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We would venture to say that most investors, individuals as well as institutional, are relieved to 

have gotten through the volatility and turmoil of 2011.  The final numbers for the year masked 

the extreme swings in the various market indices.  The DJIA ended the year up 5.5%, while the 

S&P 500 was basically flat for the year.  Small cap stocks as measured by the Russell 2000 were 

down -5.5%, and European and emerging markets were down double digits.  Ed Yardeni 

summed up the year as follows in his 1/03/12 Morning Briefing: 

If we are lucky, then 2012 should be similar to 2011.  Last year was a year of living 

dangerously, but we survived it.  We managed to avert a major nuclear catastrophe in Japan, 

complete chaos in the Arab world, a calamitous financial meltdown in Europe, a stalling of the 

US economy, a significant economic slowdown in China, and a ruinous war in the Persian Gulf.  

Come to think of it 2010 was also a year of living dangerously for some of the same reasons. 

Many of the issues affecting the market at the end of the year are still in place with the two 

most important being the gradually improving U.S. economic data versus the ongoing European 

debt crisis.  At the end of Q2, we wrote that initial jobless claims had been over 400,000 for the 

past thirteen weeks and that a drop below 400,000 would be positive for the market.  The four 

week moving average of claims dropped to 375,000 during the last week of December, the 

lowest since June of 2008.  The job number just released showed an increase of 200,000 jobs 

in December with unemployment dropping to 8.5%. 

Here are five things that could go right in 2012 that could help our market improve despite a 

recession in Europe and a slower Chinese economy: 

1. The U.S. becomes increasingly energy independent.  This leads to higher employment 

and lower energy prices. 

2. Both high tech and industrial manufacturing begins to find its way back to American 

shores.  Caterpillar and Honda have already announced plant moves to the U.S. 

3. The housing market stabilizes or begins to improve as a plan is implemented to relax 

refinancing standards for home owners who are current on their mortgages. 

4. Europe begins to focus on fiscal responsibility and comes up with a viable plan to 

address liquidity and spending issues, and actually implements it. 

5. Pro-business, fiscally responsible candidates are elected in November.  This could lead 

to a simplification of the tax code, a reduction in unproductive federal spending, a 

coherent energy policy, and an increase in confidence for both job creators and 

consumers. 



 

We do think that the volatility will continue as Europe works through its problems.  It is 

estimated that EU sovereign debt in the amount of €794 billion, or $1.015 trillion, needs to be 

refinanced in 2012. 

We are very excited to welcome Sarah Doerr to Crossvault as our partner.  Sarah has over 26 

years of investment experience.  Prior to joining us, she spent her entire career at the former 

Austin, Calvert, & Flavin, Inc. where she was the CEO and portfolio manager.  We will be 

contacting you to set up a quarterly meeting to review your portfolio and have a chance to 

meet Sarah, or please give us a call if you know when you would like to get together.  This is a 

terrific addition to our firm as it increases the depth of our team to take care of our clients.   

We wish you a happy, healthy, and prosperous New Year. 
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