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IS A JOBLESS RECOVERY SUSTAINABLE?

impetus for this strong consumer
spending is a thing of the past.
With the sharp increase in interest
rates, mortgage refinancing has
slowed dramatically, and given the
fiscal strains of both federal and
state budgets, it is unrealistic to
expect that another tax cut will be
passed along any time soon. At
the same time, energy costs have
remained persistently high and
with winter fast approaching, this
too will likely crimp consumers’
wallets.

On the corporate front, capacity
utilization remains low and there is
little flexibility to increase pricing
to spur profits. While there is
some evidence that capital spend-
ing is beginning to increase, corpo-
rations remain focused on cost
cutting in their efforts to increase
profits. Back home, there has
been some good news on the job
front including a slowing of the
pace of layoffs, an increase in
temporary hiring and a recent drop
in initial unemployment claims.
Nonetheless, significant job losses
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objective. Additionally, the team at Crest-
wood Advisors LLC is accountable. We
are not only invested in many of the
same securities and strategies that we
initiate for our clients, but we are also,
as owners, deeply interested in ensuring
our clients’ satisfaction. We understand
that our firm’s success is built on the

persist and unemployment re-
mains high.

We remain cautious that the
current jobless economic recov-
ery will prove unsustainable
given the relatively precarious
position of the U.S. consumer.
The rally in the U.S. stock market
seems to suggest that meaning-
ful job creation is just around the
corner and corporate earnings
growth will accelerate for the
remainder of this year and into
early next year. However, we
question whether it will be possi-
ble for earnings to accelerate
given the need for corporations
to significantly increase capital
spending and hiring in order to
keep the pace of economic ex-
pansion on track.

We continue to focus on monitor-
ing and, where possible, control-
ling the risks within client portfo-
lios. We do not pretend to know
with any certainty where interest
rates will be this time next year
but we believe that they are
more likely to be higher, espe-

successes we create for our clients.

Crestwood Advisors LLC is a boutique
investment advisory firm. We are inter-
ested in providing each of our clients
with expert attention and guidance. We
offer independent investment advice,

cially if the economic recovery
continues. The recent shifttoa
“weak dollar” policy versus the
currencies of our trading part-
ners will also likely keep pres-
sure on higher interest rates.
To protect against the risk of
rising interest rates we con-
tinue to target a relatively low
average duration (i.e. average
maturity) within our clients’
bond portfolios. Such a posi-
tion will better preserve the
value of bond portfolios as
interest rates rise and will pro-
vide the opportunity to increase
portfolio income by reinvesting
maturing bonds at higher inter-
est rates.

Within the equity portfolios of
our clients, we continue to
monitor risk by emphasizing
diversification, both by industry
sector and individual security
as well as by equity asset class.
While we would like to think
investors learned many lessons
over the past few years since
the stock market peak in early
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which means we do not sell products
or generate commissions. Our goal is
to work with each client as if they are
our only client and to ensure that the
investment program we ultimately
implement works in accordance with
appropriate estate, tax, and insurance
planning.

As always, please feel free to contact

us with any questions that you may
have. Our never-ending goal is to im-
prove the way we communicate with
you and we are always appreciative of
your comments and feedback.
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2000, the one lesson every
investor should have learned is
that “valuation”, or what you
are willing to pay for future
growth, is extremely important
in the ultimate success of any
investment.

Given the strong advance in
the stock market so far this
year and the ongoing volatility,
we are especially sensitive to
stock valuation as we review
new purchases and sales of
existing holdings. We will con-
tinue to trim or sell those secu-
rities where we believe valua-
tions are just too extended.
New equity positions share
characteristics of relatively low
valuation along with strong
current earnings and cash flow
growth. International stocks
have performed reasonably
well and, given the recent offi-
cial weak dollar policy shift,
international stocks may con-
tinue to be a bright spot for
equity investors in the year
ahead.
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e  Focus on providing
holistic solutions

e  Employs open architec-
ture to meet client
objectives

e Asowners, we offer a
level of accountability
and trust that cannot be
surpassed
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