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Fourth Quarter 2009

Although none of us are quite sure what to 
call it, the first decade of the twenty first 
century was certainly one to remember, 
or better yet, to forget if possible.  It saw 
not one but two severe recessions (includ-
ing the worst since the Great Depression), 
two of the worst stock market collapses 
ever, the creation and bursting of a num-
ber of bubbles, one of the worst credit 
crunches ever, the demise of numerous 
iconic businesses, and an unimaginably 
horrific terrorist attack that spawned two 
unpopular and costly wars. In light of the 
flat overall stock market returns for the US 
and most developed countries during the 
past ten years, it would be totally appro-
priate to term the decade “the zeros.” 

At least the decade ended with a modicum 
of hope as continuing signs of economic 
and financial stabilization led to a strong 
rebound in the stock market and a healthy 
recovery in the bond market. The recovery 
in the financial markets was aided by the 
Fed’s monetary policy that maintained 
short-term rates close to zero and the gov-
ernment’s expansive fiscal policy that has 

allowed deficits to rise to worrisome levels.

Equity Markets

The broad market was up about 6% for the 
fourth quarter, bringing the year’s gain to 
over 28%. For the year, large caps (S&P 
500) rose 26.5% and small caps (Russell 
2000) saw a 27.2% pop. Midcaps were the 
best performers, up 40.5% according to 
Russell. The technology-laden NASDAQ 
Composite led the way, up nearly 44% for 
the year. On a percentage gain basis, the 
markets had their best year since 2003.

After falling to lows for the year (and 
for the cycle) on March 9, 2009, the 
S&P 500 rose 65%, the NASDAQ 79%, 
and the Russell 2000 over 80%. Despite 
these meteoric recoveries, the S&P 500 
remained 29% below its 2007 peak and 
the NASDAQ remained 55% off its record 
high. The rally of 2009 has served to recover 
roughly half of the losses suffered since 
the beginning of the financial crisis. 

Many of the best performing stocks in 2009 
had been the worst performing in 2008. 
Among the S&P 500’s sectors, Information 

Technology was the best performer, up 
60% for the year, while Utilities (+6.8%) 
and Telecom Services (+2.6%) were the 
laggards. Many financial stocks enjoyed 
healthy bounces off their lows but overall 
the sector’s 14.8% return was well below 
average. Among individual stocks, Ford 
Motor---rebounding from a 60% loss in 
2008---rose 337%, Amazon.com rose 162%, 
and Apple spurted 147%. On the other side, 
Citigroup---still facing major uncertainties--- 
fell 51% and Sunoco----reflecting weak out-
look for gasoline demand---declined 40%.

In style analysis, growth stocks outper-
formed value by a modest amount during 
the fourth quarter and by a significant 
amount, ranging from 14% in small caps 
to 17% for large caps, over the year. Over 
the course of the decade, however, value 
outperformed by about 7% annualized. 

The stock market had a number of big 
moves during the past decade, both up 
and down, but perhaps what distinguishes 
it the most is that it was one of the few 
decades when stocks did not post a positive 
return. For the ten years ending December 
31, 2009, the annualized return on the 
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broad market Wilshire 5000 was -0.27%. Respective 
returns for the S&P 500 and Russell 2000, respec-
tively, were -0.95% and +3.51%. It was the first 
negative decade ever for the S&P 500, dating back 
to its inception in 1928. Accounting for inflation (as 
well as for taxes and transaction costs, if any), the 
decade’s loss is appreciably worse since 2009 dol-
lars were worth less than 80 cents in 1999 dollars. 

