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Making Sense of the Market

The economic forecasts set forth in the presentation may not develop as predicted and there can be no guarantee that strategies promoted will be successful. 
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Making Sense of the Markets

 2011 Outlook: On Track
 Greece Fire: The European Debt Problem
 Recession, Rebound, Repeat?: U.S. Economy
 Pattern of Performance: Market Performance in Q4
 Most Favorable in 20 Years: The Long-Term Outlook 
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Neither bulls nor bears in 2011, LPL Financial 
Research expects the economy and the markets 
will be range-bound in 2011. Bound by economic 
and fiscal forces that will restrain growth, but not 
reverse it, we believe the markets will provide 
modest single-digit rates of return.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no guarantee that strategies promoted will be successful. 



3LPL Financial   Member FINRA/SIPC

LPL FINANCIAL RESEARCH

Greece Fire: 
Likelihood of Default and Impact is Very Different

Source:  LPL Financial, Bloomberg data  9/14/11
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Greece Fire: 
Greece in 2011 not Lehman Brothers in 2008

German Bank Exposure to Peripheral European Debt in Billions

Portugal Ireland

Greece

Source:  LPL Financial, Bank for International Settlements  9/14/11
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French Bank Exposure to Peripheral European Debt in Billions

Greece

Ireland

Portugal

Greece Fire: 
Greece in 2011 not Lehman Brothers in 2008

Source:  LPL Financial, Bank for International Settlements  9/14/11
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Eurobonds
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A Recession of Confidence

Source:  LPL Financial, Bloomberg data 9/14/11
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A Recession of Confidence
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Job Recovery Since Low in 2010 in line with Past Recoveries

Source:  LPL Financial, Bloomberg data 9/14/11
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A Recession of Confidence

Elevated Economic and Policy Uncertainty Evident In Fed Beige Book
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Source:  LPL Financial, Bloomberg data  9/14/11
The S&P 500 is an unmanaged index, which cannot be invested into directly. Past performance is no guarantee of future results.

A September to Remember

S&P 500 Tracking 2010 Pattern?

Turning Points?
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The Return of Panic: 
Individuals Selling US Stocks Like its 2008

Monthly Inflows/Outflows to Long-Term Domestic Equity Funds
S&P 500 (right scale)

Source:  LPL Financial, ICI  9/2/11
Investing in mutual funds involve risk, including possible loss of principal. Investments in specialized industry sectors have additional risks, which 
are outlined in the prospectus.
Investors should consider the investment objectives, risks, charges and expenses of the investment company carefully before 
investing. The prospectus contains this and other information about the investment company. You can obtain a prospectus from your 
financial representative. Read carefully before investing.
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Outlook May Be Brightening For Long-Term Investors

Source:  LPL Financial,  Thomson  Financial, Bloomberg  09/2/11
The S&P 500 is an unmanaged index, which cannot be invested into directly. Past performance is no guarantee of future 
results. The P/E ratio (price-to-earnings ratio) is a measure of the price paid for a share relative to the annual net income or
profit earned by the firm per share. It is a financial ratio used for valuation: a higher P/E ratio means that investors are paying 
more for each unit of net income, so the stock is more expensive compared to one with lower P/E ratio.
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Bonds May Offer Poor Returns to Investors

Source:  LPL Financial, Ibbotson Associates, Bloomberg  09/2/11
Government bonds and Treasury Bills are guaranteed by the U.S. government as to the timely payment of 
principal and interest and, if held to maturity, offer a fixed rate of return and fixed principal value.  However, the 
value of a fund shares is not guaranteed and will fluctuate.
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Important Disclosures

The opinions voiced in this material are for general information only and are not intended to provide or be construed as providing specific investment advice or 
recommendations for any individual. To determine which investments may be appropriate for you, consult your financial advisor prior to investing. All performance 
referenced is historical and is no guarantee of future results. All indices are unmanaged and cannot be invested into directly.

Stock investing may involve risk including loss of principal.

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and are subject to availability and change in price.

Government bonds and Treasury Bills are guaranteed by the U.S. government as to the timely payment of principal and interest and, if held to maturity, offer a fixed rate of 
return and fixed principal value.  However, the value of a fund shares is not guaranteed and will fluctuate.

Quantitative easing is a government monetary policy occasionally used to increase the money supply by buying government securities or other securities from the market. 
Quantitative easing increases the money supply by flooding financial institutions with capital in an effort to promote increased lending and liquidity.

Municipal bonds are subject to availability, price, and to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rate rise. Interest income 
may be subject to the alternative minimum tax. Federally tax-free but other state and local taxes may apply.

This information is not intended to be a substitute for specific individualized tax advice. We suggest that you discuss your specific tax issues with a qualified tax advisor.

International and emerging market investing involves special risks such as currency fluctuation and political instability and may not be suitable for all investors.

The fast price swings in commodities and currencies will result in significant volatility in an investor’s holdings.

Precious metal investing is subject to substantial fluctuation and potential for loss.

The Standard & Poor’s 500 Index is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic economy through changes in 
the aggregate market value of 500 stocks representing all major industries. 

This Barclays Aggregate Index represents securities that are SEC-registered, taxable, and dollar denominated. The index covers the U.S. investment-grade fixed-rate 
bond market, with index components for government and corporate securities, mortgage pass-through securities, and asset-backed securities.

