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Global Macro Report

As we forge ahead into this new
decade, one cannot but help look back
at the previous one as an ever increas-
ingly perplexing and unpredictable
period of time. It, however, did pro-
vide us with a multitude of lessons that
will help us navigate the many obsta-
cles that line the future path of the
global economy.

One of those lessons is that market
risk is not some contrived economic
doomsday theory that happens once in
a thousand years. It's real, it's out
there and does not exist within a vac-
vum. Every investment opportunity
should be assessed in concert with its
potential related risks. Moreover,
every diversified portfolio should be
constructed and managed with those
risks as the focal point of its strategy.

So, where do investors believe the
future market risks lie?2 What is the
probability of these risks coming to
fruition? And what effect will it have
on the portfolio overall? Is it in
Greece’s exploding public sector
debt? US commercial real estate? US
Treasuries? Credit Default Swaps?
Healthcare stocks? Gold? The truth is
that these are only some of the poten-
tial risks, all with varying degrees of
possibility and potential impact on the
market. This is something we at Peak
Financial monitor closely when we
allocate asset classes and investments
to our model portfolios.

In terms of future opportunities, we
saw the tail end of last decade de-
fined by what some pundits like to call
the “recovery trade.” Investors were
able to take advantage of deeply
discounted prices in many investment
securities. As cash on the sidelines
flowed back into the market, it conse-
quently drove prices up from their rock
-bottom levels to a more reasonable
range or what some like to call a
“reversion to the mean.” Currently, we
are in the post-recovery trade phase
of the market and opportunities now
lie less in mispriced securities, and
more in asset classes with strong
growth potential and even stronger
balance sheets.

The health of the capital markets is
affected tremendously by the condi-
tion of liquidity and the availability of
credit. This became a chief concern in
2008’s financial crisis as the founda-
tion of the banking industry and the
credit markets’ overall ability to func-
tion began to deteriorate. The fear of

a credit collapse abated as govern-
mental entities (not without contro-
versy) stepped in and provided
much needed liquidity to prevent the
markets from screeching to a halt.
Consequently, the credit markets
have made a strong rebound as cost
of capital remains low and credit
remains relatively available. The
question, however, when looking for-
ward is how will the market react as
many governments begin to slowly
retrench from their liquidity meas-
ures?

Global monetary policy will be
extremely important in 2010. The
world will be watching the recently
confirmed US Fed Chairman Ben
Bernanke with a magnifying glass as
the Fed is faced with many globally-
impactful decisions like short-term
lending rates and the future of quan-
titative easing programs (less visible
in the public’s eyes but of equal im-
portance). We (and most of the mar-
ket) anticipate global interest rates
to rise modestly in 2010 and other
monetary tightening measures as
inflation concerns begin to surface.

In terms of fiscal policy, there are
looming risks in rising public sector
debt levels particularly within US,
Europe and parts of Latin America.
Greece, Spain, Ireland and the UK
are countries we focus on as being
most at risk of being downgraded or
defaulting (albeit that is relatively
far-fetched). Future tax rates also
remain unknown, unpredictable and
will continue to be a burden on busi-
ness and investment conditions.

We do not envision inflation to be

a risk in 2010 as inflationary expec-
tations remain low and wage
growth/pricing power continue to be
subdued by lower growth rates. De-
flation, particularly in Japan will be
something that will be more destruc-
tive and more of a threat in the near-
term.

The natural resource picture is al-
ways a difficult one to predict, par-
ticularly in the short-run. The world
still has found no answer to the ever
increasing commodity demand of the
developing world particularly in en-
ergy (oil) and agriculture-related
products. There is a potential bubble
in gold as it is the one commodity
that has no functional use (unlike oil,
corn, wheat etc.), but acts mainly as
an alternative to currency exposure.

We expect currency appreciation
will most likely occur in the emerging
markets and those countries with high
commodity supplies. We remain bull-
ish on the US dollar and expect that
in 2010 it will continue its apprecia-
tion that it has been experiencing
since the fourth quarter. We are
bearish on the Euro and Yen in 2010.

Overall, we see global prospects
as mixed to positive. Financial stabil-
ity and credit conditions continue to
improve, but the value trade disap-
peared due to the 2009 market run-
up. Global unemployment and other
potential obstacles may hinder the
markets’ drive forward, but overall
confidence in the future has returned
from its nadir experienced in the
beginning of 2009. We are posi-
tioning our assets with an expectation
of a near-term sideways market.

Regional Report

Regionally, we remain bullish on
Asian emerging markets as they
continue to lead the way with the
greatest potential for growth. We
expect the US to follow as the fi-
nancial sector has stabilized and
cyclical sectors have gained momen-
tum. We expect Europe to lag mod-
estly as it struggles with its public
sector debt burden and modest
growth prospects. Last and unfortu-
nately least, Japan, which we ex-
pect to remain stuck within its never-
ending recessionary cycle.

The US economic rebound is rela-
tively secure from its 2008-depths
and it appears that it will continue

to drive forward in 2010. It, how-
ever, has major obstacles and con-
straints in the upcoming few quarters
that will need to be addressed be-
fore we can call it a full-blown re-

covery.
Corporate profitability has re-
covered from its unprecedented

depths of 2008 and has progres-
sively grown over the last 4 quar-
ters. GDP, also has staged a strong
rally with the more cyclical compo-
nents (auto consumption, residential
construction, and change in invento-
ries) providing the major contribu-
tions to the resurgence. Currently,
we are not too anxious with US in-
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Natural resource supply and
demand, particularly the
direction of crude oil, will

have a major impact on the

capital markets.

