
ECONOMY... 

  Economic recovery 
has begun 

1 

Inside Story 2 

Inside Story 2 

Inside Story 3 

Inside Story 4 

Inside Story 5 

Inside this issue:  

  Stock market rally 
continues 

1 

  Foreclosures mount 2 

  Housing shows 
signs of stabilization 

2 

  Looming govern-
ment debt 

3 

  Emerging markets 
look promising 

3 

  Economic Outlook Back 

Inside this issue: 

stubbornly close to 10% for much of the 
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INT EG R I T Y  QUA L I T Y  R E S U LT S 

Q u a r t e r l y  

Market Update 

The U.S. economy is slowly but stead-
ily recovering.  Real GDP is likely to have 
grown by a respectable rate of more than 
4% during the fourth quarter of 2009.  
And, even more important to most 
Americans and for the nascent recovery, 
the labor market is finally stabilizing after 
two years of massive job losses.  

The December employment report 
showed a net loss of 85,000 jobs during 
the month.  This was higher than expected 
and follows a small gain in November.  
Even though the economy is not consis-
tently adding jobs at this point, the trend 
is certainly positive. (chart) 

Leading indicators continue to gain 
strength, pointing to stronger growth in 
the future.  This growth is expected to 
translate into job gains by early 2010, but 
the unemployment rate will likely remain 

U.S. Economy Moving from Recession to Recovery  
The foreclosure crisis continues to weigh on growth, but the economy should start 
creating jobs during the first half of the year. 

The late British economist Arthur 
Pigou once said: “The error of optimism 
dies in the crisis, but in dying it gives birth 
to an era of pessimism.  This new era is 
born not an infant, but a giant.” 

After suffering 
through the last 
(lost) decade, it is 
easy to under-
stand why many 
investors remain 
pessimistic about the stock market, even 
after its nearly 60% rally off the lows of 
last March.  Ten years ago, the S&P 500 
traded around 1,400.  Today, the widely-
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Key Data Points: 

 Job losses during this re-
cession will approach 8 
million.  Job gains are ex-
pected to resume early this 
year. 

   Leading indicators, in-
cluding the stock market, 
point to continued growth. 
Double-dip recession 
unlikely. 

   Stock market climbs 60% 
off early March lows.   

 Foreclosure crisis contin-
ues with roughly 1 in 5 
homeowners underwater. 

  Homes most affordable 
since 1971. 
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Real GDP is expected to weaken from its annualized pace of more 
than 3% during the second half of 2009 to closer to 2% during the first 
half of 2010. This growth will be fast enough to end net job losses by 
early in 2010; however, this rate of growth will not be enough to keep 
unemployment from rising, at least not right away.  The jobless rate is 
expected to peak near 10.6% in the third quarter of 2010. 

The Federal Reserve and fiscal policymakers are likely to provide just 
enough additional support to ensure that the recovery does not back-
track into recession early in the year and becomes self-sustaining by this 
time next year.  Real GDP is expected to accelerate to 2.5% during the 
second half of 2010. 

Even stronger growth of almost 4% is expected in 2011.  By the end 
of 2011, the unemployment rate is expected to have fallen to around 
9%. 

There are some obvious reasons to be cautious about the economy's 
prospects longer run.  Most notably, it will be years before the more 
than 8 million jobs lost in the past two years are regained and the econ-
omy returns to full employment.  However, the economy is performing 
measurably better today than it did a year ago, and it should be doing 
better still a year from now.  

(Continued from page 2) 

followed stock index is nearly 20% below 
that level.  During the decade that just 
ended, the S&P 500 had an average annual 
return, including dividends, of –1%. 

The last decade began with the eupho-
ria surrounding the dot-com boom and the 
“new” economy.  The opposite bookend 
to the decade was the financial crisis and 
Great Recession that led to the worst bear 
market in stocks since the 1930s.   

