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The story of the U.S. equity market in 2010 was several tales woven together.  A 
January freeze was followed by a spring thaw as the S&P 500 hit a post-recession high 
in April, and longer-term Treasury yields crept upward.  Then, the summertime blues 
came early with the May “flash crash” and renewed fiscal troubles in Europe weighing 
on equities throughout the middle of the year.  The equity market did not regain solid 
footing until late August when the Federal Reserve signaled that another round of 
quantitative easing would materialize before year-end.  Since then, we have seen 
domestic stocks climb steadily northward to post a roughly 15% year-to-date gain.   

Our investment view throughout the year could be summed up as a combination of 
“The economy is not the market,” and “Don’t fight the Fed.”  Despite the ups and 
downs, as long as the government was supporting the markets – both through words 
and actions – we were not about to take the short side of that bet.  This stance proved 
beneficial for our portfolios.  Below we look back at the major trends in the markets 
during 2010, and how we invested to reap the rewards for our clients. 

Greek Tragedy 

As 2010 began, one of the major themes unfolding was the fiscal upheaval in Europe.  
Greece was on the precipice of disaster with deficits at multiples of the limits allowed 
by European Union criteria, and they were not alone.  Ireland, Portugal and Spain 
were considered dominos in line to fall.  At MMA, we were fairly certain that a member 
of the European Union would not be allowed to “fail”; however, we also believed that 
the euro would pay the price for the fiscal burdens of these countries.  Although the 
U.S. has its own debt mountain to conquer, investing is a relative game and we 
believed that the dollar would emerge as the safe haven alternative.  In early 
February, we began to position the Opportunistic portion of our portfolios to take 
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advantage of this crisis.  We sold our 
previous Opportunistic holdings in Brazil, 
China and India – countries which had 
risen 128%, 62% and 103% in 2009, 
respectively.  We then purchased an 
ETF tracking the movements of the U.S. 
dollar – PowerShares DB U.S. Dollar 
Bullish ETF (UUP).  The period over which 
we held UUP is shown by the green box 
in the graph at left.  We closed out this 
Opportunistic holding with a nearly 5% 
gain over 3 months.  

We also believed that the fiscal situation 
in Europe would increase the perception 
of global risk, which in turn could cause 
a spike in the VIX volatility index.  
Accordingly, we bought an Exchange 
Traded Note tracking the VIX volatility 
index – the iPath S&P 500 VIX Mid-Term 
Futures ETN (VXZ).  Although the increase 
in volatility did not materialize 
immediately, after the “flash crash” in 
early May volatility spiked, and we were 
able to close out this position for about a 
9% gain over 3 months.   

Clipping Coupons 

The mixture of an uncertain economic recovery and rock-bottom interest rates was 
the recipe for dividend paying equities to shine in 2010.  Yields on bonds remained 

near historical lows due to subdued 
growth expectations, few signs of 
inflation and the Fed’s zero interest 
rate policy.  Meanwhile, many 
investors were wary of jumping head 
first into the stock market with the 
consumer economy still on shaky 
ground, but the opportunity cost of 
remaining in cash and bonds was 
extraordinarily high.  In order to 
compensate for some of the risk 
associated with equities, investors 
sought out high dividend paying 
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investments.  This was a way to stay invested and potentially reap some gains, yet 
have a cushion against capital depreciation.  Furthermore, cash-rich companies had 
the balance sheet leeway to pay out these dividends with corporate profits growing 
steadily every quarter.   

We also seized the opportunity to own dividend paying equities in our portfolios.  After 
selling our VIX and U.S. Dollar positions (VXZ and UUP) in May, we looked to capture 
more income for our clients as well as protect against weakness in the equity market.  
We bought two U.S. equity sector ETFs that were both defensively positioned (counter-
cyclical) and offered high dividend yields:  the Spider Select Sector Consumer Staples 
(XLP) and Utilities (XLU) ETFs.  These ETFs yielded 4.2% and 2.6%, respectively, at time of 
purchase – significantly more than the broad S&P 500 index which was yielding only 
1.8%.  We recently sold these positions for gains of roughly 7% (XLP) and 6% (XLU).  We 
replaced these holdings with two ETFs we believe will benefit from the bullish 
macro/commodity trends unfolding in the markets – MOO (Market Vectors 
Agribusiness ETF) and EWC (iShares MSCI Canada ETF). 

