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Positive Market Indications

• Volatility Remains Minimal Maintain exposure to 
Equities

Overweight Large Cap 
Equities

• Dividend Payout Levels are Depressed and 
Cash Levels are High

• Loan & Money Supply (M2) Growth are 
Underway

Maintain sufficient exposure 
to Domestic Equity

• Portfolios Remain Underweight Equities Maintain sufficient exposure 
to Domestic Equity

 S&P 500 companies have almost $1 trillion in 
unused cash

 Recent volatility, relative to history, is not 
concerning

 M2 velocity could lag stimulus and move higher

 Rebalancing to Equities could 
provide tailwind for equity 
market

 Screen for companies likely to 
grow dividends, not already 
paying a high yield

 Higher-risk Fixed Income

 60% of  unused cash already in the United States 
(Source: WSJ and Standard & Poor’s)
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Negative Market Indications

• Interest Rates are abnormally low and 
short-term, high-quality debt instruments 
appear overvalued

Underweight Fixed Income

Underweight Fixed Income

Overweight Hybrids

• Inflation Signs are Emerging

• M2 Money Supply velocity sluggish 
despite unprecedented stimulus efforts

Underweight Risky Assets

• US Government is still the main source of  
liquidity for consumers

Overweight International 
Equities, Global Fixed 
Income, and Foreign 
Currency

 Commodity cost spikes are affecting the 
consumer, as well as manufacturing

 The sluggish velocity of  money suggests 
financial institutions are either reluctant to lend 
or don’t have any growth to finance

 Diversify exposure to US 
market

 Expectation that rates will 
move higher

 Small Cap, hyper-cyclicals, 
low-quality, highly-levered 
and high-beta

 The recent upward move in the Core CPI (0.3% 
month-over-month rise in June) may suggest the 
beginning of  an enduring increase in prices
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Investment Opinion
Underweight: We recommend a small cash balance for distributions, fees, and opportunistic 

buying. Cash yields are negligible, we recommend keeping cash at a low level.

Underweight: We recommend a core weighting in Fixed Income to dampen volatility; however, 
we are underweight this asset class relative to Equities. Yields are unsustainably low and 
should creep due to inflation. As bond yields creep up, bond portfolios will suffer. To help 
combat bond portfolio erosion, we recommend actively managed products, international bond 
exposure, and intermediate-term bonds. If  we see a rate hike on the horizon, we may add a 
floating-rate product.

Overweight: We believe that exposure to these alternative asset classes can accentuate return, 
reduce risk, and mitigate volatility. Our Hybrid category contains hedge funds, utilities, real 
estate, and hard assets; these asset classes perform differently than a core portfolio allocation. 
Overweight Hybrids in an attempt to hedge inflation while controlling volatility.

Overweight: With monetary stimulus (QE2) rolling off  and little likelihood of  future monetary 
stimulus, we feel Domestic Equity performance will be more modest going forward. Within 
Domestic Equity, we are Overweight Large Cap stocks with the potential to increase dividend 
payouts.

Overweight: Superior growth and continued financing of  the developed world’s debt should 
result in the Emerging Markets category capturing a larger piece of  the world index and a 
larger portion of  the investment pie. As Emerging Markets grow and more companies trade 
publically, the Emerging Markets asset class should outgrow other areas. We currently 
suggest 30-40% of  a portfolio’s international exposure be dedicated to Emerging Markets. 
We are Underweight developed, international to avoid the sovereign debt issues in Europe. 
However, we like certain Japanese equities.

Asset Class

Fixed Income

Hybrid

Domestic Equity

International Equity

Cash

Increased Volatility and Inflation Concerns Move Our Outlook to Overweight 
Hybrids
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2nd Quarter Performance – Market Dips After Unsustainable 1st Quarter Performance

S&P 500                                           {-0.4}%

Dow Jones Industrial Average        {0.8}%

NASDAQ Composite                      {-0.3}%

Russell 1000                                    {-0.4}%

Russell 2000                                    {-1.9}%

MSCI Emerging Market                 {-3.6}%

MSCI The World                            {-1.4}%

Large Cap outperforms as 
high-quality, less-risky assets 

exhibit leadership

Last quarter’s best performer 
is one of  this quarter’s worst

June 23rd – Fed cuts 
GDP-growth 
forecast

June 3rd – Unemployment rises to 9.1% 
following May jobs’ report, the 
weakest since June 2010

