
Natural gas has yet to find 
a bottom posting a new 5-
year low. During the quar-
ter a number of securities 
hit our short-term price 
targets and were sold re-
sulting in higher than aver-
age cash levels.  Our short
-term view is that a number 
of sectors are overbought 
and likely to experience a 
short-term correction. We 
expect to reduce cash dur-
ing periods of short-term 
weakness. We expect  
yield to play a larger part in 
performance and plan to 
add securities currently 
paying, and likely to in-
crease, their dividends.   

It was a roller-coaster quar-
ter for most asset classes.  
U.S. stocks traded lower  
and than moved higher  to  
fresh 52-week highs. The 
S&P 500 added about 4%.  
Real Estate Investment 
Trusts were the standouts.  
The iShares Cohen & 
Steers Realty Index gained 
over 9%.  The quarter’s 
strong performance took 
prices to levels not seen 
since 2008 but, still well 
below 2007 highs. Emerg-
ing market securities basi-
cally stalled in part due to 
the Greek financial crisis,  
a strengthening U.S. dollar, 
and less favorable relative 

valuations.  The sector was 
about unchanged (MSCI 
Emerging Markets Index 
Fund, -0.7%).  Developing 
market securities also 
peaked in 2007 and remain 
off their previous highs, yet  
remain the best performing 
sector overall. As a group, 
commodities peaked  dur-
ing January and were rela-
tive underperformers.  A 
number of reasons contrib-
uted to the dulling of the 
group’s shine, including; a 
stronger U.S. dollar and 
bearish agricultural prices.   
Crude oil posted the best 
relative performance, but  
ended below its 2008 high. 

REITs Post Best Performance During Quarter  

Pros/Cons of Emerging Markets 
2010 has been lackluster  
for emerging markets.  The 
iShares MSCI Emerging 
Markets Index, has gained 
a modest 1%.  There are a 
number of reasons for the 
pause. First, there is evi-
dence that recovery mo-
mentum has stalled.  Sec-
ond, the US dollar has 
strengthened providing a 
headwind to emerging mar-
ket equities. Third, as in 
the US, a number of the 
European, Middle-east and 
Asian banking sectors will 
continue to deleverage 
through 2010.  One could 
also argue that global ex-
cess liquidity is contracting 

and EM funds appear to be 
fully deployed.  This is be-
ing seen in the slowing of 
momentum of new funds 
into emerging market mu-
tual funds.  Finally, the 
elephant in the room has 
been a concern that  
China’s growth may slow.  
As a result of these factors, 
EM earnings revisions mo-
mentum has turned nega-
tive and some analysts no 
longer find EM valuations 
compelling.  Beyond the 
short-term factors. Emerg-
ing markets now account 
for over half of purchasing 
power parity adjusted 
global Gross Domestic 

Product and can now take 
over as the driver of growth 
as they are far less in-
debted.  Generally, EM 
corporate, household and 
sovereign balance sheets 
are in much better shape 
than developed countries.  
Despite the recent slow-
down, a rising pattern or 
consumption continues 
particularly in the Non-
Japan Asia and Arabian 
markets. In addition expect 
a continued push toward 
equalization in healthcare, 
drug spending and living 
standards within the EM. 
As consumption expands 
there (Cont’d Pg 2) 
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We rely heavily on the use of   
Exchange-traded funds, “ETFs” 
in many of our accounts.  Why is 
this?  First, an ETF is an invest-
ment company that typically has 
an investment objective of striv-
ing to achieve a similar return as 
a particular market index.  The 
ETF will either invest in all or a 
representative sample of the 
securities included in the index it 
is seeking to imitate.  Typically, 
ETFs track stock indexes includ-
ing the Standard  Poor’s, Dow 
Jones, Vanguard, Merrill Lynch, 
and Barclays.  The oldest and 
biggest ETF tracks the S&P 
500.  It’s called SPDRs, short for 
Standard & Poor’s Depository 
Receipts.  Innovative offerings in 
equities, fixed income, and 
emerging markets have made 
ETFs one the fastest-growing 
investment vehicles in the finan-
cial industry.  Since 1995 (the 
birth of ETFs) through the end of 
2009, the assets of ETFs have 
grown to over $800 billion.  ETF 
funds also include fixed-income 
securities, commodities, and 
currencies and cover both do-
mestic and international indices.  
In addition, they may be based 
on certain characteristics such 
as market capitalization or in-
vestment styles like growth, 
value and blend.  ETFs can also 
be used to diversify across dif-
ferent sectors such as health 
care, technology, real estate, 
utilities, etc.  ETFs are traded 
throughout the day on an ex-
change, like stocks.  ETFs are 
subject to price fluctuations and 
can trade at a premium or dis-
count to its net asset value 
(NAV).  Typically, they are pas-
sively managed meaning, 
changes to the portfolio are the 
result of alterations in the under-
lying index.  Investors incur 
brokerage commissions when 
buying or selling ETFs.  In addi-
tion to trading costs, investors 
many sometimes pay manage-
ments fees.  However, ETFs 
normally have lower expense 
ratios when compared to tradi-

