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OVERVIEW OF GLOBAL MARKETS

1st Quarter YTD One-Year Three-Year

Index Return Return Return Return*

EQUITY
U.S. Equity
S&P 500 Index (11.01%) (11.01%) (38.09%) (13.06%)
Russell 1000 Index (10.45%) (10.45%) (38.27%) (13.24%)
Russell 1000 Value Index (16.77%) (16.77%) (42.42%) (15.40%)
Russell 1000 Growth Index (4.12%) (4.12%) (34.28%) (11.28%)
Russell MidCap Index (8.98%) (8.98%) (40.81%) (15.53%)
Russell 2000 Index (14.95%) (14.95%) (37.50%) (16.80%)
Russell 2000 Value Index (19.64%) (19.64%) (38.89%) (17.54%)
Russell 2000 Growth Index (9.74%) (9.74%) (36.36%) (16.20%)
International Equity
MSCI EAFE Index (13.85%) (13.85%) (46.20%) (14.07%)
MSCI EAFE Value Index (15.46%) (15.46%) (47.35%) (15.43%)

 Last year’s financial market selloff spilled into the first 
quarter of 2009 as global recessionary fears kicked into full 
force. Volatility remained at elevated levels across markets as 
investor sentiment remained focused on the difficult economic 
landscape. Barack Obama was sworn in as the forty-fourth 
president of the U.S. and quickly moved forward with efforts 
to stimulate the domestic economy, signing a $787 billion 
package aimed at creating jobs and expanding domestic 
industries.  In an effort to unclog the credit markets and 
stabilize the financial system, the U.S. Treasury and Federal 
Reserve worked in concert by debuting the Term Asset-
Backed Securities Loan Facility (TALF) and Public-Private 
Investment Program (PPIP) which seek to ease lending efforts 
and address toxic assets, respectively. The quarter concluded 
with an equity market rally as the G-20 nations were preparing 
to meet in London to discuss the state of the global economy. 

 

 U.S. Treasury prices pulled back as yields rose, especially 
for debt maturing farther out along the yield curveMSCI EAFE Growth Index (12.32%) (12.32%) (45.12%) (12.80%)

MSCI Europe Index (14.45%) (14.45%) (49.56%) (13.84%)
MSCI Japan Index (16.57%) (16.57%) (35.89%) (17.36%)
MSCI EAFE Small Cap Index (9.47%) (9.47%) (48.66%) (19.06%)
MSCI Emerging Markets Index 1.02% 1.02% (46.90%) (7.88%)
Alternative Equity
HFR Equity Hedge Index 0.35% 0.35% (21.71%) (5.20%)

REAL ASSETS
Real Estate/Commodities
DJ Wilshire Global Real Estate Idx (24.36%) (24.36%) (58.33%) (23.30%)
DJ AIG Commodity Index (6.31%) (6.31%) (44.99%) (9.84%)

ARBITRAGE/CREDIT STRATEGIES
HFR Relative Value Arbitrage 4.70% 4.70% (11.21%) 0.27%
HFR Fixed Income Arbitrage Index 1.41% 1.41% (17.95%) (6.60%)
HFR Distressed Securities Index (0.44%) (0.44%) (22.51%) (4.83%)
Barclays High-Yield Index 5.98% 5.98% (19.31%) (4.66%)

FIXED INCOME
Citi 3-Month Treasury Bill 0.05% 0.05% 1.13% 3.42%
Barclays Aggregate Bond Index 0.12% 0.12% 3.13% 5.78%
Barclays Municipal Bond Index 4.22% 4.22% 2.28% 3.20%

* Three-year annualized return.

for debt maturing farther out along the yield curve.  
Investors expressed concern about the unprecedented level of 
government spending, offsetting the impact from the U.S. 
Federal Reserve announcement that it intends to purchase up 
to $300 billion of U.S. Treasury securities in an effort to keep 
borrowing costs low. The high yield debt market, meanwhile, 
benefitted from high coupon payments and as pricing of 
securities in the more senior level of the capital structure held 
up better than equities. 

 

 Commodity prices showed signs of bottoming as crude oil 
traded up from $44 per barrel at the beginning of the quarter to 
a quarterly high of nearly $54 per barrel. During the quarter, 
the Organization of Petroleum Exporting Countries (OPEC) 
continued to implement supply cuts in an effort to create a 
price floor. Gold also rose up from $880 per ounce at the end 
of last year, cracking the $1000 per ounce mark before 
finishing the quarter at $920 per ounce. Base metals such as 
copper also recovered as countries like China took advantage 
of low prices to add to stockpiles. 
 