Gradually recovering economies (aided, as in the 
US, by government stimulus) and a weak US dollar 
helped international stocks outpace the US market 
in 2009. European markets and those of other devel-
oped countries enjoyed gains in excess of 20% but 
the biggest winners were developing economies, 
particularly those in Asia that were less impacted 
by the credit crisis and seemingly more likely to 
experience healthy growth going forward. While the 
MSCI-EAFE Index was up 31.8% for the year (24.7% 
in local currency terms), the MSCI Emerging Markets 
Index rose 78.5& (62.3% in local currency terms). 
Markets in China, Indonesia, and India all spurted 
more than 80% while a widely followed index of 
Russian stocks more than doubled. Burdened by 
a decline in exports and a strong yen, Japan was 
the worst performer among the major international 
markets and suffered its second consecutive decade 
of stock market losses. The ten-year annualized 
return for the MSCI-EAFE Index was +1.17%.

Fixed Income Markets

Thanks to continued aggressive and costly assistance 
from the government, the credit markets took major 
steps back to normalcy in 2009. The Fed maintained 
the federal funds rate near zero and the Treasury 
sold a record $2.1 trillion in debt. Among the stimu-
lus and bailout programs supported by this debt 
were the TALF and PPIP programs that buoyed 
the market for various asset-backed securities and 
the Fed’s purchase of billions in mortgage-backed 
securities. As a result of investors once again seek-
ing risk in the fixed income market, performance 
was the opposite of that in 2008, when only risk-
free Treasuries showed a positive return. With the 
yield on the benchmark 10-year Treasury note ris-
ing from 2.25% at year-end 2008 and 3.31% at the 
end of the third quarter to 3.83% at year-end 2009, 
holders of the ten-year note suffered a loss of about 
5% over the year and owners of longer maturity 
Treasury debt endured even larger declines. 

At the other end of the risk spectrum, high yield 
junk bonds returned an astounding 56.3% as the 
yield differential between them and Treasuries 
narrowed from 20% to 6.4% and absolute yields 
declined from about 24% to about 10%. Similarly, 
investment grade corporate bonds returned about 
20% over the year as the aggregate yield differen-
tial over Treasuries narrowed from 6.25% to 2% 
and absolute yields fell to about 5%. Junk bond 
issuance was triple that of 2008 and high quality 
corporate bond issuance set a new record. Overall, 
the Barclays Aggregate Bond Index, which includes 
Treasuries, investment-grade corporate bonds, 
and mortgage securities, rose 5.93% in 2009. 

Chart 1
S&P 500, 2009

Chart 2
Over Ten Years, S&P 500 is Down

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

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

Chart 3
S&P 500 vs. Russell 2000, 2000-2009
Over Ten Years, Small Caps Rule

Chart 4
S&P 500 vs. Oil and Gas Stocks, 2000-2009
Over the Decade, Energy Stocks Ruled
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Other Asset Classes

Falling values in commercial real estate continue to 
weigh heavily on the performance of many public 
pension funds. Publicly-traded real estate invest-
ment trusts, which typically trade in sympathy 
with the equity market, enjoyed a positive return of 
28% in 2009, but this was largely a correction to the 
38% beating the sector took in 2008. The NCREIF 
National Property Index, a widely followed bench-
mark for private commercial real estate investment, 
was declining at an annualized rate of 22% through 
the four quarters ending September 30, 2009. 

Hedge funds have rebounded from their disappoint-
ing performance in 2008. According to Hedge Fund 
Research, aggregate 2009 returns were about 20% for all 
hedge funds and about 11% for funds of funds. Some 
of the particular strategies that were particularly badly 
hurt by the credit crunch rebounded most impres-
sively this year; for instance, convertible arbitrage 
returned almost 60% in 2009. The third quarter saw the 
first net inflows into hedge funds in over a year. The 
ongoing government investigation into insider trad-
ing will be watched closely for its possible effects on 
hedge fund trading practices, but, overall, the indus-
try began 2009 with a cautiously optimistic outlook. 

As always, returns on specific partnerships will 
vary widely, but 2009’s sharp rebound in the stock 
market in general and the NASDAQ in particular 
should bode well for at least a halt, if not a reversal, 
to the negative adjustments to partnership valua-
tions that occurred during and after the credit crisis. 

