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Market Insights
A periodic newsletter from Idaho Trust
Stock investors enjoyed large gains in 2012 which may come as a surprise given 
the headlines last year. Christmas came a little bit early for the markets when 
the Federal Reserve announced another round of quantitative easing this last 
December. The labor market has shown some signs of accelerated progress. 

More Quantitative Easing
On the 12th of December, Fed Chairman Benjamin Bernanke, in association with 
the Federal Reserve’s Open Market Committee, announced another round of 
quantitative easing termed QE4 (see following graphic). QE4 is setup similarly 
to the previously announced QE3 in that the Federal Reserve (Fed) will make a 
specified amount of securities purchases each month with newly created money. 
Both programs are set to spend a combined $85 Billion in both treasury and 
agency MBS purchases each month, that is more than a trillion dollars a year of 
new money that the Fed is pumping into the economy. Although it is not certain 
when the latest two quantitative easing programs will end, the Fed did clarify 
their guidance. Previously, the Fed has stated “…the Committee expects that a 
highly accommodative stance of monetary policy will remain appropriate for a 
considerable time after the economic recovery strengthens.” The Fed has now 
clarified that language “…the Committee expects that a highly accommodative 
stance of monetary policy will remain appropriate for a considerable time after 
asset purchase program ends and the economic recovery strengthens.”

Not only did the Fed clarify their language, they also disclosed metrics that they 
will be watching for additional signs of a strengthening recovery. The Fed will 
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continue their operations as long as inflation projections, 12 to 24 months 
out, are below 2.5% annually and the unemployment rate is still above 
6.5%. Although they mentioned these metrics directly, there are other 
metrics that the Fed will monitor such as the participation rate in the labor 
force, an important component of the unemployment calculation. Hopefully, 
these additional measures taken by the Fed to increase the transparency 
of their monetary policy will go a long way to ease the market’s concerns of 
changing monetary policies.

In the Fed’s latest economic projections they lowered their expected GDP 
forecast for 2012. The fourth quarter of 2012’s GDP reading will be released 
on January 30th. The Fed’s revised projection of 2012’s GDP infers that the 
Fed may be expecting a poor GDP figure for the latest quarter. 

The Labor Market
The unemployment rate has been slowly declining since its peak on 
10/31/2009 when it reached 10%, but recently the rate of the decline in the 
unemployment rate has accelerated. In July of 2012, the unemployment 
rate was 8.3% and now according to its latest reading it is 7.7%. However, 
some of the decline in the unemployment rate may be due to discouraged 
job-seekers no longer actively looking for work. The participation ratio, 
a measure of the unemployed actively looking for work, has declined 
dramatically since 2008 as discouraged job-seekers drop out of the active 
labor force. The Fed is currently projecting that the unemployment rate will 
be between 7.4% and 7.7% in 2013. 

The number of applicants applying for first time unemployment benefits 
has been declining. In fact, the four week moving average of initial jobless 
claims, a less volatile figure than weekly jobless claims, has declined to 
early 2008 levels. This may indicate that more people are successfully 
finding employment.
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U.S. Companies
The uncertainty brought 
by the Fiscal Cliff 
has caused domestic 
companies to cut their 
forecasts for capital 
spending. With the 
political and economic 
environment in question, 
business leaders are 
having a hard time 
making investment 
decisions which 
could affect corporate 
earnings down the 
road. The companies 
represented by the 
S&P 500 index are 
projecting a fall in capital 
expenditure this year of 
1.3%, after three years 
of consecutive increases 
in capital expenditures. 
Still despite the 
uncertainty, markets 
remain optimistic about 
2013. The S&P 500 is 
trading roughly at 14.8 
times earnings which 
is below its 60-year 
average, which means 
stocks continue to look 
attractive in a historical 
context. The derivative 
options market is 
showing a bullish 
outlook for stocks in 
2013. A continued rally 
in stock markets would 
reward investors who 

have already benefitted from the recovery from the Great Recession. During 
the great recession the S&P 500 bottomed out on 3/9/2009 and since that 
time the S&P 500 has surged returning 129% or 24% per annum.

Even though the Great Recession is two years behind us now, in a lot of 
ways it still feels like a recession. The housing and labor markets, although 
improved, are still not near the level they once were. With the Fed insuring 
that mortgage rates remain low, the labor market making steady gains 
and political uncertainty clearing up, 2013 could be a good year for stock 
investors. 

S&P 500 Index 
3 Month -0.38%
Year-to-Date 15.99%
1 Year 15.99%
3 Year 10.86%
5 Year 1.66%

S&P 400 Index 
3 Month 3.60%
Year-to-Date 17.86%
1 Year 17.86%
3 Year 13.60%
5 Year 5.13%

S&P 600 Index 
3 Month 2.21%
Year-to-Date 16.32%
1 Year 16.32%
3 Year 14.05%
5 Year 5.12%
As of 12.31.2012
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2012 Index Returns
Broad Market Returns

S&P 500 15.99%

Dow Jones Industrial Average 10.23%

MSCI EAFE 17.88%

Bond Market 4.22%

Treasuries 1.99%

Corporate Bonds 9.39%

Municipal Bonds 6.78%

Real Estate (REITs) 17.12%

Commodities -1.06%

Foreign Bonds 4.32%

Domestic Stock Sectors
Information Technology 14.82%

Financials 28.82%

Health Care 17.89%

Energy 4.61%

Consumer Discretionary 23.92%

Consumer Staples 10.76%

Industrials 15.35%

Utilities 1.29%

Materials 14.97%

Telecommunication Services 18.31%
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Exchange Traded Funds (ETF), mutual funds and individual stocks are subject to risks and fluctuate in value. 
Neither asset allocation nor diversification assure a profit or protect against loss. International investing involves 
special risks including increased volatility, political risks, differences in auditing and other financial standards. 
Small-cap stocks have historically experienced greater volatility than average. High yield, lower-rated securities 
generally entail greater market, credit and liquidity risks than investment grade securities and may include higher 
volatility and higher risk of default. Bond prices are sensitive to changes in interest rates and a rise in interest rates 
can cause a decline in their prices. Past performance is no guarantee of future results. For more information about 
performance of Idaho Trust Strategies and our performance calculation methodology, please contact us. Actual 
client performance may vary from the performance of model portfolios and/or any strategy. No representation is 
hereby made of the risk and/or return of any particular portfolio. There is no guarantee that any suggested invest-
ment strategy will work in any market. You should fully and carefully consider all objectives, risks, expenses and 
fees before you invest.

Portfolios are illustrative only. Actual LifeNeeds™ Portfolios will vary from time to time as determined by Idaho 
Trust Bank. The Idaho Trust investment strategies will vary from time to time as determined by Idaho Trust Bank. 
The information and analysis expressed herein are for general information only and are not intended to provide 
specific advice or recommendations for any individual or entity. Information contained herein has been obtained 
by sources we consider reliable, but is not guaranteed. Any opinions expressed are based on our interpretation of 
data available to us at the time of the original publication of the report. These opinions are subject to change at any 
time without notice. 

NOT A DEPOSIT • NOT FDIC INSURED • NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY • NOT 
GUARANTEED BY THE BANK • MAY GO DOWN IN VALUE
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