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 U.S Avoids Fiscal Cliff

*All dollar amounts shown on the chart are estimated.
*The sequester is scheduled to take effect March 1, 2013.  The full year estimate was $85 billion, so for 10 months it is $71 billion.

Source: ISI Group
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Presentation Notes
Let’s elaborate a little more on the fiscal cliff deal, known as the American Taxpayer Relief Act of 2012.  In essence, the items you see here were NOT included in the deal, thus creating a fiscal drag in 2013.  (The source of this data is ISI Group.  ISI uses various assumptions for the estimated dollar amounts; different assumptions would result in different amounts shown on this slide.)While the total fiscal cliff was originally estimated at $670 billion, or approximately 4.0% of U.S. GDP (gross domestic product), the deal signed on January 2 results in a fiscal headwind of $251 billion, or approximately 1.5% of GDP.  If the budget control act sequester, which has been delayed until March 1, is included in the numbers, the total fiscal drag is $322 billion, or approximately 2.0% of GDP.  Here are a few more details on each of the provisions listed.2% Payroll Tax Cut – The social security tax, or what’s known as the payroll tax of an employee’s paycheck, will revert to 6.2% in 2013 after being 4.2% the previous two years.  The estimated fiscal drag in 2013 is $116 billion.Bush Tax Cuts for Wealthy  –  According to the fiscal cliff deal, the Bush tax cuts are expiring for the wealthiest American households.  The result is a fiscal drag of approximately $30 billion in 2013.  See the next slide for more details.  Health Care Law Taxes – As part of President Obama’s 2010 Affordable Care Act, the 0.9% increase in the Medicare tax and the 3.8% tax on investment income for upper-income earners takes effect in 2013.  The Joint Committee on Taxation estimates the provision will raise $21 billion.Discretionary Spending – This includes spending cuts due to pulling resources out of Iraq and Afghanistan, as well as continued reductions from President Obama’s fiscal stimulus efforts.Budget Control Act Sequester – The budget agreement from summer 2011 calls for more than a trillion dollars in spending cuts, starting in 2013 at approximately $85 billion.   According to the fiscal cliff deal, the sequester has been delayed until March 1, 2013.  With a full year estimate of $85 billion, the 10 month estimate is $71 billion.



A Look at Tax Rates Under the Fiscal Cliff Deal 

*These income ranges are for 2012 and indexed to inflation, so they are higher in 2013.  1Tax rates would rise on income over $250,000 for joint filers.  2Top rate applies to income over
$450,000 for joint filers.  3This includes the 3.8% investment tax under the health care law.  4This includes Buffett tax.  IRS Circular 230 Disclosure: This communication was written in
connection with the promotion or marketing, to the extent permitted by applicable law, of the transaction(s) or matter(s) addressed herein by persons unaffiliated with American Century
Companies, Inc.  American Century Companies, Inc. and its affiliates do not provide tax advice.  Accordingly, to the extent this communication contains any discussion of tax matters, such
communication is not intended or written to be used, and cannot be used, for the purpose of avoiding tax penalties.  Any recipient of this communication should seek advice from an
independent tax advisor based on the recipient's particular circumstances.

Sources: Congressional Budget Office, IRS.gov, ISI Group
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Let’s take a look at the new tax rates according to the fiscal cliff deal.Please note that the income ranges shown on the chart are 2012 dollars.  When this report was written on January 4, the final 2013 ranges had not been released.  That being said, here are the approximate income ranges for 2013 for married filing jointly.  Range		Tax$0 - $17,900		10%$17,901 - $72,500	15%$72,501 - $146,400	20%$146,401 - $223,050	25%$223,051 - $398,350	28%$398,351 - $450,000	35%Over $450,000	39.6%In addition, the top rate for long-term capital gains and dividends increases to 23.8% (includes the new 3.8% investment tax from the health care law).  Moreover, capital gains are now fixed at 0% for those in the 10% and 15% income brackets, and 15% for those in the 25% to 35% income brackets.  Also, the estate tax rate and exemption amount are scheduled to change to 40% and $5 million, respectively.  Keep in mind that there are numerous other changes according to the fiscal cliff deal, like the phase out of personal exemptions (PEP) and the limit on itemized deductions (Pease) above certain income thresholds.



U.S. Economic Growth Remains Modest 

1 Historical Average Annual Real GDP Change: 1947 - 4Q12 
Real Gross Domestic Product (GDP): Inflation-adjusted measure that reflects the value of all goods and services produced in a country in a 
given year, expressed in base-year prices.  

