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The Dow Jones Industrial Average (DJIA) climbed 11.18% 
during the third quarter of 2010, including a historic gain in 
September. The DJIA was up 7.97% for the month, marking 
the largest gain in September since 1939. Despite the strong 
quarter, however, the DJIA is up only 5.58% year-to-date, 
reflecting the volatility of the equity markets in 2010. As 
we enter the fourth quarter, the US economic recovery is 
slowing and unemployment remains at a high level of 9.6%, 
even though the Bureau of Economic Research indicated 
the Great Recession ended in June 2009. This slowing has 
raised considerable consternation among policy makers 
of a “double dip” recession. Recently, in an attempt to 
stimulate the slowing economy through monetary policy, 
Federal Reserve governors, including Chairman Bernanke, 
indicated the Federal Reserve Bank may institute additional 
quantitative easing. This move is widely anticipated to be 
announced as policy at the November 2-3 meeting of the 
Federal Reserve Board.

Quantitative easing (QE) describes a monetary policy used 
by a nation’s central bank to increase the country’s money 
supply. The process is often described by the colloquial 

“printing money” even though money is created electronically 
by simply adding numbers to the central bank’s deposit 
accounts. The funds are then used to purchase government 
bonds, mortgage backed bonds and corporate bonds from 
commercial banks through open market operations. The 
funds add to commercial banks’ deposits which can be 
loaned out and consequentially create new money. The 
intent of QE in the United States is to reduce fixed income 
yields, increase home and equity prices, lower the dollar’s 
value and prevent deflation. In all cases, this should raise 
GDP. Fed purchases could be as much as $1 trillion and add 
0.7% to 1.0% growth to US GDP over the next two years. 

The chart to the right shows the effect of Large Scale Asset 
Purchases (LSAP) from 1989-2010, raising the value of the 
Fed’s balance sheet and lowering interest rates (the yield of 
the 10-year Treasury bond). Even prior to a second round of QE, 
yields on bonds are nearing historic lows with the 10-year 
Treasury closing below 2.5% at the end of the third quarter. 
It appears the market is already pricing in some level of QE.

Notably, there are risks to using QE. Inflation could surge as 
too many dollars chase too few goods. QE also pressures 
the value of the dollar in the world currency markets, and 
hence confidence in dollar denominated assets fades. 

MARKET COMMENTARY 

Consequently, the Fed will eventually have to shrink its 
balance sheet which will raise interest rates and lower bond 
prices, adding to the volatility of capital markets. Apparently, 
the Fed thinks QE is justified to avoid deflation and stimulate 
moderate inflation and GDP growth. This thinking could 
change if economic data shows greater improvement than 
current trends by the November meeting. 

Our current strategy is to take advantage of QE, which is 
happening not only in the United States, but in numerous 
other developed countries including Japan, Australia, United 
Kingdom and others, as central bankers attempt to devalue 
their currencies relative to the dollar. This environment should 
be favorable for investing in equities as a hedge against 
inflation. Bonds will be less attractive, and rising interest 
rates may cause investors to move back into equities. Where 
appropriate, we expect to move in that direction, moving 
up the risk curve by reducing fixed income exposure and 
adding to equities. 
  

MACROECONOMIC OUTLOOK

US GDP
Inflation
Employment
Productivity
Corporate Profits
Consumer Debt
International Growth

