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A Look Ahead Into 2009
The sub-prime mortgage crisis has spawned a major financial markets sell-off and the resulting credit 
crunch has triggered recessionary economic conditions in most of the industrialized world.  In North 
America we currently sit in the middle of a political vacuum that will last until late January.  All the 
economic news rolling in speaks to a rapid retrenchment on the part of consumers and businesses.  
On the shortest day of the year the news is as dark as the long night sky.

But as we peek into the new year, there are rays of light that point to prospects for stability.  A 
replacement of a pre-disposition to cut back on the part of consumers and businesses with a sense 
that there may be better things ahead will require a big change in their level of confidence in the 
economy and its leadership.  Much of the task of turning confidence around rests on the shoulders of 
incoming president Barack Obama.  While a majority of Americans already have confidence in the 
man, it is his policies and how he presents them that will be the key in determining the ultimate depth 
and length of the recession.

What Policy Efforts Can We Expect?

1. A large fiscal stimulus package to put or leave extra money in the hands of consumers.

2. A massive infrastructure program to build and repair road, bridges, sewers, schools, etc., thus 
creating a lot of jobs.

3. Continued efforts to thaw the credit freeze by increasing the amount of equity capital banks have to 
work with.

4. Increased emphasis on stabilizing housing prices and containing the number of foreclosures.

By building confidence that the worst is over and that government action will leave consumers with 
more cash in their wallets, create jobs and improve the credit environment for both consumers and 
businesses, the recent rapid downward economic spiral can be halted.   This would create a base for 
future economic growth.  While this may sound straightforward, the confidence building exercise will 
be President Obama’s toughest challenge.



How will we know it’s working?

1. The trend in consumer and business confidence polling numbers will be a clear indicator.

2. The level of the LIBOR inter-bank lending rate has been trending down from its maximum stress 
peak but has leveled off well above normal levels.  Further easing will be an early signal that the 
credit freeze is in full thaw mode.

3. The spread between the yield on high yield corporate bonds and 10 year government bonds has 
risen to double the peak level during past financial crises.  It is absolutely critical to the health of the 
economy, debt markets and equity markets that this spread begin to contract as soon as possible.  
When the spread begins to contract, we will know that the thaw of the credit freeze has moved 
beyond inter-bank lending and has improved liquidity in the broader economy.

What are the emerging investment themes for 2009?

Once it becomes clear that governments’ fiscal stimulus and infrastructure packages, combined with 
existing economic relief efforts, are positively impacting consumer and business confidence, 
consumer and business lending rates and availability of funds for lending there will be several themes 
to pursue with enthusiasm and confidence.

1. High yield bonds and retractable preferred shares.  Once it is clear that the yield on these 
instruments has begun to decline, they have a long way to drop.  This would bring significant capital 
gains over the economic recovery period in addition to the phenomenal level of interest income such 
investments now provide.

2. Infrastructure related equity investments such as engineering firms, major project construction 
companies, steel and concrete suppliers.  These will be the prime beneficiaries of government 
infrastructure programs.

3. Emerging market equities.  The industrialized world’s recessions are reducing growth in the 
emerging markets, but they are still experiencing growth.  As the industrialized world’s economies 
stabilize, growth in the emerging markets will reaccelerate.

4. High dividend yielding equities, especially those of the “blue chip” variety.  As the trillions of dollars 
sitting on the sidelines warms back up to the idea of equity investing again, dividend paying stocks 
will be most attractive to the recently wary investor.

5. A declining U.S. dollar.  The USA will be issuing lots of low rate debt to finance its economic 
recovery programs.  As economies and markets recover, the flight to the perceived safety of the U.S. 
dollar will reverse, driving the greenback down against other currencies.  Although the USA will likely 
become an attractive place to make equity investments, those holdings may need to be currency 
hedged to ensure gains on those holdings are not eroded by the drop in the currency.

While nothing is by any means certain, early efforts at dealing with the global credit crunch are 
beginning to have some impact.  It will take more work and more time for existing and anticipated 
efforts to have the desired effect.  However, it does appear that the right measures are in the process 
of being taken by the right people in order to set the stage for some economic stability and a 
turnaround in the financial markets in 2009.
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