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Global equity markets have endured some pain in recent weeks, but the outlook
for the rest of the year is positive as analysts don't see recent headwinds
resurfacing before the close of 2010.
The biggest problems facing stocks mixed signals from the US Federal Reserve,
another eruption of the European debt crisis, higher rates from China have
receded, or at least punted until next year.
The uncertainty contributed to a drop of about 2.3% in the S&P 500 since
November 5. But stocks have regained upward momentum as managers chase
performance with the year coming to a close.
"Issues in general are improving, some terribly slowly, but all in the direction that
counts," said Richard Sichel, who oversees USD1.5 billion as chief investment
officer at Philadelphia Trust Co.
"Unless something that's dramatically different than what we've seen happens, the
market will be able to focus on improving global fundamentals and improved
earnings and move higher on that."
Investors anticipate more volatility in coming months. External events, such as the
debt problems in Ireland or the rising tensions between North and South Korea,
have caused large, if temporary, swings in markets.
Some clarity on Ireland was gleaned after the country's bailout package was
detailed, while confusion over Fed policy has receded after the release of the
minutes from its November 2-3 meeting.

Bernard Baumohl, chief global economist at the Economic Outlook Group in
Princeton, New Jersey, said the European plan shows "that Europe and the
International Monetary Fund are willing to put their chips on the table to prevent
another crisis and maintain the integrity of the eurozone."
Baumohl said the "commitment is quite credible" and that it would allow markets
to advance through the first half of 2011.
Risks remain
Of course, these issues have hardly been resolved, but the market has shown
resilience.
"At some points, further risks over Europe or Asia get factored in or at least
understood," said Wasif Latif, vice president of equity investments at USAA
Investment Management in San Antonio, Texas. "If it's a continuation of the same
story unfolding, the market could take it in stride."
Unforeseen developments, such as an extension of the crisis to Spain, still have the
power to hobble markets, Latif said.
Investors expect more gyrations in coming months. Thirty-day realized volatility
on the S&P 500 currently sits at a low 12.93%, according to iVolatility.com, but
the CBOE Volatility Index January futures were lately at 23.35.
Chasing rallies
Year- and quarter-end trading is often marked by "window dressing," a strategy
fund managers use to improve the appearance of their portfolios. The S&P is
currently up more than 7% this year, though volume remains below 2009 levels.
"A lot of people have missed the rally, so you could see some performancechasing while the overseas issues ebb and flow in prominence," said Alec Young,
New York-based strategist at S&P Equity Research.
An IFR analysis said the economy "has shifted to a higher gear just in time for the
holiday spending season," though it cautioned that bearishness may resurface in
the next year.
"We will need to reassess our bullish risk-on bet [in 2011] as many problems have
been kicked down the road for both Europe and the U.S.," read the report, written
by Duncan Balsbaugh. He cited eurozone stress, higher rates and more capital

controls in Asia, and the struggling labor market in the United States as reasons
for a bearish market outlook in 2011.
David Kelly, the chief market strategist for JPMorgan Funds in New York, said
2011 would be marked by new questions over the Fed's quantitative easing
program of buying long-term teasuries through the second quarter of 2011.
The "very aggressive policy prompts the question of what happens in July. There
will either be 'QE3,' which threatens inflation over the long run, or we quit easing
cold turkey," which could cause rates to rise, he said.
While he still believes stocks could return about 10% annually for the next five
years, "there will absolutely be some major bumps along the road," Kelly said.