Will this next decade be better?  There 
are never any guarantees, but chances are 
high that market returns over the next ten 
years will be well above the negative re-
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The biggest reason to be optimistic about a positive turn 
in housing prices is rising affordability.  The National Asso-
ciation of Realtors' affordability index remains near a record 
high, thanks to the sharp decline in house prices and very 
low mortgage interest rates.  Moreover, homes are much 
more affordable than before this cycle.  Homes are now cal-
culated to be 13% more affordable than they were at the 
previous affordability peak in 1971.  Furthermore, the cost 
of owning relative to renting is improving. 

Affordability is likely to remain high this year, as house 
prices will likely remain depressed.  Mortgage interest rates, 
which have been held down in large part by Fed policy ac-
tions, will reverse course, but remain low by historical stan-
dards.  Renting will remain a cost-effective alternative to 
buying a house, particularly given the large supply of owner-
occupied homes converted to rentals.  

While homes may be affordable, credit remains scarce to 
all but the best credit risks.  On this front, 2010 should bring 
some relief.  A stabilizing housing market will encourage 

lenders to loosen standards 
slightly.  At the end of 2009, sev-
eral lenders, including Genworth 
Financial and Wells Fargo, had 
reduced down payment require-
ments. 

Negative homeowner equity 
will remain a major constraint on 
housing demand.  The trade-up 
market will suffer as underwater 
homeowners – those who owe 
more on their mortgages than 
their houses are now worth – are 
unable to sell their homes without 

a loss.  About 21% of all homeowners are underwater. 
The Treasury Department's pledge in December to give 

Fannie Mae and Freddie Mac unlimited assistance for the 
next three years offers hope that these Government-
Sponsored Entities (GSEs) can continue to help lenders pro-
vide credit by purchasing mortgages. This support will be 
crucial once the Federal Reserve ends its purchases of mort-
gage-backed securities in March. 

The key driver of housing demand is abating job losses. 
Although the economy's job-creating engine will probably 
not kick into gear until the second half of the year and al-
though job growth may be weak, some of the newly em-
ployed will buy homes. By the second half of 2010, brighter 
job prospects and a sense that the housing market is nearing 
a bottom will improve confidence all around and generate 
more sales. 

Finally, the extension and expansion of the first-time 
homebuyer tax credit – which expires June 30 – should re-
sult in 300,000 to 400,000 additional sales in the first half of 
this year. 

(Continued on back, Economy) 

even more temporary tax cuts and spending increases to 
support the job market, and the administration is continually 
adjusting its mortgage modification program in an attempt 
to make it more effective at forestalling foreclosures.  In 
addition, the Federal Reserve has signaled it is unlikely to 
raise interest rates until unemployment has definitively 
moved lower.  This fiscal and monetary stimulus should pro-
vide support to the fledgling recovery until it becomes self-
sustaining, which is likely by year end. 

How quickly the recovery becomes self-sustaining will 
depend upon how quickly firms resume hiring.  Job losses 
are ebbing, but judging from the high number of people 
receiving continuing, extended, and emergency unemploy-
ment benefits, hiring is basically at a standstill. 

Housing markets are starting off 2010 on shaky ground, 
and the worst housing correction since the Great Depres-
sion may still have more to play 
out.  Home sales, residential con-
struction, house prices and fore-
closures had all improved or stabi-
lized by the end of 2009, but dou-
ble-digit unemployment, com-
bined with an estimated 15.6 mil-
lion homeowners (one in five) 
now underwater, are pushing 
mortgage delinquencies and de-
faults ever higher.  Housing prices 
have little hope of rising so long 
as foreclosures continue to mount 
and lenders attempt to mitigate 
loan losses by liquidating properties at depressed prices. 

Adding to the woes in housing are the pending expira-
tion of government programs designed to support prices.  
These programs include the first-time homebuyer tax credit 
and the Fed’s successful credit-easing program ­– aimed at 
getting mortgage rates below 5%.  Should mortgage rates 
begin to climb, affordability will fall, adding additional 
downward pressure on home prices. 

