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Regardless of the outcome, Washington’s actions suggest that increased financial regulation is on the immediate horizon (expect 
legislation activity to pick up now that the GOP has ended their filibuster of Financial Regulatory Reform). Next, Congress will 
entertain floor discussions about how to curtail systemic risk in the future. And ultimately, rhetoric opposing “too big to fail” will 
be supported by law.  

One potentially negative result of the proposed legislation is the elimination of certain derivatives (if not an outright ban, the 
regulation of some instruments could become so onerous that they will no longer be viable solutions). Derivatives provide 
additional liquidity to various markets, and their elimination may grind certain segments to a halt. Conversely, there are potential 
positives. One encouraging proposal requires the spin-off of Wall Street’s proprietary trading desks from other operations (this 
should assuage debates over conflicts of interest). There is also a movement toward requiring all derivatives to be traded on an 
open exchange, which although initially painstaking, should provide the necessary transparency that was missing during the 
downfall of AIG, Bear Stearns and Lehman Brothers. We will continue to closely monitor the happenings in Washington, and 
report changes as they become available. 

 

Sources: Wall Street Journal; Bloomberg; Morgan Stanley, Ritholtz.com; Thomson-Reuters; Seeking Alpha; FT.com; SEC 
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remained mixed for Japan, with the market trading at a premium on a forward P/E basis (1.27x relative to developed MSCI 
World), but cheap on a P/B basis (0.68x relative).  

Asia Pacific ex-Japan led global equities on a regional basis in April, returning 1.3%. Smaller export-oriented countries like 
Indonesia (+6.1%), Philippines (+5.1%), and Malaysia (+4.3%), all of which have double-digit YTD returns, continued to propel 
region. Among the larger components in the index, South Korea saw another strong month (+5.7%) despite reported declines in 
industrial production (though exports did grow 35.1% YoY in March, beating analyst estimates). Singapore gained 5.8% on a 
huge rebound in GDP (32.1%, fastest rate in 35 years) as manufacturing activity more than doubled. These bright spots were 
overshadowed by the index’s largest components, however, as both Australia and China edged down. The MSCI China index now 
stands at -1.9% YTD, second only to beleaguered European countries in terms of the world’s worst performers. Chinese export 
growth softened to 24.3% YoY in March, below expectations and trailing February’s 45.7% increase. The country also squeezed 
liquidity again, with the central bank raising bank minimum reserve ratios by 50 basis points to 17% for large institutions (well 
above the 10% required for large US banks). The announcement came on the heels of several Chinese banks posting record profits 
in Q1. The $381 billion in new lending by those banks during the first quarter was in line with 2009’s torrid pace, furthering fears 
of a credit bubble in the overheating economy. 

On a sector basis in the ACWI ex-US index, technology (+2.0%) led returns in April and remains the best performing sector YTD 
at +8.5%. Other cyclical areas, including consumer discretionary, industrials, and energy, also finished April in positive territory. 
Health care lagged as most European pharma fell alongside other stocks in the region. Materials also struggled in April, and in 
early May got more bad news when Australia announced it was imposing a 40% tax on its miners; the move is sure to squeeze 
margins for giants such as BHP Billiton and Rio Tinto. Uncertainty created by the measure (the so-called “resources super profits 
tax,” or RSPT) may also inhibit M&A activity in the industry, hurting both domestic mid-cap miners and the foreign corporations 
looking to acquire them. 

Looking ahead, all eyes will continue to be on Greece and Southern Europe. Greek parliament is expected to approve the 
conditions set forth by the bailout package sometime this week, and the country will face a severe test over the next 18 months as 
it attempts to rein in a budget deficit projected to be 8.1% of GDP this year (some analysts estimate Greece’s costs exceed the 
bailout and additional financing will be necessary). The decisive step by the ECB has not appeared enough to assuage investor 
concerns in the first few days of May, as global markets continue to roil. Fundamentals are clearly not in play in the region right 
now, but skilled equity managers can use the volatility to pick up quality businesses at significant discounts. From a valuation 
perspective, price-to-cash earnings for Europe are seemingly cheaper at 8.5x versus the US (10.7x) and emerging markets (10.1x) 
as of month-end; many contrarian managers believe 2-3 year returns for high quality stocks could be significant. Given the high 
level of polarity in stock returns globally, we reiterate that active management is the best course of action to navigate this murky 
environment. 

