




















Global Markets at a Glance
• At a glance global capital markets seem to have moved in Global Borrowing Rates  (Dec '09)• At a glance, global capital markets seem to have moved in

line with the United States during 2009.

• Although US equities continue to be the most expensive in
the world, global equity valuations have risen substantially
and also appear to be priced around fair value with
expected returns in the range of mid-single digits. Given 5.1
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Global Borrowing Rates  (Dec. 09)

Unless you’re willing to bear credit or emerging market risk, there is no
substantial return advantage for investing in global fixed income, at least not
at the asset class level. Of course, the pursuit of alpha is always an option.

expected returns in the range of mid single digits. Given
concerns about the US economy, alongside valuations, it
makes little sense to hold a heavily US centric portfolio.

• Global sovereign 10 year rates are mostly in line with the
US, offering up no significant return advantage for shifting
fixed income abroad without taking on credit risk (i.e.,
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Source: JPMorgan, Western Asset Management

corporate or emerging debt).

• The value of the US dollar does pose some interesting issues
though. (See next page.)

8160 US Dollar Major Currency Index vs. Subsequent Performance  (Dec.'09)
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MSCI Valuation Ratios: EAFE, Emerging, & US (Dec.'09)

With US GDP in question Federal debt levels rising and inflation
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Whether it be domestic or global equities,
theoretically implied returns aren’t what they used
to be even a year ago when they were in the range
of high-single/low double digits.

With US GDP in question, Federal debt levels rising, and inflation
potentially on the way, many are worried about an even further decline
in the US dollar. But how far could it realistically drop from here?
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U S  Dollar Major Currencies Index (real) Value by Percentile Since 1973

A Good Time for a Bet Against the US Dollar? 
Placing a strategic tilt to benefit from potential US dollar
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150
U.S. Dollar Major Currencies Index (real) Value by Percentile – Since 1973• Placing a strategic tilt to benefit from potential US dollar

depreciation seems to be gaining popularity. Because the US
dollar is currently at historic lows, the wisdom of such a tilt
seems elusive. This is because an unprecedented decline would
be necessary to make such a move worthwhile. And we cannot
realistically envision such a scenario within the time frame of a

i il b d l b l i f k

We’re already at historic lows for the US dollar. Of course it could
devalue further, but the logic behind a move big enough to justify
a strategic tilt doesn’t seem to be there at this point in time.
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strategic tilt beyond a global investment framework.

• The fact of the matter is the world has a vested interest in
maintaining the strength of at least one “reserve currency,”
not to mention the ability of US consumers to purchase their
goods through a strong dollar.
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Return Scenarios for Int'l Large Cap & Global Sovereign Bonds 
(Assumes 3.8% YTM & 7% Equity Return)
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Dec. '09 Value 5th percentile 25th percentile Median 75th percentile 95th percentile

Source: Freelunch.com; Wurts & Associates

• We just can’t recommend a strategic tilt based on the
expectation of a sudden new global economic paradigm, at
least not at these valuations. There’s little cushion for error.
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Returns Scenarios for the US Dollar
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If we see some sort of an unprecedented decline or a
cataclysm for the US dollar, then sure there’s upside
to be found, but only under such scenarios.

If you’re going to bet against the US dollar, it is
probably best to do it with equities. There just isn’t
enough return cushion in fixed income if you’re wrong.
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US Dollar Major Currency Index (real)
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Target Value of US Dollar Index

Int'l Large Cap Equities Global Sovereign Bonds

Source: Wurts & Associates Source: Wurts & Associates
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Style Tilts: US Large Value vs. Growth
201 5 Relative PE Ratio of US Large Value vs  Growth (Russell) (Dec '09)
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1.5 Relative PE Ratio of US Large Value vs. Growth (Russell) (Dec. 09)
• Relative valuations within the US equity universe continue to

exhibit extreme volatility as the balance sheets of value
stocks have fluctuated wildly in recent periods.

• The unfortunate result of such high levels of valuation
volatility makes it very difficult to identify the relative
tt ti f l g th t k

Value more expensive
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attractiveness of value versus growth stocks.

• Nonetheless, fundamental analysis indicates value is much
more expensive than growth.

• Technical analysis on the other hand indicates value stocks
appear to be oversold and future returns may be better than

4 Fundamental vs. Technical Indicators and Subsequent Performance
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Source: Ibbotson, Wurts & Associates

pp y
growth. Because of these contradictory results, there is no
compelling reason to take a stand one way or the other.

• Therefore, a neutral weighting is in order.

