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The global synchronization of markets has been as remarkable 
during the recovery of 2009 as it was during the correction of 
2008. According to Barclays Capital, at the end of last year, 
94% of the global economy was in recession. By the end 
of the third quarter of 2009, only 8% of the global economy 
remained in recession. The rally in asset values that began in 
early spring continued into the fall. The benchmark S&P 500 
Index advanced 15.6% during the quarter, resulting in a 19.3% 
gain year-to-date. The MSCI Emerging Markets Index surged 
9.0% during the month of September alone, ending the third 
quarter with a gain of 67.3% year-to-date. Commodities also 
continued to climb higher with oil trading at $70.61 per barrel 
(up from $44.60 at the end of the 2008) and copper at $2.81 
per pound (up from $1.77 in December). 

Despite the US unemployment rate climbing to 9.8% at the 
end of the third quarter, most equity and credit markets 
have recovered to pre-Lehman Brothers collapse levels. 
Investors continue to find glimmers of hope in leading 
economic indicators including an increasing money supply, 
contracting interest rate spreads and improving industrial 
production. Importantly, the unemployment rate tends to 
be a lagging indicator of economic activity. According to a 
report by Charles Schwab & Co. strategist Liz Ann Sonders, 
the US unemployment rate has never peaked inside a 
recession. On average, the economy and equity markets 
tend to improve six months before the unemployment rate 
falls. Over the past several decades, equities performed 
best when GDP was not expanding rapidly and the economy 
was not at full employment. Interestingly, since 1960, equity 
markets produced negative returns during strong economic 
expansions as illustrated below.

MARKET COMMENTARY 

The ingredients for a strong recovery remain intact. Interest 
rates are at record lows, credit markets are stable, and 
business inventories are depleted. The graph in the next 
column shows that inventory contractions tend to trough at 
the end of recessions. In 2009, business inventories are at 
record low levels as a percentage of GDP. Any incremental 
improvement in economic activity should force inventories 
to rise, GDP to expand and unemployment to fall. 

YoY Change in real gdp

MARCH 31, 1960 - JUNE 30, 2009

s&p 500 annualized gain

Greater than 6.0%

0.5 - 6.0%

Less than 0.5%

-4.6%

   7.1%

  7.5%

The primary indicator for a trend reversal will likely stem 
from a shift in the credit markets induced by inflation and 
increasing interest rates. With unemployment at levels not 
seen since the 1982-1983 recession, the Federal Reserve will 
be reluctant to raise the federal funds rate from its current 
0-0.25% to a more normal level until jobs data improve. 
Despite the recent move in the price of gold, inflationary 
pressures are subdued. Most inflation emanates from labor 
expense, estimated at an average 70% of most businesses’ 
costs. In light of unemployment levels, real wages will likely 
decline over the next several months. Further, used capacity 
is at only 69.8% in the US, implying cost pressures should 
not be a concern for at least a year. Once global economies 
recover to normal conditions, the Federal Reserve will begin 
to exit its accommodative policy and sell its $2 trillion balance  
sheet reserves. This should push rates up longer term, but 
over the next few quarters, rates should be favorable for 
equity investors. 

Throughout the third quarter, we increased our risk profile 
by switching some of our high quality bond funds and cash 
into lesser quality bond funds or equities. High yield (junk) 
bonds have been among the best performing asset classes 
with a gain of 48.5% through the end of the third quarter. 
Junk bonds should continue to provide superior returns with 
relatively high yields and improving quality as corporate bond 
defaults decline. The dire forecasts of defaults reaching over 
20% in 2009 has not come to fruition and will be closer to 
12% and trend to 6% in 2010. While we remain mindful of the 
risks facing the US economy, we believe globalization and 
the stabilization of asset values warrant a continuation of a 
more aggressive investment strategy.

Source: Charles Schwab & Co.
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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
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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
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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.
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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 2009
Negative

Neutral
Negative
Positive

Negative
Negative

Neutral

October 2009
Positive

Neutral
Negative
Positive

Positive
Negative
Positive

MARKET PERFORMANCE

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

3Q 2009
15.83%
15.56%
15.66%
18.89%
18.80%

3.74%

2009 YTD
13.42%
19.33%
34.58%
20.99%
25.49%

5.72%

ROTH IRA CONVERSIONS
As part of the Tax Increase Prevention and Reconciliation 
Act of 2006, the federal government is permanently 
eliminating, starting January 1, 2010, the $100,000 income 
limit for Roth IRA conversions. The changes should 
enable more retirees who rolled over their holdings from 
401(k)s and other workplace savings plans into IRAs to 
convert to Roths. There are several factors to consider 
based on your individual situation so please contact us 
for a thorough review of your options.

ELECTRONIC STATEMENTS

Winfield’s quarterly reports are now available in Adobe 
PDF format. Starting this month, clients have the option 
to receive statements via email. Additionally, clients have 
the option to receive all the reports we currently send, or 
limit the reports they receive. 

ANNUAL GIFTING 

In 2008, the IRS increased the gift limit, also known as the 
“annual exclusion,” for the 2009 tax year. The new gift limit is 
now $13,000 per year, per person. For practical purposes, a 
married couple can each give the full IRS gift limit, for a total 
of $26,000, to a recipient without violating gift tax rules. Gifts 
must be made prior to the end of the year.
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We are making several changes to our Macroeconomic 
Outlook. In October 2008, we changed our view of US GDP 
growth to Negative, predicting two to three quarters of a 
protracted slowdown. We now believe that the government’s 
multiple policy interventions will result in 3% plus US GDP 
growth in 2010. In addition, we are changing our outlook 
on Corporate Profits from Negative to Positive. Consensus 
estimates in 2010 are for 18% growth over depressed 
earnings in 2009. Lastly, we are changing our outlook on 
International Growth. The Great Recession of 2009 in the 
world’s developed economies appears to have been only a 
mid-cycle slowdown for some of the world’s fastest growing 
markets like China and Brazil. We anticipate renewed global 
growth in 2010.  


