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“The quest for certainty blocks the search for meaning. 
Uncertainty is the very condition to impel man to unfold his 
powers.”  -Erich Fromm

•  Aspiriant establishes longer-term (20 year) capital market 
expectations (CMEs) at least every two years. Unlike the 
CMEs, our Market Viewpoint presents our short-term views 
which are not a point estimate of returns, but rather a 
general current sense of opportunity and risk in various 
markets.

•  Our analysis and expectations do not support the fear which 
we read in the headlines every day. We identify three things 
which should not keep you awake at night (inflation/higher 
interest rates, municipal bond risk, slow economic growth) 
and three things which might (disruption in the global 
financial system, geopolitical conflict, depletion of natural 
resources).

•  Our expectations from May 2010, which were in line with 
consensus, for broad macroeconomic variables proved 
mostly correct. We have become more different from 
consensus as economists have upgraded expectations for 
growth and inflation.

•  In sum, we expect a near-term environment which offers 
attractive returns to risk assets. We expect global capital 
markets to continue higher despite moderately higher 
commodity prices, some concern about global growth and 
US employment, and continued unrest in North Africa.

Jason Thomas, PhD, CFA
Chief Investment Officer

The Quest for Certainty
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Aspiriant establishes longer-term (20 year) capital market expectations 
(CMEs) at least every two years. The purpose of the CMEs is to (1) 
provide expected returns for portfolio mixes to be used in our wealth 
planning process; and (2) to help guide our portfolio construction and 
investment manager evaluation processes. In late 2010, we began 
the process of reviewing and, if appropriate, revising our CMEs and 
our client portfolios. This process will be completed by the second 
quarter of 2011.

Meanwhile, throughout the year, we combine our own research 
with views from international governmental and non-governmental 
organizations, academia, and respected investment managers to 
develop a short-term view of the markets in which we invest. Unlike 
the CMEs, our Market Viewpoint presents our short-term views which 
are not a point estimate of returns, but rather a general sense of 
opportunity and risk in various markets.

Our May 2010 Market Viewpoint presented a view centered around 
two core themes: (1) differentiated levels of economic growth around 
the world and (2) innovation by businesses around the world, enabled 
by technology and new business models. This Viewpoint evaluates 
the performance of our prior expectations and updates them.

As a start, we preview some of the big themes and questions we 
hope to answer during our CME development process. Our analysis 
and expectations do not support the fear which we read in the 
headlines every day, so we categorize these questions into “three 
things which should not keep you awake at night” and “three things 
which might.”  These categories were first presented in our quarterly 
Insight for the third quarter of 2010.

Three things which should NOT keep you awake 
at night…

Inflation/higher interest rates
Inflation is not determined by random forces outside of the economy, 
but rather is largely determined by the supply of money relative to 
other goods. With tremendous spare capacity in the US economy, 
demand-side inflation factors are dampened; the balance is in favor 
of money – money’s value is remaining strong, with little inflation in 
the prices of most goods and services.

What if we’re wrong? Because much of the inflation in the economy 
(other than supply-induced commodity price spikes) is the result of 

Our analysis and 
expectations do not 
support the fear 
which we read  
in the headlines  
every day...”
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market expectations and long-term dynamics, unexpected inflation will 
likely appear only gradually giving policy makers ample time to respond 
by tightening monetary policy to stave off a damaging inflationary spiral. 
There are a number of scenarios (geopolitical events, natural disasters) 
which could cause commodity prices to spike, which could have a severe 
impact on global economic growth. 

Portfolio implications. We have maintained allocations to longer-
duration bonds (especially municipal bonds) and have tilted our fixed 
income portfolios toward a “barbell” structure (more short- and long-
duration, less intermediate), which we expect to outperform in a rising 
rate environment. We are prepared to further adjust the duration 
of clients’ fixed income portfolios or buy direct protection if we see 
inflation on the horizon. Our commodity allocation mitigates the impact 
of commodity price inflation. 

Municipal bond risk
It is difficult to make sweeping generalizations about the “municipal” 
bond market. There are over 80,000 issuers with bonds guaranteed by state 
and local governments and individual project revenue. Much has been 
written about the difficult budget situations facing many municipalities, 
but we believe that media coverage has been a little one-sided. While 
issuers have faced revenue difficulties, states and municipalities are taking 
extreme measures to cut expenditures and are committed to servicing 
existing debt. Underfunded pension liabilities, while a serious long-term 
issue, do not create a near-term cash flow crisis.1  

What if we’re wrong?  The likely adverse scenarios involve a worsening 
in the financial position of municipalities and concern about their 
willingness and ability to pay rather than widespread default. We believe 
a number of factors support municipal bond values (as distinct from the 
actual incidence of default): light municipal bond issuance; high yields 
relative to U.S. Treasury and corporate bonds; and the prospect of rising 
tax rates, which increases the attractiveness of tax-advantaged municipal 
bond income. 

