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Did  We Learn Our Lessons? 
We have never seen anything like what we have been through. Last year ended well, al-
though it didnôt start that way. If there ever was a period of time from which to learn some 
great lessons, 2009 was chock full of them.  This unprecedented 12 month period of time 
delivered some extreme market conditions that are not likely repeated. Despite the chal-
lenges in 2009 we have much to be thankful for as the year came to a close.    To focus on 
some of the lessons that we should have learned last year, the commercial from Allstate 
featuring Dennis Haysbert provides some insightful lessons: 
  
    ñOver the past year, weôve learned a lot, weôve learned that meatloaf and Jenga can  
     actually be more fun than reservations and box seats.  That whoôs around your TV  
     is more important than how big it is, that the most memorable vacations can happen  
     ten feet from  your front door, that cars arenôt for showing how far weôve come, but for      
     taking us where we want to go. Weôve learned that the best things in life donôt cost  
     much at all.ò 
  
Most of us had never been through anything like this. It was ok to be scared. As we entered 
2009, we faced the real risk of entering a depression. A year later, as we enter 2010, the 
US economy seems to have started a recovery. The change in investorsô expectations from 
depression to rebound explains much of the marketsô moves. 
  
President Obama changed how the US interacts with the global community as it started 
sharing decision making with other international players. The coordinated international 
monetary policy responses by many countries probably prevented the world from entering a 
depression. In most other areas the joint decision making appears to be a work in process.  
Not to be forgotten with all the global changes, is that a countryôs super power status is de-
pendent upon its wealth and although still probably the strongest financially in the world, the 
events of the last two years have dropped the US down a peg.  
  
Another significant trend was the continued strength of emerging market countries, particu-
larly China. For the first time in modern history, China led the world out of recession, tradi-
tionally a US role. China is fast becoming the second largest economy and its influence is 
growing. Chinaôs economy is growing strongly at around eight percent per year, but seems 
to be showing signs of moderating. The emerging markets together provided most of the 
world growth even before the downturn and this is likely to continue.  
  
Europe and the US struggled to deal with the impacts of what is now popularly called the 
ñThe Great Recession.ò Their responses were quite different with Europe being much more 
ñsocially consciousò as it managed production cuts and lowered labor requirements. It will 
be interesting to see how the recovery unfolds for both. Our Canadian neighbor is on better 
footing because the government never over stimulated the housing market and because of 
its orientation toward natural resource production. 
  
Another change we have been watching is the political shift to the left in the United States 
as the government takes on a larger role in the economy.  The year-end passage by the 
House and Senate of the Health Care legislation is the most obvious example. We expect 
to see governmental influence increase in virtually all business areas but particularly as 
Washington takes on financial regulatory reform.  More recent political developments such 
as the Massachusetts Senate election may be a positive sign for a balance of power.   
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Bad Start ðGreat Finish  
  
Out of the gate, the first quarter of 2009, the S& P lost nearly 30%. From the March 9

th
 low, it gained almost 69%.  For 

the year, the S&P 500 gained +26.5% (total return result including the impact of reinvested dividends).  This was the 
2

nd
 best performance of the decade (behind the +28.7% gain in 2003) and the 11th best result in the last 50 years 

for the index (i.e., the years 1960-2009). (source: BTN Research). ** 
 

Bad Decade  
  
The last decade was pitiful for the equities market, but historical precedence gives us reason for optimism.  - The S&P 
500 was down 9.1% in aggregate for the decade on a total return basis (i.e., the 10 years from 1/01/00 to 12/31/09). 
That performance is the worst decade ever for the stock index, falling below the negative 0.3% performance achieved 
during the 1930s. The best decade ever for the S&P 500 was the 1950s, a 10-year period when the stock index 
gained +487.1% (source: BTN Research).** 
 
Also, even though the stock market returns were negative, a well balanced portfolio*, according to JP Morgan Asset 
Management would have returned a cumulative 60% return during the past decade.  Not barn burner returns but this 
reinforces why risk reduction through diversification and proper asset allocation is most critical in reducing volatility or 
risk.   As the great investor Benjamin Graham points out in his book, The Intelligent Investor, ñThe essence of invest-
ment management is the management of RISKS, not the management of RETURNS.  Well managed portfolios 
start with this precept.ò  
 