All That Glitters 

Speaking of commodities, gold turned 
in yet another stellar year of 
performance.  The metal has risen 
over 27% this year, closely matching 
last year’s gain.  Traditionally an 
inflation hedge, in this environment of 
ballooning deficits gold has become 
an alternative currency of sorts – a 
haven for those fearing devaluation of 
the dollar and euro.  While we 
continue to own a small position in our 
portfolios, we hesitate to let our gold 
position grow too large.  We believe in the “gold as alternative currency” theme, 
however, it is a difficult asset to properly value.  Unlike owning shares of a company 
(equities) or a revenue stream from loaning money to a government or corporation 
(bonds), gold has no intrinsic value and is worth only what the next buyer is willing to 
pay – sometimes known as the “greater fool” theory of investing.  The metal could 
have further upside in 2011, especially with fiscal concerns in Europe and the U.S. still 
on the front burner.  From today’s price of over $1400/ounce, gold would still have to 
appreciate another 63% to reach the all-time, inflation-adjusted high of $2287 hit in 
1980.  While this is a possibility, we believe that a reversal could come fast and furious 
when it finally arrives and would view any significant pull back as a sign of danger.   
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Returns are in the Currency of the (Be)Holder 

Currency movements have been a major player in many investment themes of the 
year, and we expect this trend will continue.  For the Fed, the dollar has become the 
“stimulus of last resort” as policy rates languish near zero.  When the latest round of 
quantitative easing was announced in August, the U.S. dollar began to weaken as 
investors priced in the coming liquidity boost.  We wrote about the pros and cons of 
this policy last month in “Consumption Junction, We Need it to Function.”  Although a 
weaker dollar is good for our export economy, it could damage the consumer in terms 
of inflation, particularly in the commodity space.  A weaker dollar translates into higher 
oil prices globally, and higher gasoline prices locally, among other goods.  Europeans 
experienced this in 2010.  As Europe’s debt woes took a toll on its currency, the price 
of goods rose more quickly in euros than in dollars.  This was not good news for 
European consumers buying oil.  The price of crude has risen about 13% in dollar terms, 
but more than 22% when converted to euros.  On the other hand, a weaker currency 
was good news for European investors; for example, gold gained 38% in euros versus 
“only” 27% in dollars.   

As global investors, we must also 
watch currency movements to 
gauge market perception in 
various regions.  In the U.S. we 
consider the year-to-date 15% 
gain in the S&P 500 to be a pretty 
good year.  The same investment 
reaped very different rewards, 
however, depending on home 
currency.  An investor repatriating 
this year’s gains back into yen 
would earn only a 1.1% return since the Japanese currency has risen over 14% against 
the dollar.  A euro based investor benefitted from the currency’s slide to the tune of a 
25% gain in an investment in the S&P 500.  These investors’ perceptions of U.S. equity 
performance in 2010 might be quite different.   

The Year Ahead 

The year 2010 turned out to be much better for the markets than many had hoped a 
year ago.  We would characterize our view throughout the year as “cautiously 
optimistic,” and at this point we anticipate the same for the year ahead.  As always, 
however, there are potential speed bumps ahead.  We do not underestimate the 
positive impact that a government safety net has had for the past several years.  We 
will continue to look for signs that this influence is fading, which could introduce more 
uncertainty into the markets.  We may be nearing the turning point when further 
quantitative easing becomes more of a weight than a life raft.  Fiscal problems and 
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the stimulus vs. austerity tug of war will remain front and center, particularly in Europe, 
but also potentially in the U.S. as the new Congress takes office.   

