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We saw decent economic growth in 
2010 but a number of significant 
stresses remain. 
 
Household debt and unemployment 
are slowly improving but remain 
high, and the housing market 
appears to be weakening again. The 
huge government debt will pose a 
major challenge in the years ahead 
that is made tougher by exploding 
growth in federal entitlements. State 
and local governments are stressed 
as well. 
 
Despite our conservative bias, our 
portfolios have performed well 
thanks to our tactical calls and strong 
performance by some of our active 
equity and fixed-income managers. 
 
With overall risk elevated and return 
potential for riskier asset classes 
muted, we are satisfied that our 
current allocations can provide 
competitive returns at less risk over 
our multiyear horizon. We also 
expect periods of fear to create 
compelling opportunities, and that 
our discipline and patience will 
allow us to take advantage of them 
when they do occur. 
 
The Investment Letter is mailed to 
our clients and friends to share 
some of our more interesting views. 
Certain material in this work is 
proprietary to and copyrighted by 
Litman/Gregory Analytics and is 
used by Opis Advisors, Inc. with 
permission. Reproduction or 
distribution of this material is 
prohibited and all rights are 
reserved. 

A strong fourth quarter rally, punctuated by a December sprint, 
turned an okay year for stocks into a very good one. The S&P 500 
Index gained nearly 11% for the quarter, and ended 2010 up 15%. 
The Russell 2000 Index and the Russell Midcap Index both returned 
in the mid teens in the fourth quarter, and gained 25% and 27% for 
the year, respectively. Looking abroad, the story was similarly 
positive for emerging markets, with the MSCI Emerging Markets 
Index climbing 7.5% in the quarter and 19% for the year. 
Developed-market foreign stocks also had a good year, but returns 
for the benchmark MSCI EAFE Index were restrained by concerns 
over Greece’s fiscal problems earlier in the year and Ireland’s later 
in the year, which drove the euro (and therefore returns to U.S. 
investors) lower. The MSCI EAFE Index nevertheless gained a 
healthy 7% in the fourth quarter and 11% for the year. 
 
Turning to fixed income, the Lehman Brothers U.S. Aggregate 
Index, a proxy for high-quality intermediate-term bonds, saw most of 
its 1.4% fourth-quarter loss come in December. Still, its strong 
performance earlier in the year left it with a full-year gain of just 
over 6%. Foreign bonds also struggled through the fourth quarter, 
with the Citigroup World Government Bond Index falling 1.8% and 
the emerging-markets JPMorgan GBI-EM Global Diversified Index 
down 0.4%. Each index was in the black for the year, with emerging 
market debt returning a notable 16%. 
 
Despite an equity underweighting, our active model portfolios 
outperformed their benchmarks for the year as a result of the value 
added by our active managers. 
 
Macro Thoughts 
The recent strength in the stock market along with a gradual 
improvement in the economy should not lull us into a state of 
complacency. Though the economy is improving at the margin and 
could exhibit stronger growth in 2011, structural risks remain. In  
fact, the story is not very different from the one we’ve been telling 
for the past year. 
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Household Debt Levels: The trend in household debt levels is down and that’s good. On an 
absolute basis and relative to income, household debt has declined at the fastest rate on record. 
However, much of the decline is due to defaults. And despite a meaningful reduction, the overall 
level of household debt remains excessive relative to disposable income. The income comparison 
is important because it indicates the long-term ability of households to pay down their liabilities. 
(Compared to assets, debt levels have improved but still remain very high relative to long-term 
history. Overall, household wealth is still 17% below its 2007 peak.) 
 
The Weak Labor Market: In short, the labor market is recovering but it’s a wimpy recovery 
compared to past expansions and in light of the number of jobs lost. It will get better. There are 
multiple indicators that suggest the job market should strengthen, but we have a long way to go 
to bring employment back up to acceptable levels. It will take years and the improvement will 
help growth but it is unlikely to be robust enough to support a strong or quick recovery in 
income, the housing market, or domestic consumption.  
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The Housing Market: After showing some 
strength in late 2009 and early 2010 largely 
due to the homebuyer tax credit, the market 
is, as we feared, weakening again. In recent 
months home prices have slid backwards 
again and the declines are spreading to more 
markets. Looking ahead, despite hugely 
improved affordability, there are several 
reasons to expect some further declines in 
home prices.  
 