Sources: U.S. Bureau of Economic Analysis 
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The main statistic to gauge the overall U.S. economy is gross domestic product, or GDP.  Here we take a look at GDP growth on a quarterly basis going back to 1Q08.  Recall that our recent recession, now known as the Great Recession, officially started in December 2007 and ended in June 2009.  During that time, GDP was negative – often severely so – in five of six quarters.Quarterly GDP turned positive in 3Q09, with a growth rate of 1.4%, and then the following quarter, 4Q09, GDP was very strong at 4.0%.  For the next four quarters, GDP hovered around 2.5%, before it slowed significantly in early 2011, prompting fears of a U.S. double-dip recession.  The good news is that GDP has remained in positive territory, and a double-dip recession has, thus far, been avoided.  Specific to the 3.1% GDP growth rate for 3Q12 (which is the most recent data available at the time this report was written on January 4, 2013), the increase in real GDP primarily reflected positive contributions from personal consumption expenditures (consumer spending), residential fixed investment, private inventory investment, federal government spending, and exports.  The most notable offset was a negative contribution from nonresidential fixed investment.Overall, GDP growth is good, but not great.  In fact, by historical standards, this has been an anemic economic recovery.  Over the past 12 quarters (since the end of the Great Recession in June 2009), there were only three quarters where real GDP growth exceeded 3%.  By comparison, in the 12 quarters following the recessions of 2001 and 1990-91, six quarters achieved real growth of greater than 3%.  And going back further to the recession that ended in late 1982, all 12 of the following quarters had real GDP growth in excess of 3%.Please note that the preliminary estimate for 4Q12 GDP growth is a positive 1.4% (Source: Bloomberg as of January 4, 2013).Here we take a look at the same statistic, GDP, but we do so on a year-over-year basis.Starting five years ago, year-over-year economic growth turned lower and then continued its downward trend.  In fact, for the period ending 2Q09, year-over-year GDP growth in the United States was a negative 4.6%.  Thus, the American economy was contracting almost 5%, compared to its 40-year average rise of nearly 3%.However, as we saw on the previous slide, the most recent three years, or twelve quarters (thirteen including 4Q12), have showed positive economic growth, resulting in better year-over-year numbers, as you can see on the right-hand side of this chart.  Thru 3Q12, the year-over-year GDP growth rate was a positive 2.6%, close to the 40-year average.  Thru 4Q12, using estimated quarterly data, the year-over-year GDP growth rate is quite a bit lower at 2.0%. In the last few years, the U.S. economy has moved from recession mode to recovery mode.  But what will the shape of the economy look like moving forward?(a) Will it be V-shaped?  (similar to the rebound after the November 1973 to March 1975 recession)(b) Will it be W-shaped, where things turn worse after a short stint of growth?  (similar to the double dip recession of the early 1980s)(c) Or will it be somewhere in between?  Despite fears of a double-dip, this “square-root” shape continues to be the most likely scenario.



Consumer Confidence Begins/Ends 2012 at 
Similar Level 
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in terms of the macro economic picture is consumer confidence.  The Conference Board compiles a survey of consumer attitudes on present economic conditions and expectations of future conditions.  Five thousand consumers across the country are surveyed each month. As you can see, the U.S. consumer has not been confident over the past several years.  In fact, the 25.3 reading for February 2009 is the lowest all-time reading in more than 45 years of Conference Board data.  While confidence  reached a three- and four-year high in February 2011 and October 2012, respectively, for calendar year 2012 the confidence index started (64.8) and ended (65.1) at nearly the same level.  Please note that the 40-year historical average is 91.5.Also keep in mind that consumer confidence is often a contrarian indicator.  For example, according to the chart on this page, consumer confidence peaked in May 2000.  And we all know what happened to the stock market for the next couple of years.  On the other hand, a cyclical low point in consumer confidence occurred in March 2003.  The market rose substantially over the following 12 months.  More recently, confidence peaked in July 2007, three months before the stock market’s peak in October 2007; confidence bottomed in February 2009, mere weeks before the market’s March 9, 2009, low; and confidence bottomed again in October 2011, coinciding with another market low point.  This chart supports Warren Buffet’s famous remarks: “Be fearful when others are greedy, and greedy when others are fearful.”  Past performance is no guarantee of future results.



Existing Home Sales and Prices Maintain Uptrend 

1 US Existing Home Sales Units Sold shows the monthly number of existing homes sold in millions.  The monthly number is annualized.
2 US Existing Home Sales Median Price Year-over-Year % Change shows the rate of change in the median home price (the point at which half of the homes sold for more and 
half sold for less) compared to the same month of the previous year.

Source: National Association of Realtors
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As we know, one of the biggest drags on the economy over the past several years has been housing.  But recently, housing appears to have bottomed.  Here we take a look at U.S. existing homes, in terms of units sold and changes in price.  Left-hand chart – After reaching a peak of 7.25 million homes sold in September 2005 (this is a monthly number that is annualized), existing home sales trended lower.  Sales bottomed out in November 2008 at 3.77 million units, but due to another round of low interest rates, as well as home ownership incentives from the government, home sales rebounded in 2009, topping out in November 2009 at 5.44 million, for a year-over-year increase of 44.3%.  But just eight months later, in July 2010, sales plummeted to a new record low at 3.39 million.  While sales ebbed and flowed for most of 2011 and early 2012, the recent overall trend is higher.  In fact, the most recent data on the chart, which is November 2012, shows home sales of 5.04 million, a year-over-year increase of 14.5%.  Yet sales still remain an amazing 30.5% below the September 2005 peak.Right-hand chart – Coinciding with home sales that peaked in September 2005, the year-over-year change in median sales price (the point at which half of all homes were priced higher and half were priced lower) fell into negative territory in August 2006, and prices remained depressed for a long time.  Recently, however, the inventory of existing homes available for sale has declined substantially from approximately 12 months to less than five months.  As you would expect, prices have turned higher on lower supply.  In fact, the median sales price for November 2012, which is the most recent data on the chart, was $180,600, a year-over-year rise of 10.1%.  Unfortunately, the median price remains a healthy 21.6% below its peak of $230,300, reached in July 2006.While we have witnessed many positive signs in the housing market, numerous potential buyers are unwilling to purchase homes for fear they will decline in price, and other potential buyers are unable to purchase homes given tougher lending standards in general.