The Average  
  
The S&P 500 has gained an average of +9.4% per year (total return) over the last 50 years (i.e., the years 1960-
2009). No single calendar year actually gained +9.4% in the last half century. The closest that any year came to the 
+9.4% average was in 1993 when the stock index gained +10.1% (source: BTN Research).** 
  
With all the change and upheaval of last year in the financial services sector, two of the leading analysts departed from 
Merrill Lynch for other opportunities.  One of those, Richard Bernstein noted several lessons he learned, Iôve high-
lighted my favorites: 
  
   1. Income is as important as are capital gains. Because most investors ignore income opportunities, income may  
       be more important than capital gains. 
   2. Most stock market indicators have never actually been tested. Most donôt work. ( So much for timing)  
   3. Most investorôs time horizons are much too short . Statistics indicate that day trading is largely based on   
       luck.  
   4. Bull Markets are made of risk aversion and undervalued assets. They are not made of cheering and a rush to buy. 
   5. Diversification doesnôt depend on the number of asset classes in a portfolio. Rather it depends on the cor 
       relations between the assets in a portfolio.   
   6. Investors should research financial history as much as possible. (We provided some education and informa 
       tion on this last year, it really does help to put things in perspective). 
   7. Leverage gives the illusion of wealth. Saving is wealth. 
   
There was another sage that left Merrill Lynch, Bob Farrell, once considered the best strategist on Wall Street; his 
thoughts that were penned 18 years ago are very much relevant for us today. Iôve highlighted my favorites here also: 
  
   1. Markets tend return to the mean over time.  
   2. Excesses in one direction will lead to an opposite excess in another direction. 
   3. There are no new eras (remember the new paradigms?) Excesses are never permanent.  
   4. Exponential rising and falling markets usually go farther than you think. 
   5. The public buys most at the top and the least at the bottom.  
   6. Fear and greed are stronger than long -term resolve . 
   7. Markets are strongest when they are broad and weakest when they narrow to a handful of blue-chips. 
   8. Bull markets are more fun than bear markets. (duh!) 
  
The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered representative of the US stock market 
* Balanced  portfolio of 25% in the S&P 500, 10 % in the Russell 2000, 15% in the MSCI EAFE, 5% in the MSCI EMI, 30% in the Barclays Capital 

Aggregate, 5% in the CS/Tremont Equity Market Neutral Index, 5% in the DJ AIG Commodity Index and 5% in the NAREIT, Equity REIT Index and 

assumes annual rebalancing. 
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** Copyright © 2010 Michael A. Higley. All rights reserved. This material was prepared by Michael A. Higley (not affiliated with RJFS) for use by     
Thomas Fleishel, Certified Financial Planner of Raymond James Financial Services, Inc., member FINRA/SIPC 
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In reviewing numerous sources from the top notch research of Goldman Sachs, JP Morgan and Oppenheimer, weôve 

listed some key forecasts theyôre making for 2010 and beyond: 

GDP Growth:  Output may not return to pre-recession levels until the middle of 2010. Economic growth appears to be 

accelerating entering 2010, due to a kick from the economy's most cyclical areas, namely, autos, houses and business 
equipment and inventories. A continuation of this natural cyclical bounce, combined with continued monetary and fiscal 
stimulus suggests 2010 will see above-trend GDP growth. 

  
Profits:  Improving corporate profits should stimulate renewed business investment and hiring 
Earnings are rising rapidly following a historic plunge in late 2008, which reflected not only a deep recession but un-
precedented losses in the banking industry. A sustained expansion, characterized by low wage growth and low interest 
rates appears to be the most likely scenario, which would bode well for profits.  
  
Jobs:  Following brutal job losses in 2009, multiple signs point to job gains in 2010. However, the unemployment rate 
may spike higher in early 2010, as workers who had been too discouraged to look for a job start searching again. 
Moreover, history suggests it could take up to five years of expansion to push the unemployment rate back down to a 
"full employment" level of 5%. 
  
