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and aided in the compression of global stock prices
and the relinquishing of gains by many of the major
global indices in the first half of 2011.

Q-CL/review of 2011 indicates that it
//  was a year of great market volatili-
ty caused by periods of panic and moments of
elation. The year included a reasonably stable
domestic economy and a stock market environ-
ment that was affected by the constant flow of
negative global geopolitical
events. These events includ-
ed uprisings in the Middle

Notwithstanding the significant investor
uncertainty and unrest in 2011, U.S. common stocks
produced the best total re-
turns in 2011 when compared
to global market performanc-
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East, which led to the falling
of the Tunisia and Egyptian
governments, significant and
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the governments in Bahrain
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and Yemeni and a civil war in
Libya. It also included a 9.1|[Pow Jo3d&s 84%

magnitude earthquake and
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14.1% 22.7% -31.9% | achievement of superior per-

formance in 2011 required

tsunami in Japan; severe

flooding in Thailand and Pakistan; a spike in com-
modity prices; the killing of Osama bin Laden and
Muammar Gaddafi and a European debt crisis,
which culminated with the European Union an-
nouncing a large reduction in the price of Greek
bonds, a recapitalization of European banks and an
increase in the size of the European Financial Sta-
bility Facility (ESFS), or bailout fund, to one trillion
euro.

The foregoing negative events clearly over-
shadowed the positive implications from a U.S.
economy that displayed stable growth, low infla-
tion, improving manufacturing, record corporate
profits and more recently, a decline in unemploy-
ment. The highly sensitive geopolitical events also
led the VIX, or the stock market’s measurement of
volatility, to reach near record levels during 2011
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strong investments in domes-
tic common stocks, especially in defensive common
stocks such as Consumer Staples, Health Care and
Utilities, while minimizing investments in the cyclical
areas including Financials, Industrials and Materials.
While the Industrial, Material, Energy and Technolo-
gy sectors recovered strongly in the fourth quarter of
2011, based on improving third quarter economic
growth, the performances were not large enough to
regain the price declines experienced earlier in 2011.
The 2011 performances of the Standard & Poor’s 500
ten sectors are illustrated in the graph below.

U.S. stock market performance for 2011
was far superior to the total returns produced by
other global markets, which experienced meaning-
ful price declines as follows: China’s MSCI declined
by 18.3%; Brazil's Bovespa declined by 18.2%;
France’s CAC declined by 13.4%; German’s DAX de-
clined by 14.6%; Hong Kong’s HANG
SENG declined by 17.3%; Japan’s Nikkei
declined by 15.6% and the U.K’s FTSE
100 declined by 1.5%. The chart on the
following page illustrates the 2011 re-
turns of various global stock markets.

Notwithstanding the continua-
tion of significant global geopolitical
concerns that persisted in 2011, espe-
cially the European debt crisis, January
2012 has proven to be a month of lim-
ited market volatility and superior re-
turns as the Standard & Poor’s 500 In-
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dends and appreciation of 4.5%, while the NASDAQ
return was 8.1%, the best January in 15 years. The

growth in the first quarter of 2012 from the fourth
quarter of 2011 due to strong comparisons in the
previous period. This projected
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decline in the growth rate is illus-
trated by the blue line in the
chart below. Profit growth for
2011 is estimated to have in-
creased by 15.8% and projec-
tions for 2012 are for an increase
of 9%, or slightly below initial
projections of 10.1% growth a
few months ago. It continues to
be our judgment that profit
growth will exceed 10% in 2012
as current forecasts appear to be
understating the ongoing im-
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provement in economic data, the
positive corporate operating
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ﬁed and.aggressive actions by German Chancel-
d)Ané'él Merkel, and French President, Nicolas
USarkozy, in late 2011 appear to have provided the
bamiso‘oﬂlfye process of the European debt crisis to
begin to improve and the calming of global investor
oncerns. These positive events contributed to an
|mpr gIQbaI investor sentiment and strong
it Feturns in January. These very posi-
tive leﬂﬁnNJre illustrated by the green bar in the
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LIS I\II’]ourth quarter U.S. real GDP increased at
arUanSnBl rate of 2.8%, which was the fastest pace
nca year, and well above second and third quarters’
arggm'jc grc@t‘[l of 1.3% and 1.8%, respectively. Final

sa\l\§ (é asures GDP less the change in pri-
“v e |n , increased by 0.8% in the fourth
ed to a 3.2% increase in the third
quarter and 1.6% increase in the second. Fourth
quarter corporate profits have performed in line
with expectations with 68% of companies reporting
profits in line with, or above, street expectations,
while 32% fell below expectations. Profits increased
by 10.3% in the quarter, which was in line with ex-
pectations, but below second quarter’s robust 17.3%
growth. Profits are projected to slow further to 7%

environment and the potential
for meaningful improvement in operating results in
the Industrial and Banking sectors.

U.S. economic growth has slowed from the
2010 levels, but continues to expand at a moderate
rate. Projections from 61 economists are that full
year 2012 real GDP growth will approximate 2.25%,
which is an improvement from the projections in
October 2011. This projected GDP growth is in line
with the Federal Reserve Board’s recently lowered
growth forecasts of 2.5-2.9% for 2012. We continue
to project GDP growth of 3.0% for 2012. To achieve
our 2012 forecast, the U.S. economy must experi-
ence a continuing recovery in manufacturing, which
has expanded for 29 consecutive months; a modest
improvement in unemployment and productivity
and reasonable growth in consumer spending.

Recent economic data, which includes a
modest improvement to the unemployment rate,
indicates that the recovery is continuing at a very
moderate pace. Although forecasts for longer-term
growth have been diminished by the continuing
effects of geopolitical uncertainties, the Federal
Reserve continues to believe the U.S. will not expe-
rience a recession. As we have conveyed to you
over the past several months, the sharp decline in
» stock prices in the fall of 2011, together

" | 5&P 500 EARNINGS PER SHARE: CONSENSUS QUARTERLY FORECASTS"
(weekly, analysts’ average forecasts in dollars)
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with the twelve-year compression of
earnings multipliers from an average of
|, 31.2 in 1999 to the current average of
13.8 and strong recovery in corporate
profits from $51.68 per share in 1999 to
| the $96.60 per share estimated for 2011,
* provides for common stock valuations
unseen in twenty years. These very
_ attractive valuations, together with an
B improving economic climate and outlook,
provides us with confidence that pa-
tience will be strongly rewarded in 2012.
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