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HISTORICAL MARKET RETURNS
TRAILING PERIOD RETURNS THROUGH Q2 2010 GROWTH OF $1 OVER PAST FIVE YEARS

The past decade was one of the worst in history for the U.S. stock market. Bonds
have been one of the few asset classes to have exhibited succesful performance.

Over the trailing five-year period, bonds, as illustrated by the growth of a dollar,
have been a steady performer while equities have endured significant amounts of
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Following some of the steepest annual declines on record in 2008, nearly all asset
classes rallied substantially in 2009 as economic recovery took hold. However,
equity indices have not yet recouped all of their losses.

FIVE-YEAR ANNUALIZED RISK VS. RETURN

Other than emerging market equities and high yield bonds, not much has been
wildly successful over the past five-year period. This period, of course, has
included dramatic rallies and busts.

volatility.

ANNUAL RETURNS 2005-2009
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ASSET CLASS COMMENTARY
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INTERNATIONAL EQUITY cont.
TRAILING ONE-YEAR GLOBAL EQUITY RETURNS (USD) GLOBAL MARKET CAP

Global equity market capitalization shifted dramatically away from Japan in the late
1990s. More recently, the market capitalization of emerging market countries has
i d i ifi l
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The P/E ratios illustrated above are based on trailing 12-month earnings from continued operations. While there are many manners of calculating P/E ratios, stocks generally
appear to be near or even below historical valuations.

increased significantly.

GLOBAL P/E RATIOS
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PRIVATE EQUITY

4th Qtr 1 Yr 5 Yr 10 Yr 20 Yr
Sector/Stage Return Return Return Return Return

Early Stage VC 1.6% 0.6% 0.9% (0.2%) 24.1%
Later Stage VC 7.4% 9.3% 7.6% 1.7% 15.0%

All Venture 3.1% 4.6% 4.3% 1.1% 17.7%
Small Buyouts (3.1%) 4.3% 4.2% 3.4% 11.5%
Medium Buyouts 5.4% 4.2% 8.7% 4.1% 10.8%
Mega Buyouts 4.6% 11.2% 4.8% 4.7% 7.8%

All Buyouts 4.7% 11.0% 5.3% 4.6% 8.9%
Mezzanine (2.6%) (4.8%) 2.8% 2.9% 6.8%

All U.S. Private Equity 4.4% 12.3% 5.5% 4.0% 11.2%
European Private Equity 9.4% 7.7% 6.5% 5.2% 8.9%

S&P 500 6.0% 26.5% 0.4% (1.0%) 8.2%

Russell 2000 3.9% 27.2% 0.5% 3.5% 8.3%

PRIVATE EQUITY COMMENTARY

U.S. LBO ACQUISITION MULTIPLES (PURCHASE PRICE/EBITDA)

U.S. PRIVATE EQUITY PEFORMANCE
INVESTMENT HORIZON POOLED IRR AS OF 12/31/09

Source: Thomson Financial Venture Economics/NVCA.  Return data generally is available with an approximate 
f  th l
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 Optimism regarding the global economic recovery and the 
performance of public markets helped buoy a small rebound 
in private equity deal activity in the first quarter of 2010, 
though fundraising remains subdued.  The pace of acquisitions 
should continue to increase throughout the remainder of the year 
as industry fundamentals improve. 

 
 Unfortunately, acquisition prices have also recently increased. 

There is a large overhang of unfunded commitments that 
managers are trying to put to work, leading to an increase in 
competition for deals.  This could adversely affect returns in what 
is generally expected to be an attractive environment for PE. 

Sector 2005 2006 2007 2008 2009 2010
Buyouts $122.4 $183.0 $258.9 $195.5 $53.7 $14.2

Mezzanine $6.5 $21.0 $8.3 $43.1 $3.3 $2.4

Venture $28.1 $31.9 $40.9 $28.7 $13.0 $5.9

Fund of Funds $19.8 $24.7 $32.8 $23.0 $8.3 $0.9

Other $6.3 $7.8 $6.7 $9.6 $17.5 $7.4

TOTAL $183.1 $268.4 $347.6 $299.9 $95.8 $31.0

Private equity returns, particularly for upper quartile partnerships, have historically
outperformed public equities as the private equity market is relatively inefficient and
managers, who face little public market pressure, typically have their interests more
closely aligned to those of investors.

U.S. FUNDRAISING STATISTICS (DOLLARS IN BILLIONS)

U.S. PRIVATE EQUITY IRR QUARTILE PERFORMANCE
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 Optimism regarding the global economic recovery and the 
performance of public markets helped buoy a small rebound 
in private equity deal activity in the first quarter of 2010, 
though fundraising remains subdued.  The pace of acquisitions 
should continue to increase throughout the remainder of the year 
as industry fundamentals improve. 

 
 Unfortunately, acquisition prices have also recently increased. 

There is a large overhang of unfunded commitments that 
managers are trying to put to work, leading to an increase in 
competition for deals.  This could adversely affect returns in what 
is generally expected to be an attractive environment for PE. 