April 1st – S&P 500 opens at 1,329.5 
and closes at 1,332.4 

June 29th – Greece’s Parliament 
approves austerity plan, 
averting a default on 
Greece’s debt

2Q11 Ends with S&P 500 and DJIA rally 
into biggest weekly gains in two 
years

April 29th – Russell 2000 sets 
record high

April 19th – S&P issues a “negative” 
outlook on U.S. Treasury 
securities
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Déjà Vu – Strikingly Similar to Last Summer
June 25th – Fed cuts GDP growth 

estimate for 1Q10, revising it 
downward from 3.0% to 2.7%

Inflation Main Concern

Deflation Main Concern

Did QE2 drive the markets higher? What happens now that it is over?
End of 1Q11 – Federal Reserve affirms 

end to QE2

June 23rd – Fed cuts GDP growth
forecast to 2.8% from 3.2%

End of 1Q10 – Federal Reserve ends QE1

April 28th – S&P downgrades Greece’s credit 
rating to junk status

May 14th – EU warns that Greece’s debt is 
growing faster than forecast; S&P cuts 
Greece’s long-term credit rating



Sectors 2007 2008 2009 2010 YTD 10/30/2010 11/30/2010 12/30/2010 1/30/2011 2/28/2011 3/30/2011 4/30/2011 5/30/2011 6/30/2011

Defensives
Utilities 15.81% -31.55% 6.80% 0.86% 7.48% -3.62% -12.31% -10.23% -7.62% -7.40% -3.69% -2.34% 4.81% 5.28%
Telecom 8.45% -33.62% 2.63% 12.30% 4.22% 2.73% -5.07% -4.64% -5.93% -6.61% -1.73% 1.68% 7.61% 1.37%
Health Care 5.39% -24.48% 17.07% 0.71% 13.34% 1.94% -5.44% -6.98% -6.99% -5.11% -0.69% 4.62% 9.40% 7.83%
Staples 11.60% -17.65% 11.20% 10.67% 7.73% -0.62% -5.43% -4.96% -6.73% -7.93% -3.60% 1.66% 7.37% 4.82%

Near Cyclicals
Energy 32.38% -35.93% 11.29% 17.86% 12.36% 2.09% 8.28% 10.69% 11.93% 13.50% 11.05% 5.93% -3.06% -4.82%
Financials -20.84% -56.95% 14.80% 10.83% -3.36% -8.50% -5.05% 0.72% 3.61% 5.06% -2.16% -5.95% -7.36% -6.11%

Cyclicals
Technology 15.54% -43.68% 59.92% 9.13% 4.67% 2.82% 3.95% -0.02% -0.94% -2.20% -2.31% -4.21% -3.85% -1.29%
Discretionary -14.32% -34.73% 38.76% 25.72% 10.30% 5.44% 7.28% 2.19% -2.32% -3.31% -1.09% 2.46% 1.89% 3.25%
Industrials 9.83% -41.52% 17.27% 23.92% 8.26% -1.53% 2.05% 0.84% 4.21% 2.40% 2.33% 0.74% 0.01% -0.28%
Materials 19.99% -47.05% 45.23% 19.92% 4.65% 4.46% 3.51% 8.18% 2.41% 1.69% -1.87% 1.22% -0.11% -0.39%

S&P 500 3.53% -38.49% 23.45% 12.78% 6.63% 7.42% 12.55% 10.22% 7.82% 11.59% 5.60% 6.84% 0.85% -0.57%

S&P Sector Annualized Returns S&P Sector Trailing 3-Month Relative Performance
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As Expected, Defensive Assets Outperform – Health Care Emerges as Top YTD Performer

Last quarter, we were buying 
Health Care and Staples
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Recent Volatility is Minimal

Source: FactSet Research Systems, Inc. - Rinehart Wealth Management
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4/14 – DJIA falls 5.7% 
NASDAQ falls 9.7%

3/10 – “Dot-com Bubble” 
(NASDAQ peaks at 5,132)

9/11 – Terrorist Attacks

Oct. ’01 – Enron Scandal

3/10 – “Dot-com Bubble” bottoms

3/11 – Madrid train 
bombings

6/6 – Bernanke warns of 
stagflation

2/27 – China & Europe release lower-than-expected 
growth reports

10/3 – Emergency Economic 
Stabilization Act

10/27 – Japan’s Nikkei falls to 
lowest level since 1982

11/18 – Japan enters recession 4/28 – S&P downgrades 
Greece’s debt rating

1/22 – Obama proposes financial reform

5/6 – “Flash crash”

