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Quote:  “Experience should 
teach us to be most on our 
guard to protect liberty when the 
government’s purposes are 
beneficial.” 
Justice Louis Brandeis, Olmstead v. 
United States, 277 U.S. 479 (1928) 
 

 
G-20 Summit:  The G-20 summit 
has come and gone from 
Pittsburgh. The summit was a 
focus of local attention most of 
the summer and many concerns 
arose about security given past 
protest-related damage that has 
occurred in other cities such as 
Seattle, Washington. Gratefully, 
Pittsburgh escaped with modest 
protest-related damage and we 
received plenty of kudos for our 
City’s hospitality and wonderful 
vistas.  
 
It is amazing that visitors 
apparently expected Pittsburgh 
to be a dirty, sooty, rust-belt city. 
Visitors were surprised to find a 
clean, bright city that is a locus 
of technology, health care, and 
manufacturing innovation. We 
think our home stands as an 
example for many to emulate 
and are proud to have hosted 
this important event. 
 
 

Select Year-To-Date Market, 
Commodity, and Currency 
Data as of 9/30/2009:  

Dow Jones Industrial 
Average (a) 

+ 10.7% 

S&P 500 (a) + 17.0% 
NASDAQ Composite (a)  
 

+ 34.6% 

MSCI EAFE (a) + 25.5% 

Crude Oil, $ per barrel $70.61 

Natural Gas, $/MMBtu $4.84 

Gold, $ per troy oz. $1008.00 

Dollar per Euro $1.46 

Dollar per Yen $0.0111 

10-yr US Treasury yield: 3.31% 
Source: Wall Street Journal, 10-1-09 
(a) - excludes dividends 

Markets & The Economy:  Equity market indices advanced through 2009’s third 
quarter posting healthy year-to-date gains. The S&P 500’s 9-30-09 close of 1,057 is a 
56% gain since 3-9-09 when it closed at 677. Despite these gains, the Dow Industrial 
Average’s 9-30-09 close of 9,712 remains about 31% below its 10-9-07 close of 14,165; 
clearly we have not recovered all of this bear market’s declines. Nevertheless, market 
advances from March thru September 2009 were strong; one who sat totally in cash over 
this time period potentially missed some healthy market gains. (Source: Reuters) 
 
Last month the Dollar weakened against the Euro and commodity prices rose as gold 
closed the quarter above $1,000 while natural gas prices jumped 62% on predictions of a 
cold North East winter. Oil prices traded in the high $60’s before closing at $70.61 on the 
heels of a number of major new oil discoveries that have been announced over the past 
few months. We believe these finds are likely the fruits of significant industry exploration 
that has occurred over the past few years which was fueled by higher oil prices. 
 
The economy threw off mixed signals in September as the Empire State Manufacturing 
Survey increased but the ISM PMI Manufacturing index contracted modestly to 52.6%. 
The Commerce Department reported on 9-15-09 that August retail sales ex-autos 
increased 1.1%; on 9-30-09 Commerce also revised 2nd quarter GDP upward from -1% to 
-0.7%. The National Association of Realtors reported on 9-24-09 that August ’09 existing 
home sales declined from July ’09 but were 3.4% above August ’08 levels. However, they 
also reported that pending home sales have increased for seven consecutive months, the 
longest unbroken string of pending sales increases since this metric has been tracked. 
Unemployment, which historically often peaks late in a recession, remained a focal point 
at month-end. The Bureau of Labor Statistics reported on 10-2-09 that the US shed 
263,000 non-farm jobs in September, pushing the unemployment rate up to 9.8%. While 
losses like these are still high, the losses in September are far less than the 600,000 to 
700,000 jobs lost monthly in the first quarter of this year.  
 
Skepticism about the sustainability of the market’s 2nd & 3rd quarter advances abounded 
at month-end. We understand the concerns given corporate earnings declines, high 
unemployment, rising budget deficits, and the Federal Reserve’s growing asset base. 
However, the equity market sell-off that drove stocks down to their March 2009 nadir 
potentially created, in our view, what may have been a rare and uncommon window of 
investment opportunity. Per-share valuations of many companies were driven down to 
single-digit PE’s, implying somehow that corporate earnings would broadly struggle to 
grow for an extended period of time. We do not think this will be the case because of the 
steps that many companies have undertaken to cut costs and improve efficiencies 
throughout this recession. Historically, actions like these have helped to position 
companies for renewed earnings growth once an economic recovery gets underway. 
 
Unsurprisingly to us, one outcome of this downturn is a renewed cynicism about common 
stock investing. We do not subscribe to the notion though that equity investing and free 
markets are now passé. To keep things in perspective, consider the gains in the Dow 
Industrial Average over the past 30 years; the Dow closed on 9/30/79 at 879 and at 9,712 
on 9/30/09 (source: Reuters); this calculates to be a compound annual growth rate 
(CAGR) of 8.3%. In times like these, it may be easy to lose this kind of context. Some of 
this cynicism appears to be rooted in recent investor experience coupled with concerns 
about the size and cost of our Federal government. The intelligent investor is right to 
consider the impact of debt & deficits on future corporate earnings growth but while we 
judge these to be valid concerns, we are not yet totally convinced that epic deficits & 
spending are foregone and irreversible outcomes.   
 



Life Expectancy:  The US 
Centers for Disease Control and 
Prevention reported on 8-19-09 
that US life expectancy has risen 
to a new high of nearly 78 years.  
This data simply reaffirms to us 
that a recession & bear market is 
not a reason to ignore long term 
investing and planning. Indeed, 
we continue to live longer lives 
and we believe people should 
still studiously plan & invest to 
help fund their senior years.  
 
