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Economy

The Fed makes its move.
Recent Economic Indicators
Thomson Reuters/Univ. of
Michigan Consumer Sentiment
78.3
Consumer Confidence
70.3
Existing Home Sales, Monthly Change
7.8%
New Home Sales, SAAR*
373,000
Personal Income, Monthly Change
0.10%
Personal Consumption Expenditures,
Monthly Change
0.50%
Non-farm Payroll Increase/Decrease
114,000
Unemployment Rate
7.8%
ISM Non-Manufacturing Index
55.1%
ISM Manufacturing Index (PMI)
51.5%
New Durable Good Orders, Monthly Change -13.2%
Industrial Production, Monthly Change
-1.2%
Capacity Utilization
78.2%
Retail Sales, Monthly Change
0.9%
CPI, Monthly Change
0.6%
CPI Core, Monthly Change
0.1%
PPI, Monthly Change
1.7%
PPI Core, Monthly Change
0.2%
U.S. Trade Deficit
$42.0 billion
2Q12 Non-farm Productivity,
Quarterly Change, SAAR*
2.2%
2Q12 Real GDP, Quarterly Change, SAAR*
1.7%
*Seasonally Adjusted Annual Rate
Values reflect most recent data available at the time of publication.
Source: Bureau of Economic Analysis of the U.S. Department of Commerce, U.S.
Department of Labor, the Federal Reserve, Thompson/Reuters/University of Michigan,
Institute for Supply Management, National Association of Realtors, The Conference
Board, U.S. Census Bureau, Bloomberg, Standard & Poor’s, International Monetary Fund.
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Overview
QE3 is a go. The Federal Reserve announced this month that in
addition to extending its policy of keeping short-term rates at
“exceptionally low levels” until mid-2015 (previously until late
2014), they will also engage in a third round of quantitative easing.
The Fed will buy $40 billion in mortgage-backed securities each
month indefinitely in an attempt to boost the economy. The direct
effect of this will be to keep mortgage rates low, but we think this
is a controversial strategy considering mortgage rates are already
near all-time lows and are not, in our opinion, what is holding
back economic growth. We believe the likely result of QE3 will
be a boost for the stock market over the near-term which will
increase the odds of President Obama, and in turn Fed Chairman
Ben Bernanke, keeping their jobs. According to the minutes from
the meeting the Fed expects economic growth to slow in 2013
followed by an improving 2014, with unemployment still modestly
elevated and GDP growth lagging slightly.
Real GDP for the second quarter fell unexpectedly in the third
estimate to 1.3% from 1.7% in the prior revision. The downward
revisions were widespread across components and indicate the
recovery is not quite as strong as earlier thought. However there
are many good things happening that point to better growth
for the remainder of the year. The housing market is gaining
traction, manufacturing is expanding once again and employment
is gradually improving. There is also the release of the new iPhone
whose sales J.P. Morgan’s chief economist, Michael Feroli, thinks
could add between a quarter and a half percentage point to
fourth quarter annualized growth in the U.S.
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Employment
The number of Americans filing for first-time unemployment
benefits rose to 367,000 for the final week of the month ending
September 29. The four-week average was 375,000 which was
3,250 above the month-ago reading. The monthly employment
showed an unexpected 0.3% drop in the unemployment rate and
had analysts wondering how credible the 7.8% number truly is.
Some say the figure is a “statistical fluke” as the household survey
showed 873,000 jobs added while the headline establishment
survey, which has a larger sample size, came in at a moderate
114,000. It was not just the private sector that was adding jobs this
time, as government payrolls increased 10,000 during the month.
There were upward revisions to July and August data that added an
additional 86,000 more jobs than originally reported. The bottom
line is that the report was overall better than expected as we
continue to see modest improvement in the job market.
Consumer Confidence and Spending
Consumers are becoming much more upbeat about their job
prospects and financial situation. The Conference Board Consumer
Confidence Index rose a full 9 points to 70.3 in September. It was
the best reading since February and a good sign for spending as
confident consumers are more apt to loosen their purse strings.
The large increase in gas prices was largely behind the improvement
in headline retail sales. Sales at gas stations surged 5.5% in August
helping to push overall retail sales up 0.9%. Stripping out the
gasoline component and a 1.3% increase in auto sales, core retail
was up a modest 0.1%. Motor vehicle sales hit a 15 million annual
rate for the first time since March 2008 – a very promising indicator
as consumers tend to buy big-ticket items when they are confident
about their employment situation.
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Inflation
Inflation made a strong comeback in August with the CPI jumping
0.6%. The increase was led by a 9.0% surge in the price of gasoline.
Inflation hawks will ring alarm bells over this headline number,
while the doves will point to the much more modest 0.1%
increase in the core level. Year-over-year the headline inflation
number increased to 1.7% from 1.4% in July. At the more volatile
producer level inflation jumped 1.7% as the energy component
surged 6.4%.
Business Activity
New factory orders dropped 5.2% in August, and the durable
goods report showed orders fell an eye-popping 13.2%. Both
numbers were severely impacted by a sharp drop in the always
volatile aircraft component. It is clear manufacturing has been
a drag on the economy lately, but a few of the recent regional
surveys have been a bit more positive indicating manufacturing
may be getting ready to mount a comeback.
The Philadelphia Fed Survey came in at -1.9 indicating contraction
for manufacturing in the Mid-Atlantic region. The number was
better than expected, though, and the new orders component
rose a sharp 6.5 points posting the first positive reading since
May. The ISM manufacturing survey moved into expansion
territory for the first time in four months rising to 51.5 in
September. The non-manufacturing index bounced to 57.7,
a significant four-point jump indicating strong growth in the
service economy. These surveys point to healthy new orders
growth, which should bode well for the next releases of durable
goods orders and new factory orders.
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ISM Report on Business Activity