Growth more expensive

25
Technical Indicator for US Large Value vs. Growth (Russell) (Dec.'09)
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Source: Russell, Wurts & Associates Source: Ibbotson, Wurts & Associates
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Capitalization Tilts: US Small vs. Large
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Relative PE Ratio of US Small vs. US Large (Russell) (Dec.'09)• As mentioned on the previous page, balance sheet irregularities

are rendering fundamental valuation analysis less useful until
things return to more normative levels.

• Small cap stocks should trade at cheaper levels than large caps
due to their inherent riskiness, and they were not cheaper going
into the recent market crisis

Small more expensive
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into the recent market crisis.

• Fundamental analysis indicates small cap equities to be trading
at a huge premium over large caps.

• On the other hand, our technical indicators are telling us small
cap stocks may be a little oversold relative to large. Large more expensive

1
Fundamental vs. Technical Indicators and Subsequent Performance
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• Small caps are not trading at compellingly cheap valuations or
experiencing significant technical weakness. Therefore market
weighting (or lower) seems appropriate at this time.
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Technical Indicator for US Small vs. Large (Russell) (Dec.'09)
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Source: Ibbotson, and Wurts & AssociatesSource: Russell, Wurts & Associates
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IV. Appendix: Asset Class & Sector Returns
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Major Asset Class Returns
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Periodic Table of Returns – December 2009
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

B
es

t

40.4 65.0 17.5 59.9 29.1 74.8 8.1 38.3 23.1 35.2 38.7 66.4 22.8 14.0 10.3 56.3 26.0 34.5 32.6 39.8 5.2 79.0

29.5 35.9 8.9 51.2 13.8 32.9 6.4 37.2 21.6 31.8 20.3 43.1 12.3 8.4 6.7 48.5 22.3 18.9 26.9 15.8 1.8 37.2

28.6 25.2 7.9 41.7 12.3 26.3 4.2 31.0 21.4 30.5 16.2 33.2 11.6 7.3 1.7 46.0 20.7 14.0 23.5 11.8 -6.5 34.528.6 25.2 7.9 41.7 12.3 26.3 4.2 31.0 21.4 30.5 16.2 33.2 11.6 7.3 1.7 46.0 20.7 14.0 23.5 11.8 6.5 34.5

23.2 20.2 2.6 41.2 11.4 23.8 2.7 25.8 14.4 18.6 15.6 27.3 7.0 4.1 1.0 38.6 16.5 7.5 22.2 11.6 -20.7 32.5

20.4 18.8 2.3 24.6 8.0 18.1 -0.8 24.6 14.1 16.2 13.6 26.5 6.0 2.8 -6.0 30.0 14.3 7.1 16.1 10.3 -24.0 20.6

11.7 14.5 -0.3 21.7 7.8 13.4 -1.5 18.5 11.3 13.9 8.7 13.0 4.1 -2.4 -8.6 29.7 13.1 7.1 13.4 7.9 -28.9 19.711.7 14.5 0.3 21.7 7.8 13.4 1.5 18.5 11.3 13.9 8.7 13.0 4.1 2.4 8.6 29.7 13.1 7.1 13.4 7.9 28.9 19.7

11.3 12.4 -8.1 16.0 7.4 11.5 -2.0 11.6 10.3 12.9 5.1 11.4 1.9 -2.7 -11.4 21.6 11.1 5.3 12.8 7.1 -36.9 19.4

9.6 10.8 -10.6 14.5 5.0 9.8 -2.4 11.1 6.4 9.7 1.2 7.3 -14.0 -5.6 -15.5 11.6 6.9 4.7 10.4 7.0 -38.4 11.5

7.9 8.6 -17.4 12.5 3.6 3.1 -2.9 7.5 6.0 5.3 -5.1 4.7 -22.4 -9.2 -15.7 9.0 6.3 4.1 9.1 4.7 -38.5 5.9

6.8 7.8 -21.8 5.8 -4.3 2.9 -3.5 5.8 5.3 2.1 -6.5 -0.8 -22.4 -20.4 -27.9 4.1 4.3 3.0 4.8 -0.2 -43.1 0.2

W
or

st N/A N/A -23.2 -5.6 -11.9 1.4 -7.3 -5.2 3.6 -11.6 -25.3 -1.5 -30.6 -21.2 -30.3 1.1 1.2 2.4 4.3 -9.8 -53.2 -16.9

L C G th US St k (R ll 1000 G th I d ) H d F d f F d (HFRI F d f F d I d )Large Cap Growth US Stocks (Russell 1000 Growth Index) Hedge Fund of Funds (HFRI Fund of Funds Index)

