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For most of the second quarter, equity markets traded in 
negative territory, as the repercussions of the Japanese 
tsunami lingered, and the Greek credit crisis roiled investors. 
After a 5.9% gain in the first quarter, the S&P 500 Index 
increased 2.9% in April, but declined 2.7% over May and 
June. However, in late June the benchmark index recovered 
nearly 4% resulting in just a 0.2% increase for the overall 
quarter. Most equity markets around the globe followed a 
similar trading pattern. Global bond markets remained stable 
in an otherwise volatile investment environment. Despite 
increasing concerns about the level of US debt, now over 
$14 trillion, investors continued to flock to the safety of US 
Treasuries while economic data softened. At the end of the 
quarter, the yield of the 10-year Treasury bond traded near 
3%, surprising a majority of market strategists.

Equity market gains continued into July as investors grew 
more confident that growth would resume. Developments 
in Europe and a string of positive economic data changed 
investor sentiment. At the end of June, Greece’s Parliament 
voted to accept austerity measures mandated by the 
European Union, effectively preventing a default. Crude oil 
prices dropped below $100 per barrel, tempering inflation 
concerns. In early July, the Institute for Supply Management 
(ISM) reported a 55.3% reading for the June Purchasing 
Managers’ Index (PMI). PMI is recognized as a sensitive 
economic indicator of manufacturing and commercial 
activity and is considered positive when above 50%.  
And, the Department of Commerce reported annualized 
after tax corporate profits at the end of June of $1.5 trillion, 
up 6.8% from a year ago. The data represents an annualized 
growth rate of 31.3% and is a harbinger of increased 
stock buy-backs, mergers and acquisitions and increased 
dividends. In summary, the first half of 2011 ended with 
enough positive data to be optimistic about the rest of  
the year. 

On the other hand, many concerns remain unanswered 
and warrant caution, including the extension of the US 

MARKET COMMENTARY debt ceiling, the end of quantitative easing and a persistent 
high US unemployment rate. Among these issues, perhaps 
the most pressing, is the extension of the US debt ceiling. 
According to the Congressional Research Service, the debt 
ceiling has been raised 74 times since 1962 (ten times since 
2001). Treasury Secretary Timothy Geithner set August 
2 as the date of technical default if Congress fails to act. 
While the debt ceiling debate remains a political standstill, 
there are some options for the government, such as selling 
agency bonds and TARP equity investments, which would 
cushion a technical default. 

The end of the second wave of quantitative easing (QE2) on 
June 30 is also a concern, as the Federal Reserve will no 
longer create liquidity in the monetary base which potentially 
could cause interest rates to rise. This, of course, has 
considerable influence on bond and equity markets. As we 
discussed in our 2Q 2010 Winfield Quarterly, we believe TED 
spreads provide an effective barometer to monitor credit 
markets and the behavior of interest rates. TED spreads 
measure the difference in yields for the 90-day LIBOR rate 
(London Interbank Offered Rate) and the 90-day US Treasury 
note rate. The graph below depicts this relationship from 
2003 to the present. As shown, spreads began to widen in 
2007 well before the credit crisis became apparent. 
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The TED spread then peaked in the fall of 2008 at more than 
400 basis points when the financial crisis resulted in the 
collapse of Lehman Brothers and the government’s takeover 
of Fannie Mae and Freddie Mac. Throughout the Greek credit 
crisis and into July, the spread was 20 to 25 basis points, 
which historically appears to be the normalized spread and 
has yet to set off a warning signal. We will monitor the TED 
spread carefully for signs of stress. 

US unemployment remains near double digit territory. In 
early July, the Bureau of Labor Statistics reported that the 
June unemployment rate edged slightly higher to 9.2%. 
We believe the US unemployment problem is structural in 
nature and will therefore take an unusually long period of 
time to resolve no matter US corporate profitability. In fact, 
many US corporations indicate strong gains to corporate 
payrolls in India, Singapore, Brazil and other emerging 
market economies where employment conditions and tax 
policies are more favorable. Of particular note in the June 
employment report, the greatest job losses were in federal 
and state/local government, down -14,000 and -25,000 
respectively. Government budget cuts will complicate an 
already gloomy employment picture, so additional jobless 
headlines should not come as a surprise.  

Considering the events of the first half, we think the markets 
have managed to perform well. The S&P 500 is up 6% in 
the face of inflation concerns, the rebellions across the 
Middle East, the uncertainty of the Euro credit crisis and the 
Japanese earthquake. The Dow Jones Industrial Average is 
within 11% of its all time high of 14,165 in October 2007. On 
a valuation basis, the equity markets are reasonably priced 
at fourteen times 2011 earnings forecast and 13 times the 
forecast for 2012. Interest rates should remain low for the 
foreseeable future, giving equities an edge over bonds. We 
expect earnings growth to moderate from its recovery rate, 
but should be positive through the remainder of 2011. 
 

ECONOMIC DASHBOARD

In the fourth quarter of 2010, we replaced our Macroeconomic 
Indicators section which previously appeared in Winfield 
Quarterly to provide a monthly update of economic indicators 
available on our website www.winfieldinc.com. Data are 
compiled and presented by Russell in an easy-to-read format. 
The website tracks several market and economic indicators 
including mortgage delinquencies, corporate debt, interest 
rates and core inflation. Indicators are updated on the 22nd of 
every month. Please visit our website and click on Economic 
Dashboard to learn more.
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