S&P/Case-Shiller Home Price Index
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Housing
Home prices continued their upward trend in July as the
S&P/Case-Shiller national home price index rose 0.4% on a
seasonally-adjusted basis. The year-over-year growth rate was
positive for the second month in a row and now stands at 1.2%.
While these price levels are still the same as they were nine
years ago, it does appear the worst is well behind us. Prices for
new homes were up a record 11.2% in August to $256,900 – the
highest reading since March 2007. We believe the higher prices and
tight supply likely contributed to a 0.3% slip in sales to an annual
rate of 373,000. Low supplies and high prices should entice home
builders to ramp up construction activity.
Existing home sales came in very strong in August, up 7.8% to an
annual rate of 4.82 million. This was the largest increase in a year
and the highest rate since May 2010. Supply on the market remains
tight at 6.1 months. Median prices fell 0.2% to $187,400 but that
was still 9.5% higher than August of last year. There was a rebound
in housing starts during the month, although the number fell a little
short of expectations. Starts advanced 2.3% to a 750,000 annual
pace. Housing permits fell back 1.0% in August following a strong
6.7% rebound the previous month. Despite the soft permit numbers,
the outlook for the housing market continues to improve as builder
confidence grew for the fifth straight month. The NAHB housing
market index rose three points to 40 – its highest level in five years.
It stands to reason that homebuilders are usually among the first to
recognize changes in the housing market, and an improvement in
their sentiment bodes well for the health of the overall economy.
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World Economy
Manufacturing data was gloomier overseas than here in the U.S.
A regional purchasing managers index fell to a 39-month low in
Europe as the region continues to struggle amidst its debt woes.
The recession in Europe has hit China particularly hard. An HSBC
report showed that manufacturing in China contracted for the
eleventh straight month in September.
The plan outlined in the beginning of the month by ECB President
Mario Draghi to buy euro area government bonds has helped push
yields on Spanish and Italian bonds to more manageable levels.
The ECB will engage in outright monetary transactions to “address
severe distortions in government bond markets,” which he said stem
from “unfounded fears on the part of investors of the reversibility
of the euro.” There will be no limits on the size of the purchases, but
governments who want the ECB to buy its bonds will be subject to
a program of reforms and oversight. The move is one of the most
significant we have seen yet in dealing with the sovereign debt crisis.