Large Cap Value US Stocks (Russell 1000 Value Index) Domestic Fixed Income (Barclays Capital Aggregate Bond Index)

Small Cap Growth US Stocks (Russell 2000 Growth Index) Real Estate (NCREIF Property Index)

Small Cap Value US Stocks (Russell 2000 Value Index) Cash (Citigroup 3-Mo Treasury)

Developed International Stocks (MSCI EAFE Index) ICC Universe Median (Total Funds)

Emerging Market Stocks (MSCI EM Index) Data: Ibbotson Associates, As of 12/31/2009; Independent Consultants Cooperative.
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Detailed Equity & Fixed Income Returns
Domestic Equity Dec YTD 1-Year 3-Year 5-Year 10-Year Fixed Income Dec YTD 1-Year 3-Year 5-Year 10-Year

Core Index Performance Index Performance

S&P 500 1.9 26.5 26.5 (5.6) 0.4 (1.0) BC US Aggregate Bond (1.6) 5.9 5.9 6.0 5.0 6.3

S&P 500 Equal Weighted 4.6 46.3 46.3 (3.6) 2.3 5.1 BC US Treasury US TIPS (2.2) 11.4 11.4 6.7 4.6 7.7

DJ Industrial Average 1.0 22.7 22.7 (3.1) 2.0 1.3 BC US Treasury Bills (0.0) 0.3 0.3 2.6 3.1 3.0

Russell Top 200 1.2 24.2 24.2 (5.6) 0.2 (2.3) Maturity Evaluation

Russell 1000 2.4 28.4 28.4 (5.4) 0.8 (0.5) BC US Treasury 1-3 Yr (0.8) 0.8 0.8 4.9 4.0 4.5

Russell 2000 8.1 27.2 27.2 (6.1) 0.5 3.5 BC US Treasury Interm. (2.1) (1.4) (1.4) 6.1 4.7 5.5

Russell 3000 2.9 28.3 28.3 (5.4) 0.8 (0.2) BC US Treasury Long (5.6) (12.9) (12.9) 5.9 5.2 7.6

Russell Mid Cap 5.7 40.5 40.5 (4.6) 2.4 5.0 Issuer Performance

S l  I d  P f BC US A  I t di t  (1 1) 2 3 2 3 6 2 5 0 6 0Style Index Performance BC US Agcy Intermediate (1.1) 2.3 2.3 6.2 5.0 6.0

Russell 1000 Growth 3.1 37.2 37.2 (1.9) 1.6 (4.0) BC US Credit (1.0) 16.0 16.0 5.7 4.7 6.6

Russell 1000 Value 1.8 19.7 19.7 (9.0) (0.3) 2.5 BC US MBS (1.4) 5.9 5.9 7.0 5.8 6.5

Russell 2000 Growth 8.6 34.5 34.5 (4.0) 0.9 (1.4) BC US Corporate High Yield 3.3 58.2 58.2 6.0 6.5 6.7

Russell 2000 Value 7.6 20.6 20.6 (8.2) (0.0) 8.3 BC Emerging Markets 0.2 34.2 34.2 6.4 8.2 10.7

International Equity Dec YTD 1-Year 3-Year 5-Year 10-YearInternational Equity Dec YTD 1 Year 3 Year 5 Year 10 Year

Broad Index Performance

MSCI EAFE 1.5 32.5 32.5 (5.6) 4.0 1.6

MSCI AC World ex US 2.0 37.4 37.4 (6.0) 3.2 0.5

MSCI Emerging Mkts 4.0 79.0 79.0 5.4 15.9 10.1

MSCI EAFE Small Cap 0.6 43.2 43.2 (9.7) 1.4 4.3
l d fStyle Index Performance

MSCI EAFE Growth 1.9 26.0 26.0 (6.9) 1.5 (3.1)

MSCI EAFE Value 0.8 29.6 29.6 (10.5) 0.1 0.8

Regional Index Performance

MSCI United Kingdom 2.6 43.4 43.4 (7.1) 2.4 1.4

MSCI Japan 0.8 6.4 6.4 (10.3) (0.7) (3.5)MSCI Japan 0.8 6.4 6.4 (10.3) (0.7) (3.5)

MSCI EM Asia 4.5 70.3 70.3 2.6 11.6 4.9

MSCI EM Latin America 1.6 98.1 98.1 11.2 22.6 13.9
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S&P 500 Sector Returns

5.7INFO TECHNOLOGY

Month Ending Dec 2009 

62.2INFO TECHNOLOGY

YTD Ending Dec 2009
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