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A BUMPY QUARTER 
 

First Quarter at a Glance – After what can only be described 
as  an  eventful  quarter,  both  equity  and  fixed  income 
markets turned in solid performances in the 1st quarter.  The 
term resilient has been a frequent descriptor for the past 3 
months.  We agree with this assessment given the markets’ 
downdraft  and  subsequent  recovery  in  the  face  of  such 
events  as  the  increasing  unrest  in  the  Middle  East,  the 
devastating  tsunami  and  earthquake  in  Japan  and  the 
specter  of  a U.S.  government  shutdown.      To  recap,  stock 
market  indexes  turned  in  strong  performances  in  the  1st 
quarter with  the Dow  Jones  Industrial Average  (DJIA),  S&P 
500  (S&P) and NASDAQ posting  returns of 5.9%, 7.0%, and 
5.6%,  respectively.    Fixed  income  also  closed  the  quarter 
with positive returns in virtually all style classes. 
 

A  strong  January  kicked  off  the  1st  quarter with  reported 
company  earnings  results  reinforcing  growing  conviction 
among  investors  that  the economy had  turned  the  corner.  
We were  encouraged  by  the  strength  of  the  revenue  line 
this quarter. This  is  indicative of the return of demand as a 
driver  of  earnings  growth  rather  than  cost  cutting  which 
drove  results  in  earlier  stages  of  the  recovery.  Companies 
continued to signal greater confidence with strong Merger & 
Acquisition  (M&A)  activity  along  with  increased  dividend 
payouts  and  share  buybacks.    Company  management 
confidence was  further conveyed by hiring as evidenced by 
the  steady  improvement  in  private  payroll  growth.    This 
dynamic is a significant component of consumer  confidence.  
As such, it is an important factor in the creation of a positive  
cycle  where  improved  hiring  leads  to  higher  consumer 
confidence, which leads to higher consumer spending and so 
on.    Improving  trends  in  small  business  confidence, 
manufacturing  and  capital  spending  further  supported  a 
constructive economic outlook. 
 

As January closed, events in Egypt captured world attention 
as anti‐government protests erupted and,  incredibly,  led  to 
the ousting of President Mubarek in a matter of weeks.  This 
was subsequently followed by unrest and protest in Algeria, 
Bahrain,  Iraq,  Jordan, Syria, Oman, and Yemen.    Libya  is  in 
the  midst  of  an  outright  war  with  international  forces 
engaged in a struggle to topple Muammar Gaddafi’s regime. 
Against this backdrop, oil prices spiked 19% as investors and 

traders  raised  expectations  for  supply disruptions of  crude 
oil.  This exacerbated already strong inflationary pressure in 
developing countries and contributed  to  increased  investor 
concern  around  the  potential  for  inflation  contagion  to 
impact markets worldwide. 
 

In March, Japan was rocked by a devastating earthquake and 
tsunami.    In addition  to  the  tragic human  loss,  the country 
suffered  the  additional  chaos  and  stress  of  a  nuclear 
disaster.  Manufacturing capabilities were handicapped as a 
result  of  physical  damage  along  with  the  compromised 
power  grid.    This  event  had  the  impact  of  reducing  global 
GDP expectations for 2011, with a commensurate “catch up” 
added in for 2012 as Japan recovers and rebuilds. 
 

In  reaction  to  these  events  and  concerns,  the  S&P  fell  7% 
from the highs made  in February, only to recover and close 
up for the quarter.  We are encouraged by this resilience as 
we believe it speaks to the underlying fundamental strength 
of  the  economy.    The  possibility  of  higher  than  expected 
inflation  is  a meaningful  concern,  though  risk  around  this 
outcome  is mitigated by  continued  slack  in wage pressure 
and  manufacturing  capacity.    With  that  said,  we  made 
tactical adjustments to our asset allocation to incrementally 
add inflation protection to client portfolios until more clarity 
arises around this issue.  
 

