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12/31/10                  Value          Return

S&P 500 Index 1257.64           10.8%     

DJIA 11577.51             8.0%    

M A N A G E R ’ S Q U A R T E R L Y  C O M M E N T A R Y

Summary and Conclusion

Estabrook Capital Management anticipates that 2011 will provide attractive returns in U.S. equity markets
in the low double digit percentages. This conclusion is remarkably similar to the outlook our firm held one
year ago at this time, an outlook that was fulfilled in 2010. However, the combination of positive factors
and investment risks appears materially different than the combination present a year ago. Market sectors
have been heterogeneous in 2010 performance resulting in shifts in valuation. This will provide an
opportunity to shift weightings towards less exploited investments.

Even with this qualification, we expect U.S. corporate earnings to grow in response to an expanding level of
economic activity in both domestic and foreign regions. This positive fundamental combines with still
moderate valuation and thus merits near fully invested positions for the intermediate to long term.

Economic Outlook

Our firm’s current U.S. real GDP growth rate forecast for 2011 calls for acceleration to 3.5 percent, 
following a much more modest 2.8 percent in the year just ended.
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following a much more modest 2.8 percent in the year just ended.

Inherent in our forecast is our observation that the decision of the Obama Administration to extend for two 
years the Bush era tax cuts on personal income tax rates is not yet fully reflected in consensus forecasts for 
economic growth.  We contend that this political development is a significant positive influence for 2011 
and, when combined with new payroll tax cuts, will contribute at least 0.5 percent and more likely more 
than 1.0 percent to the previous prospective growth rate.  

Differences in the experience of individual countries seem likely to become more pronounced.  Some 
governments will continue existing initiatives toward fiscal discipline and inflation restraint, a policy that is 
lacking in the U.S.  Oil and selected minerals prices are likely to sustain at least part of their gains of the 
second half of 2010 resulting in significant enhancement of the trade position of resource exporting 
countries while presenting new inflationary pressures to manufacturing economies.  

In addition, the current year begins with U.S. consumers having made significant progress in reducing 
their debt burdens while the opposite is true for state and local governments.  The latter entities will be 
presented very soon with difficult employment expense decisions as credit markets become more sensitive 
to state and municipal deficits.   This creates the risk of unsettling social divisions as the 2012 political year 
approaches. 

Even with the prospect for uneven distribution of growth and for continued volatility due to credit market 
challenges, we believe the current macroeconomic outlook is favorable for stocks.  

Corporate Earnings Outlook

Estabrook estimates S&P 500 2011 earnings to reach $94.  This assumption involves sales growth of 6.9 
percent and a composite corporate profit margin of 8.7 percent with the aforementioned GDP growth of 3.5 
percent in the U.S. and 4.2 percent worldwide.  The sales growth figure is a reduction from an estimated 10 
percent in 2010.  We estimate that S&P 500 2010 earnings were $86, a 59 percent gain from $57 in 2009.

The most notable detail in our earnings outlook is an expected significant improvement in financial 
services industry earnings that accelerates in the second half of the new year.  This assumes improved 
credit loss experience.  A key challenge in exploiting this anticipated development will be avoiding those 
companies whose holdings of foreclosed residential properties may still be carried at unrealistic valuations.  
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Strategy Changes

In the year just ended, our firm maintained a sharply pro - cyclical investment stance, overweighting industrial stocks 
leveraged to machinery, truck drive system components, electrical equipment, aircraft and industrial gas turbines and fluid 
power equipment.  This appears to have worked out well.  

Toward the end of 2010 we moderated this exposure and reinvested some of the sales proceeds in computer hardware, and 
more extensively, software.  

Also in 2010, our firm maintained a large amount of emphasis in oil, gas and pipeline companies.  This tactic became helpful 
as the year ended.  Recent shifts in this area have involved reducing exposure to investments where concerns about political 
risks seem more appropriate, and emphasizing gas and oil transportation and processing.  In general, we have had good 
results in being selective in this area.  We anticipate more intra-sector shifts in energy as valuation disparities between 
companies become more extensive.  