3/16 – Concerns over 
Fukushima I Nuclear 
Power Plant

Foreboding Cluster of  Volatility Spikes

Sept. ’08 – Lehman Bros. & 
WAMU file for Chapter 11

11/30 – Ireland receives €85 
billion bailout from EU
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Dividend Payout Levels are Depressed & Cash Levels are High

Source: FactSet Research Systems, Inc. - Rinehart Wealth Management

Despite large cash piles, payout 
levels are abnormally low

These lines normally track closely. 
We expect these lines to converge 
going forward – this will benefit 

dividend-paying stocks

High Cash per Share

Low Payout Ratio
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• Portfolios are significantly underweight domestic equity relative to fixed income. Equity allocations of  households & pension
funds are at 15-year lows (Source: Deutsche Bank)

• Allocations to cash and cash equivalents are approximately 1.8% above historic averages, while equity allocations are 1.2% 
below historic averages. Mean reversion would translate into nearly $1.7 trillion in new flows into the global equity markets
(Source: J.P. Morgan)

Bond Market 
“Bubble”

Portfolios Remain Underweight Equities

Equity inflows over last 3 years have been zero

QE2 forces money 
into riskier assets

Equity Market Bottoms
Record bond inflows 

of  $800 billion



10/01 4/02 10/02 4/03 10/03 4/04 10/04 4/05 10/05 4/06 10/06 4/07 10/07 4/08 10/08 4/09 10/09 4/10 10/10 4/11
8.0

10.0

12.0

14.0

16.0

18.0

20.0

22.0

24.0

26.0

S&P 500 Trailing Price-to-Earnings Ratio

S&P 500 - Price to Earnings Ratio (Trailing - LTMA) Recession Periods - United States Average Upper Band Lower Band

11Source: FactSet Research Systems, Inc. - Rinehart Wealth Management

S&P 500 PE is 14.5x trailing earnings, below 10-year average of  17.4x

Equity Multiples During Periods of  Declining Growth

In the ’80s, PE ratios fell to single 
digits due to stagflation, so despite a 
relatively attractive valuation, there is 
still downside and reason for vigilance

Stellar earnings growth has kept multiples low while driving 
the market higher. Going forward, we expect the majority of  
upward market movement to come from multiple expansion
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Inflation Signs are Emerging

Every $0.10 increase in gas prices siphons about 
$15 billion from household disposable income*

*Source: BCA Research

A 10% sustained increase in oil 
prices shaves 0.2% off GDP**

**Source: Deutsche BankSource: FactSet Research Systems, Inc. - Rinehart Wealth Management

Leading manufacturing input 
remains at all-time high levels

Core CPI up 0.3% month-over-month in June
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Unprecedented Stimulus Results in Slow Growth

Stimulus drives M2 higher

The increase in M2 
is having little 

effect on velocity

One percentage point slower 
economic growth in 2011…adds 

nearly $100 billion to the 10-year 
deficit estimate (Source: WSJ)
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US Government is Still the Main Source of  Liquidity for Consumers

The government is financing the consumer. This has to reverse in 
order to have a healthy consumer

Reasons banks are not lending:
• Regulation – Dodd/Frank is crippling
• There is NO organic growth industry 

to lend to domestically

Bank loans continue 
to decrease
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We would like to thank you all for joining and participating in our second Quarterly 
Economic Overview Webinar today. We really appreciate your time and hope that you 
found it both interesting and informative.

If  you have any further questions or would like any additional information regarding 
what we covered in today’s presentation, please contact your Financial Advisor.

Rinehart Wealth Management
521 East Morehead Street, Suite 580 • Charlotte, NC 28202
Phone: (704) 374-0646
Fax: (704) 377-0746
Email: rinehart@rinehartwealthmanagement.com
www.rinehartwealthmanagement.com

Everything we’ve discussed in this webinar represents the opinions of  Rinehart Wealth Management, and should not be construed as a 
suggestion to buy or sell any specific investment. All information contained is believed to be from reliable sources, but we make no representation 
as to its completeness or accuracy. All economic and performance data is historical and not indicative of  future results. Past performance does 
not guarantee future returns. Circular 230 Notice: To comply with requirements imposed by the US Treasury Department, any information 
regarding any US federal tax matters contained in this communication is not intended or written to be used, and cannot be used, as advice for 
the purpose of  (i) avoiding penalties under the Internal Revenue Code or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 
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