
The Economy

As investors’ tolerance for risk continued to grow, stocks 
remained strong in December.  Rebounding from severe 
losses in 2008, U.S. stocks in 2009 had their best year since 
2003.  Large-cap stocks eked out a small gain in December 
with the S&P 500 up 1.93%.  For calendar year 2009, the S&P 
500 gained 26.5%, the 11th best result in the last 50 years for 
the index.

Mid-cap stocks outperformed large-cap stocks and slightly 
underperformed small-cap stocks as the S&P 400 fi nished 
December up 6.28%.  Many formerly large-cap companies 
moved into mid-cap territory during the 2008 bear market 
and rose in 2009 on investors’ expectation of  a strengthening 
economy and rising profi t growth.

Small-cap stocks outperformed both large- and mid-cap 
stocks in December, with the S&P 600 fi nishing the month 
up 8.63%.  Many small-cap stocks were devastated in 2008; 
however, the stocks that were hurt the worst tended to 
rebound the most in 2009.

In the fi xed income markets, spreads continued to tighten 
as risk appetites returned.  With over $31 billion fl owing 
into high yield mutual funds during 2009, high yield bonds 
fi nished the month in positive territory, up 3.03%.  CCC-
rated bonds continued their impressive run, returning 4.59% 
for December while BB-rated and B-rated bonds returned 
2.37% and 2.26% respectively.  For the calendar year 2009, 
CCC-rated bonds have returned an astounding 111%.  The 
10-year treasury fi nished December in negative territory, 
down almost 5%.

The Dow Jones-UBS Commodity index was up 1.98% 
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in December, thanks primarily to an increase in demand for 
metals used in manufacturing.  The price of  gold, which began 
2009 at $884 an ounce, rose to an all-time high of  $1,114 on 
November 11, 2009, and fi nished the year at $1,095 an ounce.  
The price of  oil began 2009 at $44.60 a barrel and fi nished 
2009 at $79.36, down modestly from the year’s high of  $81.37 
in October.  

Economic Overview

The Federal Reserve Board’s Open Market Committee 
unanimously voted in December to keep the federal funds 
rate for interbank lending in a range of  0% - 25%, but 
disagreed on the economy’s overall health.  Some policy 
makers believe the economy may be “gaining momentum”, 
while others raised concerns that high unemployment and the 
eventual dissipation of  federal stimulus money could stall the 
fragile recovery.

Consumer confi dence increased for the second consecutive 
month in December to an index reading of  52.9, up from 
November’s reading of  50.6.  The December result was 
more than double February’s record low reading.  Despite 
the improvement, the index remains in a relatively low range 
based on long-term readings.

In December the Institute for Supply Management’s 
purchasing managers index hit its highest level since April 
2006 at 55.9, an expansion which was refl ected in European 
and Asian markets.  The manufacturing index has remained 
at an expansionary level - above 50 - for fi ve consecutive 
months.  However, the ISM Non-Manufacturing Index, an 
important gauge of  activity in the service sector, moved up 
to only 50.1 in December.  Since the service sector comprises 
almost 90% of  the nation’s economy, the tepid increase from 
48.7 in November refl ects a very soft labor market.  

Unemployment continued to detract from economic 
growth as non-farm payrolls lost another 85,000 jobs in 
December.  The unemployment rate remained virtually 
unchanged in December at 10%; however, many experts 
believe this measure is not a true representation of  the nation’s 
unemployed, and the actual fi gure may be closer to 17%.  
Permanent jobs must be created in order for the economy 
to continue to recover and eventually grow.  The current 

economic recovery appears to be sustainable, yet weak.  High 
unemployment and the resulting weak consumer spending 
will likely remain a headwind for the recovering economy well 
into 2010.  However, modest increases in consumer spending 
could generate rising profi ts at many companies that have 
signifi cantly reduced costs over the past 18 months.

Innovest has completed in depth asset allocation studies, 
and we will be discussing our 2010 and long-term expectations 
with our clients in the fi rst quarter of  2010.  As always, we 
recommend that investors carefully assess their downside risk 
tolerance, remain diversifi ed and ride out the bumps in the 
near term.  

Doug Inglee, Research Analyst ~ Innovest Portfolio Solutions, LLC
4643 South Ulster Street, Suite 1040 ~ Denver, CO 80237

(303) 694-1900 ~ (303) 694-4707 fax ~  www.innovestinc.com

MONTHLY MARKET 
COMMENTARY