July 2010
Positive
Positive
Neutral
Positive
Positive

Negative
Positive

October 2010
Positive
Positive
Neutral
Positive
Positive

Negative
Positive
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DISCLAIMER: The material contained in this report is available only to those clients
and prospective clients to whom Winfield Associates, Inc. (“Winfield”) delivers this
report and further distribution of this material is prohibited. No person or entity other
than a Winfield client shall rely on the information, opinions, estimates and projections,
if any, contained in this report. The information, opinions, estimates and projections,
if any, contained in this report were prepared by Winfield Associates, Inc. and
constitute the current judgment of Winfield as of the date of this report. The
information contained herein is believed to be reliable and has been obtained from
sources believed to be reliable, but Winfield makes no representation or warranty,
either express or implied, as to the accuracy, completeness or reliability of such
information. Winfield does not undertake, and has no duty, to advise you as to any
information that comes to its attention after the date of this report or any changes in
its opinion, estimates or projections. Prices and availability of securities are also
subject to change without notice. Winfield, our affiliates, and any officer, director or
stockholder, or any member of their families may have a position in and may from time
to time purchase or sell any of the securities mentioned or any related securities.
Winfield is not a registered broker-dealer. This is not a solicitation of any offer to buy
or sell securities.

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 

MARKET PERFORMANCE

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

3Q 2010
11.18%
11.30%
12.30%
10.94%
15.79%
2.48%

2010 YTD
5.58%
3.89%
4.38%
8.11%

-1.25%
7.94%

REQUIRED MINIMUM DISTRIBUTION 
Individuals are generally required to withdraw a minimum 
amount of money from tax–advantaged retirement accounts 
each year beginning the calendar year after turning 70½. This 
amount is called a Required Minimum Distribution (RMD). 
Individuals must take RMDs from any retirement account 
that included tax–deferred assets or had tax–deferred 
earnings. These accounts include:
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• Traditional IRAs 

• SIMPLE IRAs 

• Most Keogh accounts 

• Rollover IRAs 

• SEP–IRAs 

• Most 401(k) and 403(b) plans 

Annual RMDs may be taken in one distribution or periodic 
withdrawals throughout the year, but the total annual 
minimum amount must be withdrawn by the deadline of 
December 31. Of note, individuals can always take more than 
the RMD amount. Please contact us if you have questions.

EXPIRING TAX CUTS
In 2001, the Economic Growth and Tax Relief Reconciliation 
Act (EGTRRA) and subsequent legislation in 2003 and 2005, 
introduced several temporary tax cuts that are set to expire 
on December 31, 2010. The tax cuts, frequently referred to 
as the “Bush Tax Cuts,” will disappear (sunset) at the end of 
the year without any Congressional action. The implications 
for tax planning in 2010 and beyond may affect an overall 
wealth management strategy. The provisions of EGTRRA 
that have the greatest influence on investment management 
include income taxes, capital gains/dividend income tax 
rates, and estate taxes.  

Individual Income Taxes
Income taxes are determined by tax brackets. Before 
EGTRRA, the individual marginal income tax rates by tax 
bracket were 15, 28, 31, 36, and 39.6 percent. EGTRRA 
gradually reduced the individual marginal income tax rates to 
10, 15, 25, 28, 33, and 35 percent. Under the sunset provision 
of EGTRRA, amendments made by the Act will not apply to 
tax years beginning after December 31, 2010. Consequently, 
the individual marginal tax rates will revert to 15, 28, 31, 36, 
and 39.6 percent effective for tax years beginning in 2011.

Capital Gains and Dividend Income Rates
EGTRRA lowered the maximum tax rate on adjusted net 
capital gains to 15%. In 2011, the maximum rate on capital 
gains will revert to 20% (except 18% on gains for assets 
held longer than five years). Under EGTRRA, the maximum 
tax rate for qualified dividends received by an individual 
was reduced to 15%. In 2011, the dividend income tax rate 
reverts to ordinary income tax rates.

Estate Taxes  
EGTRRA lowered the maximum federal estate tax rate 
from 55% to 45%. The estate tax was removed entirely for 
decedents dying in 2010. In 2011, the maximum federal 
estate tax reverts to 55%. Importantly, the Tax Code provides 
an applicable credit amount (exclusion) to determine the 
estate tax due. Under EGTRRA, the exclusion amount for 
decedents increased from $1 million to $3.5 million. In 
January 2011, the exclusion amount reverts to $1 million.


