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4th Quarter 2011 Review 
 

2011 1 qtr 2 qtr 3 qtr 4 qtr 
Year-to-

Date 

DowJones 6.4 % 0.8 % (12.1)% 12.0 % 5.5 % 

Nasdaq Composite Index 4.8 % (0.3)% (12.9)% 7.9 % (1.8)% 

S&P 500 Index 5.4 % (0.4)% (14.3)% 11.2 % (0.0)% 

Russell 2000 Index 7.6 % (1.9)% (22.1)% 15.0 % (5.5)% 

 
For all the gut-wrenching volatility that the markets put us through this year, it is a bit 
astounding how little the market changed over the course of the entire year.  In fact, the 
S&P 500 index was virtually unchanged for the year, down .04 points, the smallest 
percentage move since at least 1947.  The Dow Jones Industrial Average fared better in 
2011, closing the year up 5.53%. The blue-chip index closed the fourth quarter up 12%, 
its biggest quarterly percentage jump since 2003.  The technology-heavy Nasdaq 
Composite fell 8.59 points, or 0.3%, to 2605.15, and closed the year down 1.8%. 
 

Just think what we went thru 
in ‘011…the Arab Spring, the 
Japanese earthquake and 
tsunami, the U.S. debt 
downgrade, and the 
sovereign debt crisis in 
Europe.  Between August 
and November, in particular, 
investors lurched from full-on 
buying to full-on selling on a 
near-daily basis, with the 
Dow industrials swinging an 
average 269 points a day. In 
early August, the Dow 
alternately rose and fell by 
400 points or more for four 
days in a row—an 
unprecedented run that 
encapsulated the fickleness 
of 2011 for many market 

watchers.  And still the market ended nearlyflat. 
 
Some of Wall Street's most celebrated investors were tripped up by seemingly rational 
bets that went bad. Some wrongly figured the Treasury market rally would come to an 
end, while others wagered on a slump in the euro that never came. Still others hung on 
too long to their gold, which tumbled from its peak reached in August.  Hedge funds on 
average lost 5% for the year.  Most actively managed funds lost money for the year as 
well.  The major stock indexes in 2011 significantly underperformed U.S. Treasury 
bonds. The biggest star was the 30-year Treasury bond, which registered a 35% return, 
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while the benchmark 10-year note gained 17%, with the yield finishing below 2% for the 
first time since at least 1977.  After soaring to a record $1,888.70 an ounce in August, 
gold prices sank 17% through the end of the year, ending up 10% for 2011 at 
$1,565.80. 
 

Every stock sector 
ended the quarter 
higher. Energy led the 
pack with a 17.24% 
return. The consumer 
defensive, real estate, 
and industrials sectors 
were next on the 
leader board. Utilities 
(up 4.39%) and basic 
materials (up 8.75%) 
were the next worst-
performing sectors.  
International stock 
funds had a less 
successful quarter. 
World stock (up 
3.85%) and Latin 
America stock (up 
3.30%) were the 
categories with the 
best returns.  On the 
fixed-income side, 
long government was 
the best-performing 
fund category, rising 
4.16%. High-yield 
bond (up 4.09%) and 
bank loan (up 2.81%) 
were the next-best 
performers.  

Stock Performance by Sector  

Aggregated Returns (%)  
      

 

Morningstar Stock 

Sector  

4th Qtr Return  6-Month  1-Year  3-Year  5-Year  

 

Energy  17.24  -5.54  3.75  18.00  4.24  

Real Estate  11.54  -6.15  1.54  22.75  -0.79  

Industrials  11.30  -10.30  -2.55  20.20  3.47  

Consumer Defensive  10.82  2.86  11.42  20.59  8.13  

Consumer Cyclical  9.80  -9.70  0.76  31.02  3.62  

Healthcare  9.69  -0.25  15.42  14.05  4.19  

Financial Services  9.12  -15.76  -14.37  10.86  -6.03  

Basic Materials  8.75  -17.78  -16.36  23.01  7.37  

Technology  8.26  -2.89  1.71  27.85  7.77  

Communication 

Services  

4.93  -4.75  3.74  12.23  2.82  

Utilities  4.39  -3.94  5.59  9.42  1.83  

 

Three -  and five -year returns are annualized.  

