowdown will decrease 
the demand for oil and other commodities, keeping inflation 
in check. Lastly, we are changing our outlook on Employment 
to Negative as the unemployment rate climbed from 5.5% to 
6.1% during the quarter.

TREASURy’S TEMPORARy GUARANTEE 
PROGRAM fOR MONEy MARKET fUNDS

On September 19, the US Treasury guaranteed all money 
market mutual funds that are regulated under Rule 2a-7 of the 
Investment Company Act of 1940. To qualify, a money market 
mutual fund must be publicly offered, must be registered with 
the Securities and Exchange Commission and must maintain 
a stable share price of $1. The program includes both taxable 
and non-taxable funds. 

The program is designed to address temporary dislocations 
in credit markets. The program will be in effect for an initial 
three month term, after which the Secretary of the Treasury 
will review the need and terms for the program and the costs 
to provide the coverage. The Secretary has the option to 
extend the program up to the close of business on September 
18, 2009. In order to maintain coverage, funds would have to 
renew their participation in the program after each extension. 
If the Secretary chooses not to extend the program at the end 
of the initial three month period, the program will terminate. 

ENERGy UPDATE

On October 15, the price of a barrel of crude oil fell below 
$70, reversing to a level not seen since August 2007. Energy 
consumption is now an estimated 11% of US GDP, down from 
an estimated 15% at the end of June. If oil remains below 
$80 per barrel for the next twelve months, the approximate 
“savings” to US GDP would be nearly $400 billion. While 
an energy savings “dividend” will not completely offset the 
trillions of dollars in lost wealth from the credit crisis, it will 
provide US consumers with some spending relief in the 
quarters ahead.


	Q3Newsletter_2008
	WinfieldQ3Newsletter_08 2