tional mutual funds.  Mutual fund 
strategies can be classified as 
either actively-managed (active), 
a n d  p a s s i v e l y - m a n a g e d 
(passive).  An active fund is a 
fund whose manager takes 
action by evaluating invest-
ments, buying securities that are 
expected to perform well in the 
future and selling the ones in the 
portfolio that are expected to 
perform poorly.  A passive fund 
manager only attempts to repli-
cate the underlying holdings of a 
benchmark (index) and does not 
add or remove from these hold-
ings.  Passive strategies are 
usually associated with ETFs.  
There are many studies that 
have tried to establish the ad-
vantages of one approach over 
the other.  In most cases, active 
managers’ attempts at beating 
the market end up falling short.  
Some extraordinarily-gifted 
managers can repeatedly pro-
duce above-market returns but, 
most do not.  Investing in ETFs 
involves risk.  The type of risks 
depends on the kinds of ETF 
investments chosen.  While the 
benefits of diversification from 
ETFs may lower the downside 
risk of a single security it is im-
portant to understand that the 
value of an ETF may decline 
due to factors affecting the un-
derlying index.  Stocks tracked 
by an ETF are subject to the 
same risks as traditional equi-
ties.  The market prices for 
ETFs fluctuate in the same man-
ner as stocks on a daily basis.  
These fluctuations may be a 
result of economic conditions, 
investor sentiment, or security 
specific factors.  Fixed-income 
ETFs are subject to fluctuations 
in the interest-rate environment.  
The prices of bond securities 
tend to rise with the decline of 
interest rates and vice versa.  
International ETFs are subject to 
risk of capital loss due to cur-
rency fluctuations and a coun-
try’s economic factors.  Cur-
rency exchange can affect the 
returns of a foreign security 

because foreign exchange rates 
constantly f luctuate with 
changes in the supply and de-
mand of each country’s cur-
rency.  Thus, returns achieved 
by local investors are often quite 
different from the  returns that 
U.S. investors achieve—even 
though both may be investing in 
the same security.  Credit risk 
arises from the uncertainty in a 
counterparty’s ability to meet its 
obligations.  For example, the 
value and ability of ETF funds to 
pay dividends may be compro-
mised if the issuer is unable to 
make payments of principal and 
interest.  We incorporate ETFs 
into our investment strategy 
because of the many pros asso-
ciated with them.  By buying a 
single unit of an ETF, we can 
obtain exposure to all  the secu-
rities that make up the index.  
This is known as passive diver-
sification.  ETFs also reflect the 
performance of different sectors 
in the market, which can en-
hance the diversification bene-
fits.  Since ETFs trade like 
stocks, their prices can change 
every minute and new prices are 
available during trading hours.  
In contrast, mutual funds are 
priced once a day.  ETFs are 
also tax efficient.  Unlike tradi-
tional mutual funds, ETFs are 
not obligated to distribute real-
ized capital gains on an annual 
basis.  ETFs also reduce “cash 
drag”.  Cash drag is the return 
lost when an open-end fund 
manager has to keep cash on 
hand or sell assets to redeem 
shares.  ETFs do not need to 
hold cash in anticipation of re-
demptions.  ETFs also save on 
brokerage costs since it is not 
necessary to  invest in numer-
ous securities to obtain the di-
versification offered by one ETF 
security. In the end, investment 
success still depends on how 
assets within an account are 
allocated and the proper selec-
tion of ETFs (or other securities) 
within a market sector.  