Portfolio implications. Short duration, high quality municipal bond 
yields remain at or near historical lows and appear to have little room 
for improvement to result in capital gains to bond portfolios. Investors, 
generally, are giving up a lot of return to reduce interest rate and municipal 
credit risk. In contrast, we are maintaining exposure to municipal bonds, 
and overweighting long-duration and lower-rated sectors.

1For more analysis of municipal finance and the opportunities in the municipal bond market, see our 
January 2011 Investment Perspectives “Municipal Bonds: An Unusual Investment Opportunity.”

While issuers have 
faced revenue 
difficulties, states 
and municipalities 
are taking extreme 
measures to cut 
expenditures and are 
committed to servicing 
existing debt.”
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A “new normal” with slow economic growth and low returns
Expectations for economic growth in developed economies are lower 
than they have been historically, but, as we have continued to say for 
many years, emerging markets have more opportunity for productivity 
growth and room for fiscal expansion (due to their lower leverage) and are 
therefore likely to grow much faster. Innovation in telecommunications 
and business models are increasing productivity of knowledge workers, 
bringing more talent into the global labor pool (“the world is flat,” to 
use Thomas Friedman’s phrase), and more effectively addressing smaller 
markets. Successful innovation typically increases economic growth and 
productivity and eases inflationary pressure.

What if we’re wrong?  A period of slow growth, if accompanied by a 
reduction in uncertainty about the economic environment, might still 
lead to a period of better than expected returns on financial investments. 
However, confidence in the global economy and financial system is 
currently low, and a self-reinforcing cycle of contraction could take hold. 
Slower growth would put further pressure on the European financial 
system and peripheral countries such as Greece and Ireland.

Portfolio implications. Aspiriant portfolios are well-diversified, with 
exposure to diverse streams of economic activity around the world. 
We are working hard to incorporate strategies which reduce volatility 
and protect against severe market downturns (“tail risk”) with minimal 
reduction in expected return.

… and three things which might.

Disruption in the global financial system
One of the most important elements in any financial system is confidence. 
The events of the past two years and perceptions about the government 
response around the world have shaken confidence. The impact of new 
regulations and policies remains to be seen and the most fundamental 
dangers (under-capitalized banks, shadow banking system, under-
regulated derivatives markets) have not been aggressively addressed.

What‘s the worst case?  A healthy financial system is essential to continued 
economic growth. If the financial system does not regain confidence, it 
remains susceptible to a negative sentiment-driven liquidity spiral. The 
highly levered developed markets would be hardest hit, with emerging 
markets such as China and Brazil in a better position to continue growth.

There is a lot we do 
not know about the 
limits of agricultural 
productivity and 
resource extraction  
and depletion.”
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Portfolio implications. Financial market stress would likely cause very 
severe losses in corporate credit holdings. We recently reduced our 
weighting to investment grade corporate debt in late 2010, feeling that 
credit spreads were too low to justify continuing the overweight we 
added in early 2010. Our commodity positions have a modest allocation to 
precious metals, which provide some protection against financial market 
disruption. Recent innovations in derivatives contracts such as the credit 
support annex (which, like futures markets, requires counterparties 
to post additional collateral based on movements in the value of the 
contract) reduce the counterparty risk of those contracts and make them 
more suitable to hedging against financial market stress.

Depletion of natural resources
Demographers expect the world population to peak in 2050 at 10 billion 
people, just after a period of rapid economic growth in the most populous 
countries. There is a lot we do not know about the limits of agricultural 
productivity and resource extraction and depletion. We expect economic 
forces to bring resource use and exploration into alignment over the 
long run, but if resource depletion happens quickly or governments 
introduce distortions (e.g., US ethanol policy), the impact on the global 
economy could be profound.

What‘s the worst case?  Our base case CMEs include an assumption of 
moderate increases in food and other commodity prices, which we have 
seen in early 2011. A severe shortage of food or other natural resources 
would cause a spike in food or commodity prices which would hurt both 
industrial and individual consumers, perhaps leading to destabilizing 
social unrest. A severe shortage of resources would derail economic 
growth and enhance the power of petro-dictators.

