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•  How	
  likely	
  are	
  we	
  to	
  sail	
  off	
  the	
  fiscal	
  cliff?	
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•  How	
  likely	
  are	
  we	
  to	
  sail	
  off	
  the	
  fiscal	
  cliff?	
  

•  What	
  are	
  the	
  implicaFons	
  of	
  higher	
  taxes	
  on	
  dividends	
  and	
  
capital	
  gains?	
  

–  Licle	
  evidence	
  that	
  capital	
  markets	
  respond	
  to	
  changes	
  in	
  tax	
  policy.	
  

–  Could	
  alter	
  the	
  way	
  individual	
  companies	
  handle	
  cash	
  flow.	
  

•  What	
  are	
  the	
  implicaFons	
  of	
  higher	
  taxes	
  and/or	
  lower	
  
exempFons	
  on	
  estates	
  and	
  gifs?	
  

–  $10	
  million	
  lifeFme	
  exempFon	
  on	
  gifs	
  set	
  to	
  expire.	
  

–  Accelerate	
  philanthropy?	
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Economic	
  	
  Conclusions	
  

•  A	
  slow	
  improvement	
  in	
  the	
  housing	
  and	
  labor	
  markets	
  is	
  supporFng	
  
modest	
  growth	
  in	
  personal	
  income,	
  which	
  in	
  turn	
  is	
  allowing	
  for	
  lethargic	
  
economic	
  growth	
  even	
  as	
  households	
  pay	
  down	
  debt.	
  

•  Fragility	
  plus	
  uncertainty	
  indicates	
  that	
  monetary	
  policy	
  is	
  likely	
  to	
  remain	
  
very	
  accommodaFve	
  for	
  the	
  foreseeable	
  future.	
  

•  Yet	
  this	
  balance	
  of	
  spending,	
  saving	
  and	
  deleveraging	
  is	
  fragile,	
  and	
  could	
  
be	
  upended	
  by	
  the	
  fiscal	
  cliff.	
  

19 

•  The	
  Obama	
  administraFon	
  will	
  need	
  to	
  address	
  secular	
  issues	
  that	
  extend	
  
beyond	
  the	
  scope	
  of	
  any	
  one	
  or	
  two	
  terms	
  of	
  office.	
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Investment	
  Conclusions	
  

•  TradiFonal	
  fixed	
  income	
  assets	
  in	
  the	
  current	
  environment	
  present	
  inflaFon	
  
risk	
  (even	
  in	
  an	
  environment	
  of	
  modest	
  inflaFon),	
  and	
  price	
  risk	
  if	
  and	
  when	
  
interest	
  rates	
  begin	
  to	
  rise.	
  

—  Assets	
  held	
  for	
  liquidity	
  and	
  price	
  stability	
  should	
  remain	
  high	
  quality	
  and	
  short	
  duraFon.	
  

—  Assets	
  held	
  for	
  yield	
  should	
  have	
  a	
  margin	
  of	
  safety	
  and	
  be	
  well	
  diversified.	
  

•  Although	
  our	
  enthusiasm	
  for	
  equiFes	
  as	
  an	
  asset	
  class	
  has	
  waned	
  as	
  the	
  
market	
  has	
  rallied,	
  we	
  sFll	
  find	
  the	
  best	
  tradeoff	
  of	
  risk	
  and	
  return	
  in	
  
carefully	
  chosen	
  companies	
  that	
  …	
  

—  Provide	
  essenFal	
  products	
  and	
  services	
  

—  Posses	
  financial	
  strength	
  

—  Can	
  be	
  bought	
  at	
  a	
  discount	
  to	
  their	
  intrinsic	
  value	
  

•  DiversificaFon	
  is	
  important,	
  but	
  the	
  best	
  risk	
  management	
  tool	
  is	
  knowing	
  
what	
  you	
  own,	
  and	
  owning	
  it	
  at	
  the	
  right	
  price.	
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General	
  Disclosure	
  

The	
   views	
   expressed	
   are	
   as	
   of	
   November	
   2012	
   and	
   are	
   a	
   general	
   guide	
   to	
   the	
   views	
   of	
   Brown	
   Brothers	
   Harriman	
   (“BBH”).	
  
Commentary	
  is	
  at	
  a	
  macro	
  or	
  strategy	
  level	
  and	
  this	
  document	
  does	
  not	
  replace	
  poroolio	
  and	
  fund-­‐specific	
  materials.	
  	