Posted 12/30/2011  

Before the end of the quarter, Morningstar shows preliminary data using trailing 13 -

week returns to approximate total r eturns for the quarter. This information is updated 

to reflect quarterly returns as soon as our quarterly total - return data is finalized  

http://news.morningstar.com/quarterendnet/%0a%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20http:/news.morningstar.com/stockReturns/SectorTop100Stocks.html?sector=Energy
http://news.morningstar.com/quarterendnet/%0a%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20http:/news.morningstar.com/stockReturns/SectorTop100Stocks.html?sector=Real_Estate
http://news.morningstar.com/quarterendnet/%0a%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20http:/news.morningstar.com/stockReturns/SectorTop100Stocks.html?sector=Industrials
http://news.morningstar.com/quarterendnet/%0a%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20http:/news.morningstar.com/stockReturns/SectorTop100Stocks.html?sector=Consumer_Defensive
http://news.morningstar.com/quarterendnet/%0a%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20http:/news.morningstar.com/stockReturns/SectorTop100Stocks.html?sector=Consumer_Cyclical
http://news.morningstar.com/quarterendnet/%0a%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20http:/news.morningstar.com/stockReturns/SectorTop100Stocks.html?sector=Healthcare
http://news.morningstar.com/quarterendnet/%0a%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20http:/news.morningstar.com/stockReturns/SectorTop100Stocks.html?sector=Financial_Services
http://news.morningstar.com/quarterendnet/%0a%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20http:/news.morningstar.com/stockReturns/SectorTop100Stocks.html?sector=Basic_Materials
http://news.morningstar.com/quarterendnet/%0a%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20http:/news.morningstar.com/stockReturns/SectorTop100Stocks.html?sector=Technology
http://news.morningstar.com/quarterendnet/%0a%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20http:/news.morningstar.com/stockReturns/SectorTop100Stocks.html?sector=Communication_Services
http://news.morningstar.com/quarterendnet/%0a%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20http:/news.morningstar.com/stockReturns/SectorTop100Stocks.html?sector=Communication_Services
http://news.morningstar.com/quarterendnet/%0a%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20%20http:/news.morningstar.com/stockReturns/SectorTop100Stocks.html?sector=Utilities
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Market Outlook and Recommendations 
U.S. gross domestic product, the value of all goods 
and services and a barometer of the nation's economic 
health, grew at an annual rate of 2.8% in the October-
to-December period, the Commerce Department said, 
the fastest pace since the spring of 2010.  Some 
economists had expected the economy to expand at a 
3% pace. But the fourth-quarter reading wasn't exactly 
a disappointment, as it marked an improvement from 
the third quarter's 1.8% rate. For the full year, growth 
was a paltry 1.7%, far lower than 2010's 3% rate.  
Disposable income rose for the first time since early 
2011, and consumers also got some relief from milder 
price increases. That could make it easier for the 
Federal Reserve to act to boost the economy without 
risking runaway inflation.  The Fed has also said that it 
will keep rates at their famously low levels until at least 
late 2014. 
 
Consumer spending, which represents about two-

thirds of demand in the economy, picked up 2%, compared with a 1.7% rise in the third 
quarter.  More people are back at work and getting paychecks now as the labor market 
has strengthened in recent months. The unemployment rate—8.5% in December—is 
high by historical standards but down from the summer. 
 
So where does this point us for this year?  There is some definite optimism leaking back 
into the market.  Can the economy keep growing at its latest pace?  For one, Europe 
has to get and stay out of the headlines.  If it can finally get its house in order, meaning 
that true austerity measures can be implemented and the sovereign debt issue gets 
stabilized, then the U.S. can focus on its potential.  Low leverage and strong profits 
leave U.S. corporations in an enviable position. In fact, U.S. company balance sheets 
are flush with a record $2 trillion-plus in cash, and profit margins are at or near all-time 
highs.  Couple that with the un-demanding multiples for investing in these firms lately, 
with the price/earnings ratio of the S&P 500 hovering around 13 times 2011 earnings, 
and there are some great opportunities out there. So even if the economy is not off to 
the races, the stock market can do well in 2012. 
 
Risks are still in abundance.  From the un-resolved European debt crisis, the unsettling 
saber-rattling of Iran, Israel and the U.S. 5th fleet, and the still laggard U.S. economy 
could derail the optimism.  In fact, some investors argue that European and Asian 
stocks could rebound dramatically this year, leaving the U.S. behind, if the sense of 
crisis fades. That could unwind the safe-haven flows into the U.S. this year.  In any 
case, the volatility can still be in the market, though so far this year it has been fairly 
stable and January is turning out to be a good start of the year. 
 
