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We have entered a difficult phase for the economy and the stock market.  It is based on 

the economic recovery slowing down.  Real GDP forecasts over the past few months 

have decreased from four percent growth to slightly over two percent growth for the next 

five quarters.  This has created the sharpest stock market correction since the bottom in 

March of 2009.  The biggest change in outlook has been for the consumer. 

 

The politics of stimulus have left “cash-for-clunkers” and the first time home buyer tax 

credit expiring, exposing the fact that the increase in home sales especially, was 

borrowed from the current quarters.  Employment growth has stalled out, in spite of huge 

cash hoards at major corporations.  Businesses are defensive and a large part of the 

problem indicates their lack of visibility on the tax front.  Small business owners are 

faced with higher health care costs, due to the health care bill, as well as uncertainty 

regarding personal tax rates, estate tax rates and the Alternative Minimum tax “problem” 

is still not resolved.  Few small businesses know what is law and what is rhetoric.  The 

slowdown in consumer hiring has taken its toll on consumer spending as the strong retail 

sales from the first quarter have turned very tepid.  Consumer Confidence has plummeted 

recently as the Michigan survey went from 76 to 66 in one month, breaking its uptrend 

pattern. 

 

Although housing prices have continued to recover, the inventory of homes for sale has 

recently gone up and the expiring tax credit is being felt.  The good news is that mortgage 

rates are at lows but the inventory is still way above average.  There is a chance that the 

housing market might roll over again.  Applications for mortgages to buy a home are at 

new lows.  Total loans at the major banks are down roughly two percent from the first 

quarter which indicates lower economic growth as well as less home sales.  Money 

supply growth has slowed down and there are a growing number of forecasters predicting 

deflation and a double dip recession, not a good prospect. 



 

32 HAVILAND STREET – SUITE 3—NORWALK, CONNECTICUT 06854 

TEL: (203) 714-9900 – FAX (203) 286-7985 
 

 

Internationally, Europe continues to limp along in spite of Greece, Spain and other credit 

problems.  Many governments are planning spending cuts which will put a drag on 

growth near term.  China has popped its real estate bubble and is easing credit again.  

Near term, however, growth in China is slowing, contributing to the global slowdown.  

Commodity prices have weakened, reflecting this problem. 

 

The odds do not favor another recession at this point but we have become very defensive 

until we see signs of economic strength in the U.S.  We are looking for stocks that are 

defensive, less dependent on economic growth, and beneficiaries of low interest rates that 

might keep up with the stock market as things improve.  We are very over-weighted in 

financials, not banks, but REIT’s and specialty lenders that pay very high dividends.  We 

also continue to own convertible securities with good income.  Retailers, Health Care, 

and Materials are areas we are avoiding.  As the economy improves we would like to 

move into commodity names again but we anticipate being underweighted Retailers and 

Health Care for some time.  

 