Portfolio implications. The need for greater agricultural productivity 
creates investment opportunities, particularly in emerging markets 
which are generally inefficient in their use of land and water. We are 
exploring ways to participate in this activity, which may not be available 
in traditional public market investments.

Aspiriant portfolios have protection against commodity price inflation 
in the form of commodity futures. We think of these positions primarily 
as a hedge against unexpected developments. It’s far too early to 
plan extensively for the era after 2050 when the world’s population is 
expected to begin to decline, but one can guess than there could be 
truly transformative changes if resource scarcity becomes even more 
pronounced…or if, because of a then declining population, the world 
shifts from an economics of scarcity to an economics of abundance. Only 
some of us will live long enough to see how this will play out.

The need for 
greater agricultural 
productivity 
creates investment 
opportunities, 
particularly in 
emerging markets 
which are generally 
inefficient in their use.”
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Geopolitical conflict and terrorism
There are complicated dynamics in the world economy, with some leaders 
manipulating domestic and international issues to their advantage. 
Populations and ideologies which are unhappy with the status quo 
are gaining in power and size. Religious and ideological conflict, and 
competition over global political influence and natural resources could 
engender armed conflict or at least undermine cooperation.

What ‘s the worst case?  At the time of this writing, an incredible wave of 
populist revolt has changed the political landscape in North Africa. To the 
surprise of Western analysts and the dismay of Islamic fundamentalists, 
the revolts have not been driven by religious or anti-Western ideology 
nor has violence been a primary tactic of the revolutionaries. On the 
contrary, Western technology (Facebook and Twitter) and ideals 
(freedom of communication and nonviolent resistance) have featured 
prominently.

Nevertheless, the ultimate implications of the social unrest are unknown. 
So far, prices have not been pushed up by actual disruptions to supply and 
oil is more global (and therefore less susceptible to supply interruptions 
in a single region) than it was during previous Middle East crises. But 
markets are tight at the moment. The impact of a crisis would therefore 
depend on how much oil production was lost and for how long. Even 
seismic shocks in oil-producing countries might not cut off supplies for 
very long. Yet the example of Iran shows what can go wrong. The Centre 
for Global Energy Studies points out that pre-revolutionary Iran pumped 
6 million barrels per day. The new regime ditched Western oil experts 
and capital, and it has never come close to matching that level of output 
since; it now produces just 3.7 million barrels per day.

Portfolio implications. Geopolitical tension most frequently shows up in 
commodity prices, exchange rates, and interest rates. Aspiriant portfolios 
have extensive global diversification as well as protection against 
commodity price inflation in the form of commodity futures.

Aspiriant’s portfolios include commodities as a hedge against an oil crisis 
and our commodities trading strategies have been very effective over 
the past year. The table below compares the substantial outperformance 
of the exchange traded note we created with Goldman Sachs (ticker 
GSC) over the S&P Goldman Sachs Commodity Index itself.

...we think the 
likelihood of  
a downside  
surprise is higher 
due to heightened 
positive expectations 
and commodity  
price increases.”
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Source: Bloomberg. Returns are total return, including the reinvestment of dividends. Past performance is not indicative of future 
returns. All investments can lose value.

This outperformance of GSC is entirely due to our trading enhancements 
– the commodities and weights are otherwise identical between GSC and 
the S&P GSCI.

These comments are not meant to be exhaustive or to offer a final word 
on these enormously complicated issues. Instead, they are intended 
to provide some insight into the thinking of the Aspiriant investment 
research team.
 
Macroeconomic Variables
Our expectations from May 2010, which were in line with consensus, 
for broad macroeconomic variables proved mostly correct. We have 
become more different from consensus as economists have upgraded 
expectations for growth and inflation.

Economic growth

Review: Correct. A global recovery in economic growth has taken hold, 
in line with our expectations and the consensus. The recovery has been 
uneven, with the UK slipping below zero, but the upward trend is 
unmistakable.

Forward-looking Consensus: Economists have increased their forecasts 
for 2011 economic growth for the US (3.5%) and around the world (4.5%).

Aspiriant’s view: Our view is in line with consensus, though we think the 
likelihood of a downside surprise is higher due to heightened positive 
expectations and commodity price increases.

Interest Rates and Inflation

Review: Correct, sort of. Our contrarian view that inflation would remain 
low and falling, allowing the Federal Reserve to hold short-term interest 
rates low for longer than the consensus view, has been correct so far. 
However, concern about current budget deficits and future inflation 
drove up longer-term rates after the announcement of QE2 in November. 
Rates have since stabilized.

