
The Markets

Whether a bear-market rally or the beginning of a 
turnaround, March’s market returns provided a much 
needed respite from the market retreat of the past 17 
months. After continued weakness on generally poor 
economic news during the first week of March, equity 
markets staged an impressive rally during the remainder 
of the month. Stocks surged significantly after Treasury 
Secretary Geithner announced the Public-Private 
Partnership Investment Program on March 23. On that 
day, the S&P 500 posted its seventh largest single-day gain 
ever, as investors reacted positively to the latest plan from 
the Treasury to rescue the financial system. The markets 
were also boosted by announcements from Citigroup, 
Bank of America, and JPMorgan Chase, that they were 
profitable during the first two months of 2009.

While the rebound was certainly welcomed, we must 
keep in mind that the current equity rally was the fifth 
10%-plus move in the past year and that there is no 
guarantee that we have seen the bottom of the current 

market crash. The gains in stocks occurred at the same 
time that consumer confidence held to its 28-year low, on 
concerns about mounting job losses, the deep recession 
and the continuing credit crisis. 

The S&P 500 Index’s gain of 8.8% during March was 
representative of the domestic stock returns, as gains for 
the various U.S. domestic equity indexes ranged from 
7.8% to 9.7%. The gap between returns for growth and 
value stocks, which was evident during January and 
February, disappeared, as small and large value stocks 
outperformed their growth counterparts, while mid-cap 
stocks outperformed other capitalizations. International 
equities lagged domestic stocks with the MSCI EAFE 
Index advancing 6.3%.  Emerging markets outperformed 
all other equities during the month with a gain of 14.4%.  
Even the battered REIT sector rebounded in March, with 
the S&P/Citi World Property Index gaining 7.1%. Within 
the fixed income categories, the Barclays Aggregate 
Bond Index was up 1.4%, the CSFB Leveraged Loan 
index continued its quarter-long rally, gaining 1.0%, and 
the Barclays High Yield Index gained 3.2%.
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LATEST PERFORMANCE

Mar-09 Latest Qtr. Y-T-D 1 Year 3 Year 5 Year
EQUITY
S&P 500 8.76% -11.01% -11.01% -38.09% -13.06% -4.76%
S&P 400 9.05% -8.66% -8.66% -36.09% -13.61% -2.84%
S&P 600 8.21% -16.84% -16.84% -38.06% -16.46% -3.94%
MSCI EAFE 6.34% -13.94% -13.94% -46.51% -14.47% -2.18%
MSCI Emerging Markets 14.37% 0.95% 0.95% -47.07% -8.15% 5.91%

FIXED INCOME
Barclays Aggregate 1.39% 0.12% 0.12% 3.13% 5.77% 4.13%
Barclays Muni Bond 1-10 Yr 0.16% 2.45% 2.45% 5.25% 5.09% 3.71%
Barclays High Yield 3.19% 5.98% 5.98% -19.31% -4.65% -0.10%
Barclays Global Aggregate 2.30% -3.25% -3.25% -4.92% 5.82% 3.91%
CSFB Bank Loan 1.00% 7.21% 7.21% -18.99% -6.49% -1.75%

OTHER
DJ-AIG Commodity 3.60% -6.32% -6.32% -44.99% -9.84% -3.25%
DJ-Wilshire US REIT 3.22% -33.92% -33.92% -60.66% -27.03% -9.43%
S&P-Citi World Property 7.14% -22.23% -22.23% -56.60% -22.38% -5.98%
Red Rocks Domestic LPE 19.11% -20.24% -20.24% -67.02% -34.52% -18.10%
Red Rocks Global LPE 13.34% -20.89% -20.89% -67.68% -28.05% -8.39%
HFRI Fund of Funds -0.01% 0.44% 0.44% -17.50% -2.89% 1.37%
3-Month T-Bills 0.04% 0.05% 0.05% 1.21% 3.63% 3.21%

