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Fixed Income Performance 

Alternative Investments  

Equity markets crumbled, as 

consumer spending dried up 

and financial companies 

required enormous government 

bailouts. 

 

Emerging Markets’ dependence 

on exports to developed markets 

and on commodity prices made 

growth prospects suspect. 

 

The commodity markets, 

especially oil, fell further as 

demand faded. 

Despite continuing  

spread widening and 

liquidity contractions, 

fixed income 

outperformed all other 

major asset classes, 

mostly due to the 

panic-driven flight to 

Treasuries. 

 

Even after plummeting over 50% this year, 

Emerging Markets have outperformed other 

equity markets over longer periods.   

Fixed Income has outperformed Equities in 

developed markets over the last one year, 5 

years, and 10 years.   

Hedge funds continue to outperform 

long-only equities.  

The majority of the negative 

performance for hedge 

funds occurred in October, 

as volatil ity spiked in the 

face of massive dislocations 

and deleveraging. 

 

The equity risk premium has 

mostly been a no-show for the 

past decade. 
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For the first half of 2008, many experts 

believed a recession could be avoided; now 

the question is, “How deep and how long?”  

US Treasury Market Owned 

by Foreigners 

An indicator of perceived credit risk and 

liquidity, the TED spread is the difference 

between the interest rate on interbank 

loans and short-term U.S. government debt.  

After widening in August of 2007, it peaked 

during the fourth quarter of 2008, and while 

it has improved dramatically, it is still 

substantially elevated. 

Unemployment crept higher still, ending the 

year at 7.2 percent, with payroll employment 

falling by 1.9 mill ion in the last four months. 

With the massive amount of Treasury issuance 

needed to pay for the various bailout and stimulus 

measures, the U.S. is increasingly dependent on 

tapping the excess savings of foreign entities, a 

critical vulnerability as we go forward. 

Source:  United States Department of the Treasury 

Source:  BLS 

N/A  



 
THE MARKET ENVIRONMENT FOURTH QUARTER 2008 

 

3 

-22.8% -22.2%
-27.4% -27.2% -27.4% -24.9%

-20.1% -19.8%

-38.4% -36.9%

-44.3%

-38.4% -38.5%

-28.9%

-42.7% -44.1%

US Large 

Growth

US Large 

Value

US Mid 

Growth

US Mid 

Value

US Small 

Growth

US Small 

Value

Intl Growth 

(EAFE)

Intl Value 

(EAFE)

1 QTR 1 Year

-100%

-90%

-80%

-70%

-60%

-50%

-40%

-30%

-20%

-10%

0%

Day 

1

Day 

61

Day 

121

Day 

181

Day 

241

Day 

301

Day 

361

Day 

421

Day 

481

Day 

541

Day 

601

Day 

661

Day 

721

Crash of 1929 (Dow Jones)

1973 Oil Crisis

Tech Crash

Current Bear

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

700

750

800

850

900

950

1,000

1,050

1,100

1,150

1,200

10/1 10/8 10/15 10/22 10/29 11/5 11/12 11/19 11/26 12/3 12/10 12/17 12/24 12/31

S&P 500 Performance over Fourth Quarter

Global Equity 

Value versus Growth / Large versus Small 

Source dshort.com and Yahoo Finance.  1929 returns are 

Dow Jones, all other are S&P 500 Index     

Dec 16 - The Fed 

targets interest rates 

between 0.0% and 

0.25% 

Oct 10 - The U.S stock market 

plunges for the seventh 

consecutive day, more than 20% 

since the beginning of the month. 

During the fourth quarter, the variance 

between growth and value was negligible, 

except in U.S. Small Cap. 

Dec 12 - Bernard Madoff is arrested, accused of 

a multi-billion dollar Ponzi scheme. 

While Gold prices remain near 

historical highs, the U.S. Dollar 

improved against the Euro 

during the third quarter. 

Oct 4 – President Bush signed the $700 

bill ion Troubled Asset Relief Program 

(TARP), one of the largest government 

economic interventions, ever. 

