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Global Sell-off 
 
Our defensive asset allocation continues to be justified, as 36 major 
global stock markets enter bear market territory and the MSCI 
Global Market Index is down roughly 17% − close to bear market 
levels (see chart below).  This global sell-off in equities can be 
attributed to rising recession risk and credit system seizures here 
and abroad.  Through the first two weeks of 2008, equity prices 
declined in response to growing evidence of a United States-led 
recession and the tepid response of both monetary and fiscal 
policymakers.  Today's 75 basis point rate cut by the Federal 
Reserve was widely expected and does little to alter the near-term 
direction of the economy and the ongoing need for further credit 
market correction.   

 
Yesterday's sharp global sell-
off was triggered by the 
admission by a troubled 
financial instrument insurer 
that they failed to meet 
regulatory capital requirements 
that would have allowed them 
to meet their obligations to 
other financial institutions and 
investors.  The possibility that 
such a failure is not isolated 

raises risk of further forced selling of distressed credit instruments 
and more liquid collateral such as equities.    
 
It is our view that investors will be challenged on two fronts − a 
slump in the global economy (so much for the decoupling theory) 
and a multi-year workout of the housing market and credit system.  
The economy will continue to struggle as consumers are forced to 
retrench in response to falling home prices and will likely focus on 
paying down debt.  We expect corporations to respond, in turn, 
with further job cuts and reduced capital spending.  This has 
negative implications for our trading partners who rely on strong 
U.S. demand for their exports.  Commodity prices could also 
experience declines due to waning demand.

http://www.washingtoncrossingadvisors.com/commentary/122707/122708.html
http://www.washingtoncrossingadvisors.com/commentary/12072007.pdf
http://www.washingtoncrossingadvisors.com/commentary/112807.pdf
http://www.washingtoncrossingadvisors.com/commentary/092507.pdf
http://www.washingtoncrossingadvisors.com/commentary/073007.pdf
http://www.washingtoncrossingadvisors.com/commentary/061507.pdf
http://www.washingtoncrossingadvisors.com/commentary/031907.pdf
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Meanwhile, the mechanism for credit creation is 
in need of repair.  Moves by the Federal Reserve 
have helped to improve credit spreads (such as 
the TED spread), and the yield curve has 
assumed a more normal slope (using the 3-
month / 10-year Treasury spread).  Commercial 
banks are also responding by recognizing off-
balance sheet liabilities, taking write-offs, and 
seeking new capital.  Lastly, we notice some 
early signs of stability in the dollar, and housing 
oversupply appears to have stopped increasing.    

Six Near-Term Implications for Investors 

As global short-term interest rates come down 
and credit market dislocations intensify, we 
expect: 
 
1) Longer-term bonds may become more 
attractive as they are seen as an effective hedge 
in times of recession and short-term interest 
rates come down. 
   
2) The dollar and, by extension, U.S. assets 
become more attractive when foreign market 
expectations for global growth and "decoupling" 
are not met. 
 
3) Large-cap stocks, which are more liquid, will 
likely fare better then less liquid small-caps in 
the early stages of contraction.  
 
4) Growth stocks, which are less exposed to 
financials and commodity companies, appear 
more attractive based on their outlook and 
relative valuation. 
 
5) Sectors with stable earnings (such as utilities, 
consumer staples, and healthcare) will appear 
more attractive relative to economically 

sensitive sectors (such as energy, basic 
materials, and industrials).   
 
6) Commodity and commodity-driven sectors 
are also at risk should global growth slip below 
current expectations.    
 
We expect risk aversion to remain high and 
traders to be short-sighted and intolerant of 
negative surprises.  Until adjustments are made 
and fundamentals once again begin to show 
positive momentum, equity markets may find it 
difficult to sustain rallies.   
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a 
complete summary or statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. 
Opinions expressed are subject to change without notice and do not take into account the particular investment objectives, financial 
situation, or needs of individual investors. There is no guarantee that the figures or opinions forecasted in this report will be realized 
or achieved.  Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, release written or oral 
commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no 
guarantee of future results. There are special considerations associated with international investing, including the risk of currency 
fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility than investing 
in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company 
stocks are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger 
companies. When investing in bonds, it is important to note that as interest rates rise, bond prices will fall. High-yield bonds have 
greater credit risk than higher quality bonds. The risk of loss in trading commodities and futures can be substantial. You should 
therefore carefully consider whether such trading is suitable for you in light of your financial condition. The high degree of leverage 
that is often obtainable in commodity trading can work against you as well as for you. The use of leverage can lead to large losses 
as well as gains.  Indices are unmanaged, and you cannot invest directly in an index. 
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