Returns provided by outside vendor. Innovest is not responsible for accuracy of numbers presented.

http://www.innovestinc.com/


The Economy

In a history-making announcement on March 18, 
the Federal Reserve Board disclosed that it would buy 
as much as $300 billion in long-term U.S. Treasury 
securities and billions more in mortgage backed 
securities over the next several months. The intended 
effect of these purchases is twofold. One, it is an attempt 
to bring down mortgage rates in an effort to broaden the 
audience of qualified homebuyers and ease the housing 
market. Two, the purchase of Treasuries is an attempt to 
reduce the prevailing interest rates in an effort to unclog 
the still-frozen credit markets. 

As critical as these efforts are towards mending the 
credit crisis, they do nothing to help remove toxic assets 
from bank balance sheets. To this end, Treasury Secretary 
Geithner announced the Public-Private Partnership 
Investment Program (PPIP) on March 23. The PPIP 
calls for the Treasury to use up to $100 billion from the 
Troubled Asset Relief Program (TARP), combined with 
investments from private investors, to purchase between 
$500 billion and $1 trillion in loans from banks, and 
securities from the broader marketplace. 

While the markets were boosted in March by the 
Federal Reserve and Treasury announcements and by 
glimmers of hope from certain economic indicators, 
economic signs are still quite mixed. 

In the housing market, the pending home sales index 
improved to 82.1, a reversal of almost 10 points, after 
the previous month’s drop of 7.7. New home sales also 
jumped 4.7% in the month, though prices fell somewhat. 
These reports may reflect the government’s increasingly 
aggressive actions to shore up the housing market and 
reduce mortgage rates, which hit historical lows during 
March. 

The manufacturing sector also had some good 
news. Durable goods orders rose 3.4% in February, 
and new orders rose for the first time in seven months. 
Additionally, consumer spending, which represents 
about 70% of the U.S. economy, continued to see gains, 
as February numbers showed a modest gain of 0.2%, 
down slightly from the 0.6% rise in January. 

Despite these positive signs, the U.S. economy 
continues to suffer from the brutal recession. Many 

estimates are that the U.S. economy contracted by around 
6% during the first quarter of 2009. The deterioration in 
economic activity has affected all sectors of the economy 
and resulted in a dramatic drop in corporate profits. 

U.S consumers also remain under pressure. 
Employment numbers have continued to fall, and 
unemployment hit 8.5% during March. Initial claims for 
unemployment benefits rose 8,000 to 652,000 in the week 
ended March 21, while continuing claims rose 122,000 
to 5.56 million — another record high. Twelve and 
half million workers are looking for jobs, nearly twice 
as many as two years ago.  Personal incomes dropped 
0.2% in February, driven by a fall in wages and incomes. 
The Federal Reserve reported that U.S. household net 
wealth fell by 9% during the fourth quarter of 2008 and 
that U.S. household net worth dropped by $11.2 trillion 
during all of 2008.

Outlook

Currently, both risks and opportunities abound.  The 
oil bubble has burst, the housing bubble has deflated and 
credit markets show signs of thawing.  Our economy and 
markets continue to face serious challenges. Achieving 
economic stability remains a significant challenge for 
policymakers, and the economic and market environments 
remain burdened with risks.

However, the seeds of cyclical economic recovery 
have been sown, as the leaders in Washington have 
made significant announcements which will affect the 
future of the economy and markets. While we may see 
unemployment continue to rise and corporate profits 
fall, we are currently seeing signs that the economy is 
on a cyclical mend. Consumer discretionary spending 
is showing signs of stabilizing and the credit markets 
appear to be easing. Additionally, stock prices appear 
to be factoring in very bad news, prices have declined 
significantly, and many investment managers indicate 
that they are identifying bargains. 

In this time of both difficulty and opportunity, it 
is important that investors consider the benefits of a 
diversified portfolio that can help protect against more 
volatility, yet is positioned to capitalize on an economic 
recovery.
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