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The Economy 

The U.S. 

The economy is getting a bit better in the United States and the macro trajectory has begun to improve 

modestly: elections, the fiscal cliff and political headlines aside.  At the end of November, U.S. third quarter 

GDP was revised higher to 2.7%.  Stronger U.S. exports and an increase in inventories pushed up the number 

from an originally estimated 2.0%.  Still, the economy’s growth is far from robust.        

The end of November delivered a spate of economic data.  A mix of positive and negative reports painted an 

unsurprising picture: more slow growth for the U.S. economy coupled with increasing uncertainty.  The 

upward revision to third quarter GDP was mostly in line with expectations.  Private inventory investment 

increased in Q3 and drove the overall growth number.  Hurricane Sandy wreaked havoc on the eastern 

seaboard in October; it also impacted economic reports to the downside.  However, housing was again a 

bright spot.  In October, housing starts rose 3.6% -- the highest reading since July of 2008.      

In manufacturing, durable goods orders in October were flat.  The third quarter was a solid one for 

manufacturing, though there are concerns on the horizon.  Business owners have begun to pull back their 

spending due to a lack of clarity from Washington.  Economists expect the fourth quarter to be a slower one 

for business spending, as companies wait on the sidelines until the fiscal cliff and other political wrangling has 

been resolved.    

Much of the frustration from the private sector is focused on the government’s inability to provide a stable 

business environment.  Personal income tax rates and spending cuts remain very much unresolved at the time 

of this commentary.  Facing an uncertain economic picture for the consumer, companies have continued to 

conserve cash and not deploy capital.  The Wall Street Journal reported in November that half of the largest 

U.S. companies have announced plans to cut capital spending next year.  In a recent survey of 209 global 

corporations and their CFOs, 37% have increased cash on their balance sheets in the last year and 40% kept 

their cash levels steady.  Only 22% of companies have reduced their cash levels.  The lack of corporate 

confidence will continue to be a drag on economic growth. 

Country singer Miranda Lambert won female vocalist of the year at the Country Music Association Awards in 

November.  Ms. Lambert and her husband, Blake Shelton, took home the majority of the big awards of the 

evening.  As the U.S. fiscal situation continues to slide towards chaos and lack of sustainability, one of Ms. 

http://www.innovestinc.com/


November 2012 Market Commentary  

 

 
 

2 
 

Lambert’s songs seems particularly appropriate.  Describing her fast living (and unsustainable) lifestyle in 

“Takin’ Pills,” Lambert writes:  

Ya we owe 400 dollars to the boys in the band  
Gas lights blinking on our broke down van  
We're living on truck stop burgers and fries  
Crossing our fingers for a vacancy sign  
Now who in the hell is gonna pay these bills  
When one's drinking, one's smoking, one's taking pills 

 
The song, unbelievably, does not seem too far off from the current political negotiations in Washington.       

                 

The World 

European debt and equity markets rallied in November, mostly due to accommodative monetary policy.  The 

ECB’s announcement of sovereign debt purchases drove down yields for peripheral European countries.  

The Eurozone’s fiscal problems remain largely unresolved, though the short term relief in the markets is most 

welcome.       

A third financial rescue package for Greece was finalized in November.  The deal will take €10 billion from 

the Eurozone’s bail-out fund, the European Financial Stability Facility (EFSF), to buy back Greek sovereign 

bonds at about 30% of their face value.  The ultimate plan for the next decade is to reduce Greece’s 

debt/GDP ratio to 124%, from today’s 190%.  Without the luxury of currency devaluation, a decade of 

austerity and recession likely awaits the Greek economy.    

The European banking system still faces much scrutiny.  While most large U.S. banks began to write down 

their assets within a year of the sub-prime crisis, many European banks are just now beginning the process.  

The IMF estimates that European banks will need to delever to the tune of $2.8 trillion by the end of 2013, 

having only completed $600 billion of this process through the first half of 2012.  As banks struggle to repair 

their own balance sheets, lending and economic activity will likely remain depressed for much of Europe.  

The Eurozone’s recession is not over yet.      

Japan’s economy has stagnated once again in 2012.  While most markets in the MSCI EAFE Index have 

rallied substantially in 2012, Japan has largely been left behind.  Unfavorable demographics, still rampant 

crony capitalism and high debt levels served as headwinds to a recovery.  A slowdown in China has also been 

felt by Japanese exporters.  Japan’s election on December 16 could have meaningful consequences: the 

challenging Liberal Democratic Party has called for much more aggressive monetary policy which could 

impact the Japanese equity markets and the strength of the Yen.       

