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Markets Update:  US and international equity market indices advanced again through 
August 2009. Demand for equities this year is evident via the inflows of dollars to US 
stock mutual funds. The Investment Company Institute (www.ici.org) reported on 8-27-09 
that year-to-date dollar inflows into long-term stock funds thru July 31, 2009 was $12 
billion, a reversal from the same 2008 period which had $49.8 billion of outflows. 
However, inflows to taxable & municipal bond funds for the first seven months of 2009 
totaled $178 billion. With inflows to bond funds outpacing stock funds by nearly 15:1, 
caution still seems to be evident, at least, among individual investors. 
 
Commodities & Currency:  Commodity prices and the US Dollar’s value versus the Euro 
and Yen were little changed in the month of August vs. their July 31, 2009 levels, with the 
exception of natural gas prices which fell nearly 19% over the past four weeks. Natural 
gas prices remained low on abundant inventory as gas in underground storage on 8-21-
09 was 3,258 billion ft3, a nearly 19% increase from one year ago.(1) The story with 
continued dollar weakness remains, in our judgment, an ongoing result of US deficit 
spending, a theme that has been in place all year.  
 

The Economy:  At month-end the US unemployment rate remained at 9.4%, however, Dennis Lockhart of the Federal 
Reserve Bank of Atlanta stated on 8-26-09 that the actual unemployment rate is probably closer to 16% when discouraged 
and under-employed workers are also included. Much of our economy is consumer-driven so persistently high unemployment 
could impede rapid recovery. Certainly, headlines about rising joblessness also can weigh on consumer sentiment so any 
improvement on the jobs front is desirable.  
 
Nevertheless, positive economic & business data for August did arise. The Empire State Manufacturing Survey(2) showed a 
sharp rebound in general & expected future business conditions and the ISM PMI index for August came in at 52.9%, the first 
time this index has shown manufacturing growth in 18 months.(3). The Commerce Department reported on 8-26-09 that July 
’09 sales of single family homes increased 9.6% from June helped in part by the first time homebuyer tax credit while they 
also reported on 8-18-09 that July construction of new single family homes rose for a fifth month in a row. Lastly, second 
quarter 2009 GDP results were revised upward to -1.0%, a dramatic improvement from the 4Q08 & 1Q09 which had GDP 
declines of -5.4% & -6.4% respectively.(4) Collectively these can be seen as positive signals of an improving economy. 
 
Commercial Real Estate:  One point we were watching at month-end was commercial real estate. This sector at month-end 
faced its own challenges due to rising commercial office building and retail space vacancies that have in turn put downward 
pressure on renewal lease rates. Lower cash flows that result from reduced rents and elevated vacancies could mean 
pressure on commercial real estate mortgages and, by extension, commercial mortgage-backed securities (CMBS’s). This is 
one area that we have watched over the summer and we will continue to monitor it. However, one sector’s challenges may 
help to feed another’s opportunities. A potential positive from lower rents could be improved profitability for some consumer 
cyclical companies such as retailers and restaurants. Many have been able to negotiate lower lease rates which should help 
them reduce their costs and improve their bottom line profitability.  
 
Market Progress in 2009 & Quality:   Concerns persisted at the end of August about the strong rebound equity markets have 
experienced year to date. Future earnings expectations underpin stock prices and knowing that job cuts, restructurings, and 
cost controls helped support second quarter earnings has some questioning how strong forward earnings may be over the 
next few quarters. We are mindful of these near-term concerns and they reinforce our research that favors & seeks quality 
organizations possessing strong balance sheets carrying little to no debt; significant cash relative to debt; favorable access to 
credit; and effective working capital management. Ironically at month end there were several companies within the technology 
sector, and other sectors as well, that fit these criteria. The technology companies are interesting given that they were 
especially impacted in the 2000-2002 bear market. We believe that organizations like these are better positioned to weather 
recessionary times and that they stand to nicely prosper when a firm economic recovery eventually takes hold. 
 
In closing, we believe the economy and markets improved further in August and that quality & nimbleness are still vitally 
important attributes for our portfolio management process. 

Select Year-To-Date Market, 
Commodity, and Currency 
Data as of August 31, 209:  

Dow Jones Industrial 
Average (a) 

+ 8.2% 

S&P 500 (a) + 13.0% 
NASDAQ Composite (a)  
 

+ 27.4% 

MSCI EAFE (a) + 21.1% 

Crude Oil, $ per barrel $69.96 

Natural Gas, $/MMBtu $2.977 

Gold, $ per troy oz. $951.70 

Dollar per Euro $1.43 

Dollar per Yen $0.0107 

10-yr US Treasury yield: 3.401% 
Source: Wall Street Journal, 9-1-09 
(a) - excludes dividends 
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Data Sources: 
(1) US Energy Information Administration  
(2) Federal Reserve Bank of New York 
(3) The Wall Street Journal 9-1-09 and The Institute for Supply Management 
(4) US Bureau of Economic Analysis 
 
Morgan Stanley Smith Barney LLC.  Member SIPC 
 

The information set forth was obtained from sources believed to be reliable, but we do not guarantee its accuracy or 
completeness.  Past performance is no guarantee of future results. 
 
The Dow Jones Industrial Average is a price-weighted index of the 30 “blue-chip” stocks and serves as a measure of the US 
market, covering such diverse industries as financial services, technology, retail, entertainment, and consumer goods. The S&P 
500 is an unmanaged, market value-weighted index of 500 stocks generally representative of the broad stock market. The 
NASDAQ Composite Index is a market-value-weighted index of all common stocks listed on NASDAQ. The MSCI EAFE® Index 
(Europe, Australasia, Far East) is a free float-adjusted market capitalization index that is designed to measure developed market 
equity performance, excluding the US & Canada. As of May 2005 the MSCI EAFE Index consisted of the following 21 developed 
market country indices: Australia, Austria, Belgium, Denmark, Finland, France, Germany, Greece, Hong Kong, Ireland, Italy, 
Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland and the United Kingdom.  An 
investment cannot be made directly in a market index. 
 
The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley Smith Barney or its 
affiliates.  All opinions are subject to change without notice.  Neither the information provided nor any opinion expressed 
constitutes a solicitation for the purchase or sale of any security.  Past performance is no guarantee of future results. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


