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Introducing
Stewart Capital
By Malcolm Polley, 
EVP, Chief Investment Ofý cer

OOn January 1, 2007, all OOn January 1, 2007, all O of the S&T Wealth 
Management Group OManagement Group O portfolio managers joined 
Stewart Capital Advisors, LLCOStewart Capital Advisors, LLCO . So, what is Stewart Capital Advisors, LLC. So, what is Stewart Capital Advisors, LLC
Stewart Capital? Stewart Capital OStewart Capital? Stewart Capital O Advisors, LLC 
is the Registered 
O

is the Registered 
O

Investment Advisor (RIA) formed Investment Advisor (RIA) formed I
by S&T Bank to act as advisor to a mutual fund we 
hoped to start by the beginning of this year (see 
ñWhatôs Newò on page 8).
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Because we use a team 
approach when manag-
ing assets, it made sense 
to move our portfolio 
managers and analysts to 
the Stewart Capital sub-
sidiary. You, our friends 
and customers, should 
notice no difference in 
those who manage your 
portfolio(s) or provide 
your service.

Additionally, since the 
portfolio managers now 
work for the RIA, we 
decided it made sense 
to move the writing 
and publishing of this 
newsletter to the RIA. 
Again, you wonôt notice 
any change in regard to 
the content or style of 
Insight, only a change in 

the name of the company 
that writes it.

As always, should you 
have any questions about 
the content of the newslet-
ter or have any ideas for 
stories, please feel free to 
forward them to me at 
Malcolm E. Polley, Stew-
art Capital Advisors, LLC, 
800 Philadelphia Street, 
Indiana, PA 15701. Or if 
you prefer, feel free to call 
me at 724.465.3458, or 
send an email to malcolm.
polley@stewartcap.com.

Everythingõs Coming 
Up Roses...Or Is It?

2006 Year 
in Review
        By Malcolm Polley

We began and ended our 2005 Market Review 
in last Januaryõs Insight by hoping that we would 
be wrong on the upside regarding equity market 
returns. With equity markets providing returns in 
the mid-teens pretty much across the board, we 
happily missed a three-peat in market prognosti-
cation prowess. That said, we did (in general) get 
the direction right in most areas of the economy. 
Fortunately, we gave ourselves enough wiggle 
room with both the economy and bonds to say 
we got them pretty much right. With three years 
of positive equity returns in the bag, and expec-
tations from Wall Street that we will get a good 
year in 2007, everything seems to be coming up 
roseséor is it?

Starting our 2006 Year in Review, we would note 
that we had a minor contradiction in our Fed 
Funds call. We did expect the Fed would þ nish its 
rate hikes by the end of the þ rst half of the year 
(with, according to our forecast, Fed Funds at 
5%). We also did not expect an easing in 2006 
(which was the correct call). 

(continued on page 2)
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However, we expected Fed 
Funds to end the year at 
4.75%, a rather odd occur-
rence given that we looked 
for Fed Funds of 5% by 
mid-year and no rate cut 
by year-end. That said, we 
were pretty much on the 
mark with our call on Fed 
Funds and our belief that 
inþ ation would ý nish the 
year above trend.

We pointed out in last 
yearôs roundup that new 
Federal Reserve Chairman 
Ben Bernanke has long 
been a proponent of setting 
an ofý cial inþ ation target. 
While that did not happen, 
we would point out that the 
Fed has been rather out-
spoken about its inþ ation 
comfort level being 1.6 to 

2%. With ñcoreò inþ ation 
rate (the inþ ation rate with-
out including volatile food 
and energy prices) rising 
to 2.6% and the Federal 
Reserveôs preferred inþ a-
tion gauge, the Personal 
Consumption Expenditures 
or PCE deþ ator, averaging 
well above 2.5% for the 
year, inþ ation is running 
meaningfully above this 
unofý cial inþ ation rate 
corridor. 

While we did not get a 
normalization of the yield 
curve (with long rates 
above short rates), bonds 
did not have as good a year 
as either cash or stocks. 
We expected the 10-year 
Treasury bond would end 
the year around 5%. While 
we were a bit off the mark 

(the 10-year ý nished at 
roughly 4.7%), we were 
ñsomewhatò close. Of 
greater interest to us (and 
we concentrated on this 
fact in our last issue of 
Insight) is the fact that Insight) is the fact that Insight
credit risk spreads have 
simply collapsed. We ý nd 
it particularly compelling 
that the best performing 
ý xed income asset class 
was high yield ï largely 
on the heels of declining 
credit-risk spreads. These 
collapsing credit-risk 
spreads come at a time 
when high-risk credits (at 
least on the personal credit 
side) are having a more 
difý cult time making ends 
meet. As the economy 
slows, we think it quite 
likely that the corporate 
high-risk credits will share 
the fate of the high-risk 
consumer credits.