First, according to industry data provider 
CoreLogic, as of the end of September, 23% 
of all homes with mortgages had negative 
equity—in other words they owed more than 
the house was worth. This amounts to 10.8 
million homes. Of these, more than 40% 
(over four million) had negative equity of at 
least 25%. Another 2.4 million homeowners 
had equity of 5% or less (meaning a 5% price 

drop would put them in a negative equity position). Negative equity correlates strongly with 
defaults and foreclosures so this data suggests that foreclosures will remain high for some time.   
 
On the supply side the number of homes for sale compared to average monthly sales has spiked 
up again and is near peak levels. The actual number varies depending on the data source at 
between 12 and 13 months. That is about twice the normal level. Unfortunately the story is 
actually much worse than that because of the millions of houses that are either in foreclosure or 
likely to be foreclosed. Based on CoreLogic’s numbers the total inventory-to-sales measures, 

 



  
including “shadow” inventory, is at an alarming 23 months. These numbers suggest that house 
prices have further to fall.  
 
Consumer Spending Headwinds: Each of the above factors is a problem for consumer 

spending. Generally, we’ve made the case 
that consumption, which remains at around 
70% of the economy, is likely to grow at a 
subpar level given the need to reduce debt. 
In the past, debt growth fueled spending but 
now deleveraging is a headwind. Moreover, 
there is an adverse feedback loop as weak 
spending is a drag on the overall economy, 
which impacts the labor market, which is a 
driver of income growth, which in turn is a 
key driver of consumption growth, 
completing the loop. Over the last year 
(through 9/30) consumer spending has 
rebounded and is up 2%. However, this is 
not an exciting level of growth, and in total, 
quarterly spending has barely regained the 
level of three years ago. We continue to 
believe spending growth over the next few 

years is likely to be below average, consistent with a subpar recovery. 
 
The U.S. Government Debt Explosion: Government debt levels remain very high. Gross 
federal debt is pushing 100% of GDP and state and local debt is another 20% (some research 
suggests that GDP growth rates drop meaningfully when gross government debt exceeds 90% of 
GDP). Many developed countries face similar problems. And the absolute level of debt is only 
part of the problem. The impact of aging baby boomers will exacerbate the problem as Social 
Security trust fund expenditures increase along with increasing demands on Medicare and 
Medicaid. We’re all aware of these problems and the economic risks that accompany them. This 
is likely to be a very important issue during our five-year decision horizon that could have a 
material impact on the economy and financial markets.  
 
State and Municipal Governments: This sector of the economy continues to be highly stressed. 
State tax collections have risen but remain 7% below 2008 levels according to the Nelson A. 
Rockefeller Institute of Government. At a local level, property tax collections are dropping and 
there is more to come as housing values have not been fully reflected in property tax 
assessments. Overall, state and local governments are not expected to contribute to any 
improvement in the labor markets in 2011 and will continue to face long-term structural 
problems from past spending decisions including underfunded pensions and post-retirement 
obligations. It seems probable that we will see an increase in local government debt defaults 
though it does not appear likely that these will be widespread. They will generate headlines 
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though, and that may trigger temporary sell-offs in the municipal bond market. 
 
European Sovereign Debt Crisis: The weakness in Europe’s periphery continues to create 
enormous uncertainty. Short of exiting the euro zone (a possibility), countries like Greece, 
Ireland, and Portugal don’t have the option to devalue their currencies to increase their global 
competitiveness. Because of high debt levels they have had to accept fiscal austerity to reduce 
deficit growth. That will be a drag on economic growth and if the drag is large enough it could 
actually undermine efforts to reduce deficits.   
 
While it’s possible Europe will muddle through, it is the region that seems most at risk for falling 
back into recession. And although the risk of a destabilizing breakup of the euro is now on the 
radar, it remains unlikely in the foreseeable future because the benefit of any breakup relative to 
the costs is questionable. The negative scenarios for Europe would impact the global economy 
and are therefore a key risk factor.  
 
Emerging Markets: A new worry is the economic strength in many emerging markets. The 
problem is not that the economies are strong, but rather that in a number of cases, policies to 
prevent their currencies from appreciating (and hurting their export competitiveness) necessitate 
low interest rates that can ignite inflation and asset bubbles. Inflation in China is the most visible 
problem and it is already driving a tightening of monetary policy and fears that this will cause 
growth to slow too much.   
 
Looking Ahead 
All that said, we aren’t meaning to paint a depressing picture that suggests the need to hunker 
down. Things are better, and we are more optimistic than we were a year ago. Consumer 
spending is edging up, employment is less bad, and we are seeing companies around the globe 
benefitting from demand in the stronger emerging market economies. We expect that stocks will 
deliver low to mid-single-digit returns in our more likely five-year scenarios, and we think our 
active managers could do better than that.  
 
