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Clear as mud. 
 
The S&P 500 fell 2.8% in the second quarter of 
2012, and the 10 year Treasury note fell about 
.50% to 1.66%. The quarter was a volatile mess 
with conflicting data that caused investors to 
become even more risk averse. Remarkably, 
the last trading day of the quarter produced the 
best daily performance for domestic equities this 
year. The most recent of many European Union 
summits, concluded with a statement warming 
to the idea that the Union would consider 
allowing its bailout fund to aid struggling banks. 
In addition, the statement implied that some 
kind of pan-European financial regulator would 
be considered. Most read this as a course 
change by the Germans. The Dow jumped 2.2% 
on the last trading day of the quarter based on 
the idea that progress had been made toward 
more fiscal integration in Europe. The 
expectations bar was quite low, maybe just tape 
on the floor that they had to jump over. 
Nevertheless, markets liked what they heard. 
The big picture for European economies is still 
quite negative. Unemployment for the 
seventeen nations that make up the Euro 
currency is at an all time high of 11.1%. But 
there are very big differences in country-to- 
country unemployment rates: Germany 5.4%, 
France 10.2%, Spain 24.3% and the U.K, (not a 
Eurozone member), 8.2%.  
 

 
 
 The second quarter saw oil prices drop 18% 
and copper down 9%. These commodities are 

very sensitive to economic growth or contraction. 
Obviously many traders and investors are worried 
about the ability of the world economies to 
generate much growth. The good news is that 
lower oil prices show up eventually in lower 
gasoline prices for consumers. The consumer 
currently is responsible for 71% of gross domestic 
products (GDP) in the U.S. and every one-cent 
decline in gasoline prices adds a billion dollars to 
U.S. consumer’s pockets. The hope is that lower 
gasoline prices will translate into more consumers 
spending in the second half of 2012. But an 
equally likely outcome is that consumers decide to 
save the dollars during these unsettled times. 
 
The problems in Europe are important for the U.S 
and the rest of the world but more central to our 
prospects is what is happening within our own 
borders. Lurking at the end of the year is the well- 
documented fiscal cliff. The fiscal cliff is a 
grouping of automatic spending cuts and tax hikes 
that are set to begin on 1/01/13. No one thinks 
having all of these events occur at one time is 
good economic policy. But the willingness of the 
President and Congress to come to an 
agreement, at anytime, let alone during a 
Presidential election year, makes it likely that 
nothing will be done this year to address these 
issues. The good news is there are still six 
months to arrive at a solution, even if the solution 
is temporary. An all-encompassing policy, which 
addresses both the massive debt we have already 
accumulated and the ongoing deficit we run each 
month will take several years to work out.  The 
fiscal cliff will begin to impact the U.S. this year. 
Under the current sequestration of government 
spending agreed to last summer, automatic cuts 
go into effect at the first of next year. The cuts are 
across the board and impact most government 
agencies, but the Defense Department takes the 
largest hit, with over $55 billion in cuts during 
2013, and nearly $500 billion in cuts over the next 
ten years. The Defense Secretary has voiced his 
concerns. Defense industry officials have said 
they will begin announcing layoffs two to three 
months ahead of the end of the year due to the 
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WARN Act, Workers Adjustment and Retraining 
Act. This federal law requires companies to 
notify employees in advance of layoffs under 
certain circumstances. These notices will begin 
going out in October and November 2012. The 
Federal Reserve has lowered their projected 
range for U.S. GDP in 2012 from 2.7%-3.1% to 
1.9%-2.4%. Growth rates for 2013 and 2014 
were also lowered.  
 
Like the rest of the world China’s economy has 
been cooling. The Chinese have been trying to 
slow their economic growth and they appear to 
have found success. The problem with trying to 
stick the landing when it comes to something as 
large and unwieldy as a whole economy, is that 
you may not be able to stop precisely where you 
want. GDP growth in China during 2010 was as 
high as 12%; the first half of 2012 is around 8%, 
probably slowing to 7% in the second half of the 
year.  
 
So with all of the big picture macro negatives, is 
there any hope the equity markets can move 
up? Of course, with the market Price-Earnings 
Ratio (P/E) at 13X and the ten year Treasury at 
1.60%, the market simply is not expensive. In 
addition, much of the macro negatives are 
already priced into the equity market. So, we 
have a cautious outlook and fully expect 
volatility to be a constant companion through 
the second half of the year.  
 
Jim Huntzinger 
Chief Investment Officer 
BOK Financial Corporation         
7/2/12 
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