Foreclosures are not Done 
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A potential contributing factor to the recent decline in home inventory is that many home foreclosures have been in limbo since late 2010, when lawsuits were filed against major banks regarding their processing of these foreclosures.  At that time, it came to light that many banks were signing off on thousands of foreclosure documents each month with little supervision and no legal overview.  Lawsuits were filed by various states’ attorneys, which led to a dramatic decline in the number of foreclosures processed beginning in November 2010.  The result of delayed processing can be seen in the chart on this slide, which plots the monthly rate of home foreclosures.  At face value, the good news is that the monthly foreclosure rate has declined significantly, from a peak of 367,056 in March 2010, to less than half that amount in November 2012.  Given the above, the result of this decline suggests that there may be more nearly two million homes that could be put through the foreclosure process (with the property eventually being sold on the housing market), which represents a “shadow inventory” of future unsold homes in addition to those which are presently up for sale.  Overall, distressed sales, which includes foreclosures and short sales, accounted for just 22% of home sales in November 2012, down from 29% one year ago, and nearly 40% two years ago.  A lower rate of distressed sales has certainly helped home prices.Note that the foreclosure filings on this chart include default notices, auction sale notices, and bank repossessions.



Oil Prices Drop More than 7% for the Year 
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Normally, a major driver of headline inflation is the price of oil.  As you can see on this chart, the price of oil has been on a roller coaster ride for much of the past six years.  For example, oil peaked on July 3, 2008, at $145.29 per barrel, yet less than six months later, oil fell to $33.87 per barrel, a decline of nearly 77%.  In the last two years, however, oil has traded in a much tighter range, topping out near $110.00 per barrel and finding a floor near $75.00 per barrel.For 2012 specifically, oil began the year at $98.83 per barrel and ended the year at $91.82, a decline in price of 7.1%.  Here is how the price of oil has translated into prices at the gas pump.  (Source: AAA).  Date		Gallon of gas		Barrel of oil	Dec. 31, 2007		$3.04		$95.98	July 3, 2008		$4.10		$145.29Dec. 19, 2008		$1.67		$33.87Dec. 31, 2009		$2.65		$79.36Dec. 31, 2010		$3.07		$91.38Apr. 29, 2011		$3.93		$113.93Oct. 4, 2011		$3.40		$75.67Dec. 31, 2011		$3.28		$98.83Feb. 24, 2012		$3.67		$109.77June 29, 2012		$3.33		$84.96Dec. 31, 2012		$3.29		$91.82		A sluggish global economy has certainly effected the supply and demand dynamic of oil.  In addition to supply and demand, there are many factors that effect the price of oil, including: speculation/hedging, price manipulation, geopolitics, and the U.S. dollar (oil is priced in U.S. dollars), which we will discuss next.



The U.S. Dollar is Relatively Tame in 2012 
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Remember, oil is priced in U.S. dollars.  In general, when the dollar weakens, oil prices tend to rise, and when the dollar strengthens, oil prices tend to decline.  (The reasoning: foreign producers of oil seek higher prices when the dollar weakens to offset their exchange rate losses of revenue back into their home currencies.) For example, from July 3, 2008, to December 19, 2008, oil prices fell nearly 77%, as we saw on the previous slide.  During the same time period, the U.S. dollar gained nearly 12%.  As a more recent example, the dollar index hit a low point on April 29, 2011.  This date coincides exactly with the high point for oil that we saw on the previous slide.But keep in mind that commodity prices aren’t the only driver of currency prices.  In fact, currencies are historically influenced by many factors, including interest rates, economic growth, fiscal deficits, trade deficits, and inflation.  Case in point, in the middle months of 2012, weak overseas economies, especially in the euro zone, caused more money to flow to the relatively stronger – and typically safer – U.S. dollar.  This increase in demand for the dollar raised its value relative to many foreign currencies, especially the euro.  For the calendar year 2012, the U.S. dollar showed very little volatility compared to recent years.  Overall, the dollar index (DXY) weakened a little more than 0.5% for the year versus a small basket of six major currencies.  More specifically, the U.S. dollar weakened versus the Euro and the British pound, and strengthened versus the Japanese yen.



Headline Inflation Eases 
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Now let’s switch over to inflation.  U.S. inflation is measured by the Consumer Price Index, or CPI.  Specifically, CPI measures the price of a fixed basket of goods purchased by a consumer.  This is why CPI is often referred to as the cost-of-living index.It is important to note the distinction between headline CPI and core CPI.  Headline CPI, which is graphed on this chart, is the change in price of an entire sample basket of goods and services.  Core CPI, another popular inflation measure, excludes food and energy from the basket, because historically, food and energy prices have been the most volatile.   From the chart, you can see the volatility in headline inflation.  For example, year-over-year headline inflation reached 5.6% as of July 2008.  Yet, one year later, headline inflation was negative, creating a deflationary environment in the U.S. for the first time since the 1950s.  As of November 2012, which is the most recent data on this chart, year-over-year headline inflation was 1.8%.Here is a snapshot of year-over-year headline and core numbers:As of date	Headline	CoreJul-08	5.6%	2.5%Jul-09	-2.1%	1.5%Dec-10	1.5%	0.8%Dec-11	3.0%	2.2%Nov-12	1.8%	1.9%



Fed Sets Threshold for Potential Rate Increases 
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In response to a slowing economy, tough housing conditions, and tighter credit, the Federal Open Market Committee (FOMC) cut the federal funds rate from 5.25% to a range of 0.00-0.25% from September 2007 thru December 2008.  Rates remain at that level today.The most recent Federal Open Market Committee (FOMC) was December 11-12, 2012.  Here are a few highlights from the FOMC statement:“To support a stronger economic recovery and to help ensure that inflation, over time, is at the rate most consistent with its dual mandate, the Committee will continue purchasing additional agency mortgage-backed securities at a pace of $40 billion per month.  The Committee also will purchase longer-term Treasury securities after its program to extend the average maturity of its holdings of Treasury securities (known as Operation Twist) is completed at the end of the year, initially at a pace of $45 billion per month. . . these actions should maintain downward pressure on longer-term interest rates, support mortgage markets, and help to make broader financial conditions more accommodative.”“. . .the Committee decided to keep the target range for the federal funds rate at 0 to 0.25% and currently anticipates that this exceptionally low range for the federal funds rate will be appropriate at least as long as the unemployment rate remains above 6.5%, inflation between one and two years ahead is projected to be no more than a half percentage point above the Committee’s 2% longer-run goal, and longer-term inflation expectations continue to be well anchored.  The Committee views these thresholds as consistent with its earlier date-based guidance.”The next scheduled FOMC meetings are as follows:January 29-30, 2013March 19-20, 2013April 30 – May 1, 2013



