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For the past two years the market has experienced a sharp correction during the summer on renewed 
fears of Eurozone contagion.  This year was no different with the S&P 500 dropping 6.3% in May.  
The S&P then rallied 4.0% in June with half of that rally coming at the end of the month after the EU 
announced a more coordinated approach to regulating the European banking system.  Overall, the 
market dropped -9.9% during this correction versus -19.4% in 2011 and -16.0% during 2010.  Year 
to date the S&P was up 8.3% even though it had a negative return for the quarter. 
 
The recession in Europe has also contributed to slower growth in China since Europe is China’s largest 
export market.  Both China and the ECB cut interest rates on July 5th in order to stimulate their 
economies.  The U.S., while not in recession, has also experienced slower economic growth.  The 
most recent ISM data had a reading of 49.7% and a reading of 50% or above generally indicates an 
expanding economy.  Tepid job growth has been an ongoing problem for our domestic economy, and 
with the global economy slowing, many estimates of U.S. second half GDP are coming down. 
 
However, slowing global growth has also led to a big drop in commodity prices such as oil and 
copper, and this drop in input prices should eventually help both consumers and companies.  In 
addition, corporate balance sheets are strong, interest rates are low, and the U.S. housing market 
seems to be slowly improving.  A little clarity on tax and regulatory policy could go a long way to 
spurring a new round of capital investment and hiring.  The market didn’t even blink last week when 
the Supreme Court upheld the individual mandate of the Affordable Care Act as a tax.  It appears to 
be much more focused on the so-called Fiscal Cliff facing the U.S. at the end of the year.  The Fiscal 
Cliff refers to the expiration of the Bush tax cuts combined with the ending of various stimulus 
programs.  The IMF put out a report a few days ago warning about the risk to U.S growth if these 
issues are not addressed before year end. 
 
Many observers think that lawmakers will put off taking any action until after the elections in 
November.  This would mean that a highly divided Congress would need to come together in a lame 
duck session in order to address these critical issues.  Market sentiment has been extremely negative 
and valuations are not stretched, so we will continue to take advantage of market volatility to add to 
our existing holdings as well as buy new names that we think will perform well as global economies 
improve.  Please give us a call if you would like to discuss your portfolio or schedule a mid-year 
review.   
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