Summer Newsletter

An Investment Strategy for the “New Normal”

To its credit, the PIMCO organization (fund managetrsubsidiary of insurance giant
Allianz) is a leader in publishing timely commentan the secular outlook for stock
market investing. Recently, having just completscannual Secular Forum, PIMCO (in
a commentary written by Mohamed El-Erian*) stimathtonsiderable discussion among
market practitioners by describing a world that tla@nged in a manner that is unlikely
to be reversed over the next few years and lab#tisgutlook as the “new normal”. El-
Erian and his colleagues envision an investment@emwent over the next 3 to 5 years
characterized by subdued growth, high unemploymeateased risk premiums, high
volatility and lower asset prices. Particularlyuibiing to the authors is the potential for
the heavy hand of government to continue to beestith several sectors of the
economy. This “Re-Regulation” phenomenon evidermedxcessive regulation, higher
taxation and frequent government intervention, wbaupled with the growth muting
effects of the “De-Leveraging” and “De-Globalizinggends PIMCO also sees, is likely
in their opinion to produce below what we have cdameegard as normal growth in U.S.
GDP in the foreseeable future (1-2%, rather tharBttf% we used to have).

So if PIMCO is right and the “new normal” turns datbe an accurate description of the
investment environment going forward, what areitglications for developing an
appropriate investment strategy?

In the “new normal”, | believe that total returrvesting (investors looking for current
income as well as capital appreciation) will ga@newed emphasis. High quality large
market capitalization companies with a global reactime-tested and resilient business
model and a history of increasing dividends wilhsoand a lot of attention in an
environment where modest total returns, rather thasized capital gains, become the
desired objective.

The search for steady income-oriented ideas wilidasingly lead investors to certain
niches in the equity securities markets. One cde¢h@ches is Master Limited
Partnerships or MLPS. MLPS are investment vehitiasown income producing assets
and are organized to pay out the income in a teierit manner. Individual investors in
MLPS receive tax-advantaged dividend payments.MhRS that own oil and gas
pipelines and other midstream energy-related assetd provide investors with a
particularly attractive combination of high dividewgields, the prospect of consistent
dividend growth and an opportunity for modest capppreciation.

*PIMCO Secular Outlook “The New Normal” May 12, ZD0



If the “new normal” is characterized by slow grovitithe developed nations as market
participants there struggle with a perceived Idssealth, the need to repay debt and the
heavy hand of government intervention, then invasiall orient their portfolio towards

a more global mix. This mix is likely to includevistments in the developing economies
of China, India, Latin America and Eastern Eurofiee investment industry has
responded to investor interest in the emerging etary developing an increasing
number of Exchange Traded Funds (ETFS), which peoinvestors with a vehicle for
owning a portfolio of individual securities in thosountries in a cost efficient manner.

One of the many issues raised in PIMCQO'’s discussfdhe “new normal” is whether or
not the massive amount of fiscal and monetary stimadopted by the U.S. authorities to
ward off the current recession will erode confidencthe dollar as the world’s reserve
currency. If it does, then | believe investors wattposure to vehicles that are negatively
impacted by a weak U.S. dollar will suffer. Thegdtal for a weaker dollar in the “new
normal” scenario may re-emerge as an importanbfastmaking portfolio decisions in
the future.

The Obama Administration’s new rules for Wall Streél be another. The President has
made it clear that he does not want to see thedd@omy return to a scenario where
40% of corporate profits come from the financialtee As a result, pay limits and
regulation reform for the banking sector rank highhis agenda. Given the heavy hand
of government intervention, investors will need#ocautious in selecting individual
investments in the financial sector.

On the other hand, the Administration’s interestémv initiatives for education, health
care reform and the development of alternativegynsources could offer opportunities
for investors if they can uncover and invest initiddvidual companies that will be the
beneficiaries of government spending in these afidas PIMCO people call the strategy
of investing in vehicles that will benefit from gemment initiatives “Shaking Hands
with Uncle Sam”. Going forward, | will be spendiadot of my research time looking for
investment ideas that “shake hands with Uncle Sdmlk to you soon.
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