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Quote for the quarter. “Employ thy time well,
if thou meanest to get leisure.” — Benjamin Franklin

The quarter in brief. The first quarter of 2009
saw a new bear market low, but also an impressive
March rally and a real sense of optimism as spring
started. During the first 100 days of the Obama
administration, we saw revisions to the bank rescue
plan, efforts to heal the consumer credit market and
ailing U.S. automakers, and new federal aid for AIG
and Citigroup. The key interest rate was untouched;
mortgage rates remained low. Overseas markets
soared in March but struggled for the quarter, and the
commodities sector improved a bit after two bad
quarters.

Domestic economic health. January saw a
new President, and a new optimism in the land ... but
it wasn’t prevalent on Wall Street. Unemployment
jumped 0.4% from December to 7.2%.! Other
December indicators were pretty depressing:
consumer spending down 1%, personal incomes down
0.2%.2 Retail sales fell 2.7% in December, consumer
prices fell 0.7%, and producer prices fell 1.9%.34 We
also got word that fourth-quarter durable goods
purchases had declined 22%.5 House Democrats
worked to craft a massive stimulus plan for President
Obama, and there was talk of creating an aggregator
bank to buy up toxic securities. Rescue efforts were
clearly getting underway, but it will take some time to
have know their impact.

In February, these plans were further implemented
and articulated, as investors worried anew over the
stability of major thrifts. The $787 billion stimulus

package became law, including payroll tax cuts of
$400 for individuals and $800 for couples.® The
White House also dedicated $75 billion to help
homeowners without equity and homeowners who
couldn’t make mortgage payments (and another $200
billion to Fannie Mae and Freddie Mac to get the
program started).” The President proposed a federal
budget designed to cut the $1+ trillion deficit to $533
billion by 2013, including a $634 billion health care
reserve fund ... and the restoration of the highest tax
brackets back to 36.0% and 39.6% and the capital
gains tax rate to 20.0% in 2011.8 Investors anticipated
big news from Treasury Secretary Tim Geithner, but
his proposed revision to the bank rescue plan
presented few details and inspired little confidence.
The federal government devoted another $30 billion
to shoring up AIG in exchange for preferred stock
shares, and rescued Citigroup in a deal that gave Uncle
Sam 36% of the bank’s common stock.o

Things turned brighter in March, and the markets had
an outstanding month. Treasury Secretary Geithner
introduced the Public-Private Investment Program, in
which pension funds, insurance firms and other long-
term investors could buy up illiquid securities with a
combination of private money and federal loans
awarded through auctions.’° The Federal Reserve said
it would buy up to $300 billion in Treasuries and $750
billion more in mortgage-linked bonds.!*t CEOs of
Bank of America, Citigroup and JPMorgan Chase
informed the press that their thrifts were profitable in
January and February.2 The Financial Accounting
Standards Board talked seriously about relaxing the
mark-to-market rule, another good sign for the banks.
Indicators improved in the housing and
manufacturing sector (see below) and the Conference
Board and Reuters/University of Michigan consumer
confidence indexes rose slightly.:3

The drama of the month: the future of General Motors
and Chrysler. At month’s end, President Obama gave
GM 60 days and Chrysler 30 days to severely
restructure or lose their chance for further federal
money. Chrysler was given 30 days to partner with




Fiat. Could GM and Chrysler avoid bankruptcy in the
coming months? Americans hoped so0.14

Major indexes. It was a poor quarter, but we had
a great March. Last month, the Dow gained 7.7%, the
S&P 500 soared 8.5%, and the NASDAQ climbed
10.9%. The great month left investors hopeful about
the second quarter and improved the 1Q numbers.!5

% Change 1Q 2009 2008

DJIA -13.30 -33.84
NASDAQ -3.07 -40.54
S&P 500 -11.67 -38.49

Source: online.wsj.com, 3/31/09 16:17,18

Indices are unmanaged, do not incur fees or expenses, and cannot
be invested into directly. These returns do not include dividends.

