
US Unemployment 9.70% 

MI Unemployment 15.00 % 

3 Month T-Bill 0.13% 

10 Year Treasury Note 3.40% 

Prime 3.25% 

Avg. 30 Yr Fixed Mortgage 5.27% 

Avg. 1 Yr Jumbo CD 1.55% 

THE NEW NORMAL  

 What will our economy look like when we finally emerge from the 
recessionary malaise we currently find ourselves in? Will we return to  
the days of growing  U.S. GDP (being the total amount of goods and  
services produced) by 5% annually without breaking a sweat? Some in 
the investment community believe that we will slingshot out of the      
economic doldrums forming a “V-shaped” recovery and return to that 
norm, while others believe that the process will be slower and “new    
normal” of 3 to 3.5% GDP growth will be the best we can   expect.  

 Unfortunately, we are of the belief that there will be a new, less 
robust normal growth scenario for the U.S., at least in the short run. 
Gone is the era of ever abundant funding (i.e. easy credit, cheap money, 
elevated risk taking) to fuel our economic fire…at least for the time     
being. One might think that 2% difference in GDP growth isn’t a         
tremendous issue, but those two percentage points have serious      
ramifications.  Lower GDP growth will result in fewer job opportunities, 
which could permanently raise unemployment levels to a new normal of 
8% instead of the 5% percent we have grown accustomed to in good 
times. With fewer people working there is lower demand for all of the 
products and services that we consume. So, instead of 16 million autos 
sold in the U.S. every year it could be more like 12 million. This would be 
the common theme for the majority of businesses and the overarching 
economy… a new, definitely more challenging, normal. Our Investment 
Philosophy fully considers these potential ramifications and it reflects in 
the way we manage client assets and discuss financial plans.  

EMERGING MARKETS - NO LONGER AN AFTERTHOUGHT? 

 With major developed countries facing an uphill battle to       
economic recovery, the world will have to look elsewhere for growth. 
Look no further than emerging / developing countries, and more        
specifically the BRICs (Brazil, Russia,  India, China). These economies 
are a growth story that will shape the face of global economic develop-
ment for many years to come. In the past these emerging countries   
relied on exporting goods to the United States and other developed   
nations, but now their economies can support internal consumption.  As 
the United States has seen its middle class wane, developing countries 
have seen their middle class ranks surge.  However, their income per 
capita is still miniscule in comparison to the United States, giving ample 
room for growth. It is expected that by 2010 half of global consumption 
growth will be attributed to the BRIC countries. In many of the emerging 
countries you can count on your hand the number of cars per 100     
people, while interestingly auto sales have contributed the most to 
China’s retail sales growth over the past six months. The emerging   
markets’ middle class explosion appears certain to alter the dynamic of 
consumption, the use of world resources, and the political atmosphere. 
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• Ben Bernanke was re-nominated to a 
four year term as Federal Reserve 
Chairman by President Obama. 

• Indices crossed major thresholds to 
the plus-side: 

 S&P 500-1,000 

 Dow-9,500 

 Nasdaq-2,000 

• Leading Economic Indicators rose 
0.6%, the fourth straight monthly gain. 

• August major retail results were     
uneven, with discounters doing well 
while up-market sellers continue to 
struggle. 

• August was the 6th consecutive 
month of positive return for the      
S&P 500. 
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EARNINGS SURPRISES,  BUT... 

 The majority of publicly traded companies have reported their 
second quarter earnings and most have exceeded analysts’ estimates. 
In return, the stock market has taken a euphoric run to the upside. The 
stock market moves primarily on expectations, and if information is    
released that isn’t expected by the investment community there is usu-
ally price volatility. 

 When we look closer at the numbers that are being reported, 
there isn't much to be euphoric about (See table below). We can see that 
in aggregate the companies that have reported have seen earnings per 
share contract by over 40%. This is a disconcerting fact given that many 
corporations have cut costs in order to preserve margins, a tactic that 
will not hold up forever. A recovery will be apparent when we see reve-
nue numbers stabilize and grow. The market will only reward numbers 
seen in the table below for so long before it again becomes wary.  
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 Our Investment strategy going into September 2009 continues to 
be conservatively biased, with an increasing tolerance for risk versus last 
quarter.  Our equity strategy emphasizes Large Cap stocks, with specific 
overweighting in Materials, Energy, Technology and Industrials as     
cyclical stocks continue their recovery.  We’ve underweighted Consumer 
stocks as we view the consumer recovery to be less robust. We      
maintain significant asset allocations to Small Caps, Developing        
Markets, and Alternatives, such as Commodities, Real Estate and other 
non-correlated assets.    

          In Fixed Income we are currently emphasizing investment-grade 
credits with short-to-intermediate term maturities, and we are carrying a 
significant allocation in high-yield and international bonds.  We continue 
to participate in the recent bond bull market.  However, we have         
reservations regarding the long-term sustainability of the rally and are 
regularly evaluating our current bond allocations.  Stay tuned. 

WMG STRATEGY CORNER 

2009 MARKET CHEAT SHEET - 
Here’s all you seemingly need to know! 

• Weak data = Fed ease, stocks rally 

• Consensus data = lower volatility, 
stocks rally 

• Strong data = economy strengthen-
ing, stocks rally 

• Bank loses $4 billion = bad news out 
of the way, stocks rally 

• Oil spikes = great for energy compa-
nies, stocks rally 

• Oil drops = great for the consumer,  
stocks rally 

• Dollar plunges = great for multination-
als, stocks rally 

• Dollar spikes = lowers inflation, stocks 
rally 

• Inflation spikes = will inflate all assets, 
stocks rally 

Source: Bloomberg 

U.S. Publicly Traded Companies Second Quarter EPS Results 

This letter expresses the views of the authors as of the date indicated and such views are subject to change without notice.  MBT Wealth Management Group (“The WMG”) 
has no duty or obligation to update the information contained herein. Further, The WMG makes no representation, and it should not be assumed, that past investment per-
formance is an indication of future results.  Moreover, wherever there is the potential for profit there is the potential for loss.   

This letter is being made available for educational purposes only and should not be used or construed for any other purpose. The information contained herein does not and 
should not be construed as an offering for advisory services, an offer to sell, or a solicitation to buy any securities or related financial instruments in any jurisdiction.  Certain 
information contained herein concerning economic trends and performance is based on or derived from information provided by independent third-party sources. The WMG 
believes that the sources from which such information is derived is reliable; however it cannot guarantee the accuracy of such information or the assumptions upon which it 
is based.    
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