U.S. Debt Continues to Rise 
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Along with an easing of monetary policy (lower federal funds rate, quantitative easing, Operation Twist), the U.S. government has taken many steps in terms of fiscal policy to rejuvenate the economy over the past few years.  Those steps include billions of dollars in spending and tax incentives.  As a result, the federal deficit continues to widen, and the U.S. debt situation continues to worsen.This chart looks at U.S. debt as a percentage of U.S. gross domestic product (or GDP).  As you can see, the percentage has increased significantly over the past few years, from 67% at year-end 2007 to nearly 103% at year-end 2011.  The estimated year-end number for 2012 is 107.2%.  And according to projections from the International Monetary Fund, the debt-to-GDP percentage is expected to reach more than 114% by 2015.  Historically, higher debt-to-GDP levels are associated with slower economic growth.  Higher debt levels slow economic growth because more resources are devoted to debt service and repayment than to generating goods and services in the economy.  One piece of good news is that U.S. debt is being financed at extremely low interest rates.   One estimate shows that the U.S. pays an average of approximately 1.50% on its more than $16 trillion in debt.Note:  Total U.S. debt includes (a) debt owed to the public (in the form of government-issued Treasury bills, notes, and bonds, which represent approximately two-thirds of total federal debt) plus (b) debt owed to federal government trust funds (such as those for Social Security, Medicare, and the Federal Housing Administration, which represent approximately one-third of total federal debt ).



Corporations Continue to Post Solid Earnings 
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Here we take a look at the overall earnings growth rate of companies that comprise the S&P 500.  (Note: This chart compares the S&P 500’s earnings in a given quarter against the earnings in the year-ago quarter.  This comparison against the year-ago quarter takes out the seasonality in earnings.)Earnings growth has been in positive territory since the third quarter of 2009, although the third quarter of 2012 almost ended that streak.  The final earnings growth rate for 3Q12 was just 0.1%.Peak earnings season for 4Q12 begins in mid-January 2013, and the preliminary estimate for 4Q is a positive 2.8%.  (This estimate is from a Thomson Reuters report dated January 4, 2012).  Past performance is no guarantee of future results.



Unemployment Rate Slowly Declines 
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As you would expect, previous economic slowdowns have been accompanied by increases in the unemployment rate (the unemployment rate is determined by the household survey).  This trend continued through the Great Recession as the unemployment rate doubled from 5.0% in December 2007 (start of the recession) to 10.0% in October 2009 (well after the recession ended in June 2009).  Although the unemployment rate hovered between 9.5% and 10.0% from late 2009 thru late 2010, it has improved significantly over the past 12-15 months.  In fact, as of December 2012, the unemployment rate was just 7.8%, its lowest mark since January 2009.  As a frame of reference, the unemployment rate has averaged 6.5% for the past 40 years.When the employment report is released on the first Friday of the month, the unemployment rate (e.g., 7.8% or 7.9%) normally grabs the headlines (again this information comes from the household survey).  But you should also notice in the report the number of jobs that employers have added to their payrolls for the most recent month (this information comes from the establishment survey).  Job losses approached 8.5 million in the recession, and thus far, jobs added back have only been about half that amount.



Returns for Major U.S. Equity Indices 

4Q12 2012
Russell 2000 1.85% 16.35%

S&P 500 -0.38% 16.00%
Dow Jones -1.74% 10.24%
NASDAQ -2.65% 17.45%

*The S&P 500 Index is a capitalization-weighted index of 500 widely traded stocks. Created by Standard & Poor’s, it is considered to represent the performance of the stock market in
general.  
*The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 actively traded Blue Chip stocks, primarily industrials but including service oriented firms.  Prepared
and published by Dow Jones & Co., it is the oldest and most widely quoted of all the market indicators.  The components, which change from time to time, represent between 15% and 
20% of the market value of NYSE stock.   
*The Russell 2000 Index measures the performance of the 2,000 smallest companies in the Russell 3000 Index (the 3,000 largest publicly traded U.S. companies based on total
market capitalization). 
*The NASDAQ Composite is a market-capitalization price only index that reflects the aggregate performance of domestic
common stocks traded on the regular NASDAQ market, as well as national market system traded foreign common stocks and ADRs 
*Returns shown are total returns, and thus include reinvested dividends.  The indices are not investment products available for purchase.
*Past performance is no guarantee of future results.

Source: Morningstar Direct 
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Let’s begin with performance for the major U.S. equity markets.  Returns shown are total returns, and thus include the reinvestment of dividends.  Please note that all returns are thru December 31, 2012.For the fourth quarter of 2012, returns for the major indices were relatively flat.  The small-cap Russell 2000 led the way with a positive return of 1.85%. For calendar year 2012, the technology-heavy NASDAQ lead the way at 17.45%, followed fairly closely by the Russell 2000 and S&P 500.  While the Dow Jones Industrial Average finished last among the four major indices shown here, it still managed a double-digit return.Pleas note that the December 31, 2012, closing price for the S&P 500 was 1,426.19.  We will use this value to calculate the P/E ratios on slide 26.None of these indices are investment products that are available for purchase, and the indices do not take into account fees and expenses associated with an actual investment product.Historically, small-cap stocks are subject to more risk than the stocks of larger, more established companies.Past performance is no guarantee of future results.



