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Words of Emotion:Words of Emotion:

Alarming
Insecure

Terrifying Speed
Alarming

Heavily Impaired
Gut-wrenching

Heavily Impaired

Pandemonium

Angry

Pandemonium

N
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Nervous



The Unwinding g
of the USof the US 

Fi i l C i iFinancial Crisis
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What is Cause of Crisis?What is Cause of Crisis?
• Root: Easy money policies of 12‐15 years ago

– Leverage cuts both ways

• Today: Ramifications of De‐Leveraging
– Hits all assets, driving down values

– 90% of Sell‐Off

– 3Q:  Most liquid investments off 20% ‐ 22%

Most Illiquid investments break‐evenq

– Hedge Funds used leverage 20x to 40x assets

– Seismic Swings Now must raise huge sums ofSeismic Swings      Now must raise huge sums of 
cash FAST

Nvest Wealth Strategies, Inc | 740.917.9234 | www.nvestwealth.com







Nvest Wealth Strategies, Inc | 740.917.9234 | www.nvestwealth.com



Nvest Wealth Strategies, Inc | 740.917.9234 | www.nvestwealth.com



Stocks Oversold, But Fear Reigns
9/1/2008 – 10/10/20089/1/2008  10/10/2008

S&P 500      Dow Nasdaqq

Investors’ New Mantra: Bye & Fold
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Stocks Oversold, But Fear Reigns
9/1/2008 – 10/10/20089/1/2008  10/10/2008

S&P 500      Dow Nasdaqq

Last Week (10/3 – 10/10):  -18%  Worst week in 112 year history
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Stocks Oversold, But Fear Reigns
9/1/2008 – 10/10/20089/1/2008  10/10/2008

S&P 500      Dow Nasdaqq

Month (8 Trading Days):  -22%
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…and Painful 12 Months

October 2007 – Present:  -40%     Worst Since 1970’s
• 98% of NYSE stocks below 200-day moving averagey g g
• 81% of NYSE stocks at 52-week lows

S&P 500: October 9, 2009 – October 8, 2008
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September – Nowhere to HideSeptember  Nowhere to Hide

Value Blend Growth Value Blend Growth
Month Year-to-Date

La
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e

‐8.33% ‐9.68% ‐12.22% La
rg
e

‐19.90% ‐20.25% ‐22.74%

M
id
 

‐10.11% ‐11.75% ‐13.87% M
id
 

‐17.09% ‐18.50% ‐23.78%

Sm
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‐6.77% ‐9.34% ‐11.17% Sm
al
l

‐9.51% ‐14.03% ‐20.21%
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‐12.43% ‐13.37% ‐15.41%

In
te
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l

‐28.08% ‐29.25% ‐30.91%

I I
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Last Week – One for the BooksLast Week  One for the Books

Last Week Year-to-Date
Value Blend Growth Value Blend Growth

La
rg
e

‐19.44% ‐17.54% ‐15.36% La
rg
e

‐38.20% ‐36.87% ‐38.43%

M
id
 

‐19.47% ‐18.26% ‐17.25% M
id
 

‐37.63% ‐37.19% ‐41.73%

Sm
al
l

‐20.58% ‐19.89% ‐18.36% Sm
al
l

‐32.91% ‐35.35% ‐39.89%
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A Lousy Decadey

-37.55% (-5.22% annually)

S&P 500: December 27, 1999 – October 10, 2008
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Stress in credit continuesStress in credit continues



Bonds – Low Quality, Low Returnsy,

Sep – Oct YTD
High Quality -11% -11 5%High Quality -11% -11.5%

Average High Quality Bond: $0.87/$1  8.5% yld
Low Quality -17% -19%

Average Junk Bond:  $0.69/$1   17% yld
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How Low Can The Market Go???How Low Can The Market Go???

• Trends tend to overshoot (up or down)Trends tend to overshoot (up or down)

• Benjamin Graham – “abyss of Great Depression”

– Today:Today:
• 3,518 stocks (38%) trade at less than 8x P/E, or half of 
long‐term average valuation

• Nearly 1 in 10 stocks (876) trade below cash on books.
– Example: Schwab (SCHW) holds $27.8 billion cash vs. $21.0 
billion market capitalizationbillion market capitalization

• Market is wrong (as always) on major judgments
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Hi t I ’t Ab t t R t It lfHistory Isn’t About to Repeat Itself

“A long streak of speculative lending got out of hand as 
banks and even staid industrial companies made a streambanks and even staid industrial companies made a stream 
of risky loans.  Consumer spending on cars and clothes 
was slipping, but no one was paying attention.  The stock 

k t h k i S t b d th i O t b thmarket grew shaky in September, and then in October, the 
bottom fell out.  Suddenly, everyone seemed to want to 
sell.  …It was panic.  …the year was 1929”  ‐WSJ October 
8, 2009

1929 vs 2008
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1929
• Banks expanded loans to even the most unpredictable 
of assets, including stocks.

• 300 banks closed in 1929; 1,000 in 1930 with NO FDIC.

• Fed was not responsive; did not cut rates.

• Long reluctance to acknowledge a problem.

• Unemployment climbed toward 25%.

