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For most investors the close of 2011 came with a sign of relief.  2011 proved to be a very tough and frustrating year for all - both investors and savers.  The year began with governments across the world providing stimulus in hopes of economic rebirth to jump start the economy and get people back to work.  To compound the difficulties, we saw several European countries implode financially as well as the United States lose its AAA rating.  And yet across the globe and here at home, governments – from local municipalities, states and countries - still are hesitant to do what all of them know has to happen.  Like individuals they must learn to live within their financial means.  

So what does 2012 and beyond look like.  Based on current fundamentals there should be more reasons to expect an upside surprise over another down year.  These factors include increased U.S. oil production, a sharper rebound in auto production and aircraft production (Boeing), a stronger – albeit – still weak housing market, historically low interest rates and liquidity, record cash on corporate and individual balance sheets and I could go on.  The question is will we get the good news during 2012.  As I reflect throughout this article there are several headwinds that individually and/or collectively could derail any optimism – not the least of is this being an election year which rarely brings good news.   So what are the key notes as we leave 2011?


ECONOMIC GROWTH:  This can be confusing depending on what article your read but most forecasters predict that the U.S. economy will grow about 1.5% to 3.2%.  The U.S. will again be the haven for investors fleeing risk.   The US economy should stay out of the ditch, but it will remain vulnerable to possible shocks — war, terrorism, an oil price shock, or a natural disaster. One or more of these could tip the U.S., and the world, into a recession.
Consumer spending, which accounts for about 70% of GDP, is positive but shows no signs of driving a sustainable recovery. The 1.7% annual growth rate in the third quarter 2011 was faster than in the first half of the year, despite a drop in consumer confidence in mid-October to levels not seen since the depths of the Great Recession.  Falling income and stubbornly high unemployment are weighing on the minds of consumers, who are, however, borrowing more to spend, with car sales a bright spot.
JOBS, JOBS, JOBS:  The drop in the unemployment rate from 9.0 percent to 8.6 percent in November 2011 was welcomed news, although roughly one-half of the decline appears to have been discouraged workers who quit the labor force.  The Chief economist from Freddie Mac reported that broader measures of labor underutilization, which include discouraged workers and part time workers, remain high at 15.6%.  This should move the needle little on unemployment to about 8.5% at the end of 2012.
HOUSING:  2012 should be better but not robust.  Housing prices aren't quite done falling, with a 2% drop by the middle of 2012 followed by a 2% increase in the second half of the year.   A full-fledged recovery in the housing sector will likely elude the U.S. in 2012, but new construction and home sales are expected to be greater than in 2011.  A strong headwind holding back new home sales is the very affordable competition from existing homes.

INTEREST RATES:  Medium and long-term interest rates, near record lows, should rise slightly in 2012 despite continued efforts by the Federal Reserve to hold down long-term rates by purchasing more longer-term bonds. The 10-year Treasury note, the benchmark for medium-term rates, should rise from below 2% to between 2.5% and 3% by the end of 2012.  




The Outlook for 2012 


[bookmark: inflation]INFLATION:  This slow-growing economy and steady to lower energy prices will lower consumer inflation to 2% in 2012.    However, one day – in the not too distant future – all of the U.S. government’s overspending and printing of dollars coupled with the healthcare and energy regulations will put pressure on inflation.  Prices for wholesale goods will rise 3% in 2012, after jumping roughly 6% in 2011.    If gasoline prices continue to lower or remain the same we should see inflation outlooks remain constant.  However, a war, a new regulation or Iran closing the Strait of Hormuz could overnight bring panic in the energy futures.  

Based on what we have seen over the last several years it seems like there will be little action on the debt during the coming election year. Unfortunately - like Greece or Italy- the markets may make the US address our overspending before the US wants to.  

PERFORMANCE:  The US stock market, as measured by the Standard & Poor's 500-stock index ended almost right back where it started, finishing the year down at  -0.35%.  The yields on fixed income continued to be anemic with the one-year, 10 year and 30 year US Treasuries finishing the year at 0.12%; 1.89% and 2.89% respectively.  
The SBF will continue to maintain a consistent, disciplined approach to investing your dollars while protecting your capital.  We will have patience and steadfastness and will honor our commitment of social responsible investments.  
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Investment Performance for 2011 
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Of course, at the beginning of every year there are plenty of commentators’ trying to explain what was wrong or right with the previous year as well as what to look forward to in the upcoming year.  The truth is - only God knows.  And unlike every politician or back seat economist - God has provided us with what needs to be done to restore our economy and our nation.  In 2 Chronicles 7:14 he instructs us:

“if my people, who are called by my name, will humble themselves and pray and seek my face and turn from their wicked ways, then will I hear from heaven and will forgive their sin and will heal their land. “ NIV


May this be all of our prayers?  The Foundation is grateful to God and to you for allowing us to work with you to advance God’s Kingdom.  As always we should remember that God is good all the time….All the time God is good!!!


Harold Monroe						Warren Peek				
Vice President of Investments					President 
hmonroe@sbc.net						wpeek@sbc.net 
615-254-8823							615-254-8823
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One Year Three Year Five Year

Short Term Fund 0.63% 0.75% 2.06%

Income Fund 2.87% 4.08% 4.22%

Flexible Income Fund 4.58% 6.55% 6.16%

Balance Fund 1.12% 9.40% 2.42%

Growth Fund -3.10% 13.02% -1.43%

Pool Fund Performance