Fixed Income

Although U.S. treasuries declined, all other sectors post gains for the month.
Fixed Income Current Yields		

9/30/12

3 Month U.S. T-bill

0.10%

2 Year U.S. Treasury

0.23%

5 Year U.S. Treasury

0.62%

10 Year U.S. Treasury

1.65%

30 Year U.S. Treasury

2.82%

Total Returns

Month

YTD

Barclays U.S. Aggregate

0.14%

3.99%

Barclays U.S. Govt./Credit

0.07%

4.43%

Barclays U.S. Municipal Bond

0.60%

6.06%

Barclays U.S. Corp. High Yield

1.39%

12.13%

Barclays U.S. Long Credit A

0.31%

11.34%

Barclays U.S. Treasury 20+ Year -2.29%

4.34%

Barclays Global Aggregate

1.22%

4.82%

Barclays Emerging Markets

1.59%

14.19%

1 Month and 12 Month ending 9/30/12.
Source: U.S. Department of the Treasury, Barclays Capital
Values reflect most recent data available at time of publication.

Overview
The rally in risk and spread products continued for a fourth straight
month, with robust gains in high yield, emerging markets and
sovereign debt. Additional rounds of monetary policy easing by
major central banks supported most of the rally in riskier fixed
income asset classes at the expense of safe-haven U.S. Treasuries.
In a sign that the age of bond market outperformance may have
ended, large cap U.S. stocks have now outperformed Treasuries over
the last one-, three- and 10-year periods. Some strategists now
feel investment bubbles may be forming in investment grade and
high yield corporate bonds because of continued liquidity injections
from the Federal Reserve. As an example of this overbought market,
inflows into high yield bond mutual funds are now running at an
annualized pace of more than three times the record levels set in
2009. However, these bubbles are just beginning to form and likely
have room to grow, suggesting an underweight position is not
warranted at this time.
At its September meeting, the Federal Reserve announced another
round of quantitative easing with a focus on purchasing agency
mortgage-backed securities. This lead to a rally in this sector of the
market with relative yields on mortgages dropping to near their
lowest levels on record. Fed officials announced their intention to
keep easing “if the outlook for the labor market does not improve
substantially,” and stated that an accommodative policy stance
“will remain appropriate for a considerable time after the economic
recovery strengthens.” Amid the number of Fed speakers since the
FOMC announcement, the most notable has been Minneapolis
President Kocherlakota, who recently joined the dovish majority by
supporting further stimulus. Notably, Mr. Kocherlakota had been
a long time hawk, dissenting twice against easing in 2011, which
suggests stimulating economic growth has become more imperative
than inflation concerns. While more bond-buying stimulus raises
the possibility of inflation, we currently recommend an underweight
position in TIPS, given considerable nominal negative yields out to
twenty years.
[Premier Bank Market Review
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Investment Grade Corporate Spread

