
With the recent pressure on the market, 

investment sentiment has turned decidedly 

negative.  According to the most recently-

released data, bearish (negative) investment 

advisors have outnumbered bullish (positive) 

advisors for the past three weeks. The 

current reading represents an extremely 

pessimistic view, as there have only been a 

few occasions in the past ten years when  

total bears have outnumbered bulls. The ratio 

is a classic contrarian indicator. Historically 

when you see readings at these levels, the end 

of a correction or at least the formation of a 

market bottom has been signaled. This 

provides some hope of a possible recovery.  

We saw similar readings at the end of August 

2010; after about three and a half months of 

sideways trading, the market moved 15% 

higher by the end of the year. 
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Market Recap 

One of the key issues that has come to light 

with the European Sovereign debt crisis has 

been the excessive use of leverage by 

European banks.  If bank liabilities are 

subtracted from bank assets and the result is 

negative, the bank is technically insolvent.  A 

highly-levered bank cannot afford to suffer 

deterioration of its assets (e.g., as a result of a 

recession or through excessive loan defaults); 

shrinkage of a few percentage points may 

result in insolvency.  German, French, and 

Belgian banks (on average) have much higher 

leverage than US banks (which presumably 

learned their lesson in 2008). Of further 

concern is the high correlation existing 

between overly-leveraged banks and the 

health of their sovereigns as banks.  

 
Source: International Monetary Fund 

Source: Factset 
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Developments in recent weeks have 

challenged the view of sustained economic 

growth. Current one-year forecasts for GDP 

growth have fallen to around 2%. There are 

expectations for significant fiscal tightening 

next year, as it is unlikely that payroll tax cuts 

or emergency unemployment benefits will be 

extended beyond year-end. Current forecasts 

estimate the total fiscal drag from the current 

budget to be around -1.8% of GDP.  

Fortunately, the forces typically present 

during a recession (rising interest rates and 

tightening credit conditions with increased 

credit demand) are absent today. The greater 

concern is the lasting damage of a slowdown 

and unemployment for an extended period of 

time. Persistent underutilized resources will 

weigh on future growth, limit budget 

improvement, and lead to potential 

disinflation.  

 

Last week, the Jefferson County, AL, 

Commission avoided a high-profile bankruptcy 

filing by agreeing to terms with creditors to 

restructure $3 billion in defaulted sewer debt. 

The settlement highlights the reality that 

bankruptcy is seldom the preferred resolution 

for even the most distressed municipality. 

There have been just 24 bankruptcy filings 

between 2007 and 2011 in a market of over 

87,000 issuers. A municipality's decision to file 

bankruptcy must be weighed against its 

negative consequences (credibility, cost, and 

access to credit markets). With the economic 

recovery faltering, municipalities are feeling 

increasing strain on their finances.  A recent 

survey of 272 leading cities reveals significant 

negative pressures on these municipalities.   

Market Recap 
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Impact of Factors on 2011 Municipal Budgets 

Projected Budget Impacts on 2012 GDP 

            Positive Impact 

            Negative Impact 

Source: National League of Cities 

Payroll Taxes -110 -74 -0.5% 

Unemployment Taxes -50 -45 -0.3% 

Accelerated Depreciation -25 0 0.0% 

State/Local Transfers -50 -33 -0.2% 

Infrastructure, etc. -75 -75 -0.5% 

August Debt Deal -40 -40 -0.3% 

Total -350 -267 -1.8% 

Cost 

($bil) 

GDP Impact 

($bil) % of GDP 
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Contact:  If you have any questions or comments, please do not hesitate to contact us at 703.992.6164.  For more information about Harbour 

Capital Advisors, please visit our website at www.harbourcapitaladvisors.com. 

 

Disclosure:  Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its 

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which 

HCA maintains clients.  HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from 

registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered 

or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.  For information pertaining to the 

registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of 

HCA’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request. 

HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information 

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only 

and all users thereof should be guided accordingly.  Past performance may not be indicative of future results. Therefore, there can be no assurance 

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the 

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or 

profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different 

types of investments involve varying degrees of risk.  Historical performance results for investment indices and/or categories generally do not reflect 

the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of 

which would have the effect of decreasing historical performance results.  The material contained herein is provided for informational purposes only 

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial 

instruments.  Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-

investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market 

conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client 

should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment 

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal, 

accounting, or tax advice.  The tax information contained herein is general in nature and is provided for informational purposes only.  HCA does not 

provide legal, tax, or accounting advice.  HCA cannot guarantee that such information is accurate, complete, or timely.  Laws of a particular state or 

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.  

Federal and state laws and regulations are complex and are subject to change.  Changes in such laws and regulations may have a material impact 

on pre– and/or after–tax investment results.  CIRCULAR 230 DISCLOSURE: To comply with Treasury Department regulations, we inform you 

that, unless otherwise expressly indicated, any tax information contained herein is not intended or written to be used, and cannot be 

used, for the purpose of (i) avoiding penalties that may be imposed under the Internal Revenue Code or any other applicable tax law, or (ii) 

promoting, marketing, or recommending to another party any transaction, arrangement, or other matter.  Rankings and/or recognition by 

unaffiliated rating services and/or publications should not be construed by a client or prospective client as a guarantee that he/she will experience a 

certain level of results if HCA is engaged, or continues to be engaged, to provide investment advisory services, nor should it be construed as a 

current or past endorsement of HCA by any of its clients. Rankings published by magazines, and others, generally base their selections exclusively 

on information prepared and/or submitted by the recognized adviser. 

http://www.harbourcapitaladvisors.com/