Inflation: Despite rising energy prices over the course of 2009 measures of core inflation remain subdued. With the 
degree of slack in the U.S. and global economy, there does not appear to be any real risk of consumer price inflation - 
the more likely risk is, in fact, deflation brought on by any economic relapse. However, excess liquidity may lead to 
asset bubbles in certain markets. 
  
Interest Rates:  Central banks will likely raise rates in the second half of the year, but with ample warning for the mar-
ket.  The Federal Reserve appears convinced the inflation threat is low and is committed to fostering a recovery both in 
the economy and financial markets. This should result in a very low federal funds rate throughout 2010. However, long
-term rates may rise reflecting a stronger economy, rising government debt and a gradual removal of the Fed's quanti-
tative easing measures.   
  
Goldman Sachs remains far from a consensus view that the FOMC will maintain a 0-¼% federal funds range in 2010 
and probably 2011. There are three key reasons for this view: (1) the state of labor, inflation, and fading stimulus sug-
gests Fed policy still remains too tightéeven at effectively 0%, (2) it is better to be late than early with policy tightening 
as itôs much easier to intercept inflation than to defeat deflation, and (3) the Fedôs exit strategy will likely start with a 
reduction in quantitative easing rather than a hike in the federal funds rate. Source: GS Global ECS Research 
   
Other prognosticators feel there will be undo political pressure on the current administration to raise savings rates to 
win the popular vote in the mid-term elections. Time will tell. 
  
Risks that Lurk:    (1) A spike in oil prices due to a geopolitical shock. (2) A reluctance of banks to lend or consumers 
and businesses to borrow in the wake of the financial crisis. (3) Slower economic growth caused by uncertainty about 
future taxes or other government policies (4) Rising interest rates 
   
Investors need to be wary with financial regulatory changes coming out of Washington. Politicians of both parties 
blame everyone but themselves for the current financial crisis and do not admit the role they played (For example, the 
federal government used a variety of programs to spur home ownership and drove up housing prices).  We expect to 
see new laws and regulations and these will likely create new problems. Creating effective rules and regulations to 
guide individual and company behavior is particularly challenging. The law of unintended consequences is triggered 
far too often.  
 
  

International and Emerging Markets : Stronger economic growth should outstrip that of more advanced economies 
due to attractive valuations and potential boost from a weaker dollar. We expect them to be volatile and dips in prices 
will likely represent buying opportunities. These markets have had quite a run so we will cautiously increase positions. 
(Continued on page 4 é) 

Economic Outlook and Themes For 2010 

Investment Themes for 2010 
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Equities Outlook:  An improving economy, attractive valuations, rebounding earnings and low interest and tax rates, 
if maintained, should be positive for stocks. Valuation metrics, secondary offering data and insider selling activity 
signal that high quality stocks are likely to outperform lower quality issues both domestically and internationally in 
2010. Last year, lower quality, more speculative stocks took the lead as investors began buying into the new rally. 
  
Fixed Income Outlook: Maintain diversified positions in short-intermediate duration, high-quality bonds as a hedge 
against a relapse bonds. These will provide greater stability than stocks even though we expect interest rates to  
increase. This eventually helps bond owners but over the short term may result in losses. In 2010 it will be virtually 
impossible to repeat the excellent bond performance we saw in 2009, especially for high yield bonds. Because 
bonds are in most investorsô portfolios, they should expect lower overall returns in 2010.  
  
Emerging market (EM) debt appears ripe for continued gains, buoyed by strong economic growth and broadly im-
proved governance Dollar-denominated EM debt could face headwinds. The municipal bond recovery seems poised 
to continue in 2010.  

In an effort to provide the most accurate reporting, come 2009 1099 statements may not be mailed by February 1, 
2010. Delayed 1099s will be mailed prior to March 1 2010 and impacted clients will be mailed a letter of notification 
prior to February 1, 2010. 
  
Clients who hold some Regulated Investment Companies (mutual funds), Real Estate Investment Trusts (REITs), 
and Widely Held Fixed Investment Trusts (WHFITs) that are pass-though vehicles for tax reporting purposes may be 
impacted. In addition, changes made by mutual funds related to foreign withholding, tax-exempt payments subject to 
alternative minimum tax, and the portion of the distributions derived from U.S. Treasury obligations also result in 
amended statements. WHFITS may need more time to gather and calculate information on holdings before passing 
the information to broker/dealers and holders. It would also be important to note that those of you who hold Alterna-
tive Investments that may produce K-1s we will be notifying you of the intended mailing dates of these once the tax 
schedule is available. 
  
