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Strong 1st Quarter Stock Market Rally Confirms
Bull Market Status, but Near-Term Risks are Elevated

COMPARISON OF INVESTMENT RESULTS January 1, 1991 to March 31, 2012

Martin Capital S&P Wilshire Barclays Aggregate 3 Month Consumer
Advisors1 500 5000 Bond Index T-Bill Price Index

Total2 1052.8% 561.2% 608.1% 310.1% 98.1% 70.2%
Avg.3 12.2% 9.3% 9.7% 6.9% 3.3% 2.5%

1Total performance, net of commissions, fees, and expenses of all Martin Capital Advisors’ Flexible Portfolios.
2Total compounded return, including reinvestment of dividends and interest. 31991-2012 annualized return.
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Stocks surged in the first quarter of
2012 in another double digit advance
on the heels of last year's fourth quarter
rally. Low valuations, high cash levels
(both for individuals and businesses)
and an extremely accommodative
Federal Reserve continued to
be the foundations supporting
the bull market and the
ongoing economic expansion.
Conversely, bonds barely eked
out a positive total return for
the quarter as rising inflation
pressures pushed interest rates
slightly higher.

Three weeks into the
second quarter, the stock
market has gotten off to a
somewhat negative start – largely the
result of short-term profit taking,
concerns about the strength of corpo-
rate earnings, renewed fears about
European solvency and the proverbial
worry that Chinese growth may sharply
decelerate. At this point, there may be
some further downside to stock prices
in the near-term, especially if any of last
year's many problems flare up again.

However, the underpinnings of the bull
market mentioned in the first paragraph
should once again lessen the impact of
the kinds of issues that weighed on the
stock market last summer and fall. If a
correction does unfold, then it most
likely will be a buying opportunity,
rather than the beginning of a bear

market – similar to the
corrections and resumptions of
the bull market that happened
in 2010 and 2011. Whether or
not a correction of any
magnitude occurs in the next
several months, the strong
advance so far this year
confirms the bull market and
the likelihood of higher prices
six to twelve months from
now.

Despite a bull market that has
gained more than 100% over the past
three years, most investors remain
underinvested in stocks and overin-
vested in cash and fixed income.
Interestingly, even many equity
portfolio managers, who should be
almost fully invested in stocks, per
their mandate, hold large percentages
of cash, earning almost nothing,

apparently in anticipation of another
Great Recession – which is unlikely to
recur in the foreseeable future, in part,
ironically, because of high cash levels.
This cash is bull market "fuel" that is in
ample supply to power the stock market
higher for at least the next few years.

Of course, many investors require
defensive cash and fixed income
positions in their portfolios to mitigate
volatility, but underweighting growth
assets, such as stocks, exposes investors
to a higher risk of inflation gradually
depleting their portfolios. Also, with
interest rates at historic lows, bonds are
at or near the end of a thirty-year bull
market that today has the hallmarks of
the tech bubble in 2000. As interest
rates reflate higher over the next five to
ten years, bonds will be a drag on
investment performance, so they should
be included in portfolios only for
defensive purposes.
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QUARTERLY ECONOMIC REVIEW by Colton Krueger, Economic Analyst April 11, 2012

During the fourth quarter of 2011, the U.S. economy
grew at an annualized rate of 3.0%, recording the strongest
gain in six quarters. This was much higher than the 1.8%
growth seen in the third quarter, and can be largely
attributed to a 20.6% increase in private invest-
ment. On a year over year basis, GDP grew 1.7% in
2011, compared to 3.0% in 2010. (Figure 1)(Figure 1)(Figure 1)(Figure 1)(Figure 1)

After three straight months of adding over
200,000 jobs, March’s employment report did not
live up to expectations for another plus 200,000
jobs report, instead revealing that the economy only
gained 120,000 jobs. Despite the disappointing
gain, a lower labor force participation rate helped
push the unemployment rate down to 8.2%, which is the
lowest rate since the first month of Obama’s presidency.
Average monthly job creation in the past six months has
been nearly 190,000 jobs, and the past year was the stron-
gest year for job growth in five years. Lately, weekly jobless
claims have trended toward 350,000: a level associated with
above-average job creation. (Figures 2, 3, & 4)(Figures 2, 3, & 4)(Figures 2, 3, & 4)(Figures 2, 3, & 4)(Figures 2, 3, & 4)

After recording the strongest reading in a year, the ISM
non-manufacturing index fell slightly to 56.0 in March
from 57.3 in February. The past two months have been very
strong and show that U.S. service industries are expanding
at a healthy rate. Manufacturing is also continuing to
expand and recorded a reading of 53.4 in March, up from
52.4 in February. (Figure 5)(Figure 5)(Figure 5)(Figure 5)(Figure 5)

Retail sales have benefited from an improving labor
market and growing confidence, which have boosted
personal spending. Data from February shows retail sales
grew 1.1% from the previous month and are 6.5% higher
compared to a year ago. Despite gasoline being nearly $4 a
gallon, auto sales in February averaged an annualized rate of
14.4 million, which is the highest sales rate in nearly five
years. (Figure 6)(Figure 6)(Figure 6)(Figure 6)(Figure 6)