Equity investors had a 
fantastic year in 2006 
in what was largely an 
earnings story. Corporate 
earnings expanded at a 
double-digit rate for the 
fourth straight year, and 
the talking heads were 
again off the mark in ex-
pecting large-cap equities 
to lead the way (of course, 

we were equally wrong in 
expecting mid-caps to con-
tinue their market leader-
ship). Equity returns were 
led by international equi-
ties, where the declining 
dollar helped boost returns 
to well over 20% (EAFE 
was up 26.98%). EAFE 
was followed by small-cap 
stocks (as measured by the 
Russell 2000), which were 
up 18.37%, then old-line 
industrials as measured 
by the Dow Jones Indus-
trial Average (up 18.83%) 
and large-cap stocks as 
measured by the S&P 500 
(up 15.64%). Mid-caps, up 
10.28%, actually brought 
up the rear, even being 
outdistanced by the ñtech 
heavy NASDAQ,ò up 
10.35%. The best call we 
made last year (although it 
wasnôt in Insight)Insight)Insight  was to 
increase our international 
exposure in our All-Cap 
product to 15% of the 
portfolio (up from 10%).

Outlook for 2007. What do 
the cards have in store for 
2007? While we are hope-
ful for prospects for the 
new year, we are reminded 
that no matter how beauti-
ful roses are, they also 
have thorns. You quickly 

learn that one should not 
grab heartily for the stem 
of a rose without suffering 
some pain, and (perhaps) 
drawing a little blood. The 
thorns serve as a reminder 
that one should handle a 
rose with care. Like those 
who handle roses, market 
prognosticators should take 
care when making their 
predictions, lest they too 
suffer a bit of blood-
letting. With that caveat 
out of the way, we once 
again tempt fate and pro-
vide you with our SWAG 
into ý nancial market 
performance for the 
coming year.

We always worry when 
Wall Street is unanimously 
upbeat about the coming 
year, and that seems to be 
the case for 2007. All are 
looking for reasonable (if 
unexciting) performance 
by the economy, with the 
Fed engineering a ñsoft-
landingò and avoiding a 
recession. They are also all 
expecting the Fed to begin 
cutting the Fed Funds rate 
in the second half of the 
year. While it sounds good, 
they also seem to be ignor-
ing what Ben Bernanke has 
been saying, most recently 
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Whatõs New: The Stewart Capital Mid Cap Fund
Not to blow our own horn 
(well, OK, maybe a little), 
but we just introduced our 
own mutual fund ï the 
Stewart Capital Mid Cap 
Fund. We kicked off the 
Fund on December 29, 
2006, and had the formal 
launch at the S&T Bank 
All Employee Meeting on 
January 15, 2007.

The Stewart Capital 
Mid Cap Fund invests in 
companies with market 
capitalizations that fall 
within the market capital-
ization range of the Russell 
MidcapÈ Index (generally 

$900 million to $15 bil-
lion), and will be a focused 
fund holding between 30 
to 50 stocks. The process 
we will use in managing 
the Fund will mirror the 
process we have used for 
years when picking stocks 
for our separate account 
portfolios, namely we try 
to buy companies for less 
than we think the whole 
company is worth.

If you are interested in 
learning more about the 
Stewart Capital Mid Cap 
Fund, please call us at 
877.420.4440. Or, if you 

prefer working online, 
you can visit our website, 
stewartcap.com.

The Fund invests primarily 
in undervalued mid-cap 
stocks and therefore is 
subject to the possibility 
that value stocks or mid-
cap stocks may temporar-
ily fall out of favor or 
perform poorly relative to 
other types of investments.  
While stocks of mid-cap 
companies may be slightly 
less volatile than those of 
small-cap companies, they 
still involve substantial 
risk. Because the Fund 

invests in a relatively 
limited number of securi-
ties, it may present greater 
risk than a more broadly 
diversiý ed portfolio.

You should consider the 
Fundôs investment ob-
jectives, risks, charges 
and expenses carefully 
before investing.  For a 
prospectus, that contains 
this and other informa-
tion about the Fund, call 
877.420.4440 or visit 
www.stewartcap.com.  
Please read the prospectus 
carefully before investing.

 NOT FDIC-INSURED NO BANK GUARANTEE       MAY LOSE VALUE NOT FDIC-INSURED NO BANK GUARANTEE       MAY LOSE VALUE NOT FDIC-INSURED NO BANK GUARANTEE       MAY LOSE VALUE

Stewart Capital Mutual Funds are distributed by Grand Distribution Services, LLC.


