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CLIENT NEWSLETTER Q4 2011 

Has Vertigo Set In?
Market Overview & Commentary 

After a major decline in Q3, global equity markets staged an impressive rally
during October.  The rebound was fueled in part by an improving economic
picture in the US, but more importantly due to a belief that Europe was
beginning to solve their debt crisis.  Major compromise deals between
European debtor and creditor nations were widely reported, and investors
were encouraged that the worst was behind them.    

The rally was short-lived, however, as improving US economic news was
overpowered by renewed crisis in Europe, when tangible actions failed to
materialize from prior promises made.  Sovereign bond yields widened to
unprecedented margins not only in Greece, but also in large countries such as
Spain, Italy, and even France.  These large rate rises threatened national
defaults, major bank failures, and potentially even the unraveling of the entire
European Union.  Consequently, markets turned back down during early
November and have only recently begun recovering on more coordinated
action amongst EU leaders, and global central banks. 
 

 
Chart I – S&P 500 Throughout Recent Debt Crisis (June – Nov 2011) 

As one might expect, volatility has been high for a number of months now,
albeit lower than the most recent peak in August.  In our view, volatility is
being caused by three main factors: (1) a lack of clarity, (2) high-frequency
computerized trading, and (3) a thinly traded market: 

• Lack of Clarity: While longer term expectations are driven by
traditional indicators such as equity valuations, short-term moves are
driven by factors out of one’s control.  For example, it is impossible
to know whether EU countries will announce a course of action to
resolve their debt issues, or whether they will play hardball and be
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CONSUMER HEALTH 
IMPROVING 
 
Despite an indecisive government, 
the corporate sector is generating 
record profits, and the consumer 
is healing. 

The most recent evidence can be 
seen in rising retail sales figures, 
driven by a combination of pent 
up demand, aggressive retail 
pricing, and an improved 
consumer balance sheet 
(mortgage and credit card pay 
downs have been impressive). 

For the Thanksgiving weekend: 

• There were 226 million 
shoppers (up 6.6% from ’10) 

• Total spending was $52.4B 
(up 16.4% from ’10) 

• The average shopper spent 
$398.62 (up 9.1% from ’10). 

The results show a powerful 
combination of more shoppers, 
who on average also spent more. 
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