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The third quarter of 2010 had a surprise ending with September turning in its best performance 
since 1939.  For the quarter, the Dow was up +10.5%, and the S&P was up +10.8.  Interestingly 
however, for the year, the Dow and S&P are only up +/- 3%.  In addition, interest rates have 
continued to decline, with the ten year Treasury bond hovering around 2.50%, after making a 
historic low.  It is increasingly difficult to find value anywhere in the fixed income markets, 
including the corporate and municipal markets.  At Crossvault we have preferred, where 
appropriate, to invest in high dividend paying, high quality equity issues. 
 
During the third quarter, there was ongoing and almost constant debate on several key issues.  
The argument over whether we will experience inflation or deflation dominated the headlines for 
most of July and August.  And, as a natural by product of that debate, the market grappled with 
the concern over whether or not the economy would experience a “double dip” recession.  In 
September, the central question was whether or not the Federal Reserve would continue to 
pursue its policy of Quantitative Easing, which is the use of monetary policy to increase the 
money supply by a pre-determined amount via the Fed’s open market operations.  The use of 
additional quantitative easing by the Federal Reserve would indicate that the economy is at risk 
of sliding back into recession, and that deflation is in fact an issue.  
 
While there is countless economic data coming out weekly, we are closely watching the price of 
crude oil as an indicator of future economic activity both in the United States and abroad.  
Recently, the per barrel price of crude oil also seems to be closely correlated with the 
performance of the equity market.  For the first eight months of the year, oil and the equity 
markets seemed to be stuck in a resting phase, or trading range.  As mentioned above, the Dow 
is up only 3% so far this year.  However, crude oil made a decisive move to the upside at the end 
of September, and may be presaging a stronger global economy and stock market.  
Commodities prices, which are also a good indicator of economic activity, have rebounded 
smartly in the past few weeks, though some of this move may be the result of a weak dollar. 
 
The fourth quarter should be an interesting and likely volatile time period.  The upcoming mid-
term elections have the potential to impact the markets in a more meaningful way than any 
mid-term elections in recent memory.  There is a lot at stake for businesses large and small.  To 
the extent some of the uncertainty and negativity towards business can be removed, the equity 
markets have a good chance to rally into the end of the year.  We will continue to look for 
opportunities in both the equity and fixed income markets, while being cognizant of the inherent 
risks in the current market environment. 
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