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As we approach the end of the first 
quarter of 2009, it’s a good time to take 
another look at market events and make 
some assessments about progress. The 
first 90 days have been packed with 
news, problems, and big Government 
programs intended to help the economy 
through a serious recession. The most 
recent of these is the Geithner plan, 
announced yesterday. The plan is 
intended to clean up bank balance 
sheets, by encouraging private investors 
to buy assets that are currently 
impeding the flow of credit to the 
economy. All of us hope it works. There 
is no doubt some of the issues 
contained in the plan make me wonder 
about just how successful, ultimately, it 
will be. The Public Private Investment 
Plan is voluntary and for it to work will 
require participation from both investors 
and banks. If it is successful, it will be an 
important step towards cleaning up 
banks’ balance sheets. One of the major 
obstacles to longer term improvement in 
the equity market has been reached; we 
now at least have a plan. Below is a 
look at Leading Economic Indicators 
from around the world. 
 
World Leading Economic Indicators  

 

Unfortunately, the world looks a lot like 
we do, still in a downward spiral. If these 
economic indicators do what they are 
advertised to do - tell us ahead of time 
what the economy is going to do - we 
still have some difficult economic times 
ahead of us.  
 
While the U.S. economy continues to be 
under significant pressure, there are 
signs that on an individual, short term 
basis, some economic indicators are 
trying to stabilize. Below are four charts 
that point to both the improvement and 
the challenges.  
 
Short-term Spreads and Cash 
 

Both the TED spread, and Libor spread 
are back to normal. You can clearly see 
the spike last fall, as the world’s credit 
markets quit functioning and normally 
low and stable markets reached 
significant highs. The other two charts 
show that we still have credit related 
issues that are troubling the economy. 
BAA corporate bond spreads and jumbo 
mortgage spreads are off of their peaks 
of last fall, but are a long way from 
normal. I think that is a good way of Source: Strategas

The “cash” markets are improving… but debt markets are not back to normal
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thinking about the credit markets in 
general: better but not normal yet.  
 
Our outlook is for the rate of decline in 
overall U.S. GDP to gradually lessen as 
the year wears on, leading to flat GDP 
growth by the fourth quarter of 2009. 
The lagged impacts of significantly lower 
global short rates, lower oil prices, 
stimulus spending around the world and 
financial rescue plans, suggests finally, 
positive growth prospects in 2010. 
 
Low utilization rates, well below 
capacity, should keep inflation low, or 
we could have even mild deflation. But 
an obvious consequence of massive 
government spending plans is that we 
simply reflate ourselves out of today’s 
trouble, into a serious inflation problem 
down the road.  
 
There is little hope for anything but 
miniscule yields in short term cash 
products. But having suffered through 
serious losses in the equity market over 
the last year, many investors are 
content to earn little but lose nothing, at 
least for the time being. The Treasury 
market has had its day in the sun, so 
looking for better opportunities in 
selected municipal bonds, mortgage 
backed securities and corporate bonds 
make sense today. I still lean to U.S. 
over international stocks, but emerging 
market equities are starting to become 
more attractive. While we probably 
touched a low in the U.S. equity market 
earlier this month, the stabilization 
process will take time. The key point 
currently seems to be that we are 
making progress to restore more 
confidence in both the credit and stock 
markets. While the process of unwinding 
over-leveraged consumer and financial 
companies’ balance sheets will take 
time, the process is well under way.  
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