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The global economic recovery that started in the second 
quarter of 2009 continued in the fourth quarter of 2010. 
During the quarter, the S&P 500 surged 10.49%. The 
benchmark index rose 6.74% last month, its best December 
since 1991. For all of 2010, the S&P 500 rose 14.79%, the 
Dow Jones Industrial Average (DJIA) 14.04%, the NASDAQ 
Composite 16.91% and the small cap Russell 2000 Index a 
remarkable 25.31%. European markets lagged as concerns 
surrounding sovereign debt weighed on returns. The MSCI 
EAFE Index rose 6.23% during the quarter, up 4.90% for 
the year.

Several factors contributed to investor confidence during 
the fourth quarter. Many uncertainties that languished 
throughout most of 2010 were resolved late in the year. In 
November, the mid-term elections resulted in a switch of 
control of the House of Representatives to the Republicans 
while the Senate remained in control of the Democrats. On 
November 3, the Federal Reserve announced its second 
round of quantitative easing (QE2), and on December 17, 
President Obama signed an extension of the 2001 Bush 
tax cuts. While many economists had previously predicted 
a second half of 2010 slowdown, third quarter profits, 
reported in November, were at a historic high of a nearly $1.7 
trillion annualized. By the middle of the fourth quarter, signs 
of an expansionary economy were intact, and the markets  
reacted accordingly. 

Perhaps the biggest remaining uncertainty is unemployment. 
Historically, employment lags following a recession, but in the 
current business cycle, US unemployment is not recovering 
as quickly as many had hoped. There are signs, such as 
improving jobless claims that point to a more favorable level, 
but it will likely be a few more years before unemployment 
is reported at less than 7%. Housing is also lingering in 
the recovery, but here too, there are signs of a bottom, as 
housing starts have been level for most of 2010. We expect 
to see improvement in housing as employment continues  
to recover.

In 2011, we expect corporate profits to increase 10-15% even 
though margins may come in a bit due to increased prices 
of materials and benefits. Our favorable outlook for equity 
investing is aided by the recent trend of money flows from 
bond funds into equity funds. Since the fall of 2007, until the 
middle of the fourth quarter of 2010, investors reduced risk 
by investing in bond funds. The chart to the right shows the 
net difference of money flowing into bond and equity funds. 

MARKET COMMENTARY For nearly three years, investors have sought less risk by 
investing in fixed income. The relatively low returns of bond 
funds, the fourth quarter rise in rates and the significant 
gains in equities prompted the rapid $17 billion change in 
money flows in December. These trends should continue 
until bond interest rates rise (and bond prices fall) sufficiently 
to compete with returns on equities. 

We think the current favorable environment for equity 
investors will continue in 2011 as fiscal and monetary policies 
provide significant liquidity to the recovery. Despite recent 
increases, interest rates remain near historic lows. This is 
both good and bad news for investors. While borrowing 
costs are low, returns of fixed income instruments are 
unlikely to keep pace with inflation. We believe the switch 
in asset allocation that began in December 2010 will extend 
into 2011, benefiting patient equity investors. 

ECONOMIC DASHBOARD
We are replacing our Macroeconomic Indicators section 
which previously appeared in Winfield Quarterly. During the 
fourth quarter, Winfield partnered with Russell Investments 
to provide a monthly update of economic indicators available 
on our website www.winfieldinc.com. Data are compiled and 
presented by Russell in an easy-to-read format. The website 
tracks several market and economic indicators including 
mortgage delinquencies, corporate debt, interest rates and 
core inflation. Indicators are updated on the 22nd of every 
month. Please visit our website and click on Economic 
Dashboard to learn more.
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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 
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NEW TAX LAW OVERVIEW
On December 17, 2010, President Obama signed into law the 

“Tax Relief, Unemployment Insurance Authorization, and Job 
Creation Act of 2010.” The law removes (for now) a good deal 
of the uncertainty that existed with the repeal of the estate 
tax in 2010 and a return in 2011 to the estate and gift tax 
exemptions and rates of 2001. The implications for business 
owners and investors are broad.

Payroll Taxes

The new law decreases Social Security payroll taxes to 4.2% 
from 6.2% for one year. The White House estimates the 
payroll tax cut will reduce taxes by $120 billion next year for 
155 million workers. The payroll tax cut will save a worker 
with annual income of $40,000 about $800 a year. A worker 
with $70,000 in income will save $1,400. Unlike income tax 
cuts, which benefit only workers who earn enough to owe 
federal income taxes, the payroll tax cut affects just about 
every working American.

Charitable Contributions from IRAs

The bill extends through 2011 a provision that allows seniors 
who are 70½ or older to donate up to $100,000 from their 
individual retirement accounts to charity. The contribution 
is not tax-deductible, but the withdrawal is not included in 
the IRA owner’s taxable income for the year. The withdrawal 
also counts towards the IRA owner’s required minimum 
distribution (RMD) for the year. Because the legislation was 
enacted so late in the year, many seniors had already taken 
their minimum distributions for 2010. The legislation does not 
appear to provide relief for IRA owners who want to reverse 
the distribution and give the money to charity. However, the 
legislation gives seniors who postponed taking a distribution 
a little more time. Seniors have until Jan. 31, 2011, to make 
a contribution from their IRA to charity and have it count 
toward their 2010 RMD.

Capital Gains Tax Rate

The top tax rate for capital gains and dividends will remain at 
15% through 2012, or 0% for taxpayers in the 10% and 15% 
tax brackets, through 2012. If the tax cuts had been allowed 
to expire, the top rate for capital gains would have risen to 
20% next year. The top rate for dividends would have risen 
to the investor’s ordinary income tax rate — up to 39.6% for 
the wealthiest taxpayers. 

Estate Tax Exemptions, Gift Tax

Beginning January 1, 2011, the federal estate, gift and 
generation-skipping tax exemption is $5 million per taxpayer 
($10 million per couple), and the tax rate is 35% (beginning in 
2010). Estates valued at less than $5 million per person are 
exempt from federal estate taxes. 

The lifetime gift tax exemption increases from $1 million to 
$5 million, meaning the gift tax exemption is unified with the 
estate tax exemption. This change presents many planning 
opportunities for taxpayers to transfer significantly more 
wealth during their lifetimes without paying gift tax.

While the new law resolved many questions surrounding 
estate and tax planning, the rates and exemptions are 
temporary and apply only in 2011 and 2012.  We encourage 
you to review your specific plans with an estate planning 
attorney and a qualified tax advisor.