Equities – We  continue  to have a  favorable view of  stocks 
given  strong  and  improving  fundamentals,  still  reasonable 
valuations,  and  increasing  dividends,  buybacks  and  M&A 
activity.    Historically,  strong  money  flows  follow  strong 
performance  of  an  asset  class.    The  S&P  has  more  than 
doubled since the lows of March 2009, yet flows into equity 
funds  are  significantly  below  historical  norms.    As  the 
economy  continues  to gain  traction and  investors  factor  in 
rising  interest  rates,  we  expect  to  see  money  flows  to 
equities  continue  to  strengthen  and  provide  additional 
valuation and price support.    
 

Sector  and  Style  Emphasis  –  Despite  the  bumpy  quarter, 
amazingly  all  ten  economic  sectors  of  the market  posted 
positive returns.  Energy led the way, up a whopping 16% as 
investors  factored  in  rising  oil  prices  and  profit  increases.  
Industrials  and  materials  were  also  strong  as  a  result  of 
higher  anticipated  prices.  The  more  defensive  consumer 
staples sector trailed as investors fretted about higher input 
costs weighing on margins for these companies’ products. 
 

From a style standpoint, growth outperformed value among 
the  small  and  mid  cap  stocks,  while  value  slightly 
outperformed growth among large company stocks. 
 

Asset Allocation Changes – We made changes  to our asset 
allocation  in the first quarter to reflect our current outlook.  
First, we increased our allocation to large cap stocks in order 



to  take  advantage  of  the  very  strong  balance  sheets  and 
fundamental characteristics of high quality, “blue chip” stocks.  
Relative  to  small  and mid  cap  stocks,  the  valuations  of  large 
company  stocks  are  very  attractive.    Also,  we  have  seen 
correlations  compress  as  the  economic  cycle  matures;  this 
means  that  investors  are  being  more  discerning  around  the 
quality  of  company  fundamentals  and  this  should  serve  large 
caps  well.    After  strongly  contributing  to  outperformance  in 
2010, we  reduced our  small  cap exposure as  these  stocks are 
less attractive based on valuation. 
 

In  addition,  we  increased  the  portfolio’s  weighting  toward 
value, reducing our overweight to growth.  This was in response 
to  our  inclination  to  gain more  exposure  to  the  energy  and 
financials  sectors, while  “taking  profits”  in  traditional  growth 
sectors  such  as  consumer  discretionary  and  technology.    As 
noted above, we are compelled by the  improving fundamental 
picture  for energy companies as a  result of  strong commodity 
prices.  The financial sector is also of interest given the earnings 
rebound we expect to see as loan demand increases and credit 
quality  improves.    In addition, we expect dividend  increases to 
be a meaningful tailwind for financials as companies continue to 
rationalize  their  capital  structures  following  the  dislocations 
associated with the financial crisis.  
 

Fixed  Income  –  Fixed  income markets  posted  a  solid  quarter 
with nearly all style classes except U.S. Treasuries (‐.2%) posting 
positive  returns.   High yield corporate bonds  led  the way with 
gains of 3.9%.  The weakness in U.S. Treasuries reflected selling 
pressure  related  to  expectations  for  a  downshift  in  the  Fed’s 
accommodative policies.   
 

The  performance  of  the  fixed  income  markets  reflected 
investors’ heightened anxiety and desire for relative stability in 
the face of 1st quarter volatility.  As global GDP estimates were 
ratcheted down, largely as a result of events in Japan, investors 
took a more skeptical view of the timing of a rate increase cycle 
by the Fed.  Also, money flows which had begun to migrate out 
of  fixed  income  in  the  latter part of 2010 reversed course  this 
quarter with a renewed “flight to safety” by investors. 
 

We remain cautious on bonds in the near to intermediate term.  
As  noted,  the  Fed  is  expected  to modify  the  accommodative 
quantitative easing program  (QE2)  initiated  in  the  fall of 2010.  
This  program  has  had  the  effect  of  boosting  U.S.  Treasury 
securities, as the Fed has been a sizable and steady buyer under 
QE2.   We believe  that  as  this  support  is decreased  (expected 
mid 2011), bonds will face incremental headwinds. 
 

Asset  Allocation  Change  –  We  made  changes  to  our  fixed 
income asset allocations  this quarter.   For our  taxable and  tax 
sensitive  portfolios,  we  increased  our  allocation  to  Treasury 
Inflation Protected  Securities  (TIPS) which have  the benefit of 
moving  with  inflation  and  should  serve  to  better  protect 

purchasing  power  in  client  portfolios.    In  the  tax  sensitive 
model, we added to high yield corporate bonds which have the 
attributes  of  high  relative  yield  coupled  with  historically  low 
default  risk.    These  increases were matched by  a decrease  in 
investment grade corporate bonds as supply/demand dynamics 
and valuations (on a relative basis) are less attractive. 
 

