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The third quarter of 2011 was particularly difficult as the stock market finished with its worst quarterly performance since 2008-9 as measured by the S&P 500 index.  We experienced extremes of volatility throughout the 3 months, where 500 point movements of the Dow Jones Industrial Average seemed to occur regularly.  Investors responded rapidly, either buying or selling, to any news on the debt ceiling debate in Congress, the crisis in Europe and the fear of a global recession.  Considering the recent memories of 3 years ago and fearing that we would experience another similar decline, it’s no wonder that investors reacted swiftly to negative news.  

Our analysts at LPL Financial have described the recent quarter as a “recession of confidence” not of the economy.  They lay much of the blame for this turmoil on the public’s lack of trust in the ability of policy makers both in Washington, D.C. and around the world to make the tough decisions.

Despite uncertainties in the global economy and the recent slowdown in economic growth, we, along with most analysts, don’t believe that the current economic environment has the same underlying issues that were evident three years ago.  Corporate and personal balance sheets are much healthier now.  Job growth has slowed but has not gone negative and the same has held true for economic growth.  Given these factors, we believe the odds favor slow growth in the U.S. throughout the 4th quarter rather than a double-dip recession.  

One bright spot in the third quarter was the positive return on government bonds benefitting from investors “flight to quality.”  Interest rates on treasuries became so low that at certain points investors bought treasury bills with 0% return – just to be certain they got their principal back.  This is not a strategy that we recommend for meeting your long-term financial goals!

As always, we manage your portfolios with a focus on the long-term horizon rather than reacting to short-term volatility.  To paraphrase a recent article that said it best; “the reason  that you own stocks is to keep up with inflation over the long-term, not to make you comfortable on a daily basis.”  

The enclosed reports will show how far you have progressed since the lows of March 2009 when many thought the market would never go up again.  Keep in mind that there are always periods of consolidation and backtracking on the path toward future success.

As always, please give us a call with any questions.

The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any individual. To determine which investment(s) may be appropriate for you, consult your financial advisor prior to investing. All performance referenced is historical and is no guarantee of future results. All indices are unmanaged and may not be invested into directly.Stock investing involves risk including loss of principal. Government bonds and Treasury bills are guaranteed by the US government as to the timely payment of principal and interest and, if held to maturity, offer a fixed rate of return and fixed principal value.