10-Year Government Bond Rates

In Basis Points, through September 2012
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Corporate
The investment grade corporate sector finished the month higher
once again, gaining 0.70% and bringing year-to-date gains to
8.66%, on pace for the strongest year since 2009. Although yields
continue to set new lows, demand remains robust with strong
inflows into mutual funds and ETFs. Many strategists believe any
upside within the investment grade sector is likely to be driven
by higher beta (riskier) credits, as AA rated paper (lower beta)
now trades near historically low spreads. In contrast, A and BBB
rated bonds trade considerably wider and have lagged the recent
rally. From a sector perspective, more growth-sensitive consumer
cyclical, transportation and basic materials remain among
the widest. Although financials have outperformed in general,
investors should focus on pockets of the market with improving
fundamentals that have lagged, particularly large U.S. banks. Finally,
for aggressive excess return investors, focus on more liquid, longerdated bonds given the potential for yield-sensitive buyers
to increase demand in this sector of the market.
High yield bonds rallied 1.39% for the month, bringing year-to-date
gains to 12.13%, as spreads continued to tighten. After pouring
record volumes of cash into high yield mutual funds this year, retail
investors are now shifting their preference to investment grade
debt. Similar to last month and despite strength in the high yield
sector which may persist in the short-term, many strategists now
feel investors should focus on other areas of the market going
forward given the considerable rally during the first nine months
of the year combined with spread compression.
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Municipals
After a modest gain last month, the Barclays Municipal Bond index
rose by 0.60 %, bringing year-to-date gains to 6.06%. Market
strategists feel a number of factors might be contributing to the
ongoing rally in munis. First, although the market is currently
experiencing a seasonally weak period of bond calls and maturities,
demand remains robust as proceeds from prior periods have yet
to be reinvested with net supply at historically low levels. Second,
market participants may sense that interest rates will remain
range-bound in the near-term given the Federal Reserve’s recent
quantitative easing program. Finally, concerns about the “fiscal
cliff” are likely encouraging investors with too much cash to focus
on longer-dated, high-quality bonds in an effort to pick up yield
before rates decline.
At the same time, demand from retail investors remains strong with
municipal bond mutual funds reporting considerable inflows and
odd-lot purchases showing renewed interest from individuals and
separately managed accounts, according to Citigroup research.
Our recommendation in the muni space remains unchanged again
from last month; investors should pursue selective selling on the
long end of the yield curve and among weaker credits rated BBB and
below given excessively robust demand in these areas. We continue
to recommend AA and A rated municipal bonds with a focus on
essential service revenue credits in the five- to 10-year maturity
range for moderate to aggressive investors and a one- to five-year
focus for conservative investors.
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International
The Barclay’s Global Treasury ex-US index rallied by 1.85% on an
unhedged basis, and 0.51% on a local currency basis, consistent
with a weaker U.S. dollar against other major currencies. Although
the index gained for the month, many safe-haven countries fell
modestly with Germany, France and the United Kingdom posting
losses for the month. Italy (+3.93%), Ireland (+5.30%) and Spain
(+4.51%) rallied sharply as investors returned to some of the riskier
eurozone areas amid additional stimulus programs from the ECB.
Meanwhile, a joint statement from the German, Dutch and Finnish
finance ministers cast doubt on whether the rest of the eurozone
will bear any costs of providing support to Spain. Although recent
stress tests of Spanish banks showed expected capital shortfalls
lower than anticipated levels, many strategists feel additional
austerity measures are needed to meet the country’s fiscal targets,
which would push the economy deeper into a recession and
increase contagion concerns. Because Spain will likely need a bailout,
eurozone officials are now considering an “Enhanced Conditions
Credit Line” that would keep the country in the credit markets with
support from rescue funds in the primary market and from the ECB
in the secondary market. This proposal would allow Spanish Prime
Minister Mariano Rajoy to avoid any political concerns associated
with additional austerity measures being imposed from outside
the country, while at the same time enabling access to the capital
markets and avoiding an unmitigated state bailout.
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Munis and the Election
The tax proposals from each of the Presidential candidates would be
negative for the municipal market, although the political feasibility
of these proposals remains open for debate.
Governor Romney proposes a 20% cut in marginal tax rates, with
the highest bracket dropping from 35% to 28%. He also proposes
to eliminate taxes on interest dividends and capital gains for joint
filers with incomes below $200,000 and individuals with incomes
below $100,000. All else equal, lower marginal tax rates diminish
the attractiveness of tax-exempt interest income. Mr. Romney’s
proposal to eliminate the taxation of all interest income would
significantly reduce the appeal of owning munis for a large share
of holders. According to Merrill Lynch, approximately 40% of muni
investors would no longer face taxation of all interest income.
However, to balance out revenue losses from these tax cuts, this
proposal would require a reduction in tax deductions and exemptions that may not be politically palatable.
President Obama proposes to keep in place the scheduled increases
in the top marginal tax rate from 35.0% to 39.6%, and top earners
would also face a Medicare tax surcharge of 3.8% on interest
income, excluding munis. At the same time, the President has also
proposed to have tax-exempt income be valued at a 28% marginal
rate. The negative effect of this partial taxation of tax-exempt
interest would likely outweigh the demand for munis associated
with higher marginal tax rates. However, the idea of limiting
tax-exempt income to a 28% rate has virtually no political support.
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Equities