Oct 29 - Markets rally in 

anticipation of an 

interest rate cut. 

Nov 20 - the S&P 500 

declines 6.7%, 

passing previous bear 

market lows. 

Four Bad Bear Markets 
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Source:  FactSet     

In a continuation of last quarter’s trend, the idea that international economies are 

becoming less correlated to the U.S. economy is being debunked. 

Financials led the decline, as the Citigroup 

bailout (opus 1) provided a disturbing measure 

of the depth of the problem.   

Telecom and Util ities held up 

relatively well, as investors 

moved to more defensive 

sectors.   

Consumer Staples and Healthcare, the typical “safe havens”, led for the year, but hardly protected capital. 
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Treasuries outperformed all spread sectors during 

the fourth quarter, with the exception of Fixed-

Rate MBS. MBS gained from the government 

program aimed to purchase up to $500 bill ion in 

mortgage securities backed by Fannie Mae and 

Freddie Mac.  CMBS experienced extreme 

volatil ity during the quarter, with much of the 

spread widening due to massive deleveraging. 

Investors exposed to long spread 

sector risk fell victim to massive spread 

widening over the past 18 months.  

CMBS Spread (Option-Adjusted Spread)  

The CMBS (Commercial Mortgage-Backed 

Securities) sector was the most volatile 

during the fourth quarter, as investors have 

tagged the Commercial Real Estate sector 

as the next to fall. 

Historically, investment-grade default 

rates have averaged 0.14%.  

Fixed-Rate 
Mortgage-

Backed Securities  

Asset-Backed 

Securities  

Commercial 

Mortgage-Backed 

Securities  

Source: Deutsche Bank, Moody’s, FAF Advisors Updated through Dec 2008     
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MLP and REIT yields are 

attractive in an environment 

where cash is king. 
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Real Assets / Private Equity 

In the second half of 2008, the average 

high bid on secondary PE investments fell 

to 61% of NAV, the lowest since Cogent 

Partners started tracking bids in 2003. 

 

Brazil and Russia each halted market trading several 

times during the quarter in attempts to slow losses.   

Commodities 

The absolute level of “capital overhang” 

remains near historic averages, but as a 

percentage of total dollars raised, it is at 

historic lows.  This suggests managers have 

invested the bulk of their capital through a 

period of cyclically high valuations. 

Source: Thomson Financial     

A global economic slowdown, resulting 

in lower demand, led to a collapse in 

the industrial metals and energy sector.  

Precious metals, gold in particular, had 

a relatively strong quarter. 

Most industrial metals are now trading well 

below their marginal costs of production.  

Similarly, in energy, the price of oil needs 

to be at least $65-70 per barrel in order to 

avoid disrupting 60% of planned 

production and refinery projects for 

national oil companies across the globe. 

As with equities, REITs experienced 

unprecedented volatil ity, only more 

severe.  The roll ing 65-day standard 

deviation reached 8% during 

December, nearly double that of the 

S&P 500 Index.  

Secondary Bid Spreads Over Time 

(Second Half 2008) 
 

Source: Cogent Partners 

Average High 

Average Median 

Average Low 

Uninvested Capital vs. % of Total Raised 

Venture Capital, Buyout, and Special Situations 
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Hedge Funds 

Banks have been reducing 

the amounts they lend to 

hedge funds, especially 

smaller funds. 

Market volatil ity over the past six months 

has soared, and as proprietary desks 

unwound hedge and cash positions, 

implied volatil ity was inflated.  

Hedge Fund Index Performance 

Relative Value was hit 

hardest, with higher funding 

costs, increasingly restrictive 

margin requirements, 

investor redemptions, 

forced selling, and 

continued deleveraging 

driving returns down. 

Net asset flows for the hedge fund industry in third 

quarter of 2008 were largely driven by reductions in the 

Relative Value (with the exception of the Market 

Neutral sub-strategy) and Event-Driven strategies. 