Perhaps the issue most important to our client base, though, is the health of the 
municipal debt market.  Yields have backed up significantly in the past six weeks.  A 
surge in issuance before the end of the Build America Bond program flooded the 
market with new bonds, a general increase in rates on the back of rising Treasury 
yields, and end of year portfolio window dressing (selling) have all contributed to 
higher yields.  Without a doubt, states and municipalities face severe budget crises.  
We are firm in our beliefs, however, that most of these governments will do whatever it 
takes to continue servicing their debts.  The punishment of being locked out of the 
debt financing markets in the future is far too great to risk.  We have carefully selected 
our clients’ individual municipal bonds for high credit quality and lower-than-index 
duration, and thus our individual portfolios have outperformed the broader muni 
indices.  These bonds remain an important source of income and diversification for our 
clients.  

We thank you for another year of your time, trust and attention.  We hope that you 
and your family have had a very happy holiday season, and we wish you continued 
success in the New Year!  

 

December 30, 2010 
 
 
 
 
Katherine Krantz    Brock E. Moseley 
Chief Economic Strategist   Chief Investment Officer 
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Disclosures 
The views of Miracle Mile Advisors, LLC (“MMA”) may change depending on market conditions, the assets 
presented to us, and your objectives. This research is based on market conditions as of the printing date. The 
materials contained above are solely informational, based upon publicly available information believed to be 
reliable, and may change without notice. MMA makes every effort to use reliable, comprehensive information, 
but we make no representation that it is accurate or complete.  We have no obligation to tell you when 
opinions or information in this report change.   
MMA shall not in any way be liable for claims relating to these materials, and makes no express or implied 
representations or warranties as to their accuracy or completeness or for statements or errors contained in, or 
omissions from, them.  
This report does not provide individually tailored investment advice.  It has been prepared without regard to 
the individual financial circumstances and objectives of persons who receive it.  The securities discussed in this 
report may not be suitable for all investors. MMA recommends that investors independently evaluate particular 
investments and strategies, and encourages investors to seek the advice of a financial adviser.  The 
appropriateness of a particular investment or strategy will depend on an investor’s individual circumstances 
and objectives. 
This report is not an offer to buy or sell any security or to participate in any trading strategy.  In addition to any 
holdings that may be disclosed above, owners of MMA may have investments in securities or derivatives of 
securities mentioned in this report, and may trade them in ways different from those discussed in this report.   
The value of and income from your investments may vary because of changes in interest rates or foreign 
exchange rates, securities prices or market indexes, operational or financial conditions of companies or other 
factors.  There may be time limitations on the exercise of options or other rights in your securities transactions.  
Third-party data providers make no warranties or representations of any kind relating to the accuracy, 
completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind 
relating to such data.  
The information and analyses contained herein are not intended as tax, legal or investment advice and may 
not be suitable for your specific circumstances; accordingly, you should consult your own tax, legal, 
investment or other advisors, at both the outset of any transaction and on an ongoing basis, to determine such 
suitability. Legal, accounting and tax restrictions, transaction costs and changes to any assumptions may 
significantly affect the economics of any transaction. MMA does not render advice on tax and tax accounting 
matters to clients. This material was not intended or written to be used, and it cannot be used by any taxpayer, 
for the purpose of avoiding penalties that may be imposed on the taxpayer under U.S. federal tax laws.  
The projections or other information shown in the report regarding the likelihood of various investment 
outcomes are hypothetical in nature, do not reflect actual investment results and are not guarantees of future 
results. 
Other Important Disclosures 
Physical precious metals are non-regulated products. Precious metals are speculative investments and, as 
such, their value can be subject to declining market conditions. 
Real estate investments are subject to special risks, including interest rate and property value fluctuations as 
well as risks related to general and local economic conditions. 
Foreign/Emerging Markets:  Foreign investing involves certain risks, such as currency fluctuations and controls, 
restrictions on foreign investments, less governmental supervision and regulation, and the potential for political 
instability.  In addition, the securities markets of many of the emerging markets are substantially smaller, less 
developed, less liquid and more volatile than the securities of the U.S. and other more developed countries.  
This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of 
MMA.  
Additional information on recommended securities is available on request. 
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