 Hedge funds as a group outperformed the broad markets, 
preserving value as the financial markets trended lower.  
Hedged equity strategies benefited from low net exposures, 
while multi-strategy offerings were helped by the partial 
recovery in fundamentals in the riskier portions of the credit 
markets. 
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HISTORICAL MARKET RETURNS

3rd Quarter
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TRAILING PERIOD RETURNS THROUGH Q1 2009 GROWTH OF ONE DOLLAR OVER PAST FIVE YEARS
 Bonds continue to offer shelter in the midst of a worldwide evaporation 

in equity prices, with investment grade bonds continuing to outpace stocks 
over a trailing five-year period.  

 The downturn in the broad market has resulted in the trailing ten year 
return on the S&P 500 Index turning negative (-3.0%), while fixed income 
investments have continued to steadily preserve value. 
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ANNUAL RETURNS 2004-2008 FIVE-YEAR ANNUALIZED RISK VS. RETURN
 In 2008, the S&P 500 Index posted its steepest annual decline since 1931. 

While the global economic slowdown weighed on stocks, the Treasury market 
was buoyed amid expectations that the recession will extend into 2009. 

 Despite experiencing their worst year on record in 2008, hedge funds 
have still afforded investors some of the best risk-adjusted returns over the 
past five years in comparison to other asset classes (particularly equities). 
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INTERNATIONAL EQUITY

3rd Quarter
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GROWTH OF ONE $ OVER PAST THREE YEARS
 Developed international markets headed lower in the first months 

of 2009. In Europe, the Bank of England slashed its interest rate to the 
lowest level since the bank was founded in 1694, while the European 
Central Bank has been criticized for not slashing interest rates quickly 
enough to foment a recovery in Europe. 
 

 Unlike their developed market counterparts, many emerging 
markets finished the quarter in positive territory, after 
experiencing a flight of capital and among the worst asset class 
returns in 2008. Emerging markets rallied as commodities showed 
signs of bottoming and emerging market banks were largely spared 
from toxic asset writedowns. China’s Shanghai Composite advanced 
30.3% in local currency terms, while Russia’s RTS Index leapt 26.1% 
in local currency terms for the quarter. 

 
 Japan continued to struggle following the Nikkei Index’s worst 

year ever in 2008, declining -7.6% in local currency terms and -
16.0% in U.S. Dollar terms during the quarter as the yen weakened. 
Fourth quarter gross domestic product contracting at a 12 1%
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Fourth quarter gross domestic product contracting at a -12.1% 
annualized rate, and Japan’s export oriented companies also struggled 
as the nation’s exports plunged a record -49.4% from a year earlier 
during the quarter.  

 Japan faced a host of headwinds as a strengthening yen hurt the 
country’s export oriented economy. The Japanese government launched its 
own stimulus initiatives to stave off an economic slowdown. 

 After a brutal 2008, the BRIC nations and emerging markets headed into 
positive territory in the first quarter, as commodities bottomed and many 
emerging markets avoid the toxic assets that plague the developed world. 
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INTERNATIONAL EQUITY cont.

3rd Quarter
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 Global equity market capitalization shifted dramatically away from Japan 
in the late 1990s.  More recently, the market capitalization of emerging 
market countries has increased significantly. 
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 The price-earnings (P/E) ratio is a commonly used tool for evaluating whether stocks are reasonably priced.  The P/E ratios illustrated below are based on trailing 12-
month earnings from continued operations.  Currently, the U.S. and developed markets generally have higher valuations than emerging markets. 

PAGE 10



MARKET OVERVIEW -- MARCH 2009

HEDGE FUNDS

3rd Quarter
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GROWTH OF ONE $ OVER PAST THREE YEARS  After suffering through one of the worst years in financial market 
history, hedge funds as a group largely regained their footing in 
the first quarter of 2009.  Hedge funds significantly outperformed 
the broad equity markets in the first quarter.  Managers protected 
capital and remained carefully positioned to selectively allocate as 
opportunities arise. 
 

 Relative value managers were among the better performing 
strategies in the first quarter, capitalizing on lingering dislocations 
and bottom-up fundamentals which began to resurface. Convertible 
arbitrage managers experienced a strong rebound, recovering from the 
late 2008 sell-off as forced liquidations substantially decreased.  
Following a difficult January and February, long/short equity 
managers with high net exposures benefitted from a broad equity 
market rally in March.  More defensively positioned managers who 
protected capital earlier in the quarter did not fully participate in 
March’s rally.  Macro managers experienced difficulty as currencies 
and yields gyrated.  
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THREE-YEAR ANNUALIZED RISK VS RETURN

Q1 2009 HEDGE FUND PERFORMANCE
 Managers proceed cautiously, as redemption requests continue and 

market volatility remains high.  Levels of leverage are historically low 
following numerous blowups and closures in 2008. Talks of increased 
hedge fund oversight continue among the nation’s lawmakers.  
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