Stocks strong again in September.
Total Return

Month

YTD

Dow Jones Industrial Average

2.75%

12.19%

S&P 500

2.58%

16.44%

NASDAQ Composite

1.69%

20.65%

S&P 100

2.82%

18.34%

S&P 400 MidCap

1.94%

13.77%

S&P 600 SmallCap

2.33%

13.80%

Russell 2000

3.28%

14.23%

MSCI EAFE

2.60%

6.95%

1 Month and YTD total return as of 09/30/2012.
Values reflect most recent data available at the time of publication.
Source: Morningstar, Standard & Poor’s, Russell Indices,
The Wall Street Journal, Reuters, Morgan Stanley Capital International,
MarketWatch, Financial Times, Bloomberg, Chinainvestor.com
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Overview
Most major stock markets were positive for the fourth month in
a row in September and strong early in the month despite both
a lower than expected payroll report as well as a weak ISM
manufacturing results. Housing data continued to improve, and
the Federal Reserve’s announcement of QE3 boosted investor
confidence until the last week of the month when renewed
concerns about the economy and debt crisis in Europe led to
a market sell-off at home and abroad.
The total return for the Dow Jones Industrial Average in September
was 2.8%. The broader S&P 500 Index returned 2.6%, while the
technology heavy NASDAQ Composite Index was the weakest
of the three markets, up only 1.7%. Third quarter returns for the
NASDAQ (+6.5%) and the S&P 500 (+6.4%) were slightly better
than the Dow (+5.0%). Year-to-date through the first three quarters
of the year, the NASDAQ (+20.7%) continued to outpace the S&P
500 (+16.4%) and the Dow (+12.2%) on a total return basis.
Earnings season is just beginning, and third quarter profits for
the S&P 500 are forecast to drop 2.6% from the year-ago quarter
based on a FactSet analyst survey. If results come in as predicted,
it will be the first quarter since late 2009 with negative earnings
growth. However, it is noteworthy historical fourth quarter stock
performance has been relatively strong; according to Wolfe-Trahan,
since 1948 the average market return in the fourth quarter has
been 4%, with nearly 80% of the periods posting positive returns.

S&P 500

Russell 2000

MSCI EAFE

Source: Yahoo! Finance

Domestic Equity
The strongest returns for the S&P large cap sectors in September
were in Telecomm Services and Health Care, both up 4%. As rumors
of mergers in the wireless industry swirled, Metro PCS (+20.4%)
and Sprint (+13.8%) rallied. Biotechnology firm Gilead increased
15% on positive pipeline news and several analyst upgrades.
Zimmer (+9.7%) also benefitted from positive analyst reports
and finished the month at a 52- week high. Utilities (-4.1%) and
Information Technology (+1.2%) had the lowest returns followed
by Consumer Staples (+1.5%). Apple rose above $700 for the
first time mid-month, but then declined over 5% by the end of
September on reports the iPhone 5 did not sell as well as expected
in its opening weekend. Other companies, including Intel (-8.8%)
and Dell (-6.2%), lowered earnings or revenue guidance expectations. For the first three quarters of the year, Telecom Services
(+25.9%) led all sectors with Information Technology, Consumer
Discretionary and Financials each posting returns over 21%.
Excluding Apple’s impact, the year-to-date return for the
technology sector would have been only 10.8%. Utilities
(+4.3%), Energy (7.6%) and Industrials (+7.8%) were the
weakest sectors year-to-date through the end of September.
According to S&P, large cap equities outperformed both mid cap
and small cap for the month of September. The S&P 500 Index
returned 2.6% compared to returns of 1.9% for the S&P MidCap
400 Index and 2.3% for the S&P Small Cap 600 Index. Year-to-date
through the end of September, large cap equities continued to
outperform with a total return of 16.4%, while mid cap and small
cap were both up 13.8%.
With regards to investing style, value stocks outperformed growth
across the market capitalization spectrum in September. The return
for the S&P 500 Value Index was 3.1%, ahead of the 2.1% return
for the S&P 500 Growth Index. The S&P MidCap 400 Value Index
(+2.2%) was higher than the return for the S&P MidCap 400
Growth Index (+1.7%). Finally, the S&P SmallCap 600 Value
Index had the highest level of outperformance as it beat the S&P
SmallCap 600 Growth Index, +3.2% versus +1.5%. Year-to-date
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through September 30, growth outperformed value in large and
mid cap. The S&P 500 Growth Index outperformed the S&P 500
Value Index (+17.0% versus +15.8%), as did the S&P 400 Mid
Cap Growth Index over the Value Index (+14.1% versus +13.4%).
However, the return for the S&P SmallCap 600 Growth Index
trailed the S&P 600 Value Index (+13.1% versus +14.6) for the
first three quarters of 2012.
International Equity
International equity indices also posted positive returns in
September. The broad MSCI EAFE Index of developed markets had
a total return of 3.0% in U.S. dollar terms with particular strength
in Spain (+5.7%) and Germany (+5.6%). The UK and Japan each
posted returns of 2.4% for the month. European stocks were volatile
throughout September on news about central bank bond buying
and details about the Spanish budget. Year-to-date Germany leads
all major markets with a total return of 21.7%, followed by the UK
(+10.7%), while Italy and France were both up over 7%. Japan’s
index continued to lag, increasing only 2.4%.
The MSCI Index for Emerging Markets was very strong in September
with a total return of 6.1%, led by India (+14.6%), Thailand (+7.9%)
and China (+6.6%). Indian investors cheered fiscal and economic
reforms announced by the government including increases in
foreign direct investment minimums in the retailing, airline and
broadcasting sectors. Chinese financials, utilities and industrials
were the best performing sectors while consumer stocks were
weak. Year-to-date, India (+25.4%), Russia (+11.6%) and China
(+9.1%) have all posted strong returns, while Brazil (-3.1%)
continues to struggle.
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Alternative Investments

