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While volatility and uncertainty continue to be the theme for economic and

investment news, we are focused on the positive actions we can take to
improve our individual, family, and community’s well-being. In this issue we
include a look at the transformative power of women in philanthropy and the
importance of appraising your collectibles.

2012 Silver Bridge Economic and Investment Themes

ECONOMIC THEMES

Fiscal Follies

The U.S. economy approaches 2012 with considerable momentum, with GDP growth
picking up from less than 1% at the start of the year to an estimated 3% growth in the
current quarter. Buoyed by the Fed’s supportive monetary policy, growth should continue
at this sustained level, with the potential for upside surprises. However, fiscal tightening
could limit meaningful acceleration in growth, a risk that may grow over the course of
the year as businesses and households anticipate three post-election shocks: an across-the-
board income tax increase from the expiration of the Bush tax cuts, widespread cuts in
discretionary spending, and another debt ceiling deadline. Plus there is also the risk of a
case of the Euro flu.

Slow Your Roll

While growth in the emerging economies is projected to slow in 2012, inflation, once a
major concern in 2011, may also be peaking. Most countries have avoided banking and
real estate crises, and policymakers can cushion shock waves (though not financial market
Armageddon) out of the U.S. and Europe with rate cuts and fiscal policy as needed.

Looking for a European Vacation

Europe should remain a clear and present danger in 2012. While coordinated central
bank action has alleviated some liquidity pressures in the marketplace, it does not fix
the solvency problem facing the PIIGS. There are three scenarios for Europe that we can
envision:

1. European leaders act decisively to contain the crisis, with quick budget actions in the
countries under stress, coupled with the ECB fully embracing the role of lender of last
resort.



“I know of no more encouraging fact than the unquestionable ability of man

to elevate his life by conscious endeavor.” - Henry David Thoreau

2. Europe slips into a mild recession, driven by tighter credit,
fiscal austerity and weakening confidence.

3. European crisis spins out of control, creating a global recession
based on the banking and confidence linkages between the region
and the rest of the world.

INVESTMENT THEMES

Market volatility will most likely remain high due to investor
concerns over the status of the global economic recovery against a
backdrop of continuing European debt problems, overheating in
the Chinese economy, a contentious U.S. presidential election and
the uncertainty related to tax and debt policy, as well as Middle
East political concerns.

Stacked against these risks are massive risk premia on equities
and credit over cash and safer government bonds that make
underweighting riskier assets very expensive. However, we
acknowledge that with problems in Europe far from solved and
the outlook for global growth modest at best, demand for risk-free
assets may continue to be strong.

Defensively Diversified in an Aggressive Way

Short-term, over the next several months, unusually high market
volatility could bias a portfolio toward higher-yielding safe-haven
assets that can be deployed quickly when the market drops.

Longer-term, we see the best opportunities in the following
markets:

Domestic Equity valuations remain extremely compelling and
have provided a floor in a market dominated by global economic
headwinds. We prefer high quality companies that can not

only pay dividends but can grow the dividends over time with
significant operating cash flows. Developed international equities
are less attractive given our outlook for recession as a result of the
European sovereign debt crisis.

Emerging Markets are still where the growth is. With mediocre
growth rates projected for the developed world and the lack of
sovereign balance sheet issues in most of the world, emerging
markets remain attractive in all but the European collapse
scenario as capital from these higher beta assets would be
repatriated to the developed markets.

Credit-Oriented Fixed Income offers opportunities particularly
in corporate and municipal bonds, which provide incremental
yield. Provided the economy does not dip into a recession, default
rates should not increase, meaning the increased yields on higher-
yielding debt can provide better income to investors than the
lower credit risk issues.

Commodities are likely to rise as the inflationary impact of
prolonged loose monetary policy takes effect.

Domestic Real Estate could offer a tremendous long-term
opportunity at current levels, especially in the context of an
economy building momentum. The international real estate

outlook is more mixed.

Upcoming Silver Bridge Institute Event

Envison.
2012 Economic and Market Outlook
January 18th | 255 State Street, Boston, MA | 5 - 7 PM

Join us for a discussion of our 2012 Economic and Market
Outlook with our Chief Economist and Managing Director of
Fixed Income, Michelle Knight. In this discussion, we will cover
“The Good, The Bad, and The Ugly” scenarios for the economy,
and give our view of the most probable outcome and investment

implications.

For more information, please visit www.silverbridgeadvisors.com.

2012 GDP GROWTH SCENARIOS

The Good The Bad The Ugly
Euro zone 1.0% -0.6% -2.5%
uU.S. 2.5% 1.9% -0.5%
Emerging Markets 6.3% 5.5% 3.8%
Global 4.3% 3.5% 1.0%
Probability 20% 50% 30%
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