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Despite the impressive 2009 rally, 

the S&P 500 posted its worst 

return for any decade.  

(Global Fixed Income) 

(U.S. Large Cap Equity) 

(Domestic Fixed Income) 

(Long/Short Equity) 

(Emerging Markets) 

(Commodities) 

(Int’l Equity) 

 

(Intermediate Fixed Income) 

(Fund of Hedge Funds) 

(U.S. Small Cap Equity) 

(Int’l Small Cap Equity) 

(Publicly Traded Real Estate) 

Fixed Income Performance 

Alternative Investments  

While not as robust as the 

double digit returns from the 

previous two quarters, equity 

returns continued strong in 

developed markets around 

the world. 

Wide dispersion among fixed 

income sectors netted a slightly 

positive return.  Spread sectors 

performed well, while Treasuries 

posted negative returns.  

Real Estate continued to 

rally as risk appetites 

persisted and the Case 

Shiller Index rose for the first 

time in four years. 

Fixed income markets continued to 

outperform developed equity 

markets over five and ten years.    

Hedge funds and long/short managers positioned more 

conservatively early in the year did not keep pace with 

the surging equity markets.  Longer-term, risk adjusted 

returns remain well above long-only equities. 

Asset flows into Emerging 

Markets remained robust.   

Inflation stayed low in the 

fourth quarter, but market 

participants are keeping a 

keen eye on headline inflation 

readings. 
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Personal Savings Rate vs. Government Savings Rate 

 

Investors have always placed importance on the 

valuation of the U.S. dollar, but the increase in U.S. 

Government debt held abroad increasingly makes the 

U.S. dollar a catalyst. 

Economic Environment 
Source:  BLS 

GDP turned positive in the third quarter, though the initial 

reading of 3.5% annualized was revised downward to 2.2%.  Is 

this an inflection point or did “Cash for Clunkers” and other 

government stimuli cause a temporary unsustainable blip?  

Preliminary fourth quarter GDP reports were also strong. 

Personal savings have increased signficantly since mid-

2008.  Conversely, Government spending has increased at 

a faster pace, resulting in negative net savings. 

Source: BEA 

Job losses have slowed considerably over the past year, 

but job growth remains elusive. 
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While Gold prices remain near 

historical highs, the U.S. Dollar 

improved against the Euro 

during the third quarter. 

Earnings have been getting “less worse” since the fourth 

quarter of 2008, almost exclusively the result of aggressive 

cost cutting.  At some point, earnings growth will require 

improving sales figures, which have yet to materialize. 

Source: FactSet, Slocum Research 

Source: Standard and Poor’s 

Price/Earnings Ratios have returned to pre-crisis levels 

following the large run-up in 2009.  The U.S. stock 

market is not cheap.  

Operating earnings for 

the S&P 500 companies 

are projected nearly to 

triple on a year-over-year 

basis, though still trail the 

high reached in 2007. 
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Early in the equity market recovery, lower quality 

companies provided higher returns.  During the 

fourth quarter, this trend reversed. 

Trailing S&P 500 Price/Earning Ratio 

Source: FactSet 
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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 the way in both the fourth quarter 

and in 2009, as demand from the developed world for 

products and commodities returned. 

 

Healthcare companies rallied in the quarter, as 

the potential effects of government healthcare 

reform appeared less dire than earlier feared. 

 

Despite a challenging first quarter of 2009, all sectors posted impressive 1-year returns and rebounded considerably from lows. 

Japan experienced a drawdown similar to 

other developed markets in 2008, but has 

seen virtually no recovery during 2009. 

 

The most beaten down sectors in 2008 were the leaders 

during 2009, including Information Technology, Consumer 

Discretionary, and Materials. 

Decent holiday internet sales helped 

Information Technology returns remain solid, 

despite continued corporate tightening. 
 

Globally, commodity-based Austrailia has recovered 

faster than any other nation by adding jobs during the 

second half of 2009 and raising interest rates.   

 

U.S. dollar weakness  

during 2009 boosted 

international mandates’ 

outsized returns. 

Financial companies lagged, as the focus on higher 

quality companies, combined with the continued 

uncertainty of recovery and future regulations, 

weighed on the sector. 
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Source: Bloomberg 

Global yield curves  steepened slightly during the quarter 

but longer term inflation fears have yet to show up.  