REITs slow their rally as commodities and hedge funds post modest gains.
Price Change
Dow Jones UBS
Commodity Index

Month

YTD

1.71%

5.63%

Oil

-4.45%

-6.73%

Copper

7.80%

8.03%

Gold

5.11%

13.22%

-0.89%

17.57%

NAREIT- All REITS
NAREIT-Industrial/Office

0.71%

17.97%

-3.66%

5.44%

S&P Global Property Ex-U.S.

5.32%

28.50%

HFRI Emerging Markets Index

3.10%

5.42%

HFRI Fund Wtd Comp. Index

1.10%

4.65%

HFRI Equity Market Neutral

0.12%

2.08%

HFRI Event Driven

1.10%

4.99%

HFRI Market Defensive

-0.21%

0.25%

NAREIT- Residential

HFRI Merger Arbitrage
HFRI Short Bias

0.10%

1.59%

-3.75%

-13.69%

1 Month and YTD total return as of 9/30/12
Values reflect most recent data available at the time of publication.
Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge
Fund Research, Standard and Poor’s, wsj.com - Market Data Center, Private Equity
Online, FINalternatives.
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Overview
REITs report negative monthly performance in September, although
they still outpace the overall market on the year. Commodities
post slight gains, while Hedge Funds report their strongest monthly
performance since the beginning of the year.
Commodities
September marked a modest month for the Dow Jones UBS
Commodity Index with a gain of just under 2%. The GSCI Natural
Gas price index was up nearly 20% in a weather-related bump as
futures hit a 10-month high. After a record setting mild winter last
year, which crippled demand in the domestic natural gas market and
spiked supply levels, many analysts are unsure of how predictable
this coming winter will be for natural gas prices. As temperatures
cool and we move into the fall months, enthusiasm is building for
the gas market; gas prices are beginning to factor a cold winter and
higher demand. Although supply is still very high this should correct
as demand increases and the gas storage and transportation process
become more efficient.
The agriculture price spike that occurred as a result of the drought
this past summer began to correct in September as most agricultural
commodities shed some of their 3-month gains. The agricultural spot
index dropped 3% as corn fell 5.44% and soybeans were down 8.85%.
This brought year-to-date figures down to 17% and 33%, respectively.
Wheat still managed a 1.5% gain for the month, bringing that return
up to 38.25% through September 30.
Despite a recent spike in gasoline prices, crude oil saw a modest
decline for the month; Brent Crude lost 1.76%, finishing at $113.26
per barrel and WTI fell 4.45% to end at 92.19 per barrel. The month
was mixed for oil prices as issues surrounding Iran and the Middle East
create a tug-of-war in oil speculation with European demand worries
alongside widespread production and supply concerns.
Finally, gold rose 5% and silver 10% to finish September at $1,773.90
per ounce and $34.58 per ounce. This trend was somewhat surprising
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with the depreciation of the euro against the U.S. dollar, but as mixed
economic news is released these ‘safe-haven’ investments often
fluctuate. Job numbers were positive but GDP and home sales were
mixed in September, causing further speculation in the gold market.
As treasury yields remain low there is more reason to own gold,
despite its high valuations. Many analysts see gold hitting $2,000 or
higher in 2013 as bond yields are held steady by the Federal Reserve.
Real Estate
While still outperforming the broader market so far this year, real
estate investment trusts (REITs) September performance was
negative. The FTSE NAREIT US Real Estate Index showed that equity