With this backdrop then more economically sensitive sectors could be in a good 
position.  Among economically sensitive sectors, basic materials stocks are trading at a 
mere 75% of fair value, on average, with energy stocks not far behind at 81% of fair 
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value.  If China demand continues, energy will remain a force.  Dividend-paying 
companies will remain in vogue, though utilities, which had a great year in 2011, may 
rotate out and other dividend payers may take the front.   
 
Fixed income will not have a huge run again, and may take a backseat to stocks for the 
year.  In any case, our long range asset targets should still be where we shoot for in our 
portfolio allocations. 

 
After the gut punches and mood swings of 2011, I am ready for a little less excitement 
and more steadiness.  We’ll see if this wish comes true, and it will as always be an 
interesting ride! 
 
 
 
 

Frank Brannon, CFP® 
January 29, 2012 

 

KMR Viewôs Summarized 

Economy A strong 4
th
 quarter could continue into 2012 if Europe doesn’t 

get in the way. 

Asset Allocation Hold at long term targets.  

Style Bias (Growth vs. Value) Indifferent 

Capitalization Bias Large for safety but small for returns. 

Bonds Rates will sty low, and the outpaced bonds may be taken over 
by stocks this year..  

Cash Continued low returns. 

International Europe still a wild card, but growth in the emerging markets 
may outdo all domestic markets. 

Sectors Technology, industrials, basic materials, energy, financials 
health care, consumer discretionary 

Utilities, consumer staples 
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Recommended Long-Range Asset Allocation Targets 

 
Note: Moderate to Aggressive styles portfolio can allocate 5-10% to individual stock selections 
 

 Investment 
Style  

 Large-
Cap 

Equity  

Mid-
Cap 

Equity 

 Small-
Cap 

Equity  

 
International 

Equity  
 Fixed 

Income   Cash  Total Objective 

         

Conservative 15% 0% 0% 5% 50% 30% 100%  Capital Preservation  

Conservative-
HYBRID 15% 0% 5% 5% 50% 25% 100%  Capital Preservation  

Moderately 
Conservative 25% 0% 5% 10% 50% 10% 100%  Conservative / Income  

Moderate 35% 0% 10% 15% 35% 5% 100%  Moderate Growth  

Moderate-
HYBRID 35% 0% 15% 15% 30% 5% 100%  Moderate Growth  

Moderately 
Aggressive 45% 0% 15% 20% 15% 5% 100%  Long-Term Growth  

Moderately 
Aggressive-
HYBRID 45% 0% 20% 20% 10% 5% 100%  Long-Term Growth  

Aggressive 50% 0% 20% 25% 0% 5% 100%  Aggressive Growth  
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A Note about benchmark returns 
 
As you have seen in the portfolio analysis in your quarterly statements, I compare a 
portfolio’s return to a “benchmark” return for that portfolio.  A benchmark return is the 
return that a hypothetical portfolio that exactly matches the asset allocation targets for 
the portfolio (as defined in the Investment Policy Statement for each portfolio), and each 
component returned the same as the index for that component (see below).  This 
provides a better comparison for the portfolio’s performance than comparing it to a 
single index, such as the S&P 500, which by definition is completely comprised of 
stocks.  It is important to have a diversified portfolio, spread across multiple asset 
classes to reduce risk and increase the likelihood of superior returns.   
 

Here is each component’s return for the year-to-date period as of December 29, 2011 

(and the source of the return): 
 

Large-Cap Equity  3.02 %  Morningstar Large Cap TR  

 Mid-Cap Equity  (0.42)%  Morningstar Mid Cap TR  

 Small-Cap Equity  (2.02)%  Morningstar Small Cap TR  

 Bonds  6.92 % Intermediate Corp Bond 

 International Equity  (15.07)%  MSCI World Ex USA LCL  

 Cash  0.49 %  WSJ Markets Data Center-Money Market, Annual Yield  

 
Therefore, based on the asset allocation targets in the previous page and the above 
returns for each component, the benchmark returns for the year-to-date period are: 
 

Conservative 3.31 % 

Conservative-HYBRID 3.18 % 

Moderately Conservative 2.66 % 

Moderate 1.04 % 

Moderate-HYBRID 0.59 % 

Moderately Aggressive (0.90)% 

Moderately Aggressive-HYBRID (1.34)% 

Aggressive (2.64)% 

 
 
Please let me know if you have any questions on benchmark returns. 
 
 