With close to 10 million homeowners more than 20% 
underwater, strategic defaults are also on the rise.  Strategic 
defaulters are those with the financial resources to make 
their mortgage payments, but who have concluded that it 
makes little sense to continue to do so, considering they 
could rent a similar home for less than their mortgage pay-
ment. 

Nevertheless, the healing job market and policy measures 
that have supported sales and prices and slowed foreclosures 
should be enough to help the housing market fully shake off 
its correction in the second half of this year.  By the end of 
2010, the stage will be set for a stronger rebound in 2011 
and 2012. 

 
(continued from page 1) 

ECONOMY... 

PAGE 2     QUARTERLY VOLUME 10,  ISSUE 1 

INVESTING... deficits projected as far as the eye can see.  The risk is that 
rising public debt will further weaken the dollar, lead to higher 
taxes, and possibly lead to higher interest rates should the 
world decide to stop financing U.S. government expenditures 
through Treasury purchases. 

While the U.S., as well as most of the developed world, 
carry large debt burdens, many countries in the developing 
world, and especially China, run large surpluses and have 
amassed significant foreign reserves.  This trend doesn’t seem 
to be reversing as growth in the developing world continues 
to outpace overall global growth.  The International Monetary 
Fund is forecasting global growth of 2.5% in 2010.  At the 
same time, the IMF expects growth in India will be 6.4%, Bra-
zil 3.5%, and real GDP growth in China is projected to top 
9%. 

Meanwhile, many emerging economies have healthier 
banks, natural resource wealth, market-oriented reforms and 
rising discretionary incomes resulting in growing middle-class 

consumer populations.  In addition, 
many emerging economies benefit 
from favorable demographics.  Ac-
cording the Research Affiliates 
chairman Rob Arnott, in 2002, the 
U.S. was adding 10 new working-age 
people for every new senior citizen.  
By 2023, he estimates that will flip 
to 10 new retirement-aged people 
for each new working-age person.  
The emerging world, on the other 
hand, has younger populations 
poised to fuel growth into future 
generations. 

Finally, investing internationally offers a hedge against fur-
ther declines in the dollar.  This is true for investments in the 
emerging and developed foreign markets, as well as commod-
ity-based investments. 

The global economy is rebounding from the worst reces-
sion in decades.  While the recovery may be choppy, we be-
lieve that a double-dip recession is unlikely.  A stronger econ-
omy should lead to higher corporate profits, and presumably 
higher stock prices.  A great deal of attention will be on the 
Fed in 2010 as it starts to unwind the stimulus pumped into 
the financial system.  Although we think eventual rate hikes 
by the Federal Reserve are a necessary signal that the recovery 
has become self-sustaining, volatility is likely to result. 

We continue to see the greatest opportunities in the devel-
oping world.  That said, the prosperity of emerging economies 
is no secret and the possibility of a bubble forming in these 
markets is a risk that we will watch carefully.   

turns of the last ten years.  Historically speaking, the dec-
ades following those of significant market underperfor-
mance have brought solid returns.  Following the 1930s, 
the S&P 500 enjoyed average annual returns of 8.7% dur-
ing the 1940s, and 19.2% during the 1950s.  In fact, every 
subsequent decade since the 1930s experienced average 
annual returns greater than 5%, except the last decade,  
which was the worst decade for the stock market since 
the decade of the 1820s. 

That said, there are good reasons for being cautious 
because there are always impediments to growth coming 
out of recession.  This recovery faces high unemploy-
ment, a foreclosure crisis, skyrocketing Federal debt, and 
an impaired credit market.  It is easy to point to these and 
other negatives that threaten the economy’s recovery.  
However, statistics fail to capture the capacity of markets, 
economies and individuals to reinvent themselves and 
adapt to the new realities of a 
changing economy.  We suspect 
there is a high level of this type 
of reinvention occurring now. 

Given the obvious economic 
headwinds, the financial media 
continues to paint a dour picture 
– in spite of the surging stock 
market.  Market strategist Lazlo 
Birinyi quipped in his 2010 out-
look report: “For whatever rea-
son, the press refuses to call this 
duck a duck – even with all the 
quacking going on.” 