The Dow Jones Industrial Average is a 
price-weighted index of the 30 “blue-
chip” stocks and serves as a measure of 
the US market, covering such diverse 
industries as financial services, 
technology, retail, entertainment, and 
consumer goods. The S&P 500 is an 
unmanaged, market value-weighted 
index of 500 stocks generally 
representative of the broad stock 
market. The NASDAQ Composite 
Index is a market-value-weighted index 
of all common stocks listed on 
NASDAQ. The MSCI EAFE® Index 
(Europe, Australasia, Far East) is a free 
float-adjusted market capitalization 
index that is designed to measure 
developed market equity performance, 
excluding the US & Canada. As of May 
2005 the MSCI EAFE Index consisted 
of the following 21 developed market 
country indices: Australia, Austria, 
Belgium, Denmark, Finland, France, 
Germany, Greece, Hong Kong, Ireland, 
Italy, Japan, the Netherlands, New 
Zealand, Norway, Portugal, Singapore, 
Spain, Sweden, Switzerland and the 
United Kingdom.  An investment cannot 
be made directly in a market index. 
 
International investing may not be 
suitable for every investor.  There may 
be additional risk associated with 
international investing involving 
foreign, economic, political, monetary 
and/or legal factors. 
 
Morgan Stanley Smith Barney LLC and 
its affiliates do not provide tax or legal 
advice. To the extent that this material 
or any attachment concerns tax matters, 
it is not intended to be used and cannot 
be used by a taxpayer for the purpose of 
avoiding penalties that may be imposed 
by law.   Any such taxpayer should seek 
advice based on the taxpayer's particular 
circumstances from an independent tax 
advisor.   
 
The information set forth was obtained 
from sources believed to be reliable, but 
we do not guarantee its accuracy or 
completeness.  Past performance is no 
guarantee of future results.  

A New Focus On Private Sector Growth?  While Washington appears to be 
embracing government expansion as a course of economic policy, Europe appears to be 
taking an opposite path. Economically conservative candidates continue to win EU 
elections with the latest being Angela Merkel’s victory in Germany on 9-27-09 
underpinned by an economically conservative coalition reportedly committed to cutting 
taxes and government spending. In the long run, America will have to compete with EU 
nations that embrace lower tax & free market principles that may more readily attract 
human & financial capital.  
 
In the US, a bipartisan commission (www.cotece.ga.gov) formed to help California 
address its fiscal woes recently recommended a 29% reduction in the top income tax rate, 
reducing the number of tax brackets from seven to three, eliminating corporate income & 
personal sales taxes, and implementing a business net receipts tax at rate below the 
current sales tax. A Wall Street Journal interview of Indiana governor Mitch Daniels on 9-
26-09 discusses how Indiana turned a $700 million deficit in 2004 into today’s $1 billion 
surplus. He credits the reversal to spending less than they took in and focusing on a 
strategy of seeking to raise the net disposable income of Hoosiers. This is a notable 
achievement for a state that has a broad exposure to the auto and other heavy industries. 
 
We judge developments like these to be healthy and relevant for investors. Very simply, 
they appear to properly focus upon private sector growth and wealth creation. 
 
Potential Challenges & Strategies : Challenges still abound as bank loan losses 
and loss provisioning will likely continue for a time. Commercial real estate remains a 
focal point too; the Wall Street Journal reported on 10/7/09 that the Federal Reserve is 
concerned that banks “are slow” to recognize losses on commercial real estate loans. 
Additionally, economic pressures in Eastern Europe are also in focus as the Wall Street 
Journal reported on 10/8/09 that Latvia’s most recent government debt auction failed to 
attract many buyers. Challenges notwithstanding, we believe that investment 
opportunities exist and our focus remains on individual companies more than markets 
overall. In our view, trying to predict the short term direction and behavior of markets has 
virtually always been a fool’s errand.  
 
While finding attractively valued companies was much easier in March 2009, we still 
judged at quarter’s end that investment opportunities existed in several sectors including 
energy, technology, health care, and consumer staples. Moreover, we continue to solidify 
our view about the virtues of individual stock ownership as a foundation of portfolio 
construction. Lastly, continued dollar weakness will likely further sharpen our focus 
abroad for potential opportunities in global fixed income, shares of foreign companies, and 
in US companies that generate a significant portion of their sales & earnings outside of 
the United States.  
 
The Bakken Group at Morgan Stanley Smith Barney  
1603 Carmody Court, Suite 301 
Sewickley, PA 15143-8552Phone: 800-966-8274 
sandra.b.caruso@smithbarney.com 
keith.a.colonna@smithbarney.com 
http://fa.smithbarney.com/thebakkengroup   
 
October 8, 2009  MSSB #107176                                      Morgan Stanley Smith Barney LLC.  Member SIPC 
 
The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley 
Smith Barney or its affiliates.  All opinions are subject to change without notice.  Neither the information 
provided nor any opinion expressed constitutes a solicitation for the purchase or sale of any security.  Past 
performance is no guarantee of future results. 
 
Bonds are affected by a number of risks, including fluctuations in interest rates, credit risk and prepayment 
risk.  In general, as prevailing interest rates rise, fixed income securities prices will fall.  Bonds face credit risk 
if a decline in an issuer's credit rating, or creditworthiness, causes a bond's price to decline. High yield bonds 
are subject to additional risks such as increased risk of default and greater volatility because of the lower 
credit quality of the issues.  Finally, bonds can be subject to prepayment risk. When interest rates fall, an 
issuer may choose to borrow money at a lower interest rate, while paying off its previously issued bonds. As a 
consequence, underlying bonds will lose the interest payments from the investment and will be forced to 
reinvest in a market where prevailing interest rates are lower than when the initial investment was made. 

 