The negatives are important to consider as context for the conservative bias in our portfolios – 
just because people feel better at the moment doesn’t mean the problems have gone away. Our 
assessment has led us to skew our portfolios conservatively because we don’t believe most risky 
assets, like stocks, are priced cheaply enough to deliver returns we consider adequate to pay us 
for the risks we see. Further, we don’t see a lot of “opportunity cost” to investing a bit more 
conservatively than we would in a more normal environment. So while we might lag in the 
shorter term if stocks continue to earn strong gains, we think longer term we can earn 
competitive returns at less risk through alternative opportunities that exist.  
 
We use several fixed-income strategies that can be more aggressive than the traditional core 
fixed-income positions from which they are funded, but we like them because they have wide 
flexibility to take advantage of fixed-income opportunities, and can provide a cushion if we see 
interest rates begin to rise. 
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Finally, we have tactical positions in local-currency emerging-markets bonds, which are also 
funded from a reduction in stocks. These provide an attractive yield and will continue to benefit 
if the underlying currencies appreciate further against the dollar, as we expect in the years ahead. 
We don’t own a tactical position in emerging-market equities in our balanced strategies, despite 
the better emerging-market fundamentals, because in our view they are not cheap enough to 
compensate for their added downside risk. However, we do get exposure via our stock pickers, 
who own emerging market stocks directly as well as stocks of developed market companies that 
have significant sales in emerging market countries.  
 
As we look ahead to next year, we continue to believe the range of possible outcomes is wide. 
We are not confident that we can precisely predict what next year will bring, but our investment 
approach does not require us to have an answer for the next year. As always we fall back on our 
scenario analysis to understand the possible range of outcomes over longer periods (which can be 
assessed more reliably) so we can gauge risk and reward. Our analysis covers time frames that 
are likely to reward us for getting the fundamentals mostly right; understanding that our clients 
have investment needs that last far beyond one year. With that guidance we remain cautious as 
we do not view equities, broadly speaking, as offering potential returns commensurate with the 
risks as we assess them. As we said last year, if risk-taking takes hold for a while, our balanced 
portfolios could well underperform. However, we continue to be confident in our positioning 
over our multiyear time frame, and ready to take advantage of tactical opportunities to add to our 
risk exposures should fear reassert itself in the markets.  
 
Opis Advisors, Inc.  
 
Opis Advisors, Inc.® is a Registered Investment Advisor providing investment advisory 
services. We do not receive commissions or transaction fees of any kind including commissions 
on the purchase, ownership or sale of securities. Our fees are based on a percentage of assets. 
 
Disclosure: Alan Campbell is a Registered Representative with Securities America, Inc., a Registered Broker/Dealer and Member of the FINRA 
and SIPC. There is no affiliation between the Opis Companies® (Opis Advisors, Inc.®, Opis Insurance Services, Inc.® and Opis Retirement 
Consultants, Inc.®) and Securities America, Inc.  Those seeking “traditional” investment brokerage services, where the broker receives 
commissions as opposed to fees, may do so through Securities America, Inc. and may choose to appoint Mr. Campbell as their broker. Securities 
offered through Securities America, Inc., a Registered Broker/Dealer, Member FINRA and SIPC, by Alan H. Campbell, Registered 
Representative, California Insurance License #0775396. Securities America, Inc. and the Opis Companies are unaffiliated. The Opis Companies 
and Securities America, and their representatives do not provide any tax or legal advice. Investors must consult with the appropriate advisor for 
information concerning their particular situation. 
 
Currently Mr. Campbell is licensed to offer securities in Arizona, California, Florida, Hawaii, Idaho, Montana, Nevada, New York, Oregon, Utah, 
Washington and Wyoming. Those residing in other states would be able to conduct investment business with Mr. Campbell subsequent to his 
seeking and receiving approval to do so from those respective states, a process that normally takes less than two days.  
  
If the investment product offered is an insurance product, such as a variable annuities or variable life insurance policies, then Mr. Campbell is 
licensed to conduct variable annuity and insurance business in California and Wyoming under his life and annuity license numbers 0775396 and 
194242. 
 
