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T                                                            he stock market experienced a roller 
coaster of changing sentiment dur-
ing the third quarter but managed 

to end on a positive tone, up over 11% 
for the three month period. July’s gain of 
about 7% for US stocks was the market’s 
best month in a year but it was followed 
by the worst August in nearly a decade as 
stocks lost about 5%. In September, senti-
ment turned positive once again as inves-
tors became increasingly confident that the 
US would avoid a double dip recession and 
Fed Chairman Bernanke hinted of further 
central bank actions if necessary to bolster 
economic growth. September’s 9% advance 
was the best gain for that month since 1939.

The broad market Wilshire 5000 index was 
up 11.5% for the quarter and 5% year-to-
date. Large caps and small caps performed 
similarly during the quarter but small caps 
have done better for the year. Midcaps have 
performed best of all. Growth did better 
than value for the quarter and, among small 
caps, it has also done better year-to-date.

Among the S&P 500’s sectors, telecom, materi-
als, and consumer discretionary stocks showed 
positive returns of 15-19% for the third quarter 
while financials, health care, and consumer sta-
ples lagged with gains of 4-10%. For the year-
to-date, industrial and consumer discretionary 
stocks did the best with returns of 12-15% 
while health care and energy lagged with 
losses of about 2.5%. Among major stocks, 
DuPont (+29%) and Caterpillar (31%) led the 
winners for the quarter while Hewlett Packard 
(-3%) and Bank of America (-9%) badly under-
performed. Caterpillar (+38%) and DuPont 
(+32.5%) also led year-to-date while Alcoa 

(-25%) and Microsoft (-20%) have been among 
the most disappointing stocks so far in 2010.

Reflecting the same optimism that propelled 
the US market in September as well as reduced 

fears about the European sovereign debt 
crisis, global equity markets also did well. 
Helped by a weaker US dollar, the MSCI-
EAFE Index was up nearly 16% for the quarter 
although it was still down modestly for the 

Over Five Years, Stocks Still Well Below Their Peak

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

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

2010: An Up and Down Year
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INDEX  THIRD QUARTER 
2010

YEAR TO DATE
2010

US EQUITY MARKET

Dow Jones Industrial Avg. + 11.10% + 5.57%

Standard & Poor’s 500 (Large Cap) + 11.29% + 3.89%

NASDAQ Composite + 12.30% + 4.40%

Wilshire 5000 (Broad Market) + 11.50% + 5.00%

Standard & Poor’s Mid-Cap 400 + 13.12% + 11.57%

Russell 2000 (Small Cap.) + 11.29%  + 9.12%

GROWTH VS. VALUE

Russell 1000 (Large Cap) Growth + 13.00% + 4.36%

Russell 1000 (Large Cap) Value + 10.13% + 4.49%

Russell Midcap Growth + 14.65% + 10.85%

Russell Midcap Value + 12.13% + 11.15%

Russell 2000 Growth + 12.83% + 10.23%

Russell 2000 Value + 9.72% + 7.92%

INTERNATIONAL EQUITY

M.S.C.I. - E.A.F.E. + 15.79% -1.25%

M.S.C.I. - Emerging Markets 
+ 18.03% + 10.75%

FIXED INCOME

Barclays Aggregate Index + 2.48% + 7.94%

Merrill Lynch High Yield Index + 6.70% + 11.90%

REAL ESTATE

NAREIT - Equity Real Estate Investment Trusts  + 12.83% + 19.10%

HEDGE FUNDS

HFR Fund-Weighted Composite Index + 4.78 % + 4.59%

year. With many developing countries show-
ing higher growth than the US as well as 
improving political and financial stability, the 
MSCI Emerging Markets index rose 18% for 
the quarter and is up nearly 11% for the year.  

Record volumes of cash flow have been flood-
ing into bond funds at the same time as inves-
tors have been fleeing from equity funds but, 
at least for this quarter, bond returns were 
outshone by equities. Overall, the Barclays 
Aggregate Bond Index, although outperform-
ing US stocks year-to-date with a return of 
7.92%, returned 2.48% for the quarter. High 
yield “junk” bonds registered gains above 
the index and Treasuries performed lower. 
Basically, after the market’s explosive recov-
ery from the credit crisis, both in absolute 
interest rate levels and in quality yield dif-
ferentials, additional gains have been and 
will continue to be harder to come by. As 
issuers rushed to take advantage of the lower 
interest rates, high yield “junk” issuance 
has already broken the twelve-month record 

and issuance of investment grade corporate 
debt has also been prodigious. Yield spreads 
for both high yield and corporate bonds 
relative to Treasuries narrowed further dur-
ing the quarter. The Treasury sold a record 
volume of notes and bonds in the fiscal 
year ending September 30. The yield on the 
benchmark 10-year Treasury note declined 
from 2.96% to 2.52%, having been as high 
as 4.02% in early April, as investors sought 
safety in a seemingly low risk investment 
during this time of uncertainty for the US 
economy and problems with Euro-zone debt.

Among other asset classes, time will tell 
whether the NCREIF national property index 
will show a third consecutive month of posi-
tive returns but publicly-traded REITs were 
up nearly 13% for the quarter and 19% year-
to-date. Private equity benchmark returns 
are significantly lagged but could show 
gains in reflection of the revitalized mergers 
and acquisitions market as well as the con-
tinually improving IPO market. With muted 

year-to-date gains in the equity market, 
composite hedge fund returns to date are 
likely to be flat to modestly positive. Some 
of the best returns this year have come in 
commodities, particularly in metals, where 
gold has surged 30% to an all-time high and 
silver has risen to a 30-year high, in reac-
tion to investors’ fears that major central 
banks would continue to allow their curren-
cies to weaken in a bid to foster growth. 

With the stock market up during the first 
quarter, down during the second, and up 
again in the third, investors are still struggling 
to discern the course of economic growth. 
With mid-term elections looming, future 
rates of federal income taxation yet to be 
determined, joblessness remaining high, and 
new initiatives from the Fed likely, investors 
continue to face a future fraught with uncer-
tainty. As always, retirement boards should 
carefully assess the strengths of their invest-
ment programs and eliminate any weak links. 