Exchange-Traded Funds 

“ETFs are a fast-

growing investment 

vehicle with assets 

exceeding $800 billion” 

Page 2 

2nd Quarter 2010 
Commentary 

The Pros/Cons of Emerging Markets (Cont’d. from Pg . 
remains room for productiv-
ity increases.  Also, im-
proved political stability with 
trends moving towards de-
mocratization and the adop-
tion of the rule of law will 
likely reduce the risk premi-
ums generally applied to EM 

 securities.  There remains 
significant potential for the 
broadening out in EM eq-
uity and debit markets as 
foreign partners offer stra-
tegic stakes and local in-
vestment restrictions are 
gradually removed.  Finally, 

opposite of many developed 
countries, whose currencies 
are at risk of devaluation, there 
is significant scope for upward 
revaluation of EM currencies.  
For moderate growth investors 
we remain about 18% allo-
cated to this sector. 



With the health-care drama 
fading, Congress can turn its 
attention to employment.  
During late March, the Sen-
ate past the first in what is 
likely to be a series of jobs 
bills.  A key provision of the 
bill are temporary tax breaks 
for employers who hire the 
long-term unemployed.  De-
spite Congress’ efforts, un-
employment is likely to re-
main elevated.  With this 
being the case, monetary 
policy is likely to remain ac-
commodative for an ex-
tended period. This expecta-
tion has been reinforced by 
the Federal Open Market 
Committee (the policy-
setting panel) following its 
March meeting.  The com-
mittee, “continues to antici-
pate that economic condi-
tions, including low rates of 
resource utilization, subdued 
inflation trends, and stable 
inflation expectations are 
likely to warrant exception-
ally low levels of the federal 
funds rate for an extended 
period.”  The implication is 

that the “extended period” 
would mean keeping the fed-
funds rate near-zero (0-
0.25%) for another six-to-
nine months.  By most stan-
dards even if the central 
bank raised the rate to 0.5%, 
or even 1% it would still 
qualify as “exceptionally 
low.”  Due to the severity of 
this economic downturn 
which has resulted in a 6.1% 
drop in payrolls, more than 
twice the decline of any re-
cession in the past 60 years 
and the large amount of 
slack in the economy the 
ultra-low level of rates could 
extend well beyond the con-
ventional wisdom.  Since the 
potential remains for a fur-
ther decline in core inflation 
to 1% these downside infla-
tion surprises could serve to 
keep the FOMC on hold.  
Despite the slack in the 
economy. stocks have been 
bid up rapidly, which could 
be viewed an apparent con-
tradiction.  Since rising stock 
prices depend upon rising 
earnings, will economic pro-

gress be  strong enough to 
support the current rise in 
stock prices and be able to 
fuel further advances?  How 
does a stock investor handle 
this dilemma? We know 
2009 produced a strong re-
covery for the majority of US 
corporations.  Many corpora-
tions entered 2010 on a solid 
financial footing with strong 
balance sheets.  However, 
the growth prospects in 2010 
are not stellar.  In this envi-
ronment we expect that US 
corporations will increasingly 
allocate cash flow to divi-
dends and share repur-
chases.  It is also likely that 
Merger and Acquisition ac-
tivity will increase.  We be-
lieve that an increasing per-
centage of stock returns in 
the near-term will come from 
yield rather than price appre-
ciation.  If we are right this is 
the time to focus on compa-
nies with a payout ratio that 
is low enough to suggest an 
increase and with a long-
term growth rate above the 
consensus.   

