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Dear Clients and Friends,                                                                                            20th July, 2012 
 
 
We closed out midyear of 2012 with investors once again feeling that sense of exhaustion fueled 
this past quarter by the lingering demons of 2011.  Although most of the 2011 demons were 
economic in nature those of 2012 seemed to be more politically driven.  The daily market 
headlines during the past quarter were lodged around one prevailing theme, the problems of 
Europe.  While we started the second quarter with the S&P 500 above 1400, most of the last 90 
days saw a return of multiple days of 100 point movements in the market as traders and investors 
focused their attention on the European headlines.  By the end of the quarter the S&P 500 closed 
at 1362 with a loss of 2.75% but is still up for the year by 9.49%. 
 
The political landscape continues to be the dominant issue that investors and corporate decision 
makers are watching.  With the European continent debating a common currency and austerity 
demands for non-compliant countries, and political parties in multiple countries uncertain as to 
how to resolve local, national and regional problems, is there any wonder why investors are 
exhausted?  Making decisions about risk is hard, but it becomes doubly frustrating on the part of 
investors when the rules of the game seem to be constantly changing. 
 
While Europe continues to dominate the headlines, we suspect that the U.S. political rhetoric and 
risk is about to take off like a Saturn Rocket.  The schedule of political events between now and 
the year end is unparalleled and some are referring to December 31, 2012 as “Fiscal 
Armageddon.”  Should we be so lucky to survive December 21, 2012 (the end of time as 
predicted by the Mayan calendar) here is the fiscal laundry list that our country will face:  An end 
to the Bush era tax cuts, which will mean automatic increases in income tax rates, including the 
rate for capital gains and dividend income.  In addition, Social Security tax rates will revert, and 
let’s not forget what Congress did last summer during the debate on the debt ceiling.  In order not 
to make hard decisions, law makers on both sides of the aisle chose to put into place huge 
automatic budget cuts in defense and social programs that will go into effect on December 31, 
2012.  This is all coupled with the need to once again increase the country’s borrowing limits.  It 
is important to remember just last year the debt ceiling debate prompted the rating agencies to 
downgrade our nation’s credit rating.  On top of all this we will also be voting on who will lead 
this country as President for the next four years on November 6th.  It is little wonder that with this 
as the backdrop both locally and globally investors are being very cautious.   
 
We certainly do not have a crystal ball to predict outcomes of these important issues but we do 
know that the traditional rules of investing will be challenged and a prudent and cautious 
approach over the next several months is warranted.  Nevertheless, with the myriad of near term 
problems that global economies will need to digest, we think it is important to keep in perspective 
the bigger picture.  The chart below helps provide a backdrop and some optimism that global 
growth is likely to pick up in the years ahead. Even though the emerging economies 
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