REITs were down 1.23% and all REITs were down by 0.89%, compared
to the S&P 500’s gain of 2.58% last month. Through the first three
quarters of the year, though, REITs are outpacing the S&P 500 posting
returns of 17.57% compared with the 16.44% return of the S&P.
According to Brad Case, senior vice president of research and industry
information with NAREIT, the September decline does not deter
from the story surrounding the current REIT bull market. Case noted
that “what investors have to keep in mind, while we look at the last
three REIT bull market periods, is that in each case REIT returns have
averaged more than 20% per year. What we’ve seen historically is
that REITs have had one down month for every two up months, so
it’s very normal to have negative months in a bull market.” Case
went on to add that the REIT market had a two-year downturn
before and is now three-and-a-half years into the current bull market.
According to REIT.com, while investors are uncertain whether or not
the overall U.S. economic expansion will continue or if there will be
more challenges ahead including another potential recession, many
analysts, like Case, do not think there will be many more significant
bumps in the road.
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Malls, is now up 23.30% on the year. Residential REITs, made up of
Apartments and Manufactured Homes, had an even tougher month
losing 3.66%, bringing its year-to-date gains to 5.44%. Self-storage
REITs were also hit hard last month losing 2.82%, but still up 12.58%
on the year. While REIT stocks were down as a whole, mortgage REITs
fared much better in September. The FTSE NAREIT Mortgage REITs
Index was up 2.55% last month, bringing its year-to-date gains to
28.11% on the year, as many believe these particular REITs will play
a very important role in providing financing for both commercial and
residential properties.
Hedge Funds
Hedge funds posted their strongest monthly performance since
February to conclude the third quarter, led by Equity Hedge strategies
influenced by improved investor sentiment on positive developments
in the European banking and sovereign debt crisis as well as U.S.
stimulus efforts, according to data released by Hedge Fund Research.
The HFRI Fund Weighted Composite Index gained 1.1% last month,
the fourth consecutive monthly gain, ending the third quarter up
2.9% and bringing year-to-date gains to 4.7%. September gains
were led by equity-focused strategies, as the HFRI Equity Hedge
Index posted returns of 1.94%, also its fourth consecutive month
of positive performance, with significant contribution from both
the Fundamental Growth and Value strategies. This is good news for
investors given that last year stock-focused funds battled to generate
gains as volatile global markets saw the average fund lose almost 7%.
Macro hedge funds detracted from industry wide gains on weakness
in the trends they followed in addition to their commodity exposures
with the HFRI Macro Index posting a decline of 0.26%, the second
consecutive monthly decline for macro funds.

In terms of sector and subsector specific REITs, September was, for
the most part, a negative month as well. Retail REITs, which have been
the shining star in the industry so far this year, were down 2.68%
last month. The sector, composed of Shopping Centers and Regional
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information presented has been obtained with care from sources believed to be reliable, but is not guaranteed. Member and/or officers may have
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