We are also optimistic about the market, but without 
blinders on to the problems ailing the economy, or to the 
fact that the market is overdue for a correction.  And in 
spite of the bumps we know are ahead, we remain strong 
believers in the long-term proven success of strategic as-
set allocation, diversification and consistent rebalancing. 

The biggest obstacle to near-term growth is the lack 
of job creation.  However longer-term, the biggest obsta-
cle may turn out to be the soaring government debt.  Al-
though private sector debt is being paid down rapidly, the 
public sector is on a spending spree to help support the 
sagging economy.   

U.S. agencies and the Federal Reserve have lent, spent 
or guaranteed over $8 trillion in emergency funds to bring 
the economy back from the brink.  U.S. public debt has 
surged to $7.7 trillion, up from an average of $5 trillion in 
2007.  This figure is sure to worsen with Federal budget 
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The biggest reason to be optimistic about a positive turn 
in housing prices is rising affordability.  The National Asso-
ciation of Realtors' affordability index remains near a record 
high, thanks to the sharp decline in house prices and very 
low mortgage interest rates.  Moreover, homes are much 
more affordable than before this cycle.  Homes are now cal-
culated to be 13% more affordable than they were at the 
previous affordability peak in 1971.  Furthermore, the cost 
of owning relative to renting is improving. 

Affordability is likely to remain high this year, as house 
prices will likely remain depressed.  Mortgage interest rates, 
which have been held down in large part by Fed policy ac-
tions, will reverse course, but remain low by historical stan-
dards.  Renting will remain a cost-effective alternative to 
buying a house, particularly given the large supply of owner-
occupied homes converted to rentals.  

While homes may be affordable, credit remains scarce to 
all but the best credit risks.  On this front, 2010 should bring 
some relief.  A stabilizing housing market will encourage 

lenders to loosen standards 
slightly.  At the end of 2009, sev-
eral lenders, including Genworth 
Financial and Wells Fargo, had 
reduced down payment require-
ments. 

Negative homeowner equity 
will remain a major constraint on 
housing demand.  The trade-up 
market will suffer as underwater 
homeowners – those who owe 
more on their mortgages than 
their houses are now worth – are 
unable to sell their homes without 

a loss.  About 21% of all homeowners are underwater. 
The Treasury Department's pledge in December to give 

Fannie Mae and Freddie Mac unlimited assistance for the 
next three years offers hope that these Government-
Sponsored Entities (GSEs) can continue to help lenders pro-
vide credit by purchasing mortgages. This support will be 
crucial once the Federal Reserve ends its purchases of mort-
gage-backed securities in March. 

The key driver of housing demand is abating job losses. 
Although the economy's job-creating engine will probably 
not kick into gear until the second half of the year and al-
though job growth may be weak, some of the newly em-
ployed will buy homes. By the second half of 2010, brighter 
job prospects and a sense that the housing market is nearing 
a bottom will improve confidence all around and generate 
more sales. 

Finally, the extension and expansion of the first-time 
homebuyer tax credit – which expires June 30 – should re-
sult in 300,000 to 400,000 additional sales in the first half of 
this year. 
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even more temporary tax cuts and spending increases to 
support the job market, and the administration is continually 
adjusting its mortgage modification program in an attempt 
to make it more effective at forestalling foreclosures.  In 
addition, the Federal Reserve has signaled it is unlikely to 
raise interest rates until unemployment has definitively 
moved lower.  This fiscal and monetary stimulus should pro-
vide support to the fledgling recovery until it becomes self-
sustaining, which is likely by year end. 

How quickly the recovery becomes self-sustaining will 
depend upon how quickly firms resume hiring.  Job losses 
are ebbing, but judging from the high number of people 
receiving continuing, extended, and emergency unemploy-
ment benefits, hiring is basically at a standstill. 