Aspiriant portfolios 
have extensive global 
diversification as well 
as protection against 
commodity price 
inflation in the form of 
commodity futures.”

YTD (through 2/25/11) YOY

GSC 9.1% 27.4%

S&P GSCI 6.9% 22.0%
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Forward-looking Consensus: Consensus is that we have reached a cyclical 
low for government bond yields. Bond market prices suggest that the 
Fed will increase interest rates by the end of 2011, with central banks in 
areas with higher inflation (primarily emerging markets like Brazil and 
China, but also including Europe) raising rates sooner. Goldman Sachs 
expects no change to rates through 2012, which is on the far end of 
the range. The fear of inflation expressed by the popular media is not 
reflected in the forecasts, which expects continued low inflation in the 
US and somewhat higher in other parts of the world.

Aspiriant’s view: There are significant cross-currents with some factors 
suggesting low rates (disinflation in developed markets, productivity-
enhancing innovation, savings glut in emerging and petro-dollar 
economies) and others suggesting higher rates (concern about deficit 
spending). On balance, we expect rates to remain lower than the 
historical average for several years.

Asset Classes
Fixed Income

Consensus: In the municipal bond space, retail investors have become very 
concerned about municipal budget crises and higher interest rates. This is 
evidenced in the record flow of funds out of the municipal bond market 
from November 2010 through January 2011. Duration and credit spreads, 
representing the additional current yield received as compensation for 
bearing interest rate and credit risk, remain significantly elevated relative 
to historical averages.

In taxable fixed income, the search for yield failed to live up to its billing 
last year. The yield environment rallied much tighter, but has not yet 
resulted in the expected spread compression in investment grade. Expect 
much lower than historical returns, driven primarily by current yield and 
without the capital gains which have resulted from the secular decline in 
rates over the past 30 years.

Aspiriant’s view: As discussed in our recent whitepaper on Municipal 
Finance, we think that a significant increase in municipal defaults is 
unlikely for a number of reasons: the low current cost of debt service; 
opportunities for revenue enhancement; opportunities for expense 
reduction; and prioritization of bond interest payments. Pension and 
retiree health care obligations, while large, will be paid many years in 
the future and may be mitigated in the meantime.

Implications: By almost every measure, municipal bonds are priced 
attractively relative to US Treasuries and US corporate bonds. In the 

...a significant 
increase in  
municipal defaults  
is unlikely for a 
number of reasons...”
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current environment, the longer the maturity and lower the credit quality 
of a municipal bond, the more attractive its price relative to historical 
averages. Consequently, we are looking for opportunities across both 
the maturity and credit spectrums.

We have a more neutral view of credit risk, which we view as overpriced. 
We eliminated our overweight to corporate credit and are content to let 
our fixed income managers find value.

Real Estate

Consensus: With very few transactions taking place, it’s hard to define 
a consensus regarding real estate. Judging from the behavior of the 
markets, however, the concern about public real estate has subsided. In 
particular, concern over the amount of commercial debt coming due in 
the next few years has disappeared from the headlines.

Aspiriant’s view: We believe that the improving economy will help the 
real estate market in the intermediate term, but real estate (which lags 
the economy) will face continued headwinds in the near-term. Sectors 
which have already undergone more adjustment (e.g., single family for 
sale) will perform better than sectors which started adjusting later (e.g., 
office). We continue to like non-US sectors with some protection (e.g., 
emerging markets multi-family residential) and single family residential 
in the US.

Implications:  We have maintained significant allocations to real estate 
across client portfolios. We continue to evaluate active investment 
managers and various benchmarks to gauge our performance.

Public Equity

Consensus: Consensus is for a continued strong rebound in global 
equity markets, corporate profits and equity share values; but there is a 
broad range of views. Goldman Sachs’ research team is more optimistic, 
expecting 20% total return to global public equity over the next 12 
months. PIMCO, which is arguing for a “new normal,” expects equity 
market returns in the low single digits over the next five years.

Aspiriant’s view: Strong global growth with low interest rates, robust 
earnings growth and an attractive starting point in terms of valuation 
(forward P/E about one standard deviation lower than the 10 year 
average) are likely to generate good returns in public equity markets. 
One aspect of the attractive valuation of equities is the dividend yield, 
which remains attractive in comparison to other asset classes.

Judging from the 
behavior of the 
markets...the concern 
about public real 
estate has subsided.”
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Importantly, we do not believe that investors should differentiate 
companies listed on a stock exchange in the US from those listed in 
other developed markets or so-called emerging markets. We think the 
globalization of the economy, from supply chain to consumer fulfillment, 
outweighs conceptions of geography.

