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We have much to be grateful for even though we continue to live through an anxious investing environment.  I hope 
that my remarks will provide some perspective to help make the coming holiday season more enjoyable.  Certainly 
we need to be mindful of the difficult challenges stressed in today’s headlines, but we should not let attention-
getting headlines overstate economic problems, nor should we let capital market volatility obscure the opportunity 
for attractive returns over time. 

In today’s headlines, we see messages that tell us that: Europe lacks meaningful growth and has too much debt; we 
have a dysfunctional federal government; unemployment is too high; and there is dissatisfaction with the uneven 
distribution of reward in our economic system.  We are also told China is slowing and may not achieve a soft 
landing. 

But, these headlines do not provide the American context.  Unlike Europe, we have one government and a single 
currency.  Also, 90% of Americans have jobs and 90% are current on their credit cards1.  The vast majority of us 
take on debt we can afford, live within our means and work hard to sustain ourselves and our families.  Our 
economy is growing at more than 2.0% and remains the most innovative in the world, as illustrated by companies 
like Apple. Lastly, on a global basis, we are living in the most robust period of wealth creation and poverty 
elimination in history2.  It is in this context most of us go about our daily lives. 

All modern economies seek economic growth.  Economic growth means the increased production of goods and 
services.  Increased production leads to greater profitability.  Greater profitability leads to more jobs, higher 
incomes, more investment in plant and equipment, and increased returns to investors. 

In every economic environment there are pluses and minuses, said differently, economic headwinds and tailwinds.  
You may wonder – What are the headwinds currently holding back economic growth? What are the tailwinds which 
can spot economic growth?  What do they mean for us as investors? First, let’s look at the headwinds: 

■ Leverage or debt.  U.S. consumers and the U.S. federal, state and local governments have too much debt.  
Consumers and state and local governments are cutting spending to reduce debt.  That means less demand and 
slower economic growth.  The federal government, as we all know is still spending.  To support its spending, it 
is keeping interest rates low.  That means lower returns to savers and less demand.  And, with headline inflation 
of more than 3%, that means less real purchasing power for many savers. 

■ Next, entitlements.  Both in Europe and the U.S., unrealistic and unfunded entitlement promises must and will 
be addressed through either restructuring the entitlement promises or increased taxes, or a combination of both.  
Either way, spending will be reduced, creating a drag on economic growth.   

■ What about housing?  The U.S. housing market is in a depression.  This has limited and will continue to limit 
the U.S. recovery while sapping consumer confidence.  However, sporadic indicators of stability and growth 
have recently appeared.  Pending home sales were up 10.4% in October3.  And, longer term, U.S. demographics 
show a growing population which means a continued increase in household formation, thereby creating demand 
for the current excess supply. 

■ U.S. unemployment.  Today, unemployment is at 8.6% and it will not likely move back down to the 5 or 6% 
we experienced in recent decades4.  The problem is structural, not cyclical.  Our workforce needs to be retrained 
for the 21st century.  When a large part of the population is unemployed and is ill-prepared to be productive in 
our 21st century economy, it is a drag on economic growth. 

■ Confidence.  Charts for consumer, CEO and small business confidence have all been trending in the wrong 
direction.  If they lack conviction in the predictability of their personal or business income, consumers and 
businesses hold back on spending and investment.  And, because investors don’t like uncertainty and volatility 
the average price, in terms of P/E multiples, the S&P 500 has moved down from 15 to 115.  For many investors, 
declining multiples make publicly traded securities less attractive. 
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These headwinds will not dissipate in months, or even in a few years.  They will need to be addressed through a mix 
of social and political consensus on long-term solutions implemented over a significantly longer period.  This 
consensus will be pushed forward by the reality of markets - markets for labor, housing and government debt.   

Of course, getting consensus and decisions made and implemented will be the hard part.  In 2011, we have 
witnessed the repeated inability of the Federal government to act on meaningful solutions.  In reaction to this 
inaction, markets have moved to extremes.  When markets move to extremes because of headwinds, asset managers 
like Brinker Capital equipped with expertise in asset valuation, can create value for investors.   

Brinker Capital also creates value by taking advantage of tailwinds.  What are the tailwinds in the current 
environment that create opportunities for returns which will preserve and create purchasing power? 