So How Did All This Affect The Market? 

Past performance is no guarantee of future results. Source: Morningstar, Inc.  Mutual fund returns are for illustrative purposes only and are not indicative of any particular investment. Category 
Average Total Returns assume reinvestment of all dividends and capital gains. Historically, small cap stocks have been more volatile than the stocks of larger, more established companies. 

4Q12 Returns 1-Year Returns
Value Blend Growth Value Blend Growth

Large Cap 1.52 -0.38 -1.32 Large Cap 17.51 16.00 15.26

Mid Cap 3.93 3.61 1.69 Mid Cap 18.51 17.88 15.81

Small Cap 3.22 2.22 0.45 Small Cap 18.05 16.33 14.59

3-Year Annualized Returns 5-Year Annualized Returns 10-Year Annualized Returns
Value Blend Growth Value Blend Growth Value Blend Growth

Large Cap 10.86 10.87 11.35 Large Cap 0.59 1.66 3.12 Large Cap 7.38 7.10 7.52

Mid Cap 13.39 13.62 12.91 Mid Cap 3.79 5.15 3.23 Mid Cap 10.63 10.53 10.32

Small Cap 11.57 14.07 12.82 Small Cap 3.55 5.14 3.49 Small Cap 9.50 10.45 9.80

< -10 0 10 >
Scale
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The charts on this slide give us an indication of the performance of various equity sizes (large-, mid-, and small-cap) and styles (growth, blend, and value) over different time periods.  For the fourth quarter of 2012, returns were relatively flat.  Looking at size or capitalization, small- and mid-caps outpaced large caps.  Looking at style, value outperformed growth.For calendar year 2012, all sizes and styles posted returns in the mid-to-high teens. Value outperformed growth across the board.  When looking at the value boxes only, small- and mid-caps beat large caps; when looking at the growth boxes, large- and mid-caps beat small caps.For the past 3-, 5-, and 10-year periods, there is a lot of green on the charts, with dark green representing positive annualized returns above 10% and light green positive returns below 10%.  Over the past 10-year period, the best performing style box is mid cap value, with an annualized return of 10.63%, while large cap blend has been the worst relative performer, but it is still up an impressive 7.10% per year.Returns shown are total returns, and include the reinvestment of dividends.  Past performance is no guarantee of future results.  None of these indices are investment products that are available for purchase, and the indices do not take into account fees and expenses associated with an actual investment product.  See appendix for index definitions.  Historically, small/mid cap stocks are subject to more risk than the stocks of larger, more established companies.  



Sector Returns 

The index performance is for illustrative purposes only and is not indicative of any particular investment. Past performance is no guarantee of 
future results. 

Source: Standard & Poor’s 
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We can also look at equity performance in terms of sectors.  Specifically, on this slide, we are looking at the 10 sectors within the S&P 500 Index.  For the fourth quarter of 2012, the S&P 500 had a small loss of 0.38%, as we saw two slides ago.  The Financials sector performed best, with a positive return of 5.92%, while Telecommunications performed worst, posting a negative return of 6.02%.Looking at calendar year 2012, all sectors were in positive territory.  The best relative performers were Financials and Consumer Discretionary.  On the other hand, the laggards included Utilities and Energy.Returns shown are total returns, and include the reinvestment of dividends.  Past performance is no guarantee of future results.  S&P 500 Sector definitions can be found in the appendix.



*TIPS is an acronym for Treasury Inflation-Protected Securities.  Past performance is no guarantee of future results.

Source: Morningstar Direct 

2012 Bond Fund Category Return 

Presenter
Presentation Notes
Most of our financial market review thus far has focused on the equity, or stock, markets.  Now let’s dig a little bit deeper into the fixed income market, or bonds.  Specifically, this slide looks at the performance of major sectors of the bond market.  For the fourth quarter of 2012, the broad-based Barclays U.S. Aggregate Bond Index (the S&P 500 of bonds) finished with a quarterly return of 0.21%.  The top performers for the quarter were high-yield bonds, both municipal and taxable.  Demand for high-yield bonds remains strong due to fundamental (low default rates, improving balance sheets) and technical (supply/demand) considerations.  For the calendar year 2012, all sectors had positive performance.  Overall, the Barclays U.S. Aggregate Bond Index had a total 1-year return of 4.21%.  Again, the best sectors were high-yield bonds, both taxable and municipal.  Municipal bonds saw tremendous demand as muni yields remained above taxable yields.  On the taxable side, high-yield is highly correlated to the stock market; for the past year, the S&P 500 was up was 16.00% (as we saw on slide 22).  On the flip side, the lagging sectors for the past year included the 3-month Treasury Bill and 2-year Treasury Note.  The low yields and shorter durations of 3-month and 2-year government instruments limited total return potential.  The U.S. Aggregate Bond Index is represented by the Barclays U.S. Aggregate Bond Index, which covers the USD-denominated, investment-grade, fixed-rate, taxable bond market.  The index includes government and corporate securities, mortgage-backed securities, and asset-backed securities, with maturities of at least one year.  Past performance is no guarantee of future results.