Because Raymond James  is required by the IRS to produce an amended tax statement is notice of such an adjust-
ment is received after the original 1099 has been produced, they are extending mailing of original 1099s for some 
clients by 30 days. While this delay is designed to reduce the number of 1099s received be clients, an amended 
statement may still be required if further income reallocation information is received after the original statements are 
produced. There is no cutoff or deadline for amended 1099 statements. 

Thanks to legislation passed several years ago, in 2009 estates worth less than $3.5 million avoided any ñdeathò 
taxation at the federal level. But amounts over that figure were subject to a maximum tax of 45 percent. The previ-
ously-written laws also dictated that as of January 1, 2010, the estate tax was effectively repealed, freeing the heirs 
of those who die this year from any federal inheritance tax liability. But if no new legislation is passed, in 2011 the 
exempt amount goes back down to $1 million, and inheritances could be subject to a maximum tax rate of 55 per-
cent on amounts over that level. 
 
 The absurdity of the current situation can be demonstrated be the example of someone who has, say, $3 million in 
assets. If he or she dies on December 31st of this year, her heirs will owe nothing in federal estate taxes. But if she 
hangs on for just a few hours into 2011, in theory, her beneficiaries could then owe almost a million dollars in estate 
taxes. 

Congress recognizes the unfortunate situation this may create for families, and may eventually get around to solidify-
ing a more sensible solution. Yet with 2010 being a hotly-contested election year, anything (or nothing) could hap-
pen. It might be tempting to match the political inertia with your own version of ñwait and see.ò But that approach 
could cost significant taxes down the road. It may be time to dust off the old estate plan and see what changes are 
needed as we meet this year to update your financial plan. 

Important Information about Delayed and Amended 1099s 

Estate Tax Changes 

Investment Themes for 2010 (continued...) 
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Before Christmas both our kids Marcus and Vika had their first piano recital and did remarkably well, 
even after only taking lessons for about 3 months.  There were some very talented kids performing in 
song, piano and even one dad accompanied his kids on the guitar.  During the holidays, I took Marcus 
and my sisterôs husband Dean on another fishing trip with my barber/fishing guide, who does a fantastic 
job locating fish and getting some keepers in the boat.  Marcus lost a whopper bass early in the morning 
but managed to land some others, including some huge Mud fish.  He was promptly labeled the mud fish 
boy by our guide.  He wasnôt so keen on holding up the prize bass for photo ops and managed to drop it 
and it promptly flopped and flipped his way to freedom off the side of the boat. See photo below... 

 

After the first shift departed, Beckyôs mom and dad made their way down for one of their visits and are a 
welcome addition as her mom is a great cook and dad is the best fix handy man Iôve ever seen.  Heôs 
still slightly gimpy after breaking his ankle falling off his roof (at age 74) trying to blow off some leaves 
last yearé I hope he learned his lesson..  With the freezing weather (19 degrees for three straight morn-
ings) we celebrated Beckyôs birthday around the new outdoor fire pit she got for her birthday and before 
they left, she made her world famous fried chicken with all the fixinsé This reminds me of Marcus, for 
whom itôs all about the food.  Even Vika appreciates this special meal- still sans most of her front teeth- 
which she didnôt get for Christmas. But this hasnôt stopped her from competing at the gymnastics meets.  
She already looks like one the Russian Olympic gymnasts (as her genes reflect) whom she may aspire 
to, who knows?  

 

For those who could not attend our Client event at the 
Athens Theatre in early December, you missed a fun 
evening.  Many folks had never been in the newly re-
stored Theatre and some had never seen the White 
Christmas movie.  The food, fellowship and ambiance 
were fitting for the season- please check our website 
for some additional photos of the evening.   

 

 

 

On a Personal Note 
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How to Reach Us 

Please note that we are not able to initiate security or investment purchase or sales via email or voice mail.  You must speak di-

rectly to a representative of our office for any trades to occur.  For other communications, our email addresses and phone exten-

sions follow.  
  