Lets’ take a look. 
■ Improved focus by policymakers on solutions can be a tailwind.  While European sovereign debt and bank 

issues have not been resolved, the bond vigilantes are holding European policymakers accountable and making 
them focus.  European leaders continue to discuss agreements to establish fiscal accountability.  World central 
banks are providing liquidity to the global banking system.  In the U.S., everyone knows the solution lies in 
significant reform of entitlements and the tax code.  The 2012 elections will force policymakers to focus on the 
solutions.  Further, the U.S. has significant flexibility and resources to address its debt challenges.  The 2012 
elections will force policymakers to focus on the solutions.  Action cannot be indefinitely postponed.  

■ The U.S. economy, while challenged, is growing. 

■ James Bullard, head of the St. Louis Fed, forecasts Q4 GDP at +2.0-2.5% and 1H 2012 U.S. GDP at +3.0%6.  
Other credible U.S. economic forecasters see Q4 GDP growth of at least +3% and positive economic growth 
into 20127.   

■ Warren Buffet’s Berkshire Hathaway, a proxy for the U.S. economy, reports that all but three of his 70 portfolio 
companies are achieving very attractive profit growth8. 

■ Inventories remain tight; therefore a pick-up in demand will increase growth and profits. 

■ Retail sales in the U.S. were up 0.5% in October, after a 0.1% increase in September9.  Retailers report very 
strong early holiday sales growth.  The consumer is showing some resiliency. 

■ U.S. policymakers want to get re-elected and they are likely to continue temporary stimulus measures such as 
the payroll tax cut and, perhaps, extended unemployment benefits.  These measures sustain spending. 

■ Business investment is picking up in Q4 to take advantage of tax incentives which expire at year-end.  

■ Debt levels at the consumer and corporate level are much more manageable than they were back in 2007-2008.   

■ And, further, more than $2 trillion in cash is held by U.S. multinationals, with about $1 trillion held in overseas 
corporate accounts.  Re-election focused U.S. policymakers could pass profit repatriation legislation which 
could bring a substantial portion of this money back to the U.S., and, in turn be reinvested in the U.S., thereby 
sparring economic growth in 2012. 

■ Lastly, while not a reason for exuberance, recent employment data is encouraging. 

Given these economic pluses and minuses, what’s an investor to do?  What is the best approach for managing your 
assets to maintain and build your purchasing power? 

We believe Brinker Capital offers an approach that can help.  Brinker Capital’s investment philosophy seeks to 
achieve its objective of maintaining and building purchasing power for investors by designing and executing 
investment strategies founded on the allocation of client assets to six different asset classes.  By shifting the mix of 
client assets between more risky asset classes like domestic equity, international equity, real assets and listed private 
equity, and, less risky assets classes like bonds and absolute return, Brinker Capital first sets a portfolio’s overall 
risk-return characteristics.  This asset allocation approach is a sophisticated 60/40 portfolio for the 21st century. 

Once the portfolio’s overall risk-return characteristics are set,, the allocation is executed by diversifying portfolio 
assets to more than 40 specific investment strategies within and across the six asset classes. 

I call this sophisticated diversification.  And, it works.  Success begins with the individual investor.  Based on the 
individual investor’s answers to questions posed by his or her advisor, the investor’s risk tolerance is determined.  
And, through this consultative process, the financial or lifestyle goals you want your investment portfolio to achieve 
are identified.  Together, with advisors, Brinker Capital designs the investment experience investors seek. 
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If the current volatile environment created by the headwinds is uncomfortable for you, Brinker Capital has designed 
and is executing investment strategies that reduce the volatility of your portfolio, such as Destinations Defensive and 
Destinations Conservative Government Focused.  Both have delivered positive returns year-to-date.  Investors with 
larger portfolios managed through Brinker Capital’s Core Asset Manager Program or separate account program have 
similarly posted positive year-to-date returns by over-weighting conservative fixed income sub-asset classes. 