Global economic health. Let’s look at the
latest statistics from the European Union. Eurozone
unemployment hit 8.5% in February, nearly hit a
three-year high; in March, the Eurozone
manufacturing sector contracted for the tenth month
in a row. February factory orders in Germany, the
EU’s top economy, were down 49% year-over-year
from 2008 levels — and that economy is heavily
export-driven. Some analysts think EU unemployment
could hit 11% by 2010. 9 While some economists
expected the European Central Bank to cut interest
rates by half a percentage point at the start of April,
the ECB chose only a quarter-point cut to 1.25% and
delayed decisions on other tactics.20

New data from Asia suggested major economies were
a long way from a possible recovery. In March, the
Bank of Japan’s monthly survey of business
confidence hit its lowest level since the survey’s
inception in 1974. Exports fell each month of the
quarter in South Korea, making it five straight months
without a gain. A key purchasing manufacturers index
in China was under 50 (showing contraction) for the
eighth month in a row.2! In March, the Asian
Development Bank forecast only 3.4% growth in
developing Asia for 2009, compared with 6.3% in
2008. The ADB’s chief economist believes the
recession may make Asian nations expand their
economic bases and reduce dependence on exports.22

World financial markets. A fine March didn’t
quite erase quarterly losses for most major indices. The
MSCI World Index and MSCI Emerging Markets Index

were respectively down 13.9% and 1.0% in the first
quarter. Indeed, the emerging markets performed the
best: the Shanghai Composite Index soared 30.3% in
the quarter, Russia’s RTSI gained 25.8%, and
Venezuela’s Caracas Stock Exchange gained 22.2%. The
Nikkei 225 was down 8.5% even after gaining 7.1% in
March. The Hang Seng lost 5.6% in 1Q 2009, while
India’s Sensex eked out a 0.6% quarterly gain. And how
did major European indices fare? The FTSE 100 went
down 11.5% for the quarter; the DAX and CAC 40 each
fell 12.7%.23

Commodities markets. It was a strong
quarter for some metals. Copper led the charge,
gaining 31% in the quarter; lead gained 27%, platinum
20%, and zinc 9.3%. Silver went north 15%, and gold
gained 4.6%. On the other hand, nickel prices fell 16%
in 1Q 2009, and aluminum prices fell 9.6%.24 Most
crop futures had a tougher time in the quarter. Rice
was down 19%, wheat down 13%, soybeans 2.1% and
corn futures 0.6%. Oil futures gained roughly 11% for
the quarter, closing March 31 at $49.66 a barrel — and
gasoline futures gained 39% in 1Q 2009. 24,25

Housing & interest rates. As sales slowed,
prices fell. As prices fell, buyers appeared. That, in a
nutshell, could be the housing story of the first
quarter. The Commerce Department said new home
sales went up 4.7% in February after falling to a record
low for January.26 The National Association of
Realtors had pending home sales up 2.1% in February,
after a 7.7% decline for January.2” The NAR also
announced existing home sales were up 5.1% for
February, making it the best month for residential
resales since July 2003.28

Interest rates fell further. Compare the numbers in
Freddie Mac’s last survey for March with the numbers
in its last survey for December. In the last week of
December, 30-year FRMs were averaging 5.10%; in late
March, that average was 4.85%. 15-year FRMs
averaged 4.83% in late December, and 4.58% in late
March. 5-year ARMs fell from 5.57% in the last week
of 2008 t0 4.96% in late March; average interest rates
on 1-year ARMs were flat over three months, staying
at 4.85%.29:30

Second quarter outlook. The mood seems to
be brightening: at the top of April, the recession is
entering its seventeenth month, making it long in the
tooth by post-WWII standards. The indices had an
upswing in March, and April started with a bundle of




good news. U.S. factory orders rose 1.8% for February have the effect of boosting the net income of banks by
— the first increase in 6 months. Durable goods orders 20% or higher.32 Recent increases in home sales and
rose 3.5% in February, orders for computers and decreasing mortgage rates bode well for the real estate
electronic products rose 7.3%, and machinery orders sector. Even as unemployment figures presumably
jumped 12.7% (the largest increase since March continue to rise, there is more and more evidence that
1994).3! The Financial Accounting Standards Board the economy is pointed toward stabilization.

voted to relax the mark-to-market rule, which may
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