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(Domestic Fixed Income) 

(Intermediate Fixed Income) 

(Global Fixed Income) 

(Int’l Equity) 

(U.S. Large Cap Equity) 

(Int’l Small Cap Equity) 

(Publicly Traded Real Estate) 

Fixed Income Performance 

Alternative Investments  

Commodities rallied on the 

“green shoots” of a global 

recovery. 

Hedge Funds posted a second 

straight positive quarter, 

capitalizing largely on volatility 

and collapsing spreads. 

All spread sectors posted 

significant positive returns, 

while the Treasury bubble 

appears to be popping.  The 

Barclays Gov’t Bond Index has 

lost 3.2% YTD after returning 

12.4% in 2008. 

Risk appetites returned 

in Q2, as equity markets 

shot upward.  A weak 

dollar contributed 8.5% 

to international returns 

for the quarter.  

Despite one of the biggest quarterly advances 

in history, equities – with the exception of 

Emerging Markets – practically returned nothing 

over all annualized cumulative periods.  

Spread sector premiums began to 

collapse in Q2.  Fixed Income still easily 

outperforms equities over all periods.   

Real Estate and Commodities bounced  off 

lows; short term performance is still abysmal. 

Hedged Equity 

strategies lagged, as 

expected in an up 

market.  Net exposure 

remains low. 
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Economic Environment 

Source:  CNBC 

Source:  BLS 

CPI increased modestly as energy and commodity prices came 

off substantial lows.  GDP is still very sluggish in the face of ugly 

employment numbers and reduced consumer spending. 

Debt/GDP ratios are likely to climb, placing additional 

drags on economic growth. 

Source: Hayman 

Capital 

Source: BEA 

An estimated $5 trillion in sovereign debt will come to market 

in 2009.  Who will – or more rightly – who can afford to buy? 

 

In the face of soaring equity markets, job losses continue to 

mount.  How will future corporate earnings materialize as 

consumers rationally reduce spending and boost savings in 

an effort to soften the effect of a potential job loss?  

 

Estimated Global Debt Issuance ($ billions) 
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While Gold prices remain near 

historical highs, the U.S. Dollar 

improved against the Euro 

during the third quarter. 

Only after a massive Q2 run-up have equities regained a 

premium – albeit minimal – over bonds. 

As bear markets bottom, P/E ratios have often approached 10 or less.  

Globally, equity markets are at levels hardly considered cheap. 

Source: Bloomberg 

Recovery or bear market rally?  Other bear markets 

have also seen sizable and prolonged rallies. 
Source: Standard and Poors 

Source: Bespoke Investment Group 

as of June 25, 2009. 

Four Bad Bear Markets 

Global P/E Ratios 
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Sector Returns – Fourth Quarter 2008 

Sector Returns – One Year Ended 12/31/08 

Country Returns – Fourth Quarter 2008 

(U.S. Dollar-based Returns) 

Source:  FactSet     
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Emerging Markets led equities for the second straight 

quarter.  Despite weak global GDP – and IMF forecasts 

for more of the same – investors’ risk appetite returned. 

For only the second time in ten quarters, 

all S&P 500 sectors posted positive gains. 

 

1-year returns remain a broken record: Financials, 

Energy, and Materials all show an investor the path 

to massive losses. 

A weak dollar continues to hamper domestic 

returns.  Massive government stimulus programs 

are not likely to reverse this trend. 

The decline in global demand has 

crippled Industrials and Materials 

over the past year. 

Financials regained footing from abysmal lows, while sectors 

such as Consumer Discretionary and Materials rebounded 

on hopes of an economic recovery. 
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Spread Sector Performance vs. Treasuries 
Plots above the red line indicate spread sectors outperformed Treasuries 

while below the red line indicate underperformance.  

Source:  Bloomberg     

Source: Barclays Capital, BlackRock 
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Source: Barclays Capital 

Source: Bloomberg 

Short-term rates remain at 

record lows.  Longer term 

rates climbed towards 

quarter end, as investors 

showed signs of skittishness 

that inflation will not remain 

under control. 

Some normalcy is returning to fixed income markets, 

but rates are still elevated in historical terms. 

Source: Bloomberg 

Spread sector premiums collapsed, 

outperforming Treasuries substantially.  But 

interest rates moved higher, intermediate 

and longer, due largely to investor pushback 

to the steadily rising Treasury supply. 

High Yield securities have enjoyed collapsing spreads as of late, 

even as defaults are rising. 

 

High Yield Spreads by Credit Quality 

TED Spread 

Global Yield Curves 
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Real Assets / Private Equity 

Brazil and Russia each halted market trading several 

times during the quarter in attempts to slow losses.   

Commodities 
Energy and Industrial Metals gained 

on hopes of a global recovery. 