Economic Reality and Stock Strategy 

The Impact of the Greek Fiscal Crisis 
Portugal countries that are 
perceived to have similar 
debt issues.  Despite the 
Greek situation, the outlook 
for developed international 
markets remains fairly strong 
in the long-run.  What has 
happened is that uncertainty 
around the shorter-term eco-
nomic outlook  has in-
creased. Since February, 
there has been a growing 
optimism that the rest of the 
European Union is going to 
step in and alleviate some of 
the pain related to Greece. 
This is far from certain since 
there is a strong, “fix it your-
self” bias among many Euro-
peans.  As for Greece, taxes 
are likely to rise and more 
and more austerity meas-
ures are likely to be intro-
duced causing a slowing of 
economic growth.  The 
weakening in Greek equity 

markets is a reflection of 
these expectations.  If you 
believe the rest of the Euro-
pean Union will step in and 
assist Greece, there could 
be significant upside in sov-
ereign debt and equities.  
For the moment we are an 
interested observer.  Within 
Europe some of the Euro-
zone countries are looking 
more attractive, particularly 
the Scandinavian countries.  
In local currencies, these 
countries are positive year-to
-date.  Generally their eco-
nomic outlook is a lot 
stronger than some of those 
in Southern Europe so they 
have not being tarred with 
the same negativism.  The 
more conservative approach 
is to focus on Northern 
Europe where there is more 
certainty about the outlook.    

During February the Greek 
debt and fiscal crisis domi-
nated the markets and trig-
gered a steep drop in do-
mestic stock prices.  Since 
then the crisis has moved off 
the front page and U.S. 
stock prices have re-
bounded.  The trigger for the 
event was an announcement 
by the Greek government 
that the country was having 
trouble meeting its sovereign 
debt obligations.  Most 
Southern European devel-
oped markets traded off on 
the news and remain lower. 
There has been less of an 
impact on Northern Euro-
pean markets.  Greece how-
ever, was down 19% in local 
terms at the end of Febru-
ary.  Other markets in South-
ern Europe suffered a similar 
performance.  The most 
impacted were Spain and 

“Short-term 

stock returns 

more likely to 

come from 

yield not price 

appreciation” 
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About Stark Financial Advisers 
 

Stark Financial Advisers is a registered investment adviser affiliated with R.M. Stark 
& Co.,  Inc., an SEC registered broker dealer.  SFA seeks to achieve positive returns 
over a long-term investment horizon by creating and maintaining the optimum 
portfolio for each investor. We view the optimum portfolio as one having the highest 
potential return consistent with the risk tolerance and investment horizon of the 
owner. 

We also understand the relationship between risk and return and seek to reduce risk 
through targeted asset allocation among numerous asset classes.  Each asset class 
has separate and distinct characteristics, including returns and risk that can be 
measured over time.  While all classes are cyclical, they often trend in different di-
rections.   Two portfolios, each having similar return prospects, may have substan-
tially different short-term risk characteristics.  Clearly, the lower risk portfolio 
would be the choice of most investors. 

Of course, all investments contain risk and there is no guaranty of positive returns; 
losses can occur.  For additional information and a complete performance history, 
please visit  www.starkadvisers.com.  

 
 
Pursuant to Rule 204-3 of the Investment Advisers Act of 1940, we are required 
by the Securities and Exchange Commission to offer  each client a copy of Form 
ADV Part II that describes our firm and methods of operation.  To receive a 
copy, please call our Managed Account Services Department at (800) 410-0704.  

Stark Financial 
Advisers, Inc. 

you want. 

Make a powerful choice 

Make the move to paperless 
today.  Register and turn off 
paper at 
www.mydocumentsuite.com 
or contact your investment 
professional for more infor-
mation 

Are you missing out on a 
good thing? 

Online documents: powerful 
and convenient—anytime, 

anywhere 

Instant access to your online 
account documents is a snap.  
It’s a small step for the envi-
ronment and a big conven-
ience for you. 

By turning off paper delivery 
of brokerage account state-
ments and trade confirma-
tions and viewing these docu-
ments on 
www.myedocumentsuite.com 
provides you secure and con-
venient access to all of your 
account information-
wherever you are, whenever 

A Message to R.M. Stark Clients—Go Paperless 

“Helping Clients 
Balance Risk and 

Return” 

 

W E A R E O N  T H E W E B 

S T A R K A D V I S E R S. C O M 

 

“An investment in 
knowledge always 

pays the best 
interest” 

Benjamin Franklin 

Gary L. Stark, President 

Stacey Stark, Account Manager 

Bryan Stark, Account Manager 

Ellen Adler, Vice-President  

As always the professional staff at Stark 
Financial Advisors thanks you for your 

confidence and business 