Improving economic data coincided with improving
confidence. In March the Conference Board’s Consumer
Confidence Index dipped 1.4 points from the 12-month
high it reached in February to a reading of 70.2. The
University of Michigan Consumer Sentiment Index also
fell in March to 74.3 from 75.3 in the preceding month.
While both confidence readings fell slightly, as a whole
confidence is improving, which bodes well for future
consumption and GDP growth. (Figure 7)(Figure 7)(Figure 7)(Figure 7)(Figure 7)

The housing market continues to improve as it did in
the fourth quarter 2011 increasing the likelihood that the
market found a bottom last year. New home sales were

313,000 units in February and have increased by
370,000 units in the past year, which is a marked
improvement from a decline of 80,000 recorded in
the prior year. Though pending home sales dipped
in February, on a year-over-year basis sales have
risen at an annualized rate of 13.9%. Existing home
sales also fell slightly in February to 4.59 million,
but are 8.8% higher compared to a year ago. The
number of building permits issued rose 5.7% in
February to the highest level since October 2008.
Housing starts declined 1.1% in February to a

seasonally adjusted rate of 0.70 million. Although the
housing numbers nearly dipped across the board in Febru-
ary as compared to January, the market continues to trend
upward. (Figure 8)(Figure 8)(Figure 8)(Figure 8)(Figure 8)

Inflationary pressures have surfaced recently. The
Consumer Price Index rose 0.4% in February from 0.2% in
January, while core consumer prices were 0.2% higher.
American wages have not kept up with inflation; in the past
year inflation has risen 2.9%, while the average hourly wages
is only up 2.1%, causing a decrease in consumer purchasing
power. The prices producers face, measured by PPI, are also
rising. In February, PPI increased at an annualized rate of
3.3% and core PPI increased an annualized rate of 3.0%.
(Figure 9)(Figure 9)(Figure 9)(Figure 9)(Figure 9)

Improving economic conditions and rising inflation
caused long-term interest rates to increase over the
quarter, but the recent renewed fear that the debt crisis in
Europe maybe worsening has caused rates to fall again.
The 10-year Treasury yield is now around 2% after being
well above 2% during the past month, and as high as
2.40% on March 20th. The Federal Reserve extended its
commitment to keeping rates at all time lows through
2014, but if inflation continues to increase as it has the
past few months, the Fed may be forced to reconsider its
commitment. (Figure 10)(Figure 10)(Figure 10)(Figure 10)(Figure 10)

The U.S. economy extended the momentum it had at
the end of 2011 into the New Year. We have seen con-
sumer optimism continue to improve; the labor market
show its first signs of strong growth; and, most impor-
tantly, a healthy GDP number, led by a solid increase in
private investment.
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Martin Capital Advisors, LLP, is a regis-
tered investment advisor managing private
and institutional investment portfolios.
Independent performance reporting pro-
vided by CGM Investment Management.
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ERELATIVE LONG-TERM PERFORMANCE January 1, 1991 to March 31, 2012

Total Return Annualized Return

MCA FLEXIBLE PORTFOLIOS TOP 20 POSITIONS as of March 31, 2012
1 Apple 599.55
2 Whole Foods Market 83.20
3 Starbucks 55.89
4 NASDAQ 100 ETF 67.55
5 Intuitive Surgical 541.75

6 Oracle  29.16
7 Tiffany 69.13
8 Texas Instruments 33.61
9 Williams-Sonoma 37.48

10 Davita 90.17

11 Caterpillar 106.52
12 Cisco Systems 21.15
13 OmniVision Technologies 20.00
14 Charles Schwab 14.37
15 SanDisk 49.59

16 Intel 28.115
17 Coach 77.28
18 NASDAQ Biotech Index 123.30
19 Peet’s Coffee & Tea 73.70
20 Mastercard 420.54

INVESTMENT PHILOSOPHY
Our investment approach recognizes that to achieve long-term, superior performance, there must be an acceptance of some short-term risk. We then

consider fundamental and technical factors in determining a prospective investment’s risk-reward ratio. We also evaluate social issues, such as environmental
policies and employee relations, as part of our investment assessment.
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Important Disclosure Notice: Past performance does not guarantee future results. Figures include the reinvestment of all dividends received and reflect cash
and cash equivalents. Martin Capital Portfolios returns are net of all fees and expenses. From time to time, portfolio performance may reflect the use of margin
investing, as well as material investments in bonds and cash, and volatility may differ from that of the benchmark. As of 3/31/2012, the MCA Flexible/Balanced/
Conservative/Enhanced ETF Portfolios returns represent, respectively, 28/4/2/3 individual portfolios and 66%/29%/4%/1% of all funds under management by
MCA. Clients explicitly elect these management styles on their Personal Data Form. The MCA Flexible and Enhanced ETF Portfolios are managed for capital
appreciation, and the Balanced and Conservative Portfolios are managed for capital appreciation and income.