 

 

Sources: Bank of Japan, Financial Times, Bloomberg, WSJ, Morgan, Business Insider, Reuters, NYTimes 
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portion of this return. On a valuation basis, munis remain well priced relative to Treasuries but as we have mentioned on various 
occasions, the prospect of higher state and federal taxes sets a new standard for this measurement, and as such, the market may not 
be as overvalued as perceived.  

In a repeat of the previous quarter, long duration and low quality bonds produced the best total return, as BBB rated bonds 
generated 2.6%, and bonds due beyond 22 years posted a 2.0% return. In retrospect, this performance is not surprising. The BAB 
(Build America Bond) program continues to deplete supply of longer duration, tax exempt bonds thus creating a supply demand 
mismatch for this area of the curve; this has been and will remain a natural tailwind in 2010. Regarding BBB bonds, as investors 
search for yield many continue to buy lower rated bonds, despite the gloom and doom prognostications for the muni market. In 
addition, the recalibration of muni ratings by Moody’s and Fitch generated some spread tightening. Case in point, California GO 
jumped from a high BBB rating to high single A; as this change (as well as favorable revenue statistics for the state) was digested 
by the market, it drove spreads tighter. This favorably affected many of the BBB rated indices which have a delay in recognizing a 
change in issuer ratings.  

Flows into the muni market have rebounded after briefly turning negative. In an annual ritual, investors liquidated holdings ahead 
of tax payments in March and early April. Cash has since returned to the market but is nowhere near the level seen in mid-2009. 
Managers seem content with new flow levels.  

In a quick review of investor demand, it seems investor attention is bifurcated between a willingness to take on market risk 
(duration) and a willingness to take on rating risk (credit risk). In both categories investors tend to invest in extremes. In reality, 
those that prefer a moderate position may outperform over time given the steepness of the municipal yield curve and the valuation 
of A rated bonds. 

Corporate Market: Spreads continued to grind tighter and why shouldn’t they? Corporate credit quality is improving, 
shareholder friendly activities are only just starting to pick up (share repurchases and M&A activity), cash flow remains robust, 
defaults are falling, and rating agencies are offering more upgrades than downgrades. In addition, yields on comparable assets are 
pretty paltry. The net result was a modest spread compression of 10 basis points for the Barclay’s Investment Grade Corporate 
index to 143 basis point, and 10 basis points for the high yield index to 548 basis points. Relative to 10 year averages, these 
valuations appear high, but in the context of the market today, barring a sudden change in economic expectations, there is little 
reason to believe spreads will rise from here. From a total return perspective, the corporate credit markets generated their strongest 
monthly return of 2010 as Investment Grade bonds produced 1.8% and High Yield generated 2.3% 

The leveraged loan market performed admirably although not nearly as well as the previous month or relative to their corporate 
bond cousins. Perhaps it was the result of tax season liquidation, or perhaps it was time for the market to take a breather, at any 
rate, the Barclay’s loan index rose just 1% for the month. 

 

Sources: Barclays, Bloomberg, Morgan Stanley, Municipal Market Advisors; Bill Clinton 
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MONTHLY PERFORMANCE FLASH REPORT
April 30, 2010

1 month 3 months YTD 12 months 1 month 3 months YTD 12 months

Large Cap Fixed Income
S&P 500 1.58 11.05 7.05 38.84 BarCap 5 Yr Muni 0.67 0.83 1.44 5.51
DJIA 1.53 10.08 6.42 38.69 BarCap HY Muni 1.58 4.11 5.71 27.56
Russell 1000 1.85 11.67 7.65 40.21 BarCap 1-10 Muni 0.72 0.94 1.50 4.91
Russell 1000 Value 2.59 12.72 9.55 42.28 BarCap US Treasury 1-3 mo. 0.01 0.02 0.03 0.11
Russell 1000 Growth 1.12 10.64 5.81 38.16 BarCap 1-3 Yr. Gov't 0.26 0.25 0.98 2.05