Key Interest Rates 
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The widely referenced 10-year Treasury Note closed 2012 yielding 1.76%.  Meanwhile, 30-year mortgage rates fell to a new record low during the fourth quarter and ended the year at just 3.35%.  Overall, the results you see here remain a normalized occurrence – investors are receiving more yield for taking on the additional risk of buying longer-term investments.  It is also interesting to note the change in yields from year to year, as well as quarter to quarter.  Here is a summary.	                 (current)                       (one quarter ago)                     (one year ago) 	        Yield as of 12-31-12          Yield as of 9-30-2012              Yield as of 12-31-1130-Year Mortgage                   3.35%	       3.40%	                          3.95%10-Year Treasury                     1.76%              	       1.64%	                          1.88%5-year CD	                     1.40%              	       1.41%	                          1.60%1-year CD	                     0.76%              	       0.76%	                          0.75%6-month CD	                     0.50%              	       0.49%                                      0.45%Money Market	                     0.02%              	       0.03%                                      0.02%An investment in a money market fund is neither insured nor guaranteed by the Federal Deposit Insurance Corporation (FDIC) or any other government agency.  Although the fund seeks to preserve the value of your investment at $1.00 per share, it is possible to lose money by investing in the fund. 



Fund Flows 

Presenter
Presentation Notes
On this chart, we take a look at open-end mutual fund flows, broken down by broad asset class: U.S. Equity, Non-U.S. Equity, Taxable Bond, and Municipal Bond.  Flows for the last three months are represented by the green bars; flows for the last 12 months are represented by the yellow bars.  Flow data is thru November 2012.For the past three months, investors continued to pull money out of U.S. Equity funds.  In general, investors remained tepid by the uncertainty of the economy and the markets.  As a result, investors continued to pour money into Taxable Bond funds.For the past 12 months, the story is very similar – outflows from U.S. Equities and inflows to Taxable Bonds.  Meanwhile, Non-U.S. Equity flows are relatively flat, while Municipal Bond flows are strongly positive.  In fact, Municipal Bonds have seen inflows in each of the past twelve months.An investment in a money market fund is neither insured nor guaranteed by the Federal Deposit Insurance Corporation (FDIC) or any other government agency.  Although the fund seeks to preserve the value of your investment at $1.00 per share, it is possible to lose money by investing in the fund.



Summary 

• U.S. Economic Growth (GDP)
– Subpar Recovery

– No Double-Dip Recession

• Inflation
– Contained Inflation is Most Likely Near Term

– Risks of Higher Inflation Longer Term

• Fed Policy
– Overall Accommodative Policy

• Interest Rates
– Range-Bound Intermediate-Term Rates

• International
– Uncertainty Continues

– Mixed Economic Growth Outside the U.S.

Presenter
Presentation Notes
Now that we have some perspective on where we’ve been, let’s take a look at what may potentially occur in 2013. (Note to presenter: Each bullet is covered in more detail on the following three slides.)Despite the ebbs and flows of the U.S. economy, our base case remains one of subpar but sustainable growth; i.e., good growth but not great growth.  As we have said for quite some time, we do NOT expect a double-dip recession for the United States.Inflation concerns remain tempered due to a subpar economy and a weak, but improving, labor market.  Thus, the most likely scenario over the next year is contained inflation.  However, over the next 3-5 years, there is the possibility that fiscal and monetary stimulus may result in higher inflation than the market expects.  Regarding the Federal Reserve, they have moved forward with open-ended QE3, they have replaced Operation Twist with additional Treasury purchases, and they have set employment and inflation thresholds as to when they may start to raise the federal funds rate.  Overall, the Fed remains very accommodative.When looking at interest rates in general, a lot of investors were surprised by falling rates in 2011, and then again in 2012.  From this point, we don’t expect rates to rise sharply; in fact, we anticipate that yields, specifically intermediate-term rates, will be fairly range bound over the next six to 12 months. Looking outside the U.S., uncertainty continues, highlighted by the European debt crisis.  Overall, economic growth will likely remain mixed around the globe again in 2013.We’ll examine each of these points in more detail on the following slides.



Summary 

• Subpar Recovery
– A Recovery with Headwinds

– Base Case is 1-3% GDP Growth

• U.S. Consumer Shows Improvement
– Housing and Jobs

– Debt and Credit

– Higher Taxes for Wealthy

• U.S. Corporate Profits Have Moderated
– Business Sector More Cautious with Guidance

• Reduction in Government Stimulus
– Fiscal Drag in 2013

– Federal, State, and Local

Presenter
Presentation Notes
Our base case for the U.S. economy continues to be a subpar recovery (probability 66%); i.e., a recovery with headwinds.  Thus, we don’t expect a “W-shaped” double-dip recession (probability 20%), nor do we anticipate a more typical “V-shaped” recovery (probability 14%).  Think of our view as “square-root” shaped.  While economic fundamentals remain at low levels, the trends are improving.  To put numbers behind it, we look for slow GDP (gross domestic product) growth in the 1.0-3.0% range for 2013.Remember that the U.S. consumer accounts for approximately 70% of American economic growth (or GDP).  On a positive note, the housing sector made significant improvement in 2012, seeing sales volumes and prices increase.  What’s more, consumer balance sheets are healthier now than in years past, and the job market has improved marginally.   However, consumers continue to be pressured by high amounts of debt and a tighter credit environment, and the wealthiest Americans will be facing higher taxes starting this year, putting a strain on many consumers’ pocketbooks; i.e., their ability to spend.  The business sector has been in fairly good shape over the past few years as the result of cost cutting, productivity gains, and global economic expansion.  Yet corporations are cautious on earnings heading into 2013.  Overall, the U.S. corporate sector has a much smaller impact on U.S. economic growth (approximately 10% of GDP) compared to the U.S. consumer.With respect to the government, federal spending over the past handful of years, in response to the financial crisis and Great Recession, certainly propped up GDP (the U.S. government accounts for approximately 20% of GDP).  While the ultimate “fiscal cliff” was avoided, the fiscal cliff deal still resulted in at least $251 billion in fiscal drag for 2013.  In addition, spending cuts and entitlement reform will likely be hot topics in 2013.  As a result, much of the government’s positive impact on GDP, at the federal, state, and local level, has been reduced, and this is likely to continue moving forward.



