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The stellar performance of the U.S. equity markets
this year continued into the 3rd quarter as we received
more positive economic data and expectations
increased that the recession that began in December
of 2007 may be coming to a close.

Through the end of the 3rd quarter, all three major
U.S. indices have achieved positive double-digit
returns. The Dow Jones Industrial Average was up
13.5%, while the broader S&P 500 gained 19.3%.
The Nasdaq Composite is up an astonishing 35.6%
year-to-date.

The rise in equities this quarter was bolstered
by gains in retail sales, improvements in housing
sector data and increases in the Federal Reserve’s
Philadelphia and New York manufacturing activity
indices which painted a strong picture of factory
activity. This improved economic data has led many
market watchers to believe the end of the recession is
near. According to Reuters, a survey in July found
that 65.4% of economists polled believed that the
National Bureau of Economic Research will declare
the recession ended in the 3rd quarter of 2009.

While the strong stock market performance has been
a much welcomed change after the financial turmoil
of 2008, some market pundits are wary about how
quickly equities have rebounded. However, historic
trends are stacked in investor’s favor that the current
rally will extend through the end of this year. A
study by Argus Research Company showed that in
every year from 1980 to 2008, the broad market
ended the year with a gain if it was up high single
digits or low double digits at the 9 month mark. In
fact, over this time period the S&P 500 on average
appreciated a further 5% between the nine-month
mark and year-end.

The top performing sectors through the end of
this quarter were Information Technology, up
46.1%; Basic Materials, up 38.4% and Consumer
Discretionary, up 29.5%. Some of the best performing
stocks in Broadway portfolios within these top three
sectors include: Information Technology — Apple Inc
+117.2%, EMC Corp +62.8% & Amphenol Corp
+57.4%. Basic Materials —Monsanto Co +11.1%.
Consumer Discretionary — VF Corp +36.4% & Target
Corp +37.0%.

“Even though from a technical perspective the
recession is very likely over at this point, it’s still going
to feel like a very weak economy for some time, as
many people will still find that their job security and
their employment status are not what they wish they
were.” That was the recent statement made by Federal
Reserve Chairman Ben Bernanke nearly one year after
Lehman Brothers filed for bankruptcy — marking
the beginning of the financial market’s collapse and
longest and deepest recession since the 1930s. Since
then there has been an historic level of intervention
aimed at repairing the U.S. economy. And while there
are some reasons to feel some relief] there is still a
long way to go.

Accounting for the most significant portion of our
economic growth, the concerns are focused on the
overall health of the consumer — determined largely by
the rate at which consumers spend money. Following
many consecutive months of decline, consumer
spending actually increased broadly in August partly
due to seasonal factors such as back-to-school shopping
and the government’s Cash for Clunkers program.
Only building-supply and home furnishing stores
components posted declines. This is a positive sign that
spending may be stabilizing or at least the freefall has
slowed. This improvement may very well translate into
positive economic growth in the third quarter of 2009.



An improvement in consumer spending wasn’t the
only encouraging news from the third quarter.
Monetary policy continues to remain accommodative
for both consumers and businesses with interest rates
remaining at all-time lows. Historically low mortgage
rates coupled with extremely attractive home prices
have provided plenty of incentive to qualified buyers
to re-enter the housing market. A government
program that provides an $8,000 credit for qualified
new home buyers has also helped buoy home prices
in the third quarter. The S&P Case-Shiller Home
Price Index (which tracks changes in the value of
the residential real estate market in 20 metropolitan
regions across the U.S.) registered an increase of 0.5%
in July — its first increase since July 2006.

As Bernanke points out, while there are reasons to
feel some relief, the U.S. economy and specifically
the consumer still face some challenges. In August,
the unemployment rate climbed to 9.7% after dipping
slightly to 9.4% in July — marking the highest
unemployment level since 1983. Both the White
House Office of Management and Budget and the
nonpartisan Congressional Budget Office forecast
unemployment rising to at least 10 % before falling
some time in 2010. Federal Reserve data also show
that personal incomes have fallen, household wealth
has deteriorated, and many banks remain reluctant
to lend despite the aforementioned incentives. All of
these factors suggest that household spending may
be too weak to contribute meaningfully to economic
growth for some time.

Despite the concerns surrounding consumer
spending, the equity markets as measured by the
S&P 500 are up over 50 % since the March low.
This lends further credence to stocks as leading
economic indicators. In other words, even long
before a recession is declared technically over and
other economic data turns favorable, equity prices
will have already begun to move up. And while stocks
are leading indicators, unemployment still remains
a lagging indicator. In other words, unemployment
levels tend to peak long after the end of a recession
is declared. For this reason unemployment may be
high for some time resulting in an economy that
continues to feel weak.

Looking back on the third quarter and the market’s
remarkable improvement, we are reminded of two very
important lessons that prevailed in the recent financial
crisis. The first lesson is that broadly diversifying your
portfolio still matters. In fact diversification (i.c., the
allocation across different types of investments) is still
the most important determinant of how successful
any investment program will be. While most asset
classes were down in 2008, and early 2009, the
degree of the fall varied widely. The second lesson
is that attempting to time the markets is absolutely
a lesson in futility. No expert can consistently and
correctly determine when to jump in or out of the
market. What’s more is that timing requires one to
have to be right twice. Getting out “just in time”
always forces the dilemma of knowing when to get
back in. In other words, don’t wait only until it “feels”
right to buy equities or you just might miss some
incredible opportunities.

Broadway’s Investment Management Group has
maintained disciplined long-term allocations
consistent with the individual circumstances of our
diverse client base. Our portfolios continue to be
broadly diversified and comprised of asset classes
that behave differently from one another in efforts
to reduce volatility. For the most part, our investors’
portfolios fared better than the general markets
during the decline and have participated well in the
recovery. Nevertheless, we are always mindful that
like the economy, the road to full recovery may be
long.

Index YTD 1 Year 3 Years
Dow Jones Industrials 13.5% -7.4% -3.3%
S&P 500 Index 19.3% -6.9% -5.4%
EAFE* 29.2% 3.4% -3.2%
*EAFE = Europe, Australia, & Far East International Index
2 Year Treasury Bond Yield as of 9/30/09 0.95%
2 Year Muni Bond (AAA) Yield as of 9/30/09  0.64%
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