Source: Bloomberg 

Global Yield Curves 

Source: U.S. Treasurty and UBS 

Source: Bloomberg 

Foreign investors’ demand 

for shorter maturities has 

resulted in nearly 75% of 

outstanding U.S. Treasuries  

carrying maturities of less 

than 5 years.  This represents 

significant refinancing risk for 

the U.S. if interest rates rise. 
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The massive flight-to-quality, followed by the 

recasting of risk, reached unprecedented 

levels during 2007-2009. 

Excess Returns vs. Treasuries 

Source: Western and Barclays Capital 

3 Mo.

30 Year

2 Year 5 Year

10 Year

Corporates

Fixed-Rate MBS

ABS

CMBS

Treasuries
Int. Treasuries

Int. Corporates

U.S. TIPS

-10.0

-9.0

-8.0

-7.0

-6.0

-5.0

-4.0

-3.0

-2.0

-1.0

0.0

1.0

2.0

3.0

4.0

5.0

0.0 2.0 4.0 6.0 8.0 10.0 12.0 14.0 16.0 18.0

To
ta

l R
e

tu
rn

 (
%

)

Effective Duration (Years)

Treasuries



 
THE MARKET ENVIRONMENT FOURTH QUARTER 2009 

 

6 

9.0%
7.2%

13.6% 16.1%

3.9% 6.1%

16.9%

3.4%

18.9%

44.2%

-1.6%

14.2%

-15.1%

29.2%

80.0%

-5.3%

DJ UBS 

Index

Softs Grains Veg. Oil Livestock Precious 

Metals

Industrial 

Metals

Energy

1 QTR 1 Year

145

160

175

190

205

220

22 20 18

37

55 52 47 52
63

95
80

107

125
134

148

128123

208

121

193

164

197

117

149

65

84

38 35

0

50

100

150

200

250

Q
1

 2
0
0

3

Q
2

 2
0
0

3

Q
3

 2
0
0

3

Q
4

 2
0
0

3

Q
1

 2
0
0

4

Q
2

 2
0
0

4

Q
3

 2
0
0

4

Q
4

 2
0
0

4

Q
1

 2
0
0

5

Q
2

 2
0
0

5

Q
3

 2
0
0

5

Q
4

 2
0
0

5

Q
1

 2
0
0

6

Q
2

 2
0
0

6

Q
3

 2
0
0

6

Q
4

 2
0
0

6

Q
1

 2
0
0

7

Q
2

 2
0
0

7

Q
3

 2
0
0

7

Q
4

 2
0
0

7

Q
1

 2
0
0

8

Q
2

 2
0
0

8

Q
3

 2
0
0

8

Q
4

 2
0
0

8

Q
1

 2
0
0

9

Q
2

 2
0
0

9

Q
3

 2
0
0

9

Q
4

 2
0
0

9

$
 b

ill
io

n
s

Quarterly Global PE Fundraising

  

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

0

5

10

15

20

$0
$500

$1,000
$1,500
$2,000
$2,500
$3,000
$3,500
$4,000
$4,500
$5,000

Ja
n

-0
6

A
p

r-
0
6

Ju
l-
0
6

O
c

t-
0
6

Ja
n

-0
7

A
p

r-
0
7

Ju
l-
0
7

O
c

t-
0
7

Ja
n

-0
8

A
p

r-
0
8

Ju
l-
0
8

O
c

t-
0
8

Ja
n

-0
9

A
p

r-
0
9

Ju
l-
0
9

O
c

t-
0
9

$$ Value (mil) LHS Number RHS

Real Assets / Private Equity 

Brazil and Russia each halted market trading several 

times during the quarter in attempts to slow losses.   

Commodities 

Deterioration of the U.S. dollar drove most 

commodities higher during 2009.  Renewed demand 

from Emerging Markets, and to a lesser extent 

developed countries, drove Industrial metals higher. 

Source: Standard & Poors 
Source: Bloomberg 

The IPO window opened 

slightly in the second half of 

2009, but  exit activity 

remained  at levels not seen 

since the 2001-2003 recession. 

Private equity firms continued 

to struggle to raise capital.  On 

an annual basis, the $246b in 

capital raised in 2009 was the 

lowest since 2004. 

Stabilization in real estate prices has 

occurred with the help of  massive 

government stimulus.  When  the 

government programs end, can 

stability continue? 

