
MARKET OVERVIEW

Market Description Index 3 Months YTD 1 Year 3 Years* 5 Years*

General Stock Market S&P 500 -2.75% 9.49% 5.45% 16.40% 0.22%

Large Company Value Russell 1000 Value -2.20% 8.68% 3.01% 15.80% -2.19%

Large Company Growth Russell 1000 Growth -4.02% 10.08% 5.76% 17.50% 2.87%

Small Companies Russell 2000 -3.47% 8.53% -2.08% 17.80% 0.54%

International Stocks Morgan Stanley EAFE(US$-net) -7.13% 2.96% -13.83% 5.96% -6.10%

General Bond Market Barclays Capital Aggregate 2.06% 2.37% 7.47% 6.93% 6.79%

ECONOMIC OVERVIEW Statistic
  Most    
Recent*

    3-month      
Prior

  3-month 
Change

 12-month 
Prior

12-month 
Change

       Long-term Rates 10-year Treasury Yield 1.67% 2.23% -25.11% 3.18% -47.48%

       Short-term Rates Effective Fed Funds Rate 0.09% 0.09% 0.00% 0.07% 28.57%

       Consumer Inflation Consumer Price Index* 229.815 227.663 0.95% 225.964 1.70%

       Producer Inflation Producer Price Index* 202.3 201.6 0.35% 204.1 -0.88%

       Job Growth Non-farm Payrolls 134,116 132,081 1.54% 132,340 1.34%

Average Workweek Hours Avg. Weekly Work Hours 34.5 34.5 0.00% 34.4 0.29%

       Economic Output Industrial Production* 97.2853 96.9665 0.33% 92.9421 4.67%
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*Economic data for certain statistics are as of the prior month end. Data is from sources believed to be reliable but is neither guaranteed and is subject to 
revision without notice.  Data is provided for your analysis and used at your own risk.  Market returns greater than 1 year are annualized.  Timberline provides 
information herein for informational purposes only and should not be considered an investment recommendation.   
 

               
 
 

 
 
 
 
 
 
 
 
  
    
 

INDUSTRY CAPACITY UTILIZATION RATE – Factories are 
almost back to utilization levels prior to the financial meltdown.     
 

Though the trend is encouraging, JOB OPENINGS (like 
PAYROLLS), have not returned to pre-meltdown levels.    
 
 
    
 
Data Sources: St. Louis Federal Reserve, Standard & Poors, Frank Russell, MSCI 

 

While factory activity has rebounded nicely, PAYROLLS 
have not recovered nearly as much.  More efficient/less jobs.    

 

 



 
 

 
 

Any review of the events of the past three months would probably lead most to believe that the financial markets 
had a disastrous time period.  Despite the issues in Europe (Greek elections, Spain and Italy financial problems, 
uncertain European leadership), United States (sluggish job and economic growth, political developments, upcoming 
tax and spending expirations) and China (slowing growth), the S&P 500 was down only 2.75%.  As troubling as 
these conditions are and will continue to be, it is easy to only focus on the things that are wrong.  These issues are 
important but another question to try to answer is how does the domestic stock market manage to hang in there? 
 

For starters, companies are being efficiently managed.  As the charts indicate, production is on the rise but with 
fewer workers.  Not a good scenario for jobs but it does speak well for the financial condition of corporate America 
and a fundamental factor supporting current valuations.  Another factor is the decline of energy prices.  This 
significant development has not gained that much outward attention but it has been an underlying positive factor.  
Also to be considered are supportive central bankers across the globe.  While on the subject of banking, domestic 
bank conditions are strong with ample capital and improving credit trends.  Though the folks at Moody’s take issue 
with this assessment, the contrasting positive market reaction to the Moody’s bank downgrade was another indicator 
of disagreement to their annoucement.  The last thing to mention is that investors appear to be well aware of the 
issues and currently carry a very low level of comfort or sentiment regarding equity investing.  A recent Bank of 
America study looked back at investor sentiment and subsequent equity returns and found that current levels of 
negative investor sentiment have historically been precursors to positive equity market returns.    
 

One of the other outcomes of current market turmoil has been a further and extraordinary decline in long-term 
interest rates.  Perhaps this was destined with the Federal Reserve’s Operation Twist (selling short-maturity 
Treasury bonds and purchasing long-term Treasury bonds) but it also has much to do with the mentioned investor 
anxiety and extreme willingness to accept very low rates for safety.  As an illustration, the 10-year Treasury yield as 
of 6/30/12 was 1.67% which is about 47% less that the yield level a year ago and 25% lower than the yield just three 
months ago.  Because of this, investors who owned expensive bonds were rewarded with bonds that become more 
expensive.  This is evidenced by the +2.06% 3-month and +7.47% 12-month total return numbers of the Barclay’s 
Aggregate fixed income index.  A worthwhile observation to make at this time is that bond investors can incur a 
negative return roughly equal to the mentioned positive returns if rates make their way back to their previously 
higher levels.  
 

In the area of politics, I don’t think there is anything to be gained at this time in predicting election outcomes and 
potential market impacts.  I do think there will be a very aggressive political agenda after the elections to address 
substantial spending and tax provisions scheduled to expire.  This has the potential to be a positive investment 
element but there are obviously no guaranties that go with this. 
 

In closing and at this time, there is comfort to be gained from today’s very low expectations, the financial health of 
many major corporations, very accommodative actions of central banks across the globe, and a historically favorable 
calendar investment period quickly approaching.  The issues of the day are critical and complicated but it is a 
situation where a little bit of good news can be good for the markets.  This outlook, in my opinion, is also best 
considered in the context of a long-term investment horizon as well.  
 

Thank you again for everything. 
 
Gregg Giboney 
 

Gregg Giboney, CFA 
President & Portfolio Manager 
Investment Advisor Representative 
Timberline Investment Management, LLC  


