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The second half of 2008 was among the most tumultuous 
periods in US financial history, perhaps only surpassed 
by the stock market crash of 1929. Last year, twenty-five 
banks closed or merged, three major brokerage firms failed 
or merged, the federal government rescued the country’s 
largest insurer from collapse and the nation’s mortgage 
financiers were placed into conservatorship. Summing up 
the “troubled assets” involves several trillion dollars, amounts 
hardly comprehensible by any measurement. 

Perhaps as noteworthy as the rapid fall of equity markets in 
the fourth quarter of 2008 was the bull market in US Treasuries. 
Reflecting a “flight to safety” and risk aversion, investors bid 
up 30-year Treasury bonds, providing a 32.5% total return 
in November and December alone. Ten-year Treasuries now 
yield 2.2% compared to a high of 4.3% nine months ago. 
These yields compare to abnormally low rates last seen in 
the 1940s and match the lowest levels in history. Leading 
the massive accumulation of US Treasuries was China, 
increasing its holdings 43% from $478 billion in December 
2007 to $682 billion in November 2008. Remarkably, during 
the fourth quarter of 2008, China surpassed Japan as the 
largest foreign holder of US debt which now amounts to 
$10.6 trillion and continues to rise. 

The flow of assets into money market funds provides another 
indication of investors’ fear. At the end of 2008, US investors 
held $8.9 trillion in cash, bank deposits and money market 
funds. This sum is equal to 74% of the market value of all 
US companies, the highest ratio since the 1990 peak of 
75%. Cash on hand reached an all-time high of 121% of 
equity values in 1974. Historically, high levels of cash relative 
to capitalization signal a market bottom. As economic 
conditions improve, investors seek more attractive returns 
away from cash, sending equity valuations higher in a buying 
panic. However in this recession, we believe two conditions 
must be met before the equity market can progress from 
the recent collapse. First, the credit markets must recover 
to more normal trading levels. And second, the developed 
world’s banks must recapitalize and resume lending to fund 
wealth-creating projects.   

Regarding the first condition, there are indications the credit 
markets are beginning to thaw, reacting to the aggressive 
monetary and fiscal actions taken by the Treasury and the 
Federal Reserve Bank. In October, we discussed the TED 
spread, the gap between three month LIBOR lending rates 
and the yield of three month Treasury bills. A lower spread 
is more favorable for bank lending. On October 10, the TED 
spread widened to a historic high of 4.64%, but improved 
to 1.32% by December 31 (see graph). This spread is still 
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considerably wider than usual, but the trends are indicative 
of improving bank credit environment. The Fed’s purchase 
of mortgages also helped to lower rates. In early January, a 
30-year Freddie Mac conforming mortgage rate was 5.01%, 
the lowest rate in the 37-year history of this series. The prime 
lending rate is now at 3.25%, nearly cut in half from the 
middle of 2008. This is clear evidence that monetary and 
fiscal policies are having a positive impact on the credit 
markets. 

The second condition to improving equity markets appears 
more problematic as the shear size of write-offs continues 
to grow. As of the middle of January, banks around the 
world had written down over $1 trillion in bad loans. Some 
analysts now predict over $3 trillion in total write downs as 
the financial crisis spreads overseas. 

While the financial markets usually discount an economic 
recovery six to twelve months in advance, the deepest part 
of this recession is expected to be the fourth quarter of 
2008 and the first quarter of this year. We expect corporate 
earnings to fall significantly during this period. As always, 
market reaction and individual company earnings reports 
will vary. 

We continue to take a conservative investment approach. Last 
fall, we raised our asset allocation for cash and fixed income. 
This strategy is still in effect, as we believe the credit markets 
continue to offer attractive returns with less risk. Valuations 
on equities on normalized earnings are at exceptionally low 
levels, but current depressed earnings will show the impact 
of the recession and may continue to dampen valuations. As 
the likelihood of the recovery becomes more apparent over 
the next few months, we will raise our asset allocation to 
greater percentages in equities. 
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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

MACROECONOMIC OUTLOOK

US GDP
Inflation
Employment
Productivity
Corporate Profits
Consumer Debt
International Growth

October 2008
Negative

Neutral
Negative
Positive
Neutral

Negative
Positive

January 2009
Negative

Neutral
Negative
Positive

Negative
Negative
Negative

MARKET PERFORMANCE

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

4Q 2008 
-18.38%
-21.96%
-24.61%
-26.51%
-20.33%

4.58%

2008
-31.92%
-37.03%
-40.54%
-34.80%
-45.09%

5.24%

TAX FILING PREPARATION
• IRA contribution limits

• 2008 contributions must be deposited by April 15 

• 1099s available online through your custodian

• Realized capital gains and losses are included in 
   fourth quarter reports

• Roth IRA earned income limitations:  

     * $101,000 filing single in 2008
     * $105,000 filing single in 2009
     * $159,000 married filing jointly in 2008
     * $166,000 married filing jointly in 2009

REqUIRED MINIMUM DISTRIBUTION 
(RMD) WAIvED FOR 2009 
On December 23, President Bush signed The Worker, Retiree, 
and Employer Recovery Act of 2008, granting a temporary 
waiver of the required minimum distribution (RMD) from 
retirement accounts for the 2009 tax year only. The waiver 
applies to individual retirement accounts (IRAs) and employer-
provided contribution plans (qRPs, Keoghs, Individual 
401(k)s, and 403(b)(7)s). Individuals who turned 70 ½ in 2008 
are still required to take their first RMD by April 1, 2009. 

UPDATE ON THE TREASURY’S 
TEMPORARY GUARANTEE PROGRAM 
FOR MONEY MARKET FUNDS
On September 19, 2008, the US Treasury provided a 
guarantee to all qualifying money market mutual funds based 
on balances at the close of business. The program initially 
had a term of three months. Due to continued volatility in 
the credit markets, the Treasury has extended the guarantee 
until April 30, 2009. The Secretary of the Treasury will have 
the option to further extend the program until September 
18, 2009.

Year

2008

2009

Amount

 $5,000

 $5,000

Catch up amount 
(if = or > then 50 years old)

                 $1,000

                 $1,000


