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BEACON POINTE RESEARCH
Ride the Monorail and Stay Off the Rollercoaster
In the investment world, a seat on the monorail is preferable to an exciting but dangerous rollercoaster
ride. A smoother trip at a measured pace through gradually rising terrain produces much better results for
investors over the long term. Granted, the monorail may lag in very strong UP markets, but it also avoids
the big dips that wreak so much havoc on investors' psyches and portfolios. The prudent way to reach
one's final destination is through a well thought-out investment plan, a long-term perspective, proper
diversification, and diligent manager selection. Those investors striving to reach their goals with the least
amount of risk should, therefore, ride the monorail and stay off the rollercoaster.
Nothing compares to the adrenaline rush during the ascent of a rollercoaster to the top before it plummets
suddenly towards the earth. Near the peak, the view becomes spectacular and a pleasant euphoria settles
in. And then, on the fast and furious descent, one is unable to speak or think, grabbing the bars for dear
life and hoping to soon see the end. The experience is undoubtedly exhilarating and memorable.
However, this dramatic rise and fall often leaves one with a queasy stomach and a thinning wallet.
Political, economic, and market news continue to provide ample reason for frequent sentiment swings.
Consider the following chart from the American Association of Individual Investors. After hitting a
multi-year high earlier this month, bullish sentiment recently saw its largest weekly decline since January
of 2009. According to Bespoke Investment Group, these sudden shifts from one extreme to another "once
again highlight the 'drive by' mentality and lack of conviction that investors have in the current market
environment. When the headlines are positive, investors get bullish, but the slightest hint of any negative
news sends investors scurrying for cover."

Source: Bespoke Investment Group

This Thanksgiving week happens to offer mostly negative news on the menu. Investors' jitters du jour
include:


Insider Trading Hedge Fund Investigation
On November 22, FBI agents raided the offices of several Connecticut-based hedge fund managers as
part of an ongoing insider-trading investigation. Details are still emerging, but the scope of this
investigation is said to be larger than previous insider trading probes.

Page 1

BEACON POINTE RESEARCH


Ireland, Portugal, Spain
The health of peripheral European economies continues to be front-page news. The situation in
Ireland is being closely monitored - while a bailout of that country seems likely, investors are
concerned that it will not be enough to contain the debt crisis on the Continent.



The Korean Peninsula
On November 23, news broke out of North Korea's surprising and provocative attack on civilian
territory in South Korea. What followed was immediate retaliation from South Korea and a broad and
significant escalation of geo-political tension in the region.



Inflation Fears and Tightening in China
China has continued to move toward a tighter monetary policy in an effort to stem inflation and
prevent an overheating economy. The country's Central Bank raised reserve requirements for banks
just last week. In the meantime, rhetoric surrounding the possible appreciation or devaluation of
various currencies resumed at a recent G20 meetings without clear resolutions.



U.S. Economic Growth Slowdown
Third quarter U.S. GDP grew at 2.5 percent. While modest compared to prior recoveries, this pace is
higher than the 2.0% initially thought and the 1.7% pace seen in the second quarter. According to
Wells Fargo Economics Group, "the pattern of steady final sales, low inflation, and moderating profits
all suggest a sustainable expansion". The Index of Leading Economic Indicators (LEI), shown below,
remains in positive territory, indicating that the recovery still has legs.

Source: Wells Fargo Economics Group

If you chose to ride the rollercoaster, this barrage of news makes for a bumpy ride. On the other hand,
monorail passengers, while aware of the latest developments and risks, do not deviate from the route or
abandon their investment plans and strategies. Granted, the picture out the window is less than perfect.
But it rarely, if ever, is perfect. It wasn't so long ago that Greece and the Gulf Oil Spill took center stage.
In hindsight, while both problems were serious and one of them is still on-going, they did not derail the
global economic recovery or result in sustainable market losses. We remind ourselves that it is important
to keep things in perspective and avoid the emotional highs and lows of short-term market movements.
The concerns discussed above are worthy candidates for addition to the annual list of reasons not to invest
in the stock market, courtesy of Atalanta Sosnoff Capital. We shared this piece with clients last month,
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but it is probably worth including it in this issue of Beacon's Point as well. We will provide an update
after the end of the year, as we close the books on 2010 and look forward to 2011.

Source: Atalanta Sosnoff Capital

Please feel free to call Beacon Pointe at 949-718-1600 should you need additional information or have
any questions.
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