• 44% of all mortgages were in default

President Hoover (1929): “I am convinced we have re‐( )
established confidence”

Treasury Secretary Mellon (1929): “I see nothing in the 
present situation that is either menacing or warrants 
pessimism.”



UnprecedentedUnprecedented 
GovernmentGovernment 

Policy Responsey p
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20082008

• Government has acknowledged problem AND Government has acknowledged problem AN
has taken significant policy action. 
– FDIC  exists, and has been increased – all deposits
– Government guarantee of money market funds
– Purchases of commercial paper

• Aggressively cut interest rates from 5.75% to 
1.50%.
U l t till b l 7%• Unemployment still below 7%

• 6.4% of mortgages are 1 or more payments 
behind; 2 75% are in foreclosurebehind; 2.75% are in foreclosure.
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Enormous Policy Response
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Enormous Policy Response (Cont.)Enormous Policy Response (Cont.)

• Government purchases of Commercial PaperGovernment purchases of Commercial Paper

• $250 billion of direct equity investment in US 
Banks by Treasury via Preferred Equity sharesBanks by Treasury via Preferred Equity shares

• Global emergency short‐term interest rate 
cuts

• FDIC Guarantee of non‐interest bearing 
accounts (business checking accounts)

• New lending facilities for state and local g
governments (anticipated)
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First Steps of $700 Billion Rescue PlanFirst Steps of $700 Billion Rescue Plan

• Purchasing troubled mortgage‐backed securities

• Buying mortgages particularly from regional banks• Buying mortgages, particularly from regional banks

• Insuring mortgage‐backed securities and 
mortgagesmortgages

• Purchasing equity in a broad array of financial 
i tit tiinstitutions

• Help delinquent borrowers stay in their homes
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Historically, Government Intervention Has Been 
ProfitableProfitable
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l kFuture Outlook 
& Thoughts& Thoughts
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What We Expect

• Problems for the economy will take time to 
work through Economy likely to get worsework through.  Economy likely to get worse 
before it improves.

Recession is probably here; will avoid 1929 like– Recession is probably here; will avoid 1929‐like 
depression

– This is a consumer‐led recession; consumer will– This is a consumer‐led recession; consumer will 
lead us back out when housing stabilizes.

• Government policy response will get the• Government policy response will get the 
upper hand on the crisis and fear.
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What Will the Bottom Look Like…



Will the Stock Recovery Look like a “V”?y
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Will the Stock Recovery Look like a “W”?Will the Stock Recovery Look like a  W ?
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Friday’s Low was a BANG, Now do 
we need a Whimper?
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We Think the Stock Recovery Will Take 
k “ ”Time Like A “U”

What we are doing in portfolios…
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Lots of Cash Waiting to be Invested

Money Market Assets as a percentage of total US market capitalization 
have surpassed extreme levels seen before 2002 Bull Market start.
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Despite US‐led Financial Crisis…

dollar has strengthened…dollar has strengthened

US still seen as safest home for money during international crisis.
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Large Caps Look Historically Cheap 
Despite International Exposure

The current 10-year period ranks among the 
worst for US large-cap stock returns.
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Six Keys to Improved OutlookSix Keys to Improved Outlook

$ $1. Oil continues to decline: $147 to $80 (‐43%)

2. Inflation slows significantly (may be dead)

3. ECB needs to ease a lot more

4 Mortgage rates need to decline further4. Mortgage rates need to decline further

5. LIBOR + short lending rates decline –
roadblockroadblock

6. Continued coordinated Policy Response
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Important to Recall the BasicsImportant to Recall the Basics

• We’ve been through difficult times before.  We ve been through difficult times before.
Think back to 2000.

• Return to the basics:
– Live within your means
– If retired, maintain or reduce distributions
– Reduce your debt
– Keep saving – AND investing
B k t f ti h f h d b d– Buckets of time – how many years of cash and bonds 
is in the portfolio

• Asset Flexibility

• Stay invested for the long term.
Nvest Wealth Strategies, Inc | 740.917.9234 | www.nvestwealth.com



What Else do We Expect…
Investment Tips for 2008-09
• Watch for these business Watch for these business 
consolidations:
1 Hale Business Systems + Mary Kay Cosmetics + 1. Hale Business Systems + Mary Kay Cosmetics + 

Fuller Brush + W.R. Grace =
2. 3M + Goodyear =
3. Zippo Manufacturing + Audi Motors + Defasco 

+ Dakota Mining =
4 FedEx + UPS =4. FedEx + UPS =
5. Fairchild Electronics + Honeywell Computers =
6 Grey Poupon + Docker (Pants) =6. Grey Poupon + Docker (Pants) 
7. Victoria’s Secret + Smith & Wesson =
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Can You Weather the Storm???Can You Weather the Storm???
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Questions???Questions???

• What was the reason for Monday’s (10/13/08)What was the reason for Monday s (10/13/08) 
bounce?

• With all the government policy response how• With all the government policy response, how 
much is an increasing deficit by our 
government increasing the risk of our financialgovernment increasing the risk of our financial 
system / economy?

H d h i i l• How do the various entitlement programs 
(social security, medicare, etc.) get paid for 
d h i h ff h ?and what is that effect on the recovery?

Nvest Wealth Strategies, Inc | 740.917.9234 | www.nvestwealth.com