Summary 

• Inflation
– Contained Inflation is Most Likely Scenario in Next 12 months

• 1.5-3.0% 63% 

• >3.0% 22% 

• <1.5% 15% 

– Risks of Higher Inflation in Next 3-5 Years

• Fed Policy
– Overall Accommodative Policy

– Open-Ended QE3

– Treasury Purchases to Replace Operation Twist

– New Thresholds for Rate Increases

• Interest Rates
– Range-Bound Intermediate-Term Rates

Presenter
Presentation Notes
Our 12-month outlook calls for U.S. inflation to remain contained  at 1.5-3.0%.  Near-term constraining U.S. inflation factors, include lingering (from the Great Recession) excess capacity levels in both the U.S. labor market and the U.S. manufacturing sector.  Our probability of contained inflation is approximately 63%.  Our probability of elevated inflation, i.e., more than 3%, over the next year is 22%.  This leaves us with about a 15% chance of a disinflation/deflation scenario, where inflation is less than 1.5%.But, looking longer-term, the risk remains that extraordinary fiscal and monetary stimulus may eventually create higher inflation than what is priced into the bond market.  Regarding Fed policy, the Fed has been very explicit in recent meetings.  In September 2012, they moved forward with $40 billion per month of open-ended QE3.  In December, they committed to buying longer-term Treasuries at $45 billion per month to replace Operation Twist.  Also in December, in an effort to improve transparency, the Fed pledged to keep rates low at least until the unemployment rate reaches 6.5% and inflation exceeds 2.5%.  Overall, the Fed remains very accommodative.With our U.S. economic outlook calling for modest growth of approximately 1-3% and contained inflation, plus the accommodative actions of the Federal Reserve, we believe intermediate-term interest rates will remain relatively low and range-bound over the next six to 12 months.



Summary 

• Uncertainty Continues
– Sovereign Debt Concerns Remain Elevated

– Global Unemployment Rates Remain High

– Global Economic Growth Continues to “Muddle Through”

– Tensions in the Middle East Continue

• Expectations for 2013
– Pockets of Improvement to Continue, Such as U.S. Housing

– International Markets May Be Impacted by U.S. Deficits and Debt

– Emerging Markets Will Grow Faster than Developed Markets

– Chinese Economic Growth Modestly Reaccelerate

– Corporate Earnings Growth Will Remain Challenged

Presenter
Presentation Notes
No one topic has dominated the world headlines more than the European debt crisis over the past couple of years.  While some progress has been made, the debt situation remains an ongoing, ever fluid situation.  What happens if countries depart the Euro zone, or the European Union?  With unemployment rates high across much of the globe, global economic growth continues to “muddle through.”  In addition, tensions in the Middle East, and the possibility of geopolitical shocks to financial markets, add some major uncertainty to the global picture.  Overall, the low growth trajectory for the global economy means that any economic shock is likely to be more problematic than would otherwise be the case.In terms of our expectations for 2013, we expect pockets of improvement to continue, including the U.S. housing sector, which could provide much needed support for the domestic and global economy.  Yet overall, we expect global economic growth to continue to muddle through.  Moreover, international markets may be buffeted as the U.S. attempts to deal with taxes, deficits, and debt ceilings.  We do expect emerging markets will grow faster than developed markets, but they will be pressured by developed country debt levels and austerity measures.  Speaking of emerging markets, Chinese economic growth is showing signs of recovery and should reaccelerate.  Specifically, 2012 real GDP growth for China was 7.7% and the forecast for 2013 is about 8.2%. At a more micro level, corporate earnings growth will remain challenged, at least over the short and intermediate term.



Summary 

 Current1  3-Months Prior  1-Year Prior 

 1.4%  3.1%  4.1% 

 7.8%  7.8%  8.5% 

 5.04m  4.83m  4.40m 

 1.8%  1.7%  3.4% 

 65.1  68.4  64.8 

 $91.82  $92.19  $98.83 

 79.77  79.94  80.18 

 18.02  15.73  23.40 

 1.76%  1.63%  1.88% 

Economic Growth (GDP) 

Unemployment Rate       

Existing Home Sales      

Inflation (CPI) 

Consumer Confidence 

Oil (per barrel) 

U.S. Dollar (DXY)  

Volatility (VIX) 

10-Year Treasury Yield 

S&P 500   1,426.19  1,440.67  1,257.60 

1Current economic and market information displayed includes the most recent data available.  For economic growth (GDP), 1.4% is the estimated quarter-over-quarter annualized 
GDP growth rate for 4Q12; 3.1% is the GDP growth rate for 3Q12, or 3-months prior, and 4.1% is the GDP growth rate for 4Q11, or 1-year prior.  Current information for the 
unemployment rate and consumer confidence is December 2012 data.  Current information for existing home sales and headline inflation is November 2012 data.  The current 
numbers for oil, U.S. dollar (DXY), volatility (VIX), 10-year Treasury yield, and S&P 500 are as of December 31, 2012. Past performance is no guarantee of future results.  