Source: Preqin 

Source: Thomson One 

S&P Case Shiller Home Price Index 

U.S. Private Equity Backed IPOs 
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Hedge Funds 

Hedge Fund Index Performance 

Distressed managers delivered impressive results, benefiting from 

certain restructuring events and a notable increase in liquidity 

and investor appetite, which enabled many companies  to 

refinance.   

 

Volatility has dropped below “pre-Lehman” levels, 

making trading strategies less effective than earlier in 

the year. 

Source: CBOE 

Source: HFRI Research 

Funds of hedge funds posted positive gains in the fourth quarter, 

bringing ’09 performance to near double digits.  Performance for 

many managers was held back by higher than average cash levels, 

and overall defensive positioning.  It paid to take directional bets in 

2009, as evidenced by the performance differential between the 

Equity Hedge and Equity Market Neutral Indices. 

 

After severe outlflows in 2008, the hedge fund market 

has rebounded to the average historical inflow levels. 

Not surprisingly, short bias managers have 

struggled during the market rally. 

Source: Channel Capital Group 
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*Annualized Fourth Quarter One Year Two Years* Three Years* Five Years* Ten Years* 

U.S. Markets       

CPI 0.0 2.7 1.4 2.3 2.6 2.5 

Dow Jones Industrial Average 8.1 22.7 -8.6 -3.1 1.9 1.3 

Russell 3000 Index 5.9 28.3 -10.3 -5.4 0.8 -0.2 

NASDAQ Index 6.9 43.9 -7.5 -2.0 0.9 -5.7 

S&P 500 Index 6.0 26.5 -10.7 -5.6 0.4 -0.9 

Russell 1000 Index 6.1 28.4 -10.5 -5.4 0.8 -0.5 

Russell 1000 Value Index 4.2 19.7 -13.1 -9.0 -0.3 2.5 

Russell 1000 Growth Index 7.9 37.2 -8.1 -1.9 1.6 -4.0 

Russell Mid Cap Index 5.9 40.5 -9.3 -4.6 2.4 5.0 

Russell Mid Cap Value Index 5.2 34.2 -9.1 -6.6 2.0 7.6 

Russell Mid Cap Growth Index 6.7 46.3 -9.7 -3.2 2.4 -0.5 

Russell 2000 Index 3.9 27.2 -8.2 -6.1 0.5 3.5 

Russell 2000 Value Index 3.6 20.6 -7.4 -8.2 0.0 8.3 

Russell 2000 Growth Index 4.1 34.5 -9.1 -4.0 0.9 -1.4 

91-Day T-Bills Index 0.0 0.2 1.0 2.2 2.9 2.8 

Barclays Aggregate Bond Index 0.2 5.9 5.6 6.0 5.0 6.3 

Barclays Intermediate Aggregate Bond Index 0.5 6.5 5.7 6.1 5.0 6.1 

Barclays Gov't/Credit Index -0.2 4.5 5.1 5.8 4.7 6.3 

Barclays Intermediate Gov't/Credit Index 0.3 5.2 5.2 5.9 4.7 5.9 

ML 1-3 year Treasury Index 0.0 0.8 3.7 4.9 4.0 4.5 

Dow Jones UBS Commodity Index 9.0 18.9 -12.5 -3.8 2.0 7.1 

HFR Fund of Funds Conservative Index 0.9 9.4 -6.4 -1.9 1.6 4.0 

HFR Equity Hedge Index 3.4 25.1 -4.2 0.5 4.6 5.4 

NAREIT Equity Index 9.4 28.0 -10.7 -12.4 0.4 10.6 

Non-U.S. Markets       

MSCI EAFE Index 2.2 31.8 -13.6 -6.0 3.5 1.2 

MSCI EAFE Growth Index 4.2 29.4 -13.9 -4.8 3.6 -1.3 

MSCI EAFE Value Index 0.3 34.2 -13.4 -7.4 3.4 3.5 

S&P/Citigroup EMI World ex-U.S. Index 0.4 45.1 -12.9 -6.6 5.2 6.0 

MSCI Emerging Markets Index 8.5 78.5 -8.7 5.1 15.5 9.9 

S&P/Citigroup -World Broad Investment Grade  

Bond ex-U.S. Index (unhedged) 
-2.1 4.4 7.2 8.6 4.5 6.6 

S&P/Citigroup -World Broad Investment Grade  

Bond ex-U.S. Index (hedged) 
0.1 2.4 5.2 5.1 4.8 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 


