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World financial markets experienced 
another year of high drama in 2009. 
As the year began the news was not 
good. More high profile corporate 
failures continued to feed a crisis of 
confidence. Falling home prices, 
surging unemployment and falling 
corporate earnings were taking their 
toll. Government programs designed 
to increase liquidity and stabilize 
world economies appeared to some to 
be misguided and ineffective. Investor 
confidence continued to dim and the 
markets dropped. As March began, 
the Dow Jones Industrial Average had 
fallen by about 25% for 2009. 
Despite a 50% drop in equity prices 
since late 2007, an increasing 
number of skeptics predicted that 
“the other shoe was about to drop.”

 

Financial markets, like many things are largely about expectations. Expectations were so low that 
anything short of a major depression would have been an improvement. Then, the global stimulus 
programs began to take hold. Credit markets began to show some signs of life. The “other shoe” 
had not dropped. Most financial assets surged given the depressed valuations. As each month 
passed, the economic data, while still bad, continued to exceed low expectations. Although still 
down, corporate earnings handily exceeded overly pessimistic forecasts. Job cuts continued but 
at a diminished rate. Credit became more available as fear subsided. The markets continued to 
climb “the wall of worry.” In the end, from the March lows, the markets had their largest gain in 
decades. For the calendar year, most markets turned in their best performance since 2003. 
Investors should always be aware of expectations, especially when either very high or very low. 
This is when there is the greatest potential for error. 

Domestic Equities: Stocks of all types participated in the advance. The S&P 500, an index of 
large U.S. stocks, rose 6% in the fourth quarter. For the year, the advance was a strong 26.5%. 
Smaller stocks also did well. The Russell 2500, a measure of smaller company stocks, advanced 
5.1% for the quarter. For the year, it powered ahead by 34.4%. 

International Equities: Foreign stocks were not left behind. Aided by the global recovery as well 
as stronger currencies, the MSCI, an index of international developed countries, rose 2.2% for 
the quarter. For the year, the index jumped 32.5%. Emerging markets, stocks of companies 
located in less developed countries, were some of the worst performers of 2008. 2009 was a far 
different story. Emerging markets stocks rose 8.6% for the quarter and rocketed up 79% for the 

% Return as of 6/30/09

Equity Indexes 2nd Q 1 Yr 3 Yrs
S&P 500 15.9 -26.2 -8.2
Russell 2500 20.3 -26.7 -9.3
MSCI EAFE 25.9 -31.0 -7.5
Emerging Market 34.8 -27.8 3.3
DJ Wilshire REIT 31.5 -45.4 -19.7
Bond Indexes
TIPS 0.7 -1.1 5.8
Aggregate 1.8 6.1 6.4
Governments -2.2 6.6 7.3
Mortgages 0.7 9.4 7.9
Investment  
Corporate 10.5 3.8 4.5
Long Corporate 14.8 4.0 4.2
High Yield 23.1 -2.4 2.1
Municipals 2.1 3.8 3.9
Cash Equivalents
3-Month T-Bill 0.05 0.6 3.0
Consumer Price 
Index 0.7 -2.2 1.8



year. While the performance of emerging markets is dramatic, bear in mind that advances of this 
magnitude cannot be sustained indefinitely.  

Fixed-Income:  Expectations were also a key feature of bond performance in 2009.  Government 
bonds were the darlings of 2008. Expectations were high in spite of low yields. As fear subsided, 
some of those gains were erased. The Barclay’s Government Index edged down 1% for the fourth 
quarter. For the year, it lost 2.2%. Corporate bonds and high-yield bonds were a different story. 
These bonds endured a difficult 2008. As the recovery loosened credit and lessened the chance 
of default, these bonds advanced strongly. The Barclay’s Corporate Index rose 1.4% for the 
quarter. It marched to an 18.7% gain for the year. The bounce back in high-yield bonds was even 
more dramatic. The Barclay’s High-Yield Index advanced 6.2% for the quarter. For the year, high-
yield bonds shot up 58.2%. This has apparently emboldened some investors and bond fund 
inflows have surged. Given that current yields are at historic lows, this is cause for some concern. 

Real Estate: Unrealistic real estate values were one of the key components of the credit crisis. 
This was compounded by the fact that most commercial real estate transactions rely on some 
type of mortgage financing. This resulted in very poor returns in 2008. As with other asset 
classes, publicly traded REITs benefited from the thawing of credit. The Dow Jones REIT Index 
rose 9.2% for the fourth quarter of 2009. It increased 28.5% for the year. 

Well-known investor Warren Buffett once said, “Solid principles can get one through almost 
anything.” Our investment letter from one year ago, near the worst part of the crisis, stated; “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.” We 
obviously agree with Mr. Buffett on this point. 

Of course, blind faith is no answer. While asset prices have appreciated, the economy remains 
delicate and the recovery tentative. We remain committed to rigorously applying these principles 
to help achieve your goals no matter what the future may bring.  

Communication is important, particularly during times like these. I look forward to talking with 
you soon regarding your specific situation. In the meantime, please call with any questions or 
concerns you may have.            
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