Virtus Strategist Sees Need for 'Quantitative Easing,

'
Phase Two
'Drip of disappointing demand' will pressure Fed, says Max Bublitz

HARTFORD, Conn., Oct. 19 /PRNewswire/ -- Uncertainty reigns on the heels of the third quarter as
investors consider whether the Federal Reserve Bank will begin another phase of quantitative easing (QE)
that will give the U.S. economy the second shot in the arm it needs to recover, says Max Bublitz, chief
strategist and portfolio manager at SCM Advisors, an affiliated investment manager of Virtus Investment
Partners.
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In the quarter, economic data "deteriorated to the point where confidence began to wane that the public sector
could actually hand back to the private sector the responsibility for being the main driver of economic
growth," Bublitz writes in his latest quarterly commentary. In order for the cycles of economic and market
recovery to continue, the reflation cycle needs to be extended. Accordingly, "it isn't a question about whether
QE2 is coming, but how effective it will be."

He notes that minutes from the Fed's Open Market Committee (FOMC) meetings in June best encapsulate
consensus thinking as the third quarter began. Then, the primary concern was how to shrink the Fed's
balance sheet as part of an "exit strategy" from quantitative easing. "The now widely-expected QE2 wasn't
even a twinkle in Chairman Bernanke's eye as the third quarter began."

So, how did the cyclical winds shift 180 degrees in mere weeks, from planning for the Fed's balance sheet to
shrink at the start of the quarter to planning for it to expand? "The drip, drip, drip of disappointing demand,
the hallmark of a secular debt deflation, finally began to exact its psychological toll," Bublitz says.

"The bottom line is that the economy is clearly not growing at a level that is acceptable to the most influential
members of the FOMC, and it's now incumbent on the data prior to the Fed's fourth quarter meetings to show
that economic activity is significantly picking up steam. If not, Fed policymakers are set to kickoff off
quantitative easing phase two after the fall mid-term elections." But, while the "rapidly souring political
environment should concern everyone" and there is still a lot of balance sheet repair to be done, particularly
in the financial and consumer sectors, Bublitz "sees some underlying improvement" in the economy.

Bublitz, who is also a frequent blogger on the Virtus website, sees the housing and labor markets in the
process of forming a bottom, but predicts that both will likely get worse before they get better. "Make no
mistake about it, the economy is still very fragile and susceptible to shocks. This was never destined to be a
straight-forward recovery."

With expectations of domestic GDP averaging around 1.5 - 2.0% over the next 12 months — "with a lot of
volatility and revisions" — Bublitz believes phase two of quantitative easing could be a multi-step process
largely dependent on economic data. The risk, he says, is that a stimulus, like any drug, will be less effective
over time.
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"We certainly don't claim that the economy will have much oomph over the next twelve months, and we
remain concerned how the political wildcard might distort it," Bublitz says. "But the cyclical tailwinds are
clearly about to stiffen, so look for gusting volatility on all fronts; financial, political, and social.
Unfortunately, it isn't likely that we're even half way through the secular storm season."

About SCM Adyvisors LLC

SCM Adpvisors LLC, an affiliated investment manager of Virtus Investment Partners, is an independently-
managed investment firm, based in San Francisco, CA, that provides asset management services to corporate,
government and multi-employer pension funds, as well as foundations, endowments and high net worth
private clients. SCM Advisors specializes in fixed income and equity strategies for its diversified client base.
Visit SCM Advisors at www.scmadv.com.

About Virtus Investment Partners, Inc.

Virtus Investment Partners (Nasdaq: VRTS) is a distinctive partnership of boutique investment managers
singularly committed to the long-term success of individual and institutional investors. The company
provides investment management products and services through its affiliated managers and select
subadvisers, each with a distinct investment style, autonomous investment process and individual brand.
Virtus Investment Partners offers access to a variety of investment styles across multiple disciplines to meet a
wide array of investor needs. Additional information can be found at www.virtus.com.

Virtus Investment Partners provides this communication as a matter of general information. The opinions
stated herein are those of the author and not necessarily the opinions of Virtus, its affiliates or its
subadvisers. Portfolio managers at Virtus make investment decisions in accordance with specific client
guidelines and restrictions. As a result, client accounts may differ in strategy and composition from the
information presented herein. Any facts and statistics quoted are from sources believed to be reliable, but
they may be incomplete or condensed, and we do not guarantee their accuracy. This communication is not
an offer or solicitation to purchase or sell any security, and it is not a research report. Individuals should
consult with a qualified financial professional before making any investment decisions.
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