Presenter
Presentation Notes
The statistics on this slide give us a snapshot of how things have changed over the past three months, as well as the past year.  This is simply a snapshot of items that have already been covered in the presentation.  Please note: Economic Growth (GDP):  1.4% is the estimated quarter-over-quarter annualized GDP growth rate for 4Q12; 3.1% is the GDP growth rate for 3Q12, or 3-months prior, and 4.1% is the GDP growth rate for 4Q11, or 1-year prior.  Unemployment Rate:  Current numbers shown are for the month of December 2012; 3-months prior is September 2012; and 1-year prior is December 2011.  Existing Home Sales and Headline Inflation (CPI):  Current numbers shown are for the month of November 2012; 3-months prior is August 2012; and 1-year prior is November 2011. Consumer Confidence:  Current numbers shown are for the month of December 2012; 3-months prior is September 2012; and 1-year prior is December 2011. Oil, U.S. dollar (DXY), Volatility (VIX), 10-year Treasury Yield, and S&P 500:  Current numbers shown are as of December 31, 2012; 3-months prior is September 28, 2012; and 1-year prior is December 30, 2011.Past performance is no guarantee of future results. 



Looking Ahead 

• Economic Outlook
– Subpar Recovery

– Longer-Term Inflation Concerns

– Range-Bound Interest Rates

• Market Outlook
– Overweights: Large Cap Stocks, Diversified Alternative Strategies, High Quality/Low

Duration Corporate Bonds, MBS, Bank Loans

– Underweights: U.S. Nominal Treasuries, Agencies, Cash

– Potential Sector Exposures – REITS, Healthcare, Technology

• Items to Watch
– U.S. Deficit and Debt Situation

– Corporate Earnings

– European Debt Crisis

– Middle East Tensions

– Strength of Chinese Economy

Presenter
Presentation Notes
Specific to the United States, we do NOT think we are headed for another recession.  The most likely picture is an economic recovery that is square-root shaped, or an environment of “subpar but sustainable growth.”  Overall, we believe real GDP growth for the U.S. in 2013 will be in the range of 1.0-3.0%.On the inflation front, headline CPI has moderated recently, and an environment of contained inflation is the most likely scenario over the next 12 months.  However, due to massive amounts of fiscal and monetary stimulus, higher than consensus inflation is a real possibility looking out 3-5 years.With respect to interest rates, we have said for quite some time that interest rates will be “lower for longer” than the market expects.  With slow growth, contained inflation, and the actions of the FOMC, we expect rates to remain fairly range bound for the next six to 12 months.In regards to the financial markets, we have slight overweights in several asset classes, including Global REITs, U.S. large cap growth stocks, investment-grade and high-yield corporate bonds, non-agency mortgage-backed securities (MBS), and short-maturity Treasury Inflation-Protected Securities (TIPS).  Our underweights include U.S. Treasuries, agency securities, and cash.Although we didn’t fall off the fiscal cliff, as we begin 2013, many items will effect our economy and our markets.  Items at the forefront of most investors minds include the U.S. deficit and debt situation (the U.S. debt limit will again need to be addressed in early 2013).  In addition, we will continue to keep an eye on corporate earnings, the European debt crisis, tensions in the Middle East, and the strength of the Chinese economy which is the second largest economy in the world.  Whatever headwinds or tailwinds we encounter, we think broad-based diversification and time in the market is key to long-term investment success. 



Keith Springer is a frequent contributor on CNBC, Fox, The Wall Street Journal, and more; KTXL FOX40's 
Financial Analyst, author of Facing Goliath: How to Triumph in the Dangerous Market Ahead, radio host of 
Smart Money with Keith Springer on 1530 KFBK, a financial planner, market technician, financial writer, 
multinational philanthropist, founder of Top Down Tactical ™, and President and founder of Springer Financial 
Advisors. 
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Springer Financial Advisors ("Advisor") is a federally registered investment adviser located in Sacramento, California. Advisor and its representatives are in compliance with the current filing requirements imposed upon registered investment advisers by the Securities and Exchange 
Commission and the State of California. Advisor's web site and its emails of general distribution are limited to the dissemination of general information pertaining to its advisory services, together with access to additional investment-related information, publications, and links. 
Accordingly, the publication of Advisor's web site on the Internet or dissemination of informational emails should not be construed by any consumer and/or prospective client as Advisor's solicitation to effect, or attempt to effect transactions in securities, or the rendering of 
personalized investment advice for compensation, over the Internet. A copy of Advisor's current written disclosure statement discussing Advisor's business operations, services, and fees is available from Advisor upon written request. You may also obtain publicly available information 
about Advisor through the SEC website as follows: http://www.adviserinfo.sec.gov/IAPD/Content/Search/iapd_OrgSearch.aspx. Advisor does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information prepared 
by any unaffiliated third party, whether linked to Advisor's web site or incorporated in an email, and takes no responsibility therefore. All such information is believed to be reliable and authoritative but does not constitute sufficient information to be the sole basis for sound investment 
decisions and all users thereof should be guided accordingly. Past performance may not be indicative of future results. Therefore, no current or prospective client should assume that future performance of any specific investment or investment strategy (including the investments and/or 
investment strategies recommended or undertaken by Advisor) made reference to directly or indirectly by Advisor in its web site, email, or indirectly via a link to an unaffiliated third party web site, will be profitable or equal the corresponding indicated performance level(s). Different 
types of investments involve varying degrees of risk, and there can be no assurance that any specific investment will either be suitable or profitable for a client or prospective client's investment portfolio. Certain portions of Advisor's web site (i.e. articles, commentaries, etc.) may 
contain a discussion of, and/or provide access to, Advisor's (and those of other investment and non-investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market conditions, such discussion may no longer be 
reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from Advisor, or from any other investment professional. The information is of a 
general nature and should not be applied indiscriminately to particular situations wherein it may not be completely applicable. Advisor is neither an attorney nor an accountant, and no portion of the content should be interpreted as legal, accounting or tax advice. 
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