Earnings per share (EPS) is the portion of a company's profit allocated to each outstanding share of common stock. EPS serves as an indicator of a company's 
profitability. Earnings per share is generally considered to be the single most important variable in determining a share's price. It is also a major component used to 
calculate the price-to-earnings valuation ratio. 
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Earnings per share (EPS) is the portion of a company's profit allocated to each outstanding share of common stock. EPS serves as an indicator of a company's 
profitability. Earnings per share is generally considered to be the single most important variable in determining a share's price. It is also a major component used to 
calculate the price-to-earnings valuation ratio. 

Quantitative Easing is a government monetary policy occasionally used to increase the money supply by buying government securities or other securities from the 
market. Quantitative easing increases the money supply by flooding financial institutions with capital in an effort to promote increased lending and liquidity. 

The P/E ratio (price-to-earnings ratio) is a measure of the price paid for a share relative to the annual net income or profit earned by the firm per share. It is a financial 
ratio used for valuation: a higher P/E ratio means that investors are paying more for each unit of net income, so the stock is more expensive compared to one with lower 
P/E ratio.

A Credit Default Swap (CDS) is designed to transfer the credit exposure of fixed income products between parties. The buyer of a credit swap receives credit protection, 
whereas the seller of the swap guarantees the credit worthiness of the product. By doing this, the risk of default is transferred from the holder of the fixed income security 
to the seller of the swap. 

Basel III is a comprehensive set of reform measures designed to improve the regulation, supervision and risk management within the banking sector. The Basel 
Committee on Banking Supervision published the first version of Basel III in late 2009, giving banks approximately three years to satisfy all requirements. Largely in 
response to the credit crisis, banks are required to maintain proper leverage ratios and meet certain capital requirements.

An economic indicator that changes before the economy has changed. Examples of leading indicators include production workweek, building permits, unemployment 
insurance claims, money supply, inventory changes, and stock prices. The Fed watches many of these indicators as it decides what to do about interest rates.

Debt-to-GDP is a measure of a country's federal debt in relation to its gross domestic product (GDP). By comparing what a country owes and what it produces, the debt-
to-GDP ratio indicates the country's ability to pay back its debt. The ratio is a coverage ratio on a national level. 

The P/E ratio (price-to-earnings ratio) is a measure of the price paid for a share relative to the annual net income or profit earned by the firm per share. It is a financial 
ratio used for valuation: a higher P/E ratio means that investors are paying more for each unit of net income, so the stock is more expensive compared to one with lower 
P/E ratio.

The Consumer Price Index (CPI) is a measure of the average change over time in the prices paid by urban consumers for a market basket of consumer goods and 
services.

Important Disclosures
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Important Disclosures

LPL Financial Research Current Conditions Index Components:

Initial Claims Filed for Unemployment Benefits – Measures the number of people filing for unemployment benefits. A rise in the number of new claims acts as a negative on the 
CCI.

Fed Spread – A measure of future monetary policy, the futures market gives us the difference between the current federal funds rate and the expected federal funds rate six 
months from now. Typically, a rise in rate hike expectations weighs on the markets since higher rates increase the cost of bank borrowing and has tended to slow the growth in 
the economy and profits. A rise in the Fed Spread acts as a negative for the CCI.

Baa Spreads – The yield on corporate bonds above the rate on comparable maturity Treasury debt is a market-based estimate of the amount of fear in the bond market. Baa-
rated bonds are the lowest quality bonds still considered investment grade, rather than high-yield. Therefore, they best reflect the stresses across the quality spectrum. A rise in 
Baa spreads acts as a negative for the CCI.

Retail Sales – The International Council of Shopping Centers tabulates data on major retailer’s sales compared to the same week a year earlier. This measures the current 
pace of consumer spending. Consumer spending makes up two-thirds of GDP. Rising retail sales acts as a positive for the CCI.

Shipping Traffic – A measure of trade, the Association of American Railroads tracks the number of carloads of cargo that moves by rail in the U.S. each week. A growing 
economy moves more cargo. A rise in railroad traffic acts as a positive for the CCI.

Business Lending – A good gauge of business’ willingness to borrow to fund growth, the Federal Reserve tabulates demand for commercial and industrial loans at U.S. 
commercial banks. More borrowing reflects increasing optimism by business leaders in the strength of demand. A rise in loan growth acts as a positive for the CCI.

VIX – The VIX is a measure of the volatility implied in the prices of options contracts for the S&P 500. It is a market-based estimate of future volatility. While this is not 
necessarily predictive, it does measure the current degree of fear present in the stock market. A rise in the VIX acts as a negative on the CCI.

Money Market Asset Growth – A measure of the willingness to take risk by investors, the year-over-year change in money market fund assets tracked by Investment Company 
Institute shows the change in total assets in cash equivalent money market funds. A rise in money market asset growth acts as a negative for the CCI.

Commodity Prices – While retail sales captures end user demand for goods, commodity prices reflect the demand for the earliest stages of production of goods. Commodity 
prices can offer an indication of the pace of economic activity. The CRB Commodity Index includes copper, cotton, etc. A rise in commodity prices acts as a positive on the CCI.

Mortgage Applications – The weekly index measuring mortgage applications provides an indication of housing demand. With much of the credit crisis tied to housing, keeping 
tabs on real-time buying activity can offer insight on how the crisis is evolving. A rise in the index of mortgage applications acts as a positive on the CCI.

This research material has been prepared by LPL Financial.

The LPL Financial family of affiliated companies includes LPL Financial and UVEST Financial Services Group, Inc., each of which is a member of FINRA/SIPC.

To the extent you are receiving investment advice from a separately registered independent investment advisor, please note that LPL Financial is not an affiliate of and makes 
no representation with respect to such entity.

Tracking #1-008102 | Exp (9/12)


