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	% Return as of 12/31/2008

	Equity Indexes
	4th Q
	1 Yr
	3 Yrs

	S&P 500
	-21.94
	-37.00
	-8.36

	Russell 2500
	-26.25
	-36.79
	-9.37

	MSCI EAFE
	-19.90
	-43.06
	-6.92

	Emerging Market
	-27.56
	-53.18
	-4.62

	DJ Wilshire REIT
	-39.95
	-39.20
	-11.99

	Bond Indexes
	
	
	

	TIPS
	-3.48
	-2.35
	3.06

	Aggregate
	4.58
	5.24
	5.51

	Governments
	8.05
	12.39
	8.11

	Mortgages
	4.34
	8.34
	6.81

	Intermediate Credits
	4.03
	-3.08
	2.03

	Long-Term Credits
	8.16
	-3.92
	0.99

	High Yield
	-17.88
	-26.16
	-5.59

	Municipals
	0.74
	-2.47
	1.86

	Cash Equivalents
	
	
	

	3-Month T-Bill
	0.10
	1.51
	3.75


2008 proved to be a most dramatic and trying time for world markets and investors. Years of rising home values emboldened both borrowers and lenders to believe the increases would never end. Then, housing prices began to drop. At first, as is usually the case, those companies and industries with the most leveraged exposure were punished. As the year wore on the problems spread. 

More and more hedge funds, banks and other companies came forward revealing losses. As suspicions grew, banks became unwilling to lend and the deleveraging accelerated. As the credit crisis spread from industry to industry both credit and equity markets worldwide displayed some of the highest volatility levels in history. As asset prices dropped, more leveraged players became forced sellers leading to a downward spiral. 

Late in the year at least some encouraging signs emerged. Unlike in some previous crises, U.S. and world governments acted broadly to unfreeze credit markets. The Federal Reserve acted swiftly to cut short-term interest rates to near zero. The Treasury revealed several novel liquidity facilities designed to increase willingness to lend. While it is too early to tell the overall effectiveness of these measures, credit spreads have recently begun to show signs of recovery. 

Equity prices, while weathering a dreadful period showed at least some positive signs late in the year. After a crushing October and most of November, equity markets rose strongly, though leaving major averages still deeply in the red for the year. Famed investors Warren Buffett and Jeremy Grantham have made positive statements about equity values. While it is too early to tell if they are correct, this is encouraging. 

Even commodities that initially defied the sell-off eventually faltered. After rising dramatically in the first half of the year concerns over diminished global demand pushed prices lower. Oil, which traded as high as $147 per barrel, fell to the mid $30 level. While a negative for commodity producing companies, the fall in commodity prices will likely aid many companies’ profits as well as bring relief to cash-strapped consumers.

Domestic Equities:  In the face of the credit crisis, all equity indexes performed poorly. The S&P 500 index lost a painful 21.94% for the quarter and 37% for the year.  Smaller stocks did not escape the damage. The Russell 2500 index posted a 26.25% loss for the quarter and a 36.79% loss for the calendar year.
International Equities: Foreign stocks suffered as well. The MSCI EAFE index which measures the performance of developed overseas markets suffered a 19.9% loss for the quarter and was down 43.06% for the year. After a multi-year run, emerging markets, which are often reliant on commodity pricing, fell hard. The MSCI Emerging Markets Index dropped 27.56% for the quarter and 53.18% for the year. 

Fixed-Income: Even the usually staid world of fixed-income showed uncharacteristic volatility during both the quarter and year. As panicked investors fled to safety, U.S Treasuries surged. Treasuries rose 8.05% for the quarter and 12.39% for the year. Other fixed income sectors didn’t fare nearly as well. The Barclay’s Aggregate, a mix of Treasuries and other types of bonds rose a more subdued 4.58% for the quarter and was up 5.24% for the year. Conversely, high yield bonds dropped 17.88% for the quarter and 26.16% for the year as investors shunned risk. TIPs also dropped modestly as declines in commodities fed fears of deflation. TIPs fell a modest 3.48% for the quarter and lost 2.35% for the year.  

Real Estate: Due to real estate’s usual reliance on mortgage financing, the credit crisis affected this asset class as well. Publicly traded REITs, as measured by the Dow Jones REIT index, lost 39.95% for the quarter. For the calendar year the index lost 39.2%.

2008 is a year investors would like to forget. It is tempting to lose confidence in the value of investing and in principles we have long held to be true in the face of all of the bad news. Even in the most difficult times this value and these principles have historically proven valid. We expect the volatility and headwinds will likely be with us for a while but we have and will continue to come through this. In some ways the world continues to change but our investment principles remain unwavering. We believe in mathematics, diversification and an appreciation of the stewardship of wealth.

Sound investment planning, of course, is centered on you, the client and your circumstances. I look forward to meeting with you in the near future to address your situation and any adjustments that might need to be made. In the meantime, please call with any questions you may have.

The content of this material was provided to you by Lincoln Financial Network for its representatives and their clients. Lincoln Financial Network is the marketing name for Lincoln Financial Advisors Corp. and Lincoln Financial Securities Corp. 

Source of data – – *U.S. Department of Commerce; Bureau of Economic Analysis. Wall Street Journal, SEI, Rothschild Market Review, Bureau of Economic Analysis, Lehman, Bloomberg,  mpi Stylus,  Markit ABX indexes. The performance of an unmanaged index is not indicative of the performance of any particular investment.  It is not possible to invest directly in any index.  Past performance is no guarantee of future results.  This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast of future events, or a guarantee of future results.  Treasury Inflation Protected Securities (TIPS) have principal values that grow with inflation if held to maturity. High yield bonds (lower rated or junk bonds) experience higher volatility and increased credit risk when compared to other fixed income investments.  REITs are subject to real estate risks associated with operating and leasing properties.  Additional risks include changes in economic conditions, interest rates, property values, and supply and demand, as well as possible environmental liabilities, zoning issues and natural disasters.  There can be no assurance that the investment objectives will be met. Stocks can have fluctuating principal and returns based on changing market conditions.  The prices of small company stocks generally are more volatile than those of large company stocks.  International investing involves special risks not found in domestic investing, including political and social differences and currency fluctuations due to economic decisions.  Investing in emerging markets can be riskier than investing in well-established foreign markets. 
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Associates of Bridgeworth Financial, LLC are registered representatives of Lincoln Financial Advisors Corp. Securities and investment advisory services offered through Lincoln Financial Advisors Corp., a broker-dealer and registered investment advisor. Insurance offered through Lincoln affiliates and other fine companies.





telephone: (205) 909-5000


facsimile: (205) 909-5001


toll free: (888) 817-8990


201 office park drive, suite 300


birmingham, alabama 35223


www.bridgeworthfinancial.com











