
Macroeconomic Themes

• Headline CPI rose by 1.1% since May and 4.9% on a year-over-year basis, as of June 30, 2008. The
core index, which excludes food and energy prices, increased 2.4% (year-over-year) during Q2, which
was a 0.3% increase over the previous month. The increase in top-line inflation is primarily due to an
increase in energy prices and, to a lesser extent, food price inflation.

• Q2 2008 GDP advanced at a 1.9% annualized rate, which was below the consensus expectation of 
2.4%. Over the past year, real GDP increased 1.8%. Rising exports, falling imports, and an increase in 
consumer spending were the key drivers of GDP growth. A significant drop in inventories subtracted 
1.9% from growth in Q2, the biggest drop in three years. 
• Consumer spending, which contributed 1.08% to GDP, can be partially accredited to government 
stimulus payments, which were distributed as tax rebates from April to July.

• The labor market continued to contract at a steady pace throughout Q2. The unemployment rate
remained unchanged at 5.5% in June, after a half percentage point jump in May. Nonfarm payroll
employment fell 62,000 in June. Most losses were concentrated in goods-producing industries, led by
losses in construction (43,000) and manufacturing (33,000).     

• In response to uncertainty pertaining to growth and inflation risks, the FOMC decided to keep the fed
funds target rate unchanged at 2% at the June 24-25 meeting, after cutting rates 25 bps at the April
meeting. Although the first half of 2008 witnessed stronger-than-expected growth, the economy remained
soft through Q2 in the following areas: falling payroll employment, weakening housing market, slowing
business investment growth, moderating international growth, and elevated headline inflation. Views on
inflation expectations were mixed among participants.                                                                   
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CPI: Percentage Change Year over Year
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Fed Funds Target Rate
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Unemployment Rate
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Equity Indices Fixed Income Indices

Quarter YTD 1-year 3-year 5-year 10-year Quarter YTD 1-year 3-year 5-year 10-year

Standard & Poor’s 500 -2.7% -11.9 -13.1 4.4 7.6 2.9 Lehman Aggregate -1.0% 1.1 7.1 4.1 3.9 5.7

Lehman Govt/Credit -1.5% 1.0 7.2 3.8 3.6 5.7

Russell 3000 -1.7% -11.1 -12.7 4.7 8.4 3.5 Lehman Int. Govt/Credit -1.5% 1.4 7.4 4.3 3.5 5.6

Lehman Long Govt/Credit -1.5% -0.7 6.8 2.2 4.0 6.3

Russell 1000 -1.9% -11.2 -12.4 4.8 8.2 3.4 Lehman Govt -1.9% 2.1 9.7 4.6 3.8 5.7

Russell 1000 Growth 1.3% -9.1 -6.0 5.9 7.3 1.0 Lehman Credit -0.9% -0.5 3.8 2.8 3.3 5.6

Russell 1000 Value -5.3% -13.6 -18.8 3.5 8.9 4.9 Lehman Mortgage -0.5% 1.9 7.8 4.8 4.6 5.8

ML High Yield  Master II 1.8% -1.3 -2.1 4.6 6.9 4.9

Russell 2000 0.6% -9.4 -16.2 3.8 10.3 5.5 Citigroup Non-US WGBI (Un) -4.7% 5.7 18.7 6.7 7.1 6.7

Russell 2000 Growth 4.5% -8.9 -10.8 6.1 10.4 2.8

Russell 2000 Value -3.6% -9.8 -21.6 1.4 10.0 7.5 Citigroup 3 Month T-Bill 0.4% 1.1 3.3 4.1 3.1 3.5

MSCI EAFE (Net) -2.3% -11.0 -10.6 12.8 16.7 5.8 Other Indices 

MSCI ACWI ex-US (Net) -1.1% -10.2 -6.6 15.7 18.9 7.7* HFN HFOF Multi-Strategy 2.8% -1.2 1.1 8.2 7.6 8.7

MSCI EM (Net) -0.9% -11.8 4.6 27.1 29.8 15.5* NCREIF National Property Index 0.6% 2.2 9.2 15.0 14.7 12.2

*For 10-year performance, Gross returns are provided.

Selected Equity and Fixed Income Index Rates of Return for Periods Ended June 30, 2008

Equity Index Returns: Quarter Ending 6/30/08
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•  Index Inception (i.e., January 1979):  R1000V: 13.2%; R1000G: 11.3%  (+192 bps)

Equity Themes

•  Index Inception (i.e., January 1979):  R2000V: 14.3%; R2000G: 9.7%  (+457 bps)

•  Index Inception (i.e., January 1979):  R1000: 12.5%; R2000: 12.2%  (+32 bps) •  Index Inception (i.e., January 1979):  S&P 500: 12.5%; EAFE: 10.7%  (+173 bps)

•  The R2000V outperformed the R2000G in 6 of last 10 calendar years; however, the R2000G 
outperformed the R2000V for the trailing 1-year (+1080 bps), 3-year (+469 bps), and 5-year (+35 bps) 
time periods. 

•  After 7 consecutive calendar years of outperformance by the R1000V relative to the R1000G, the 
R1000G was ahead of the R1000V on a trailing 1-year (+1282 bps) and 3-year (+238 bps) basis.

•  After outperforming for 7 of the last 9 calendar years, the R1000 was ahead of the  R2000 for the 
trailing 1-year (+381 bps) and 3-year (+102 bps) time periods.

•  The EAFE outperformed the S&P 500 in 7 of last 10 calendar years, including the last 6 in a row. For 
the trailing 1-year, the EAFE is ahead of the S&P 500 by 250 bps. 

Equity Style Cycle: Rolling Returns Analysis
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Rolling 3-Year Return Deviations
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Equity Style Cycle: Rolling Returns Analysis
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Equity Market Cap Cycle: Rolling Returns Analysis

-25%

-20%

-15%

-10%

-5%

0%

5%

10%

15%

20%

25%

Ju
n-

82

Ju
n-

83

Ju
n-

84

Ju
n-

85

Ju
n-

86

Ju
n-

87

Ju
n-

88

Ju
n-

89

Ju
n-

90

Ju
n-

91

Ju
n-

92

Ju
n-

93

Ju
n-

94

Ju
n-

95

Ju
n-

96

Ju
n-

97

Ju
n-

98

Ju
n-

99

Ju
n-

00

Ju
n-

01

Ju
n-

02

Ju
n-

03

Ju
n-

04

Ju
n-

05

Ju
n-

06

Ju
n-

07

Ju
n-

08

(R
us

se
ll 

10
00

 - 
R

us
se

ll 
20

00
)

Rolling 3-Year Return Deviations

Large Core Outperforms

Small Core Outperforms

Equity Country Cycle: Rolling Returns Analysis
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