Implications:  We have maintained allocations to global equity markets, 
including overweights to value, small cap, and emerging markets. We 
are exploring ways to increase tax efficiency and add risk management 
to our equity portfolios.

Private Equity/Opportunistic

Consensus: Private equity/opportunistic is the broadest asset class we 
identify, including traditional private equity and a range of strategies 
most often employed using hedge funds. Private equity funds are 
making their presence felt, with a number of large deals announced in 
early 2011. While financing is not as readily available as it was before the 
financial crisis, the complete freeze appears to have ended.

Aspiriant’s view: As the recovery takes hold in the US and the risk of a 
double dip recession and deflation recedes, we expect the corporate risk 
appetite to pick up. There is the potential for a pick-up in mergers and 
acquisitions across developed markets, where cash to asset ratios are now 
around or above the highest levels they reached during the last cycle.

The uncertain macroeconomic environment provides fertile ground for 
global macro hedge fund managers, who build portfolios with option-
like exposure to macroeconomic outcomes.2  

Implications:  We continue to advocate meaningful allocations to Private 
Equity/Opportunistic where appropriate. We are not concerned about 
the asset class, despite disappointing returns over the past 12 months 
relative to robust public markets returns. Opportunistic strategies take 
longer to develop and they play an important role in total portfolio risk 
management and should be evaluated in that light.

...we do not believe 
that investors 
should differentiate 
companies listed on a 
stock exchange in the 
US from those listed 
in other developed 
markets or so-called 
emerging markets.”

1For more on global macro managers, see our Investment Perspectives “In Search of the Holy Grail: 
Risk Management Using Market Neutral Managers.”
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Commodities

Consensus: With 24 commodities in the S&P Goldman Sachs Commodity 
Index, ranging from oil to pork bellies, commodities are a very broad asset 
class with disparate relationships to the economic cycle. As far as we can 
tell, the consensus is for low to moderate returns to commodities, due 
to weak economic growth and an easing of supply concerns. Goldman 
Sachs is, again, an outlier, expecting a low double digit return to the S&P 
GSCI, led by precious metals.

Aspiriant’s view: In 2010, commodity returns were driven almost entirely 
by the non-cyclical commodities such as gold and agriculture that were 
up over 30%. In contrast, the cyclical commodities like energy and base 
metals were volatile, but range bound, finishing the year up 4%. In early 
2011, a shift toward cyclical commodities has been led by copper and oil. 
We believe this shift will continue as structural supply issues reemerge 
with the US recovery on more solid footing. 

Implications: Aspiriant client portfolios have significant commodities 
exposure, with higher commodity allocations for portfolios with higher 
equity allocations (and therefore higher exposure to commodity price 
risk). In our commodity allocations, we are maintaining our broad 
diversification (similar to the S&P GSCI) and tactical trading strategies, 
which have added significant value over the past two years. Further, we 
rebalance clients’ commodities allocations more aggressively than other 
asset classes to maximize the hedging impact.

In sum, we expect a near-term environment which offers attractive 
returns to risk assets. We expect global capital markets to continue higher 
despite moderately higher commodity prices, some concern about global 
growth and US employment, and continued unrest in North Africa. We’ll 
have more to say, with specific asset class expected returns, when we 
release our 2011 capital market expectations.

Opinions expressed are our present opinions only, reflecting prevailing market conditions, and are subject to change.  In preparing this presentation, we may 
have drawn upon a wide range of sources and therefore the analysis should not be deemed original or proprietary.  We have relied upon and assumed, without 
independent verification, the accuracy and completeness of all information available from public sources.  Past performance is not necessarily an indication of 
future performance. All investments may lose value over time.  

This Investment Perspectives is neither an offer to sell nor a solicitation to buy securities, and does not constitute an offering.  Past performance is not necessarily 
indicative of future performance.  All investments may lose value over time. Investments in bond funds and ETFs are subject to interest rate, credit, and inflation 
risk. None of the financial strategies outlined here should be construed as advice from Aspiriant. Such illustrations are educational only and do not take into 
consideration your personal circumstances or other factors that may be important in making investment decisions.

The Barclays Municipal Bond Index is an unmanaged total return index, considered to be generally representative of fixed rate, investment-grade municipal 
bonds issued across all states, and does not contain any management fees.

The S&P Goldman Sachs Commodity Index an unmanaged total return index, considered to be generally representative of a broadly diversified portfolio of 
commodity futures, and does not contain any management fees.

In our commodity 
allocations, we are 
maintaining our 
broad diversification 
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