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Objective

Our objective for this event 
is to evaluate where we’ve 
been, where we are, and 
where we may be going.



2012 Performance
• S&P 500 (Domestic Stocks)                      +16%

• Russell Global ex US (Foreign Stocks)    +17%

• 10-year Treasury Yield                              1.78%

• Gold +5.7%

• Brent Crude Oil                                         +3.5%

Where we’ve been



2012 Word of the Year…

UNCERTAINTY

Politics as Usual

Political turmoil dominated market headlines in 2012.



“…whatever means necessary…” 

– Mario Draghi

Politics as Usual

=



Close race for U.S. Presidential election

Politics as Usual



Fiscal Cliff

Politics as Usual



• Deal was reached at the last 
minute averting a crisis

• Permanent tax cuts for 97% 
of Americans

• However, taxes on all earners 
go up 2% because of the 
expiration of the payroll tax

• CBO estimates the deal will 
add $4 trillion to the deficit 
over the next decade

• Kicked the can down the 
road on spending cuts

• Sets up another battle 
in February over the 
debt ceiling

Fiscal Cliff



QE Infinity, and Beyond!
• Global Central Bank coordination forced interest 

rates lower
• Intent is to pressure 

investors out of low 
yielding “safe-haven” 
assets and into 
risky assets

• Also, the ECB’s actions 
helped calm the fear of 
sovereign debt default 
across the Eurozone

QE 3? 4? Infinity!



• China’s economic growth has helped compensate for the lack 
of growth in the ailing economies of developed nations

• However, GDP growth is slowing

Trouble in Paradise?



Trouble in Paradise?
• Chinese stocks had a rough 2012 before rallying in December
• Once in a decade leadership transition in China is expected to 

result in a significant shift in economic objectives



S&P 500 had a Great Year! 
Or did it?

Only a few companies carrying the load in terms of
earnings growth for the rest of the index.



Housing Stabilized

• 2012 could be the year housing started its comeback
• Homes prices stabilize as existing home inventory continues lower
• Indicates a more confident and healthy U.S. consumer base



A Tale of Two Nations
Those with high education levels are most likely fueling 

consumer activity while those without continue to struggle.



Where We Are

• New environment with 
“Fat Tail Risk”

• Higher probability of a 
one-time event moving 
the market

• Result is more volatile 
asset prices

• Likely for this 
environment to persist 
until structural 
challenges are resolved



Markets at an Inflection Point

• Structural issues won’t 
solve themselves

• Leadership will be required 
to maintain what 
confidence remains and 
restore what has been lost

• Will our leaders be able to 
put differences aside?

• 2013 will require political 
leaders to work together 
to remove cloud of 
“uncertainty”



Corporations Push 
Pause Button

Business investment has slowed due 
to uncertainty of taxes going into 2013.



China Improving

• Meanwhile, 
manufacturing activity 
in China carries 
momentum into 2013

• New leadership 
expected to implement 
initiatives to kick-start 
growth



U.S. Stocks: 
Cheap or Expensive?
• S&P 500 stocks trading 

almost exactly at the 
median of the forward 
P/E ratio range from the 
last five years

• Consensus expectations 
currently predict the 
S&P 500 will have 7% 
Earnings Per Share 
growth in 2013



Consumers Feeling Good

• The U.S. consumer remains resilient going into 2013
• Consumer confidence highest since before last recession
• Can this momentum carry into 2013 with looming tax 

increases?



What to Watch in 2013

What to Watch in 2013
Top 10

#1 – Political Action
#2 – Sentiment
#3 – Geopolitical Risks
#4 – Central Banks
#5 – China
#6 – On-Shoring
#7 – Energy Revolution
#8 – Follow the Cash
#9 – Weather
#10 – Stop Watching CNBC!



#1 – Political Action

• 2013 will reveal how 
President Obama 
intends to manage 
his second term

• Will the two parties come 
closer together or drift 
further apart?

• All eyes are on Washington

• Decisions made in 2013 will 
dictate investor behavior 
across the globe

“If ‘pro’ is the opposite of ‘con’ what is the 
opposite of ‘progress?’ “

– Paul Harvey



#2 – Sentiment

• The effects of political 
action, specifically 
taxes, may determine 
overall confidence 
levels of business 
leaders, consumers 
and investors

• Sentiment alone could 
drive the economy 
into significant growth 
or contraction

• Even the experts 
don’t agree

“Whether you think you can, or you think you can't—
you're right.”

― Henry Ford



#3 – Geopolitical Risks

Supply at Risk in the Middle East and North Africa Region



#4 – Central Banks

• Don’t count the Central 
Banks out in 2013

• Just when we think they’ve 
run out of bullets, they 
always find more

• Other countries will 
follow suit

• Not a permanent solution, 
but it has proven the ability 
to at least support asset 
prices in the short-run



#5 – China

• New leadership regime in China

• Top economic priority is to remake the economy

• Objective is to rely more on domestic demand and less on exports and 
investment in capital-intensive, state-owned companies

• Leaders appear willing
to see slower growth 
in the short-term to 
create a stronger 
foundation for the 
long-term

• Any variation from 
growth expectations  
in China would have a 
large impact on 
commodities markets



#6 – On-Shoring
• Several years of sending manufacturing jobs overseas may reverse
• Wages in China and transportation costs are rising to the point where bringing 

jobs back to North America is more profitable for American companies



#7 – Energy Revolution

• America met 83% of its energy needs in the first six months of 2012

• U.S. is producing the most oil since 1991

• IEA projects the U.S. will be the largest oil producer in the world by 
around 2020

• Made possible by modern drilling technology

• Natural gas supplies 
are also abundant

• Allows companies 
to bring manufacturing 
of many goods back to 
the U.S. due to the 
lower energy costs



#8 – Follow the Cash
• Despite the lackluster 

performance of stock indices over 
the last decade, U.S. corporations 
have stockpiled over $1.7 trillion 
of cash

• This is nearly double the amount 
corporations held at the beginning 
of 2000

• Should business confidence 
improve, cash may begin to 
move off the balance sheet and 
into the economy

• Otherwise, expect liquid assets 
to continue to remain at 
elevated levels



#9 – Weather
• Each of the past several years, 

we’ve witnessed extreme weather 
events significantly impact the 
global economy

• We should come to expect that 
these types of events will occur and
understand their effect on the 
economy

• Some events will prove to be short-
term disruptions while others will 
have long-lasting effects

• For example, the Midwest drought in 
2012 will change the actions of the 
entire agricultural industry for years 
to come



#10 – Stop Watching CNBC!

• CNBC is a TV station with 
one priority and that is to 
increase viewership

• Similar to other news outlets, 
CNBC attempts to evoke 
emotions out of their viewers

• There isn’t any room for 
emotions when it comes 
to investing

• Remember, always check 
the facts and consult with 
a financial advisor before 
investing



Closing Thought

- British Government during WWII



The opinions voiced in this material are for general information only and are not 
intended to provide specific advice or recommendations for any individual. To 

determine which investment(s) may be appropriate for you, consult your financial 
advisor prior to investing. All performance referenced is historical and is no guarantee 

of future results. All indices are unmanaged and cannot be invested into directly.

Securities and Advisory Services are offered through Centaurus Financial, Inc., a Registered Investment Advisor, Member FINRA and SIPC. 

Timothy Herbert Financial Group and Centaurus Financial Inc., are not affiliated companies. This message is intended for residents of the 

United States of America only in certain states. Please check with us to determine if we are registered in your state.

Thank You For Your 
Continued Support!