Sgnl`r A- Ekdhrgdk+ LA@+ Bdqshehdc Ehm`mbh`k Ok`mmdqƞ   thomas.fleishel@raymondjames.com 

Tim Foli, Financial Analyst FFAƋExt. 302     tim.foli@raymondjames.com 

Cyndi Rabey, Director of First ImpressionsƋExt. 301   cynthia.rabey@raymondjames.com 

Mary E. Leone, Operations ManagerƋExt. 306    mary.leone@raymondjames.com 

The Worker, Homeownership and Business Assistance Act of 2009 extends into 2010 and expands to a larger 
population the home buyer credits allowed by previous Acts.  Originally only for first time home buyers, the Act now 
provides a tax credit for existing home owners who purchase a new primary residence, making this tax credit of greater 
potential interest to us all.  Details are as follows: 
  

Existing home owners who purchase a new primary residence (valued at $800,000 or less, purchased after  
      November 7, 2009) can receive a tax credit up to $6,500. 

First time home buyers can receive a tax credit up to $8,000. 

The extended deadline on being eligible for the credit is now April 30, 2010. 

Income limits for the credit have been increased to $125,000 for individuals and $225,000 for couples. 
  
Homebuyer must stay in the new home for a minimum of three years or they must repay the credit. The tax credit may 
also be of interest to home sellers who fear selling at a loss, as they may make up the difference in the form of the tax 
credit when they purchase a new home. 
   
* Please consult a tax advisor regarding this provision.  Products, terms and conditions subject to change. Subject to standard credit 
criteria.  Property insurance required.  Flood insurance is required if property is in a designated flood zone of ñAò or ñVò.  ©2010 
Raymond James Bank, Member FDIC. 

812 N. Woodland Boulevard  

DeLand, Florida  32720 -2709 

386.738.1800 

www.fleishelfinancial.com  

The information contained in this report does not purport to be complete description of the securities markets or developments referred to in this material.  

The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing materials are accurate and complete.  

Any opinions are those of FLEISHEL FINANCIAL ASSOCIATES and not necessarily those of RJFS or Raymond James.  Expressions of opinion are as of this 

date subject to change without notice.  This information is not intended as solicitation or an offer to buy or sell any security referred to herein.  Investments 

mentioned may not be suitable for all investors.  Past performance my not be indicative of future results.  Changes in tax laws or regulations may occur at any 

time and could substantially impact your situation. While we are familiar with the tax provisions of the issues presented herein, as Financial Advisors of RJFS 

we are not qualified to render advice on tax or legal matters. Please consult the appropriate professional for advice.  Keep in mind that there is no assurance 

that the recommendations or strategies mentioned will ultimately be successful or profitable nor protect against a loss including the loss of all principal. All 

investing involves risk and investors may incur a profit or a loss. Fixed income securities are subject to interest rate risk. Generally, when interest rates rise 

bond prices fall, and vice versa. Commodities trading is generally considered speculative because of the significant potential for investment loss. High yield 

bonds are not suitable for all investors. When appropriate, these bonds should only comprise a modest portion of you portfolio. International investing in-

volves additional risks such as currency fluctuations, differing financial and accounting standards, and possible political and economic instability. Also, investing 

in emerging markets can be riskier than investing in well-established foreign markets. There is no assurance any of the trends mentioned will continue in the 

futures. Investing involves risk and investors may incur profit or a loss, including the loss of all principal. Diversification does not ensure a profit or guarantee 

against loss in declining markets. 
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Homebuyer Tax Credit Extended and Expanded 

Portfolio Update 

FINANCIAL FOCUS 

As we continually monitor the mutual funds we engage for our clients in discretionary, fee- based Passport accounts, we 

occasionally replace a fund if they no longer meet our quantitative criteria. After being in the ñunder reviewò status for a 

period of time, we recently made the following replacements:  Nuveen Tradewinds International Value and Federated 

Strategic Value were replaced by Oakmark International and Riversource Dividend Opportunity, respectively. Our analy-

sis includes evaluating risk-adjusted performance compared to both their benchmarks and peer groups. 