OEUROPEAN
NATIONS
CONTINUE TO
STRUGGLE WITH
BURDENSOME
FISCAL DEBT
THAT PUTS
SEVERAL
EUROPEAN

Regional Report (Contd.)

Equity Report

operate below full-capacity and em-
ployment wage-growth remains sub-
dued.

The US economic revival, however,
has been a jobless one so far, as pro-
ductivity has increased causing incomes
to stagnate and allowing corporations
to avoid adding to their payrolls. US
housing indicators remain mixed and its
future continues to be unpredictable.
Additionally, substantial monetary and
fiscal support will have to be withdrawn
over the next few quarters and the
reaction by the overall economy and
capital markets in general to such a
withdrawal will be important in measur-
ing the stability of the recovery.

We anticipate developed Europe to
lag the US in terms of growth rates and
overall market returns. European na-
tions continue to struggle with burden-
some fiscal debt that puts several Euro-
pean governments’ abilities to sustain
their spending into question.  Fiscal
tightening will undoubtedly occur, con-
sequently damaging domestic demand
for products and services. The strong
Euro in comparison to the US dollar also
has put pressure on exporters and

GOVERNMENT S &oythern European industrials, which will

ABILITIES TO
SUSTAIN THEIR
SPENDING INTO

QUESTI ON.

Many will be closely
watching the actions of the
US Federal Reserve over the

next few quarters. The
Cleveland branch of the US
Federal Reserve (above).
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dampen their recovery in 2010.

Asia (excluding Japan) has experi-
enced a substantial improvement in
economic conditions. An increase in do-
mestic and external demand reinforced
by loose monetary/fiscal policy condi-
tions has allowed Asia to recuperate
much of its losses from 2008. Inflation
risks are higher in these countries and
we expect rate hikes to occur in 2010.
Japan, on the opposite spectrum, ap-
pears that it will continue to struggle
with its ultra-low growth rates and
heavy deflationary risk. The Yen has
appreciated dramatically versus the
dollar, which has additionally hurt ex-
porters’ top and bottom-lines.

Emerging markets are geared for
strong positive returns in 2010. They
have the growth story working in their
favor as BRICs plus other emerging
market nations trounced the developed
world in expected growth rates. There
has also been a substantial increase in
appetite for riskier assets by investors
which has precipitated a flow of funds
back into emerging markets equity.

Emerging market nations’ risks include
currency risk with appreciation hurting
exporters, increasing commodity prices
and reduced foreign demand, particu-
larly from the US.

In 2010, we expect global
equities to outperform their
fixed income counterparts. A
substantial amount of assets
remain on the sidelines despite
the recent run up in equities
(there was actually a negative
fund flow in 2009 to global
equities). We anticipate a
greater appetite for riskier as-
sets for both institutional and
retail investors which will benefit
equity prices.

Credit conditions and liquidity
continue to firm up, which will
assist equities in growth in 2010.
Rates and cost of capital remain
attractive. We do not anticipate
monetary policy to tighten until
the later half of 2010 and
should impact the market more
in 2011.

Corporate profits have im-
proved substantially since 2008
with an increase in overall de-
mand (still below its historical
average), higher labor produc-

tivity and effective cost-cutting
procedures. Additionally, cor-
porations have continued to
shore up damaged balance
sheets, which has become an
extremely important measure
for investors when considering
investments.

In terms of valuation, prices
have returned from their rock-
bottom levels but remain rela-
tively inexpensive, particularly
in the growth sector. Talented
active managers will be able
to snatch up strong growth
companies at discounted
prices

As always, risks remain in
equity investing, with many of
them linked to the health of
the overall economy. We see
the major risks to continue to
be suppressed consumer de-
mand, labor weakness and
anemic (but improving) inves-
tor confidence.

Fixed Income Report

We remain slightly bearish on
global fixed income. In 2009,
bond products received the ma-
jority of fund flows, which we
expect to be heavily curtailed in
2010.

Global fixed income products,
which experienced a significant
run up in 2009 benefitted sub-
stantially from extremely dislo-
cated prices and lower risk appe-
tites. Valuations have returned to
reasonable levels and despite
the fact that they remain attrac-
tively priced, the screaming buys
of 2009 are no longer available.

The fixed income supply-
demand picture remains mixed to
slightly favoring the demand side,
which could be supportive to the
bond market in 2010 as there
should be lower bond issuance
(supply).

Global interest rates will most
probably rise in 2010,
(particularly near year-end), as
monetary tightening is looming.
This will put substantial pressure
on the bond market as investors
will be able to enjoy higher risk-
free rates in comparison to to-
day’s extremely low rates.

We remain underweight
US Treasuries as ultra-low rates
and increasing government
supply should put pressure on
spreads. We expect US Treas-
uries to experience a negative
fund flow in 2010. Long-term
inflationary risk will also ham-
per longer-duration US Treas-
ury products

Default risk for investment-
grade and high-yield bonds
has subsided and we expect
fewer downgrades in 2010 as
the economy rebounds, business
conditions improve and corpo-
rate fundamentals stabilize.

The emerging markets remain
the most attractive foreign
bond market. Asian banks have
been the most successful at
avoiding losses from financial
asset write-downs. There contin-
ves to be some risk in the Euro-
pean financial sector for future
balance sheet impairment. Risk
appetite for less than credit
worthy regions will increase in
2010, which should also drive
funds into emerging market
fixed income assets.