Housing markets are starting off 2010 on shaky ground, 
and the worst housing correction since the Great Depres-
sion may still have more to play 
out.  Home sales, residential con-
struction, house prices and fore-
closures had all improved or stabi-
lized by the end of 2009, but dou-
ble-digit unemployment, com-
bined with an estimated 15.6 mil-
lion homeowners (one in five) 
now underwater, are pushing 
mortgage delinquencies and de-
faults ever higher.  Housing prices 
have little hope of rising so long 
as foreclosures continue to mount 
and lenders attempt to mitigate 
loan losses by liquidating properties at depressed prices. 

Adding to the woes in housing are the pending expira-
tion of government programs designed to support prices.  
These programs include the first-time homebuyer tax credit 
and the Fed’s successful credit-easing program ­– aimed at 
getting mortgage rates below 5%.  Should mortgage rates 
begin to climb, affordability will fall, adding additional 
downward pressure on home prices. 

With close to 10 million homeowners more than 20% 
underwater, strategic defaults are also on the rise.  Strategic 
defaulters are those with the financial resources to make 
their mortgage payments, but who have concluded that it 
makes little sense to continue to do so, considering they 
could rent a similar home for less than their mortgage pay-
ment. 

Nevertheless, the healing job market and policy measures 
that have supported sales and prices and slowed foreclosures 
should be enough to help the housing market fully shake off 
its correction in the second half of this year.  By the end of 
2010, the stage will be set for a stronger rebound in 2011 
and 2012. 
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turns of the last ten years.  Historically speaking, the dec-
ades following those of significant market underperfor-
mance have brought solid returns.  Following the 1930s, 
the S&P 500 enjoyed average annual returns of 8.7% dur-
ing the 1940s, and 19.2% during the 1950s.  In fact, every 
subsequent decade since the 1930s experienced average 
annual returns greater than 5%, except the last decade,  
which was the worst decade for the stock market since 
the decade of the 1820s. 

That said, there are good reasons for being cautious 
because there are always impediments to growth coming 
out of recession.  This recovery faces high unemploy-
ment, a foreclosure crisis, skyrocketing Federal debt, and 
an impaired credit market.  It is easy to point to these and 
other negatives that threaten the economy’s recovery.  
However, statistics fail to capture the capacity of markets, 
economies and individuals to reinvent themselves and 
adapt to the new realities of a 
changing economy.  We suspect 
there is a high level of this type 
of reinvention occurring now. 

Given the obvious economic 
headwinds, the financial media 
continues to paint a dour picture 
– in spite of the surging stock 
market.  Market strategist Lazlo 
Birinyi quipped in his 2010 out-
look report: “For whatever rea-
son, the press refuses to call this 
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We are also optimistic about the market, but without 
blinders on to the problems ailing the economy, or to the 
fact that the market is overdue for a correction.  And in 
spite of the bumps we know are ahead, we remain strong 
believers in the long-term proven success of strategic as-
set allocation, diversification and consistent rebalancing. 

The biggest obstacle to near-term growth is the lack 
of job creation.  However longer-term, the biggest obsta-
cle may turn out to be the soaring government debt.  Al-
though private sector debt is being paid down rapidly, the 
public sector is on a spending spree to help support the 
sagging economy.   

U.S. agencies and the Federal Reserve have lent, spent 
or guaranteed over $8 trillion in emergency funds to bring 
the economy back from the brink.  U.S. public debt has 
surged to $7.7 trillion, up from an average of $5 trillion in 
2007.  This figure is sure to worsen with Federal budget 
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Market Update 

The U.S. economy is slowly but stead-
ily recovering.  Real GDP is likely to have 
grown by a respectable rate of more than 
4% during the fourth quarter of 2009.  
And, even more important to most 
Americans and for the nascent recovery, 
the labor market is finally stabilizing after 
two years of massive job losses.  

The December employment report 
showed a net loss of 85,000 jobs during 
the month.  This was higher than expected 
and follows a small gain in November.  
Even though the economy is not consis-
tently adding jobs at this point, the trend 
is certainly positive. (chart) 

Leading indicators continue to gain 
strength, pointing to stronger growth in 
the future.  This growth is expected to 
translate into job gains by early 2010, but 
the unemployment rate will likely remain 

U.S. Economy Moving from Recession to Recovery  
The foreclosure crisis continues to weigh on growth, but the economy should start 
creating jobs during the first half of the year. 