Outlook

There are certainly enough uncertainties to question 
whether the stock market, which had been overly 
pessimistic for many months through last March, 
may now be overly optimistic in terms of its expecta-
tions for economic recovery. Can an economy where 
the housing market remains fragile and jobs hard 
to get really expect a rebound in consumer spend-
ing? What will be the effect of the Fed’s inevitable 
raising of interest rates from near-zero levels? What 
will be the effect when the government’s myriad pro-
grams of fiscal stimulus begin to run their course? 
Can corporate profits, which have risen in large part 
due to cost cutting, continue to rise based on tradi-
tional revenue growth? Is the rise in price/earnings 
ratios after last year’s big rally a cautionary sign?

December 31, 2009, brought an end to a decade when we 
experienced many things we never imagined or never 
expected to see, including 9/11, the stock market having 
a negative ten-year return, a credit crunch that nearly 
collapsed our financial system, and the Red Sox win-
ning not one but two World Series. We can confidently 
predict that the new decade will again bring some com-
pletely unanticipated developments--- some good, some 
bad. While the past year brought a modest improvement 
in funding ratios, public pension funds must continue 
to be vigilant in having asset allocations that are neither 
too risky not too conservative and investment manag-
ers that have a proven record of accomplishment.

Chart reprinted with the 
permission of www.bigcharts.com.
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Chart 6
Ten-Year Treasury Note Yields:
A Twenty-Year Perspective

Chart 5
Ten-Year Treasury Note, 2009
Yields Are on the Rise

Chart 7
Ten-Year Treasury Note Yields; 1963-2009 
Historically, Rates Remain Low
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TOTAL RETURNS | FOURTH QUARTER, 2009

INDEX  FOURTH
QUARTER,  

2009

TWELVE 
MONTHS,

2009

FIVE YEARS, 
ANNUALIZED

TEN YEARS,
ANNUALIZED

 US EQUITY MARKET

Dow Jones Industrial Avg. + 8.10% + 22.70% + 1.95% + 1.30%

Standard & Poor’s 500 (Large Cap) + 6.04% + 26.46% + 0.42% - 0.95%

NASDAQ Composite + 6.90% + 45.3%   + 8.56% NA

Wilshire 5000 (Broad Market) + 5.79% + 28.30% + 0.93% - 0.27%

Standard & Poor’s Mid-Cap 400 + 5.56% + 37.38% + 3.27% + 6.36%

Russell 2000 (Small Cap.) + 3.87% + 27.17% + 0.51% + 3.51%

 GROWTH VS. VALUE

Russell 1000 (Large Cap) Growth + 7.94% + 37.21% + 1.63% - 3.99%

Russell 1000 (Large Cap) Value + 4.22% + 19.69% - 0.25% + 2.47%

Russell Midcap Growth + 6.69% + 46.29% + 2.40% - 0.52%

Russell Midcap Value + 5.21% + 34.21% + 1.98% + 7.58%

Russell 2000 Value + 4.14% + 34.47% + 0.87% - 1.37%

Russell 2000 Growth + 3.63% + 20.58% - 0.01% + 8.27%

 INTERNATIONAL EQUITY

M.S.C.I. - E.A.F.E. + 2.18% + 31.78% + 3.54% + 1.17%

M.S.C.I. - Emerging Markets  + 8.55% + 78.51% + 15.51% NA

 FIXED INCOME

Barclays Capital US Aggregate Index + 0.20% + 5.93% + 5.00% + 6.33%

Merrill Lynch High Yield Index + 5.83% + 56.28% + 6.23% + 6.77%

 REAL ESTATE

NAREIT - Equity Real Estate Investment Trusts   + 9.39% + 28.00% - 0.08% + 10.21%

 HEDGE FUNDS

        HFRI Fund-Weighted Composite + 2.65% + 20.04% + 5.69% + 6.41%


