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Markets and Economic Summary & Outlook         

June 30, 2008 

 

Global equity markets retreated during June following a n April and May rebound off the first 

quarterôs weak performance.  The increasing  likelihood of slower growth both in the U.S. and 

globally , combined with high er  inflation giv en the run -up in commodity prices , have created 

significant  headwind for equities.  In the U.S., t he financial sector in particular faced mounting 

pressure as U.S. home price s continued their descent to more his torically  normal price levels.  

Energy , to the detriment of other industry sectors,  provided the only bright spot for equity 

investors during the second quarter.  

 

The S&P 500, comprised of U.S. large and mid -cap stocks , was down - 2.7 %  (total return inclu ding 

divide nds) during the second  quarter of 2008 (vs. -9.4 %  in Q1 ô08 ), while the NASDAQ Composite 

rose a modest 0.8%  ( vs. -14.0 %  in Q1  ô08 ).   Non -U.S. equities, measured by the MSCI EAFE 

index, mirrored U.S. performance, dropping - 1.9 %  ( vs. -8.8 %  in Q1  ô08 ) .  Most Asian and 

European markets are down 10% to 25% year - to -date, marking a disturbing recent trend whe re 

equities around the world have become  highly correlated with  one another compared to past years , 

thus eliminating some of the diversification benefit from international investing .  Comme rcial real 

estate prices as measured by REITs (real estate investment trusts)  deteriorated rapidly during 

June , potentially indicating that the commercial side of real estate  is like ly to cause even more grief 

for banks and o ther investors for the next several  quarters.  

 

 
Total returns include capital gains and losses plus dividend and interest payments received and reinvested over the periods d escribed.  S&P 

500 is an index of U.S. large and mid cap stocks; NASDAQ is the NA SDAQ Composite Index; Russell 2000 is an index of U.S. small cap 
stocks; EAFE is an index of stocks from Europe, Australia, and Far East; DJ Real Estate is an index of traded U.S. REITs (rea l estate 

investment trusts); Lehman Aggregate is an index of U.S. Treasury, agency, and investment grade corporate bonds; DJ -AIG Commodity is a 

total return index of futures contracts on metal, agricultural, and energy commodities.  

 

Commodities ( +15% in Q2) proved to be the only safe haven for investors during the second  

quarter, but worries over  a commodities ñbubble ò may lead to a pullback in the second half of the 

year.  Natural gas, crude oil, corn, and soybeans have been the primary drivers in the 2008 

commodities push.  Investment grade b onds (Lehman Aggregate) lost  - 1.1%  during the quarter as 

credit spreads over Treasuries widened during the quarter.  
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Second quarter equities performance by industry sector was led by energy, materials, technology, 

and utilities.  Materials include chemical, fertilizer, and mining com panies, which generally have 

performed well during this difficult period.  The financial, consumer, and industrial sectors moved 

sharply lower during the second quarter, and were the primary cause of declines in the major 

indexes.  

   

 
 

 

Investors in most non -U.S. equities earned excellent returns over the last five  years, however most 

markets in 2008 have declined much more steeply than U.S. equities.  China, Hong Kong, and 

Korea , for example,  are down over 20% year - to -date, in sharp contrast to performanc e in recent 

years.  Brazil is  the only major equity market in  positive territory in 2008, largely due to the 

countryôs relative abu ndance of basic commodities such as  crude oil, coal, and iron  ore . 

 

Best Performing Foreign Equity Markets  

Last 5 -years annua lized returns     Year - to -date return s 

  
    Source: Barclayôs Global Investors (2008 through July 15 ) 
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July  2008 Outlook 

 

U.S. economic growth and stock market performance should  remain challenged until thereôs 

greater clarity on where the bottom lies o n home prices , and order returns to the  banking system.  

Home prices are the key to a turnaround, and itôs still unclear how much further they may have to 

fall.  The national median home price  from 2000 to the peak in June 2006  rose 127% , an 

unsustainable  16% annual rate .  This brief and overly euphoric period, fueled by an abundance of 

cheap mortgage debt, stands in sharp contrast  to the  much lower 4%  long - term growth rate in 

median home prices , which is not too different from the annual inflation  rate .   

 

Home prices nationally have declined 19%  since hitting the ir  peak in mid -2006.  If one believes in 

mean reversion, and we most certainly do, then how much further do  home prices have to 

fall?   Our estimation  is that nationally , assuming a 4% long - term gro wth rate,  home prices would 

have to decline another 11% , and 17%  in the metro NY region.  This seems entirely  possible 

given the banks return to more traditional mortgage underwriting practices and substantial excess 

housing inventory  that has to be worked  through .  The bottom  appear s to be about a year in the 

offing, but this in itself provides a glimmer of clarity and hope for the banksô collective health and 

potential rebound from unprecedented lows in bank stock prices.  

 

 
  Source: S&P/Cas e-Shiller  

 

 