BarCap Int Gov't/Credit 0.87 1.02 2.43 7.37
Small/Mid Cap BarCap High Yield Corp. 2.34 5.74 7.07 42.58
Russell  2000 5.66 19.41 15.01 48.95 Citigroup High-Yield 2.24 5.20 6.37 40.28
Russell  2000 Value 7.00 21.27 17.72 52.44 ML US High Yield BB/B Rated 1.87 4.80 6.16 33.74
Russell  2000 Growth 4.20 17.38 12.13 45.20 BarCap US Agg Securitized MBS 0.60 0.81 2.15 5.54
Russell Microcap 8.49 22.89 19.17 54.47 JPM EMBI+ Composite 0.67 4.45 4.31 21.90
Russell Midcap 3.76 16.65 12.76 50.84
Russell Midcap Value 4.50 17.76 14.55 54.39
Russell Midcap Growth 2.97 15.47 10.87 46.95

International Markets
MSCI EAFE (1.73) 3.76 (0.80) 35.02
MSCI ACWI ex. US (0.81) 6.00 0.83 40.97
MSCI Europe (2.58) 1.75 (4.25) 34.10 Currency
MSCI Japan (0.15) 6.07 8.08 25.72 U.S. Dollar Index Value 81.87 79.46 77.86 84.61
MSCI AC Asia Pacific Ex - Japan 1.33 10.42 3.47 55.86 USD vs. Yen 93.85 90.27 93.02 98.63
S&P Dev. ex. US Small Cap 1.46 8.11 5.94 48.25 Euro vs. USD 1.33 1.39 1.43 1.32
MSCI Emerging Mkts 1.23 9.82 3.72 57.55
MSCI EMEA (0.01) 6.92 6.24 60.80 Commodities
MSCI Latin America (0.33) 11.19 1.33 67.88 Gold ($ per troy ounce) 1179.20 1080.85 1096.95 888.20
MSCI Frontier Markets 0.06 13.93 11.51 35.91 Crude Oil ($ per barrel) 86.15 72.89 79.36 51.12

Sectors (S&P 500 GICS)
Consumer Discretionary 6.10 20.66 17.17 51.84
Consumer Staples (1.38) 5.50 4.36 29.77
Energy 4.45 10.04 5.10 29.03
Financials 1.35 14.24 12.65 51.62
Healthcare (3.83) (1.05) (0.56) 30.34
Industrials 4.15 19.16 17.77 52.73
Information Technology 1.79 13.28 3.73 43.49
Materials 0.47 13.10 3.36 36.12
Telecom Services (0.11) 4.11 (4.42) 8.24
Utilities 2.63 4.14 (1.00) 23.42
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All data represents total returns, where applicable.  Information contained in this report is from sources deemed to be reliable.  We cannot guarantee the accuracy or completeness of such 
information and we assume no liability for damages resulting from or arising out of the use of such information. Further, please note that past performance is not indicative of future results.
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This report is for illustrative purposes only. Past performance is not indicative of future results. The information contained in this 
report has been gathered from sources we believe to be reliable, but we do not guarantee the accuracy or completeness of such 
information, and we assume no liability for damages resulting from or arising out of the use of such information. The performance 
numbers displayed herein may have been adversely or favorably impacted by events and economic conditions that will not prevail 
in the future. The indices discussed are unmanaged and do not incur management fees, transaction costs or other expenses 
associated with investable products. It is not possible to directly invest in an index. 

This newsletter contains general information that is not suitable for everyone. The information contained herein should not be 
construed as personalized investment advice. Past performance is no guarantee of future results. This commentary was prepared 
by a third-party provider which Glassman Wealth Services, LLC (“GWS”) deems to be reliable. However, GWS makes no 
representation or warranty that the information is accurate or timely. Investing in the stock market involves gains and losses and 
may not be suitable for all investors. Information presented herein is subject to change without notice and should not be 
considered as a solicitation to buy or sell any security. GWS is an SEC registered investment adviser with its principal place of 
business in the Commonwealth of Virginia. GWS and its representatives are in compliance with the current registration and notice 
filing requirements imposed upon registered investment advisers by those states in which GWS maintains clients. GWS may only 
transact business in those states in which it is registered /notice filed, or qualifies for an exemption or exclusion from registration 
/notice filing requirements. For information pertaining to the registration status of GWS, please contact GWS or refer to the 
Investment Adviser Public Disclosure web site (www.adviserinfo.sec.gov). For additional information about GWS, including fees 
and services, send for our disclosure statement as set forth on Form ADV from GWS using the contact information herein. Please 
read the disclosure statement carefully before you invest or send money. 

 


