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After reaching new highs in its post-
crisis recovery in late April, it was 
all downhill for the equity market 

in the second quarter. Although corporate 
earnings continued to show  favor-
able trends, the market was over-
whelmed by worries over the sovereign 
debt crisis in Europe, the burgeoning 
US budget deficit, and, most signifi-
cantly, by increasing concern over the 
durability of the economic recovery.

US stocks fell 10-11% during the second 
quarter, the market’s worst three months 
since the end of 2008. Reflecting the 
renewed sense of fear, volatility returned 
to the market in a big way, highlighted by 
the “Flash Crash” of May 6 when equities 
lost about 7% of their value within eight 
minutes. The second quarter carnage left 
the market off 6-7% for the year and annu-
alized equity returns remain negative for 
3, 5, and 10-year periods. As the quarter 
ended, a disappointing employment report 
for June along with indications of new 
weakness in the housing market raised 
new doubts about the economy’s strength. 

Small caps have held up better than large 
caps both for the quarter and year-to-date. 
Results between growth and value were 
mixed, although value has held up bet-
ter year-to-date. Among the S&P 500’s 

sectors, utilities (-4.8%) and telecom ser-
vices (-5.7%) held up the best while energy 
(-13.2%), financials (-13.6%), and materials 
(-15.7%) were the laggards. Among the 
Dow Jones Industrials, Bank of America, 
General Electric, Microsoft, and Alcoa 
were all off 20-30% during the quarter.

Led by trouble in China, where the gov-
ernment began to tighten lending, and in 
Greece, the poster child for European fis-
cal woes, global stocks essentially led the 
downturn that was eventually followed 
by the US. In dollar terms, the MSCI-
EAFE Index was down about 14% for the 
quarter and 13% year-to-date. Emerging 
markets, off 8.4% and 6.2%, respectively, 
held up better during the recent turmoil. 
Just as the post-crisis rally in stocks came 

to a screeching halt during the second 
quarter, so did the recovery in the credit 
markets. After narrowing substantially 
during the previous several quarters, the 
yield spreads between corporate bonds, 
both investment grade and high yield, and 
Treasuries widened during the quarter as 
interest rates on corporates rose while those 
on US Treasury securities fell. This “flight 
to safety” trend is common during times 
of economic uncertainty. While interest 
rates on US Treasury securities had been 
widely expected to head higher this year 
as economic growth improved, yields actu-
ally fell significantly during the quarter, as 
seen in the decline from 3.84% to 2.96% in 
the yield of the 10-year US Treasury note. 
The Barclays Aggregate Index was up 3.5% 
for the quarter and 5.3% year-to-date.

S&P 500, 2010: First Quarter Up, Second Quarter Down 

Chart reprinted with the permission of www.bigcharts.com.

A CHANGE IN 
DIRECTION
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TOTAL RETURNS | SECOND QUARTER, 2010

INDEX  SECOND
QUARTER 

2010

YEAR TO DATE
2010

US EQUITY MARKET

Dow Jones Industrial Avg. - 9.40% - 5.00%

Standard & Poor’s 500 (Large Cap) - 11.43% - 6.65%

NASDAQ Composite - 12.00% - 7.00%

Wilshire 5000 (Broad Market) - 11.19% - 5.83%

Standard & Poor’s Mid-Cap 400 - 9.59% - 1.36%

Russell 2000 (Small Cap.) - 9.92%  - 1.95%

GROWTH VS. VALUE

Russell 1000 (Large Cap) Growth - 11.75% - 7.65%

Russell 1000 (Large Cap) Value - 11.15% - 5.12%

Russell Midcap Growth - 10.20% - 3.31%

Russell Midcap Value - 9.57% - 0.88%

Russell 2000 Growth - 9.22% - 2.31%

Russell 2000 Value -10.60% - 1.64%

INTERNATIONAL EQUITY

M.S.C.I. - E.A.F.E. - 13.97% -13.23%

M.S.C.I. - Emerging Markets 
- 8.37% - 6.17%

FIXED INCOME

Lehman Brothers Aggregate Index + 3.50% + 5.33%

Merrill Lynch High Yield Index 0.0% - 4.80%

REAL ESTATE

NAREIT - Equity Real Estate Investment Trusts  - 4.06% + 5.55%

HEDGE FUNDS

HFR Fund-Weighted Composite Index  - 2.49% - 0.18%

Among other asset classes, private real 
estate returns are not yet available but 
publicly-traded REITs fell 4% after a 10% 
gain during the first quarter. Composite 
hedge fund returns were generally flat, 
providing some protection against the 

falling equity market. Returns on pri-
vate equity partnerships are significantly 
lagged, but the stock market’s volatility 
and the accompanying decline in IPOs 
were likely to have negative effects.

Looking ahead, stocks could be in for 
further turbulence this summer as long 
as fears of an economic double-dip per-
vade the market. On the positive side, 
US stocks appear attractive both in 
terms of price / earnings ratios and in 
yield comparison to Treasury bonds, 
the European sovereign debt crisis 
appears to be stabilizing, and economic 
growth--- while impacted by the winding 
down of stimulus--- remains positive. 

S&P 500, 5 years: Stocks Still Well Below Their Peaks 

Chart reprinted with the permission of www.bigcharts.com.