Finally, as mentioned before, we expect to enhance our holdings in well-positioned commercial banks.  

With the S&P 500 trading at 13 times estimated next 12 months earnings and the economic expansion continuing at a 
moderate, and therefore more probably sustainable pace, we continue to recommend a near fully invested position in high 
grade equities.  

Fixed Income Market Review
Daniel S. Oh – Fixed Income Director 

The 4th quarter of 2010 was a volatile period for fixed income assets. Treasuries were whipped around as economic data was 
generally better than expected and the passage of the tax package increased optimism among investors. As the Federal 
Reserve initiated the QE2 program and began to purchase $900 billion of Treasuries, rates unexpectedly increased as 
investors questioned the sustainability of the program. Over the last quarter, the 10 year bond yield jumped 78 bps (basis 
points) from 2.51% on September 30, 2010 to 3.29% on December 31, 2010 even as the Federal Reserve continued to buy points) from 2.51% on September 30, 2010 to 3.29% on December 31, 2010 even as the Federal Reserve continued to buy 
billions of dollars worth of Treasuries on a daily basis. This yield movement equated to a 6 point hit on 10 year bonds. 

Over the same period, corporate bond spreads rallied as they tightened and continued to revert to historical averages. The 
spread on the Barclays U.S. Corporate Investment Grade Bond Index tightened 15.5 bps from 174.0 bps over treasuries to 
158.5 bps. The yield on the corporate bond index increased 39 bps from 3.63% to 4.02%. It was clearly advantageous to own 
corporate bonds in this environment as the spread tightening partially offset the yield increase in treasuries in addition to
giving investors greater stability through higher interest payments. The best performing corporate sectors during the quarter 
were REITS as they tightened 57.5 bps and was followed by insurance (31.9 bps), industrials (30.7 bps) and finance 
companies (27.5 bps). As of the end of 2010, the sectors with the widest spreads remain REITS (209.2 bps), Brokerage 
(204.4 bps), Insurance (197.6), and Banking (189.9 bps). 

For 2011, we will be increasingly focused on signs of further economic recovery with a particular interest on the 
unemployment situation. Ben Bernanke continues to reaffirm the Federal Reserve’s plan for the completion of the QE2 
program as unemployment continues to run at an elevated level. We believe that the QE2 program will continue at the 
current pace of approximately $75 billion per month. This should dampen some of the volatility in the Treasury market yet 
we continue to be defensive on the interest rate front and have a bias towards shorter duration assets. Although fund flows 
from retail investors are most likely to slow, we believe there will be demand for corporate bonds as the continued lack of 
supply in structured products and corporate bonds will be supportive of spreads. Thus, we continue to remain biased towards 
corporate bonds with wider spreads especially in financials. 

The information contained herein is for illustrative purposes only and does not suggest or imply and should not be construed, in any manner, a guarantee of 
future performance.  Past performance does not guarantee future results. Therefore, no current or prospective client should assume that the future 
performance of any specific investment, investment strategy or product  made reference herein will be profitable or equal to corresponding indicated 
performance levels.  Returns are historical and based on  data believed to be accurate and reliable. Nothing contained herein shall constitute investment 
advice or a recommendation and is  not intended to substitute for legal, tax or financial advice.  Such investment and other decisions should be made only 
after consulting legal and other professionals who are competent in their area of expertise, and who have reviewed the user's specific situation in all its 
aspects.  Material in this publication is for general information only and is not intended to provide specific investment advice or recommendations for any 
purchase or sale of any specific security or commodity.  The products and services are not guaranteed  by or obligations of Estabrook or any affiliates.  
Estabrook assumes no responsibility for the accuracy or completeness of the above data provided  by outside sources and disclaims all expressed or implied 
warranties in connection therewith.


