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The third quarter of 2012 had professional investors calling the U.S. stock market rally, “the most 

hated rally” in many years.  In spite of a plethora of negative economic data points from the U.S. 

which included weak manufacturing numbers, and bad news out of the European banking system, as 

well as renewed violence in the Middle East, the equity market continued to power higher, climbing a 

“wall of worry”.  For the quarter, the Dow was up 4.3%, and the S&P 500 was up 5.8%.  There was 

also some volatility in interest rates, with the 10-year Treasury finally ending the quarter at 1.63%, 

and 30-year mortgage rates settling at a historic low of approximately 3%. 

The Federal Reserve committed to another round of Quantitative Easing, or QE3 this quarter.   With 

this round, the Fed will be buying more mortgage backed securities.  This action has helped to drive 

mortgage rates to the aforementioned historic lows, and the hope is that it will accelerate the slow 

housing recovery that seems to be underway.  However, many investors are worried that the 

continued injection of liquidity into our monetary system, coupled with similar liquidity injections 

overseas in Europe and China, will eventually lead to higher inflation.  In the interim though, it has 

been supportive of equity prices, as investors move their dollars into riskier assets like stocks, and 

into hard assets like gold and real estate. 

The fourth quarter promises to be volatile with several issues of major importance still to be resolved.  

In the United States, we have the upcoming election, and the outstanding “fiscal cliff” issue.  

Overseas there are still a number of countries, and their banks, that will need some kind of bailout 

which has yet to be finalized.  And, in addition to the ongoing violence in the Middle East, there is the 

looming threat of a nuclear armed Iran.  As we have done in the past at Crossvault, we will weigh the 

positives and negatives posed by the current environment, communicate with our clients, and model 

our portfolios to take advantage of opportunities as they present themselves. 

Please notice that we have enclosed an additional letter this quarter that describes security issues 

surrounding malicious emails and websites.  This letter is for informational purposes only, but may 

help you to avoid any problems with your email in the future.  Please be sure to call us with any 

questions regarding this additional letter. 

Please plan to come in, or visit by phone about your portfolio as we prepare for an interesting and 

productive fourth quarter. 
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