A declining picture for the global 

economy benefitted macro 

managers’ positions in interest rate 

futures, short commodities, and 

foreign currencies. 

Hedge Fund Net Asset Flows-1994 to 2008 (Third Quarter) 

Source: NYSE  

Source: Chicago Board Options 

Exchange (CBOE), Slocum Research 

Margin Debt Levels ($Bil) 

Event 

Driven 

Relative 

Value   

$381 

Source: Tremont Capital Management Inc. and Lipper TASS database 
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*Annualized Fourth Quarter One Year Two Years* Three Years* Five Years* Ten Years* 

U.S. Markets       

CPI -3.9 0.1 2.1 2.2 2.7 2.5 

Dow Jones Industrial Average -18.4 -31.9 -13.9 -4.1 -1.1 1.6 

Russell 3000 Index -22.8 -37.3 -18.8 -8.6 -1.9 -0.8 

NASDAQ Index -24.2 -40.0 -18.5 -9.8 -4.0 -2.6 

S&P 500 Index -21.9 -37.0 -18.5 -8.4 -2.2 -1.4 

Russell 1000 Index -22.5 -37.6 -18.8 -8.7 -2.0 -1.1 

Russell 1000 Value Index -22.2 -36.9 -20.6 -8.3 -0.8 1.4 

Russell 1000 Growth Index -22.8 -38.4 -17.0 -9.1 -3.4 -4.3 

Russell Mid Cap Index -27.3 -41.5 -21.4 -10.7 -0.7 3.2 

Russell Mid Cap Value Index -27.2 -38.4 -22.1 -10.0 -0.3 4.4 

Russell Mid Cap Growth Index -27.4 -44.3 -21.2 -11.8 -2.3 -0.2 

Russell 2000 Index -26.1 -33.8 -19.3 -8.3 -0.9 3.0 

Russell 2000 Value Index -24.9 -28.9 -19.9 -7.5 0.3 6.1 

Russell 2000 Growth Index -27.4 -38.5 -18.9 -9.3 -2.4 -0.8 

91-Day T-Bills Index 0.3 1.8 3.3 3.8 3.1 3.3 

Barclays Aggregate Bond Index 4.6 5.2 6.1 5.5 4.6 5.6 

Barclays Intermediate Aggregate Bond Index 3.6 4.9 5.9 5.5 4.4 5.5 

Barclays Gov't/Credit Index 6.4 5.7 6.5 5.6 4.6 5.6 

Barclays Intermediate Gov't/Credit Index 4.8 5.1 6.2 5.5 4.2 5.4 

ML 1-3 year Treasury Index 2.7 6.6 7.0 6.0 4.1 4.7 

Dow Jones AIG Commodity Index -30.0 -35.6 -13.5 -8.6 0.2 7.6 

HFR Fund of Funds Conservative Index -9.9 -18.4 -6.2 -1.3 1.3 4.6 

HFR Equity Hedge Index -12.1 -26.2 -9.7 -3.1 1.6 7.0 

NAREIT Equity Index -38.8 -37.7 -27.5 -10.8 0.9 7.4 

Non-U.S. Markets       

MSCI EAFE Index -20.0 -43.4 -20.7 -7.4 1.7 0.8 

MSCI EAFE Growth Index -20.1 -42.7 -18.3 -6.5 1.4 -1.3 

MSCI EAFE Value Index -19.8 -44.1 -23.0 -8.2 1.8 2.7 

S&P/Citigroup EMI World ex-U.S. Index -23.8 -47.7 -25.1 -10.1 2.7 4.3 

MSCI Emerging Markets Index -27.6 -53.3 -19.3 -4.9 7.7 9.1 

S&P/Citigroup -World Broad Investment Grade  

Bond ex-U.S. Index (unhedged) 
8.8 10.1 10.8 9.5 6.0 5.6 

Source:  Tremont Capital Management Inc. and Lipper TASS database  

Source: Tremont Capital Management 

Inc. and Lipper TASS database 


