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January 2011 New Year; New Forecasts

It’s an annual ritual. As the new year dawns, investment professionals are expected to know where the
stock market will be twelve months later. Much time goes into this exercise, in some cases. Others seem to be
making outrageous claims, just hoping they’ll be right so they can become the pundit of the year.

A year ago, analysts were uniformly bullish. This is not surprising given that 2009 had ended up being
a relatively good year, after a horrible start. In part, many analysts interpolate the recent past to create a fore-
cast. Interpolation means they look at the recent past and expect that will continue to some degree in the future.
This is, in many ways, a reasonable approach. Trends continue until they reverse, and that is certainly true in
investing.

Stock prices reflect the growth in earnings of the underlying companies. Earnings reflect the fundamen-
tals of the economy. Changes in economic conditions tend to be slow, and that allows forecasters to have some
faith in techniques which merely extend the past into the future. Unfortunately, the future is rarely exactly like
the past. The recent recession and recovery resulted in rapid changes in economic data, in many cases it was
the largest year-over-year changes seen in the data.

For 2010, twelve major Wall Street firms provided forecasts of stock market gains to Barron’s, a popu-
lar financial weekly publication. Most, actually seven of them, called for gains of greater than 10% in the S&P
500. At the end of the year, their bullishness was proven to be correct as the index gained nearly 15% on a to-
tal return basis, which includes returns from dividends.

After seeing double digit gains in the past two years, analysts seem less certain about 2011. Many are
still bullish — nine of ten expect gains in the year ahead according to Barron’s. Five expect another year of dou-
ble digit gains.

Combined operating earnings for companies in the S&P 500 hover near $95 per share. A 10% gain in
stocks over the year would leave the index at a price-to-earnings ratio under 15, reasonably valued by histori-
cal standards. Based on this, the forecasted gains for 2011 certainly appear to be reasonable.

We always regard these forecasts with a degree of skepticism. No one knows what the future holds and
when the future is different than the past, the change can be dramatic. The terrible losses of 2008 are a distant
memory to many investors, but at the end of 2007, Barron’s found 15 major Wall Street firms were bullish,
and none expected a decline in the year that would prove to be one of the worst in history.

This year was a relatively good one for the forecasters in the stock market, but none of those cited in
Barron’s at the end of last year got the interest rate forecast correct. Most expected rates on the 10-year Treas-
ury note to exceed 4.0% by now, and rates reached that level for less than a week in early April. We ended the
year with that key interest rate near 3.3%, about half a percent lower than where it began the year.

In 2011, we will manage investments without the use of forecasted price targets. You probably won’t
see Dunn Warren’s portfolio managers featured in Barron’s or appearing on CNBC because we don’t have a
precise year ahead forecast. We believe that focusing on diagnosing the current state of the economy and the
market is the best way to achieve long-term investment success. We will continue to devote our efforts to pro-
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tecting wealth in the year ahead, rather than making headlines.

Please feel free to pass "The Portfolio Reporter” to interested friends and family members.
For more information about your investments, please contact your financial professional.

The opinions expressed here are based on the author's views and should not be construed
as financial advice. Model results do not represent actual trading and may not reflect the impact
that material economic and market factors might have on the advisor's decision-making if the
advisor were actually managing a client's money. Past performance is no guarantee of future
performance. There can be no assurance that a client's investment objective will be achieved or
that a client will not lose a portion or all of his or her investment. Investing outside the United
States involves additional risks, such as currency fluctuations, periods of illiquidity and price
volatility. These risks may be heightened in connection with investments in developing countries.

MONTHLY CONFERENCE CALL

Our next monthly conference call will occur Thursday, January 20th, at 11 a.m.
Mountain Time (1 p.m. EST).

Phone Number: 866-740-1260
Access Code: 4682824

To view slides on the internet during the call, go to www.readytalk.com and enter
4682824 under “Join a Meeting”.




