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Dear Clients and Friends,                       18
th

 April, 2012 

 

In what is somewhat of a surprise following last year’s incredibly volatile market, the start of 

2012 has been encouragingly positive and calm.  The first quarter closed with gains in equity 

markets both at home and abroad.  In the U.S. the S&P 500 Index and the Dow Jones Industrial 

Index rose by 12.6% and 8.8% respectively.  The international markets also provided strong first 

quarter returns of 11.0% and 14.1% for MSCI EAFE and Emerging Markets Indexes.   In 

addition, equity market volatility, as measured by the VIX Index, declined almost 34% in the 

quarter back to a normal level of 15%.  In contrast the Barclays Aggregate US Bond Index was 

up a mere 0.30%. So, what is so different about 2012 and why has market sentiment changed so 

quickly? 

  

To understand these questions let’s first recall what was behind last year’s volatility.  The 

various factors at work were headlined by the turmoil in the European debt markets; the 

slowdown in growth in the developing markets, especially China; and the inability of 

Washington leaders to come to agreement on our country’s fiscal policy, which led to the 

downgrading of the U.S. credit rating.  All of these issues reminded investors just how fragile 

and interrelated the world remains.  

 

As the first quarter developed, several trends emerged which encouraged investor sentiment.  

The first major step forward was the coming together of European countries in the E.U. to 

negotiate a new, Greek debt package and a new credit facility providing massive liquidity to the 

European banking system.  Following in the footsteps of our own Fed, European leaders and 

central bankers joined forces to address their own crisis.  These collective efforts reminded 

investors of the importance of a strong and stable banking industry.  Actions in the last four 

months have made that closer to a reality in Europe and investors reacted with enthusiasm.   

 

On the domestic front two key economic measures continue to show improvement - consumer 

confidence and job stability, with the unemployment claims numbers showing slow and steady 

improvement.  While the unemployment rate remains near 8% it is the 92% employed who are 

changing their spending patterns.  Workers are now less worried about losing their jobs and 

starting to consume, and are becoming more optimistic about their future.  This rising optimism 

has surfaced in various consumer sentiment and confidence numbers throughout the quarter and 

is even noticeable in our local shopping malls – it is hard to find a parking spot on the weekends! 

  

Another factor showing signs of improvement is the real estate market.  While prices are not yet 

stable on the single family front, there is increasing evidence that the housing market has 

bottomed.  Buyers are finding they can no longer “get a great deal”, and sellers are finding that 

they are able to sell their homes more easily.  We have also seen strength in the commercial 
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