A rebound in China seems likely.  Economic reports indicate that after a slowdown earlier this year, economic 

activity in China is once again picking up steam.  Infrastructure spending and interest rate cuts earlier this 

summer have fueled growth. As China receives a new President, Xi Jinping, in March of 2013, the 

Communist Party is trying its best to ensure a smooth transition.  Economic growth is one of the central 

pillars of stability for the country.     
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The Markets: Rallying into December 

While stocks sold off immediately following the U.S. elections on November 6, the markets gained back their 

lost ground by the end of the month.  The S&P 500 gained 0.58% in November for a year-to-date return of 

14.96%.   

Foreign equities also registered positive results in November.  The ECB’s planned bond buying program has 

brought down yields on sovereign debt in Europe, providing relief to equity markets as well.  For the month, 

the MSCI EAFE Index rose 2.42%.  Emerging market equities also gained, as the MSCI EM Index was up 

1.27%.  While recessionary conditions remain for much of Europe, there is modest optimism for a solution 

to long-term fiscal issues.      

Bond indices experienced mixed results in November.  The Barclays U.S. Aggregate Index was essentially flat, 

up 0.16% for the month.  Yields on U.S. Treasury bonds have stayed near record lows.  Municipal bonds 

rallied after the U.S. elections on the likelihood of increased taxes on high income earners.  High yield bonds 

rose once again, registering a 0.80% gain in November.  The Barclays Global Aggregate Index declined 

0.01%.         

The Dow Jones UBS Commodity Index stayed flat for the month.  Year-to-date, this broad index of 

commodities is up 1.59%.  The most recent economic data out of China suggests that their recent slowdown 

may have troughed, signaling a potential increase in demand for commodities going forward.       
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Closing Thoughts 

At the end of November, the year-to-date total return for the S&P 500 was nearly 15%.  Only two years in 

the last thirteen years (2003 and 2009) produced a better return for the first 11 months of the year.  Far from 

being panicked, the equity markets have delivered investment returns more in line with unfettered optimism. 

Another indicator of stability: volatility in the U.S. stock markets is actually very low.  The CBOE Market 

Volatility Index, commonly known as the VIX, trades at around 16 today.  This reading is well below the long 

term historical average of 20.5.  Scary headlines from at home and abroad have failed to dampen a very 

successful year for investors.   

Egypt faces an existential political crisis. President Mohamed Morsi and his party, the Muslim Brotherhood, 

seek a constitutional amendment to allow Morsi’s edicts to be placed above law.  Egypt’s judiciary may allow 

the measure to go to referendum.  Reminiscent of former leader Hosni Mubarak, the Muslim Brotherhood’s 

latest power grab would all but assure a reduction in liberties for most Egyptians.  Bitter polarization is 

already evident across the country, and future upheaval is likely.  Egypt’s revolution last year, which at one 

time held such great promise for its citizens, now faces an enormous potential setback. 

Many in the U.S., particularly in the business community, were acutely disappointed following the re-election 

of President Obama on November 6.  Obama won the Electoral College handily, dealing a decisive blow to 

conservatives who had hoped to shape a much more austere fiscal future for our country.   

At times it helps to take a step back and appreciate how good we have it in the United States.  Rule of law, 

protection of individual liberties, optimism in human nature, a belief in hard work: these are a few of the 

principles that shaped, and continue to shape, our country.  The election in November has not changed any 

of this.  What Ronald Reagan said in his 1989 farewell address still holds true today, holding up America as a 

shining beacon of hope:  

…I've spoken of the shining city all my political life, but I don't know if I ever quite communicated what I 

saw when I said it. But in my mind it was a tall proud city built on rocks stronger than oceans, wind-swept, 

God-blessed, and teeming with people of all kinds living in harmony and peace, a city with free ports that 

hummed with commerce and creativity, and if there had to be city walls, the walls had doors and the doors 

were open to anyone with the will and the heart to get here. That's how I saw it and see it still... 

America remains the City on a Hill for the rest of the world.  As we finish 2012, we remain optimistic in the 

long term vision of free markets, private enterprise and a world which improves with each generation.  This 

isn’t Pollyanna optimism; it is a recognition that America remains the world’s center of entrepreneurship, 

creativity and economic might.  While we cannot know what will happen in the short term with respect to the 

fiscal cliff, the European fiscal crisis and global economic ennui, we maintain a positive view for the long 

term.  This long term view is the basis for how we invest and how we serve our clients.   

We wish you and your family a very Merry Christmas and Happy Hanukkah, as well as every blessing in the 

New Year.        

  

   