Sources:  Thomson Financial Venture Economics/NVCA, Dow Jones Private Equity Analyst, Bloomberg
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REAL ASSETS

Compound Annual Return 9.86% 6.98% 4.41% (1.59%)
Risk (Standard Deviation) 25.76% 6.26% 19.66% 18.26%
Correlation to S&P 500 0.70 0.20 0.35 1.00

1994
1995

REAL ASSETS INDEX 10-YEAR HISTORICAL RETURNS REAL ASSETS COMMENTARY

*  Data for NCREIF Property Index through March 31, 2010.  Calculations use quarterly total returns.  
Standard deviation figures for the NCREIF Property index understate the true volatility of the asset class 
due to serial correlation (as a result of appraisal-based valuations).

Year
NAREIT Equity

REIT Index
Dow Jones UBS 

Commodity Index
S&P
500

3.17% 16.61% 1.31%
15 27% 15 21% 37 43%

REAL ASSETS INDEX 10-YEAR HISTORICAL RETURNS
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 Even as broad commodities faltered in the second quarter, 
gold continued to shine as investors sought a defensive 
investment to hedge against economic uncertainty and paper 
currencies in the face of government debt burden concerns. 
 

 Energy prices were hurt by fears of a declining economy as 
well as fears of increased regulation as a result of the Gulf oil 
spill. 

 
 REITs had a down quarter, though domestic securities held 

up better than internationally-focused REITs. While 
commercial property valuations have been fairly stable lately, 
fundamentals are still struggling through the cyclical effects of 
the recession and high unemployment. 
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Real assets are generally seen as providing a portfolio with several potential
benefits, including a hedge against inflation, diversification from stocks and bonds,
and high income yields.

GROWTH OF $1 OVER PAST TEN YEARS
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 Even as broad commodities faltered in the second quarter, 
gold continued to shine as investors sought a defensive 
investment to hedge against economic uncertainty and paper 
currencies in the face of government debt burden concerns. 
 

 Energy prices were hurt by fears of a declining economy as 
well as fears of increased regulation as a result of the Gulf oil 
spill. 

 
 REITs had a down quarter, though domestic securities held 

up better than internationally-focused REITs. While 
commercial property valuations have been fairly stable lately, 
fundamentals are still struggling through the cyclical effects of 
the recession and high unemployment. 

Sources:  Bloomberg, Ibbotson, NAREIT, NCREIF
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U.S. FIXED INCOME
U.S. TREASURIES YIELD CURVE U.S. FIXED INCOME COMMENTARY

The benchmark of the U.S. Treasury yield curve, the ten-year note, yielded 2.9% at
the end of June, well below the 3.8% yield at the end of the prior quarter and the
3 5% i ld
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 The Treasury yield curve shifted lower from the prior 
quarter but remains at some of the steepest levels ever seen
as yields of longer-dated maturities are well above shorter-term 
rates.  The slope between the 2-year and 10-year Treasury ended 
the quarter at 233 basis points. 
 

 The Fed continues to maintain a zero percent short-term 
interest rate policy, enticing many investors to reach for yield. 
That, along with improved corporate balance sheets, has helped 
risk assets such as high yield corporate debt continue to post 
strong returns. 

 
 Spreads in the credit markets widened slightly but are still 

well below the extreme levels seen in November 2008. The 
widening suggests that the global economy is cooling and that 
recessionary concerns, impending bankruptcies, and rising 
default rates may be resurfacing. 

Credit spreads (the gap between the yields of lower quality and investment grade
bonds) have begun to widen as corporate bond investors have started to question
the improving economy.

The Fed continues to keep short-term interest rates near zero and has indicated that
it will do so for an "extended period." Inflation as measured by CPI has ticked
down slightly.

3.5% yield a year ago. 

U.S. HISTORICAL BOND YIELDS U.S. T-BILL, INFLATION AND FEDERAL FUNDS YIELDS

0%

1%

2%

3%

4%

5%

D
…

D
…

D
…

D
…

D
…

D
…

D
…

D
…

D
…

D
…

D
…

D
…

D
…

D
…

D
…

D
…

Yield

Maturity

One Year Ago

Prior Quarter

Current

30YR2YR           5YR                   10YR   

0%

2%

4%

6%

8%

10%

12%

14%

16%

Jun-03 Jun-04 Jun-05 Jun-06 Jun-07 Jun-08 Jun-09 Jun-10

U.S. Composite B

U.S. Composite AA

U.S. Ten-Year Note

-2%

-1%

0%

1%

2%

3%

4%

5%

6%

7%

Jun-00 Jun-01 Jun-02 Jun-03 Jun-04 Jun-05 Jun-06 Jun-07 Jun-08 Jun-09 Jun-10

CPI 3-Mo T-Bills

10-Year T-Note Fed Funds

 The Treasury yield curve shifted lower from the prior 
quarter but remains at some of the steepest levels ever seen
as yields of longer-dated maturities are well above shorter-term 
rates.  The slope between the 2-year and 10-year Treasury ended 
the quarter at 233 basis points. 
 

 The Fed continues to maintain a zero percent short-term 
interest rate policy, enticing many investors to reach for yield. 
That, along with improved corporate balance sheets, has helped 
risk assets such as high yield corporate debt continue to post 
strong returns. 

 
 Spreads in the credit markets widened slightly but are still 

well below the extreme levels seen in November 2008. The 
widening suggests that the global economy is cooling and that 
recessionary concerns, impending bankruptcies, and rising 
default rates may be resurfacing. 

Sources:  Bloomberg, Ibbotson