  

A	
  number	
  of	
  the	
  comments	
  in	
  this	
  document	
  are	
  based	
  on	
  current	
  expectaFons	
  and	
  are	
  considered	
  “forward-­‐looking	
  statements.”	
  
Actual	
  future	
  results,	
  however,	
  may	
  prove	
  to	
  be	
  different	
  from	
  expectaFons.	
  The	
  opinions	
  expressed	
  are	
  a	
  reflecFon	
  of	
  BBH’s	
  best	
  
judgment	
  at	
  the	
  Fme	
  this	
  document	
  was	
  compiled	
  and	
  any	
  obligaFon	
  to	
  update	
  or	
  alter	
  forward	
  looking	
  statements	
  as	
  a	
  result	
  of	
  
new	
  informaFon,	
  future	
  events,	
  or	
  otherwise	
  is	
  disclaimed.	
  Furthermore,	
  these	
  views	
  are	
  not	
  intended	
  to	
  predict	
  or	
  guarantee	
  the	
  
future	
   performance	
   of	
   any	
   individual	
   security,	
   asset	
   class,	
   or	
   markets	
   generally,	
   nor	
   are	
   they	
   intended	
   to	
   predict	
   the	
   future	
  
performance	
  of	
  any	
  BBH	
  account,	
  poroolio	
  or	
  fund.	
  	
  

Investors	
  in	
  an	
  asset	
  allocaFon	
  poroolio	
  should	
  be	
  able	
  to	
  withstand	
  short-­‐term	
  fluctuaFons	
  in	
  the	
  equity	
  markets	
  and	
  fixed	
  income	
  
markets	
  in	
  return	
  for	
  potenFally	
  higher	
  returns	
  over	
  the	
  long	
  term.	
  The	
  value	
  of	
  poroolios	
  change	
  every	
  day	
  and	
  may	
  be	
  affected	
  by	
  
changes	
   in	
   interest	
   rates,	
   general	
   market	
   condiFons	
   and	
   other	
   poliFcal,	
   social	
   and	
   economic	
   developments,	
   as	
   well	
   as	
   specific	
  
macers	
   relaFng	
   to	
   the	
   issuers	
   and	
   companies	
   in	
   whose	
   securiFes	
   the	
   poroolios	
   invest.	
   The	
   value	
   of	
   a	
   poroolio’s	
   investment	
   in	
  
foreign	
   securiFes	
   may	
   fall	
   due	
   to	
   adverse	
   poliFcal,	
   social	
   and	
   economic	
   developments	
   abroad	
   and	
   due	
   to	
   decreases	
   in	
   foreign	
  
currency	
  values	
  relaFve	
  to	
  the	
  US	
  dollar.	
  Companies	
  issuing	
  high-­‐yield	
  bonds	
  are	
  not	
  as	
  strong	
  financially	
  as	
  those	
  with	
  higher	
  credit	
  
raFngs,	
  so	
  the	
  bonds	
  are	
  usually	
  considered	
  speculaFve	
  investments.	
  These	
  companies	
  are	
  more	
  vulnerable	
  to	
  financial	
  setbacks	
  and	
  
recession	
  than	
  more	
  creditworthy	
  companies,	
  which	
  may	
  impair	
  their	
  ability	
  to	
  make	
  interest	
  and	
  principal	
  payments.	
  These	
  risks	
  are	
  
greater	
  for	
  investments	
  in	
  emerging	
  market	
  issuers	
  than	
  for	
  issuers	
  in	
  more	
  developed	
  countries.	
  The	
  use	
  of	
  derivaFve	
  instruments,	
  
shorFng	
  and	
   leverage	
   strategies	
  may	
  accelerate	
   the	
  velocity	
  of	
  potenFal	
   losses.	
   Interests	
   in	
   certain	
  poroolio	
   components	
  may	
  be	
  
illiquid	
  and	
  there	
  may	
  be	
  significant	
  restricFons	
  in	
  transfer.	
  Poroolio	
  shares	
  are	
  not	
  deposits	
  or	
  obligaFons	
  of	
  any	
  bank,	
  government	
  
agency,	
  are	
  not	
  guaranteed	
  by	
  the	
  FDIC	
  or	
  any	
  other	
  agency,	
  and	
  involve	
  investment	
  risks	
  such	
  as	
  the	
  possible	
  loss	
  of	
  the	
  principal	
  
invested	
  amount.	
  	
  

This	
  publica<on	
  is	
  provided	
  by	
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been	
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  obtained	
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