Disclaimer: The opinions and forecasts expressed are those of the author, and may not actually come to pass. This information is subject to 
change at any time, based on market and other conditions and should not be construed as investment advice or a recommendation of any specific 
security or investment strategy. Please consult us or your financial advisor regarding your specific situation prior to implementing an investment 
plan. Past performance does not guarantee future results. Investing involves risk, including loss of principal. When redeemed, an investment may 
be worth less or more than the original investment amount.  There is no guarantee that an investment strategy will meet its stated objective. 
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Stock prices may fluctuate due to stock market volatility and market cycles, as well as circumstances specific to a company.  Investing in small- 
and mid-sized companies may involve greater risk and potential reward than investing in more established companies.  Risks for smaller 
companies include for instance, business risks, significant stock price fluctuations and illiquidity.   
 
Investments in foreign markets entail special risks such as currency fluctuations, political developments, economic and market instability.  
Investing in emerging markets involve heightened risks related to the same factors, in addition to those associated with these markets’ smaller 
size and lesser liquidity. 
 
The two main risks related to bond investing are interest rate risk and credit risk. Typically, when interest rates rise, there is a corresponding 
decline in the market value of bonds. Credit risk refers to the possibility that the issuer of the bond will not be able to make principal and interest 
payments.  Investments in higher-yielding, lower-rated corporate bonds are subject to greater fluctuations in value and risk of loss of income and 
principal.   
 
Mortgage and asset-backed securities may be sensitive to changes in interest rates, subject to early repayment risk, and their value may fluctuate 
in response to the market’s perception of issuer creditworthiness; while generally supported by some form of government or private guarantee 
there is no assurance that private guarantors will meet their obligations. Income from municipal bonds may be subject to state and local taxes and 
at times the alternative minimum tax. Derivatives may involve certain costs and risks such as liquidity, interest rate, market, credit, management 
and the risk that a position could not be closed when most advantageous. Investing in derivatives could lose more than the amount invested. 
 
Investments in precious metals may be susceptible to adverse economic, political or regulatory developments due to concentrating in a single 
theme. The prices of precious metals are subject to substantial price fluctuations over short periods of time and may be affected by unpredicted 
international monetary and political policies. Portfolios overweighted in companies of the same market sector are subject to sector risk, which is 
when a particular sector of the stock market underperforms the overall market. 
 
Funds invested solely in companies of the same market sector are subject to sector risk, which is when a particular sector of the stock market 
underperforms the overall market.  
 
Reproduction or distribution of this material is prohibited and all rights are reserved. Certain material in this work is proprietary to and 
copyrighted by Litman/Gregory Analytics and is used by Opis Advisors, Inc. with permission. Reproduction or distribution of this material is 
prohibited and all rights are reserved. Securities America and Opis Advisors Inc. are not affiliated with Litman/Gregory Analytics. The opinions 
expressed are those of Litman/Gregory and not necessarily those of Securities America representatives. Securities America does not conduct 
research or make a market in any securities. 
 
The S&P 500 Stock Index: The S&P 500 Stock Index is a widely recognized, unmanaged index of common stocks.   
 
The Russell 2000 Index: The Russell 2000 Index measures the performance of the small-cap segment of the U.S. equity universe. It is a subset of 
the Russell 3000 Index representing approximately 10% of the total market capitalization of that index. It includes approximately 2000 of the 
smallest securities based on a combination of their market cap and current index membership. 
 
The Russell Midcap Index: The Russell Midcap Index measures the performance of the mid-cap segment of the U.S. equity universe. It is a 
subset of the Russell 1000 Index. It includes approximately 800 of the smallest securities based on a combination of their market cap and current 
index membership. 
 
The MSCI EAFE Index: The MSCI EAFE Index is a free float-adjusted market capitalization index that is designed to measure the equity market 
performance of developed markets, excluding the US & Canada. 
 
The MSCI Emerging Markets Index:  The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to 
measure equity market performance in the global emerging markets.  
 
The Lehman Brothers U.S. Aggregate Index: The Lehman Brothers U.S. Aggregate Index tracks investment-grade corporate and government 
bonds.   
 
Citigroup World Government Bond Index:  The Citigroup World Government Bond Index is a market capitalization weighted index consisting of 
the government bond markets. Country eligibility is determined based on market capitalization and investability criteria. All issues have a 
remaining maturity of at least one year.  
 
JPMorgan GBI-EM Global Diversified Index:  The JPMorgan GBI-EM (Government Bond Index-Emerging Markets) Global Diversified Index is 
a comprehensive global local emerging markets index that consists of regularly traded, liquid fixed-rate, domestic currency government bonds 
and includes only the countries that give access to their capital market to foreign investors (excludes China, India, and Thailand).  
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