The late British economist Arthur 
Pigou once said: “The error of optimism 
dies in the crisis, but in dying it gives birth 
to an era of pessimism.  This new era is 
born not an infant, but a giant.” 

After suffering 
through the last 
(lost) decade, it is 
easy to under-
stand why many 
investors remain 
pessimistic about the stock market, even 
after its nearly 60% rally off the lows of 
last March.  Ten years ago, the S&P 500 
traded around 1,400.  Today, the widely-
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Special points of in-

terest: 

Briefly highlight your point of in teres t here. 

Br iefly highlight your point of in teres t here. 

Br iefly highlight your point of in teres t here. 

Br iefly highlight your point of in teres t here. 

Key Data Points: 

 Job losses during this re-
cession will approach 8 
million.  Job gains are ex-
pected to resume early this 
year. 

   Leading indicators, in-
cluding the stock market, 
point to continued growth. 
Double-dip recession 
unlikely. 

   Stock market climbs 60% 
off early March lows.   

 Foreclosure crisis contin-
ues with roughly 1 in 5 
homeowners underwater. 

  Homes most affordable 
since 1971. 

COLORADO CAPITAL MANAGEMENT provides investment management and financial planning 
to high net worth individuals and their families.  We develop prudent and thoughtful financial 
strategies designed to both limit risk and meet specific long-term goals.   
 
While the core of  our business is portfolio management, we also advise clients on a wide range 
of  financial matters such as planning for retirement, reviewing insurance coverage, and utilizing 
techniques to reduce income and estate taxes.   
 
We provide all of  these services for a flat annual fee equal to 1%, or less, of  the assets under 
management.  This “fee-only” approach enables us to avoid the serious conflicts of  interest 
that plague other financial firms that sell products and charge commissions.   
 
To learn more about how Colorado Capital Management can help you achieve your long-term 
financial goals, please visit www.ColoradoCap.com or call 303.444.9300. 

Real GDP is expected to weaken from its annualized pace of more 
than 3% during the second half of 2009 to closer to 2% during the first 
half of 2010. This growth will be fast enough to end net job losses by 
early in 2010; however, this rate of growth will not be enough to keep 
unemployment from rising, at least not right away.  The jobless rate is 
expected to peak near 10.6% in the third quarter of 2010. 

The Federal Reserve and fiscal policymakers are likely to provide just 
enough additional support to ensure that the recovery does not back-
track into recession early in the year and becomes self-sustaining by this 
time next year.  Real GDP is expected to accelerate to 2.5% during the 
second half of 2010. 

Even stronger growth of almost 4% is expected in 2011.  By the end 
of 2011, the unemployment rate is expected to have fallen to around 
9%. 

There are some obvious reasons to be cautious about the economy's 
prospects longer run.  Most notably, it will be years before the more 
than 8 million jobs lost in the past two years are regained and the econ-
omy returns to full employment.  However, the economy is performing 
measurably better today than it did a year ago, and it should be doing 
better still a year from now.  

(Continued from page 2) 

followed stock index is nearly 20% below 
that level.  During the decade that just 
ended, the S&P 500 had an average annual 
return, including dividends, of –1%. 

The last decade began with the eupho-
ria surrounding the dot-com boom and the 
“new” economy.  The opposite bookend 
to the decade was the financial crisis and 
Great Recession that led to the worst bear 
market in stocks since the 1930s.   

Will this next decade be better?  There 
are never any guarantees, but chances are 
high that market returns over the next ten 
years will be well above the negative re-

 

(Continued on page 3, Investing...) 

Hank Nicholson writes the Quarterly Market Update.  He is a 
principal and portfolio manager for Colorado Capital 
Management and is a CERTIFIED FINANCIAL PLANNER . 

During the last decade, the 

S&P 500 had an average 

annual return, including 

dividends, of –1%. 
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