Within taxable portfolios, our increase in TIPS was matched by a 
decrease  in U.S. Agency securities where we are  incrementally 
watchful  around  potential  selling  pressure  related  to  the 
withdrawal of QE2. 
 

International – As with the U.S.,  international markets showed 
remarkable  resilience  in  the  1st  quarter.    Europe  (ex‐UK) 
outperformed  emerging  markets,  though  all  broad  indexes 
posted solidly positive returns.  Returns in Japan were negative 
for the quarter, though markets had rebounded sharply off the 
lows by quarter end.  
 

This  performance  was  impressive  given  the  upheavals 
weathered  in  the  1st  quarter  internationally.    From  huge 
flooding  in  Australia  to  earthquakes  in  New  Zealand  to  the 
massive  triple  disaster  in  Japan,  economies  worldwide  were 
challenged by natural catastrophes.  In addition, political unrest 
in the Middle East sparked significant change in the region and 
investor concern around the potential for it to spread further. 
 

These  events  had  the  negative  effect  of  increasing  already 
strong  inflationary  pressures,  particularly  in  food  and  energy.  
At the start of the quarter, developing nations were working to 
fight inflation by imposing currency controls and raising interest 
rates.  We expect these initiatives to continue and are watchful 
around  the  careful  balance  that  policymakers  must  strike  in 
order  to  successfully  curb  inflation without  stalling  economic 
growth. 
 

Developed countries rebounded over the course of the quarter, 
though  headlines  and  risks  around  sovereign  debt  in  Europe 
continue.    Portugal  suffered  several  downgrades  and  it  is 
expected that the country  (along with  Ireland and Greece) will 
have to restructure their debt.   The  impact this might have on 
European  banks  remains  a  key  uncertainty  for  the  region, 
though  expectations  for  a  successful  resolution  have  risen 
somewhat. 
 

Asset  Allocation  Changes  –  We  made  no  changes  to  our 
international  stock  allocations  this  quarter  given  the  above 
listed concerns.  We await further clarity on these issues before 
adjusting our underweight positioning in client accounts. 
 

Conclusion  – We  remain  positive  on  equities,  cautious  in  the 
near term on bonds, and watchful as  it relates to  international 
securities.   
 

 

Disclosure Notes 
 

Past performance does not guarantee future results.  It is not possible to invest directly in an index. 
 

Small-company stocks may be more volatile than stocks of larger, more established companies and sector investments tend to exhibit higher volatility than broadly diversified investments. 
Foreign investing involves certain foreign risks, including currency fluctuations and controls, restrictions, market volatility and political instability.   
Foreign investments involve greater risks and tend to exhibit higher volatility than domestic investments. 
 

Investment Management Services are offered through Amegy Bank N.A.  Brokerage products and services are offered through Amegy Investments, Inc., member FINRA/SIPC, a registered broker-dealer, 
investment adviser, and licensed insurance agency, and an affiliate of Amegy Bank N.A.  Investment products are NOT insured by FDIC or any other governmental agency, are NOT deposits of or other obliga-
tions of, or guaranteed by Amegy Bank N.A., or any other bank, and ARE subject to investment risks, including the possible loss of principal value or amount invested. 
 

While the information reflected herein has been derived from sources believed to be accurate and reliable, we make no representation as to its accuracy or adequacy.  The views and outlook presented are 
current as of the date of this communication and represent the views of the author and not of either Amegy Bank N.A. or Amegy Investments, Inc.  Such views and outlook are subject to change at any time 
based on market or other conditions. 
 

This material presented is for informational purposes only and should not be used or construed as a recommendation in respect of any security, sector or investment strategy, and should not be construed or 
relied upon as advice or guidance as to the appropriateness of any investment decision.  Please consult your tax or financial advisor for additional information concerning your specific situation. 

© 2009 Amegy Bank National Association.  Member FDIC.    Equal Housing Lender.  



<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