Private Equity Bankruptcy Expectations 

Source: Census.gov 

Source: Bloomberg 

Despite recent memory of “covenant-light” loans, relief 

amendments are growing significantly, as companies 

struggle to meet debt covenants due weak economic 

activity. 
According to a survey by A 

Crowe Horwath LLP and 

Taleo Corporation, 

practically all private equity 

investors surveyed expect 

bankruptcies to increase. 

A 17% increase in housing starts in May is paltry 

when compared to historical figures, including 

even more subdued data from the early 1990’s. 

Housing Starts 

Number of Covenant Relief Amendments 

While most sectors rose, the index was 

buoyed by Industrial Metals and Energy. 
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Hedge Funds 

Hedge Fund Index Performance 

Convertible Arbitrage performed well after a 

disastrous 2008. 

Spreads between physical bonds and prices for credit 

default swaps should be close to zero, in theory, as 

both reflect issuer credit risk. Managers benefited by 

going long the bond and shorting the CDS. 

Source: Bloomberg 
Source: Bloomberg 

Source: HFRI Research 

Hedged Equity lagged a v-shaped long-only equity market 

rally.  Low net market exposure and financial shorts are still 

common among managers. 

Debt instruments with heavy hedge fund ownership, including leveraged loans 

and convertible bonds, rallied considerably from their fourth quarter lows. 
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*Annualized Second Quarter One Year Two Years* Three Years* Five Years* Ten Years* 

U.S. Markets       

CPI 1.4 -1.4 1.7 2.1 2.6 2.6 

Dow Jones Industrial Average 12.0 -23.0 -18.3 -6.3 -1.7 -0.4 

Russell 3000 Index 16.8 -26.6 -19.9 -8.3 -1.8 -1.5 

NASDAQ Index 20.0 -20.0 -16.0 -5.5 -2.2 -3.7 

S&P 500 Index 15.9 -26.2 -19.9 -8.2 -2.2 -2.2 

Russell 1000 Index -16.5 -26.7 -19.8 -8.2 -1.9 -1.7 

Russell 1000 Value Index 16.7 -29.0 -24.1 -11.1 -2.1 -0.1 

Russell 1000 Growth Index 16.3 -24.5 -15.7 -5.5 -1.8 -4.2 

Russell Mid Cap Index 20.8 -30.4 -21.4 -9.3 -0.1 3.1 

Russell Mid Cap Value Index 20.9 -30.5 -24.1 -11.1 -0.4 4.0 

Russell Mid Cap Growth Index 20.7 -30.3 -19.3 -7.9 -0.4 0.0 

Russell 2000 Index 20.7 -25.0 -20.7 -9.9 -1.7 2.4 

Russell 2000 Value Index 18.0 -25.2 -23.5 -12.1 -2.3 5.0 

Russell 2000 Growth Index 23.4 -24.8 -18.1 -7.8 -1.3 -0.9 

91-Day T-Bills Index 0.0 0.8 2.0 3.0 3.0 3.1 

Barclays Aggregate Bond Index 1.8 6.0 6.6 6.4 5.0 6.0 

Barclays Intermediate Aggregate Bond Index 1.7 6.1 6.7 6.4 4.9 5.8 

Barclays Gov't/Credit Index 1.9 5.3 6.2 6.2 4.8 5.9 

Barclays Intermediate Gov't/Credit Index 1.7 5.3 6.3 6.1 4.6 5.7 

ML 1-3 year Treasury Index -0.1 4.4 5.8 5.6 4.1 4.6 

Dow Jones AIG Commodity Index 11.7 -47.1 -13.4 -8.3 -0.2 7.2 

HFR Fund of Funds Conservative Index 3.8 -15.2 -8.0 -2.0 1.5 4.1 

HFR Equity Hedge Index 12.3 -14.7 -8.4 -1.3 3.4 6.4 

NAREIT Equity Index 28.8 -43.3 -30.0 -18.0 -2.7 5.5 

Non-U.S. Markets       

MSCI EAFE Index 25.4 -31.4 -21.7 -8.0 2.3 1.2 

MSCI EAFE Growth Index 21.4 -33.7 -20.4 -7.4 2.2 -0.6 

MSCI EAFE Value Index 29.7 -28.9 -23.0 -8.6 2.4 2.8 

S&P/Citigroup EMI World ex-U.S. Index 32.2 -31.3 -23.4 -8.2 4.1 5.3 

MSCI Emerging Markets Index 34.7 -28.1 -13.2 3.0 14.7 8.8 

S&P/Citigroup -World Broad Investment Grade  

Bond ex-U.S. Index (unhedged) 
5.4 3.5 10.9 7.9 6.2 6.5 

S&P/Citigroup -World Broad Investment Grade  

Bond ex-U.S. Index (hedged) 
0.2 8.5 6.6 5.7 5.3 5.3 

Source:  Tremont Capital Management Inc. and Lipper TASS database  

Source: Tremont Capital Management 

Inc. and Lipper TASS database 
Source: Tremont Capital Management Inc. and Lipper TASS database 