But volatility is not the only investment risk which must be managed by investors.  Inflation risk must also be 
addressed by other investment solutions.  Everyone knows that savings accounts, CDs and government bonds pay 
little in interest today.  These investments currently result in lost purchasing power because headline inflation is 
+3.6% for the 12-month period ending October 3110.  Investor portfolios need to include solutions which manage 
inflation risk.  Brinker Capital’s Destinations portfolios are more heavily weighted to risky asset classes like 
domestic and international equities, including emerging markets, and which emphasize corporate bonds, for 
example, produce greater returns than investment strategies which emphasize allocations to more conservative fixed 
income asset classes. 

As always, investors should select the solution with which they are most comfortable.  The mistake that many 
investors make is to abandon their investment strategy at a time of extreme market fear or greed, thereby hurting 
their ability to reach their long-term goals. My suggestion is that investors should consult with their advisor to 
identify solutions that provide adequate current cash flow and safety of principal for a three-year period as well as 
solutions which will compound a significant portion of their portfolio at rates greater than inflation over time and 
thereby preserve and grow purchasing power. 

The current headlines should not distract us from focusing on these two important personal goals. 

As we look ahead to and take time to enjoy the coming holiday season with family and friends, I believe it is 
important to keep in mind that America has great economic strengths and sensible citizen proposals which can be 
the source of public solutions to America’s economic problems.  A number of these strengths and solutions were 
recently shared in print and on television by Fareed Zakaria, Time Magazine’s editor-at-large and one of America’s 
foremost public intellectuals.   

Let’s take a look at what’s right in America. 
■ The U.S. has the most dynamic economy in the world.  Its economy is not, as Germany’s is, made up of 

companies producing the products of the second industrial revolution.  Rather, the U.S. dominates the successor 
post-industrial information economy and the industries of the future, from biotechnology to nanotechnology. 

■ The best research centers, universities and companies remain in America. 

■ The U.S. has the most dynamic society in the developed world.  It is young, vibrant and active. 

■ The U.S. has just gone through a big real estate bust.  But, not as bad as Japan’s in the 1990’s.  Housing prices 
went down by 35% in the U.S. compared to a decline of 85% in Japan. 

■ Europe’s economic problems are much more difficult than ours.  Countries like Greece and Italy don’t produce 
competitive products and don’t control their own currencies like we do.  And, we are the world’s reserve 
currency.  Moreover, unlike Europe, the U.S. government’s borrowing costs are dropping. 

■ There are stirrings in addressing our political dysfunction at state and local levels.  Governors such as Andrew 
Cuomo of New York, Chris Christie of New Jersey and Jerry Brown of California are tackling deep, entrenched 
problems like public pension benefits.  And, in California, a bipartisan group of prominent citizens has formed 
the “Think Long” committee which will post ballot initiatives to restructure California’s failed system of 
governance. 

■ Sensible solutions to U.S. structural governance problems are being developed elsewhere.  Simpson-Bowles at 
the federal level is the most prominent. 

Mr. Zakaria’s also discusses that while the U.S. has problems, unlike many other developed countries, it has 
solutions.  And, since the political class isn’t coming up with solutions, our republic’s citizens are proposing good 
ones11. 

We should each let our congressmen know to get with it! 

As the holidays approach, we have much to be thankful for.  Our economy has significant strengths and our republic 
has citizens who care.  We each have our families and friends.  And, in our individual prosperity, we should be 
mindful of the needs of others. 
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This year Brinker Capital will be making donations to Teach for America, The ALS Foundation and the Wounded 
Warriors Program. 

Best wishes to you and your family for happiness and good health this Holiday Season and throughout the coming 
New Year. 

Happy Holidays everyone! 

Best wishes for a successful year. 
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This commentary is intended to provide opinions and analysis of the market and economy, but is not intended to 
provide personalized investment advice. Statements referring to future actions or events, such as the future financial 
performance of certain asset classes, market segments, economic trends, or the market as a whole are based on the 
current expectations and projections about future events provided by various sources, including Brinker Capital’s 
Investment Management Group. These statements are not guarantees of future performance, and actual events may 
differ materially from those discussed. Diversification does not ensure a profit or protect against a loss in a 
declining market, including possible loss of principal. This commentary includes information obtained from third-
party sources. Brinker Capital believes those sources to be accurate and reliable; however, we are not responsible 
for errors by third party sources on which we reasonably rely. 
 

 

 

 

 

 

 


