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A Double Dip Recession or What? 

\"V'hat has happened in the last few years in the stock and credit market characterizes desire for excess, greed, and a 

huge lack of concern for anything other than short-term gratification. The credit markets collapsed, the equity 

market receded by 50%, and it became clear that many so-called financial professionals were merely seeking rewards 

for themselves. The question on everyone's mind, and one that is bantered around daily if not hourly, is the 

possibility for another dip as dramatic as the 2008 and 2009 decline in the markets. Beacon's belief is that the 

chances for a double dip are slim and not worth the time spent worrying about - here's why. 

Emotion is Driving the Market 

It is clear to me emotion is the driving force in today's market volatility. The market has a tendency to overreact on 

positive (Earnings Reports) as well as the negative (Ben Bernanke's testimony on Capital Hill) and right now it is 

next to impossible for any investor to forecast what's ahead. The impulsive DOW has a gravitational pull- as I too 

watch the reeling up and down of equity, bonds, conunodities, and the overall sentiment of what wiJl happen as the 

years progress. 

Economic history tells us that the financial markets could look a lot like the 1930s. That would suggest another 

decline before a general improvement in the economy. \V/e are of the belief that many of the strong economic 

factors will support the keys to future growth in America. These underlying factors include accumulation of very 

large amounts of cash in industry and increased savings, or more accurately a decrease in the amount of debt held by 

Americans. The use of excess cash to pay down debt or "deleveraging" is actually very healthy for the economy. The 

American conswner is trying to pay down its debt. However, the net result is less conswner spending and a much 

slower growth cycle for the economy. If you take a look back at the economic data, history reveals that certain 

events must occur for the market to improve. The economy does not get better until employment improves, 

consumer spending starts to accelerate, and real estate stops declining. 

When emotion drives market volatility, what we call the "whipsaw effect" will exist. This market is ideal for the 

traders who are wiJling to buy and sell even in the same day always trying to profit from each move. \'V'e are not 

traders; we are investors. We do not believe there will be a double dip but we do believe there will be intermittent 

drops and emotional reactions greater than in the past. 

Bond Market Ready for a Correction 

The press refers to the "bond market" as the federal government and treasury bonds. Most know interest rates are at 

all-time lows, even though many of us thought that they had reached their lowest a month and a half ago. We 

believe this bond market is overbought, high-priced and subject to adjustment. Therefore, we recommended not 

buying into the treasury market and actually selling treasuries and utilizing the cash for higher paYing corporate 

bonds. The corporate should be short duration, allowing for adequate response time when Interest rates move up. 

Treasuries have raised so much in price because emotion has driven the investor to the highest quality pOSSible yet 

the lowest potential return. My critics would disagree and say that treasuries have yielded a posluve return over the 

credit debacle. As a municipal bond specialist many years ago, I learned that when markets are so dramaucally swept 
. dir u· 0 the other betting on the change may produce a profit. Our current pos!tlon is to bet agamst the 
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treasury _not forever _ just simply until interest rates go up and then level off. How long is at.. on t 
think anyone really knows. However, we do not believe there will not be a movement to higher Interest 

rates until the 1st or 2nd quarter of 2011. 

The second part of the bond market offers significant potential. This includes corporate,. f10aung rate 

debt, and high yield debt as well as the municipal market. Each of these markets has a higher Interest 
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rate payout than comparable treasury securities. 11Us higher interest rate is also historically, a larger spread between the treasury and 

corporate bonds. Again, I rely on my past experience. 11Us situation suggests that collecting on the higher yield, waiting for clear 

direction from the bond market, and rising rates will allow our investors to profit. The leading investment community experts at 

Barron's, the Financial Times, and specifically the largest bond firms are all suggesting similar strategies. 

The final synopsis on bonds is that a correction is clear. If we analyze the corporate strategy of the largest bond managers in the world 

at PIMCO and BlackRock, we can see what is coming. All are creating total return investment opportunities as well as expanding their 

equity offerings. In my estimation, this signifies that a good amount of future opportunities will be equities. Specifically, a balance of 

equities and fixed income investments should allow a portfolio to prosper in these turbulent times. The allocation mixture needs to be 

income focused with an enhanced reaction time and ability to change direction as the market changes. 

Summary 

Today's market can be defined as a "New Normal" characterized by lower returns, frequent volatility and the need for balance and 

income. We have created a situation that suggests interest rates will eventually rise, inflation will come back and patience is essential. 

Contrarian approaches buying on the lows and selling into the rallies will make sense for a while. 

As Americans we have spent 20 years building this latest series of bubbles. No one can expect it to magically go away in a year and a 

half. Hence you now can see the backdrop to Beacons belief. Beacon does not believe in a double dip. We do recognize that we are in 

a long term recovery phase that will be slow and volatile. Until we see a dramatic improvement in U.S. employment numbers, 

consumers will gradually deJeverage but that process will take a generation. HopefuJJy the new generation learns from the mistakes of 

the earlier. 

As always, I appreciate your continued tmst in Beacon. If you have any questions or concerns or would just like to touch base, please 

e-mail me at mark@bwmllc.com or call the office at 201.447.9500 to schedule a meeting. 

Very truly yours, 
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