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Economy

Europe’s Economic Woes Continue; Concern over Sovereign Debt Subsiding
Recent Economic Indicators
Thomson Reuters/Univ. of Michigan Consumer Sentiment
Consumer Confidence
Existing Home Sales, Monthly Change
New Home Sales, SAAR*

76.4
68.1
-0.6%
417,000

Personal Income, Monthly Change

0.2%

Personal Consumption Expenditures, Mo Chg

0.2%

Non-farm Payroll Increase/Decrease
Unemployment Rate

165,000
7.5%

ISM Non-Manufacturing Index

53.1

ISM Manufacturing Index (PMI)

50.7

New Durable Good Orders, Monthly Change
Industrial Production, Monthly Change
Capacity Utilization
Retail Sales, Monthly Change
CPI, Monthly Change, NSA

-4.0%
0.4%
78.5
-0.4%
0.3%

CPI Core, Monthly Change, NSA

-0.2%

PPI, Monthly Change, NSA

-0.6%

PPI Core, Monthly Change, NSA
U.S. Trade Deficit

0.2%
$38.8 Bil

Q1 2013 Non-farm Productivity, Qtrly Chg

0.7%

Q1 2013 Real GDP, Quarterly Change, SAAR*

2.5%

*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, Federal Reserve, Thompson-Reuters University of Michigan,
Institute for Supply Management, National Association of Realtors, The Conference
Board, U.S. Census Bureau, Bloomberg.

[page 2

Premier Bank Market Review]

Overview
U.S. economic growth accelerated in the first quarter of the year, but
still fell short of expectations. GDP rose at a 2.5% annualized rate
after clocking in at only 0.4% growth in the fourth quarter of 2012.
The increase was largely driven by a pick-up in consumer spending
which rose at a 3.2% pace, while government purchases fell another
4.1% after dropping at a 7.0% pace in the fourth quarter. The
headline number looks better than the underlying reality.
Government cuts are likely to continue throughout the rest of the
year and many economists expect growth to slow in the second
quarter. The Conference Board Leading Economic Index for the U.S.
declined 0.1% in March to 94.7 after posting gains the previous three
months. Ken Goldstein, economist at The Conference Board, stated
“In addition to headwinds from government spending cuts, the private
sector economy may struggle to maintain its momentum.”
There was very little new information about Fed Policy in the minutes
released from the last FOMC meeting, but the main takeaway was the
doves were still firmly in control and the central bank will continue
buying $85 billion in assets per month for the time being. Fed
economists gave a generally favorable evaluation of U.S. economic
data releases, but this was before a rather disappointing March
employment report.
The European Central Bank cut its interest rate for the first time in ten
months, taking it from 0.75% to a record low of 0.50%. The cut will
likely have only a limited impact, but any relief for Europe is welcome.
Unemployment in the eurozone hit a record high just above 12% in
March, and growth is elusive especially for hard-hit southern members
like Spain who just reported its seventh consecutive quarter of
recession. There was some good news out of Italy, though, as the
country finally swore in Enrico Letta as Prime Minister after two
months of political stalemate. Italian 10-year bonds fell below 4%
and Greek bond yields fell below 10% for the first time since 2010,
indicating concerns over the sovereign debt crisis are abating.

Unemployment Rate

Change in PPI and CPI, monthly
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Employment
The number of Americans filing for first-time unemployment benefits
fell 18,000 to 324,000 for the week ended April 27. This is the lowest
figure we have seen in over five years and it helped push the fourweek average down to 342,250, a respectable improvement over the
month-ago figure of 355,000. The lower initial claims figures
translated into a rather upbeat employment report for April. 165,000
jobs were added during the month in the U.S., beating expectations
of 140,000. This improvement alone would have been good news,
but the big story in the report was a massive upward revision to the
previous two months of data. March was revised up to 138,000 from
88,000 and February was revised to an eye-popping 332,000 – the
highest figure since the government was hiring Census workers back
in 2010. The household survey also showed the unemployment rate
ticked down to 7.5%. The labor force participation rate, at 63.3%, is
still at its lowest level since May 1979, but overall the report was a
good sign for the economy.
Consumer Confidence & Spending
Retail sales declined 0.4% in March, below the consensus of no
change. Year-over-year sales are up 2.8%. Last month’s decline was
primarily due to gas prices, department stores and autos. The service
industry sector showed gains for the month. This modest drop is of
minor importance in the overall economic picture as year-over-year
numbers are strong. Analysts believe an early Easter was to blame for
the small drop and consumer spending is still on pace to increase at
an annual rate of nearly 3%.
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Inflation
Slower growth in China has helped keep inflation tame. Prices at the
consumer level declined 0.2% in March after surging 0.7% the
previous month. Energy prices fell 2.6% and the gasoline subcomponent dropped 4.4% after jumping 9.1% in February. Excluding
energy and food, which was flat for the month, core inflation was still
only up 0.1%. Overall CPI inflation slowed to 1.5% year-over-year
from 2.0% in the last report. Prices at the producer level also eased,
declining 0.6% – well below expectations of a 0.7% increase. Lower
energy costs were the key driver here as well with gasoline falling
nearly 7% after a similarly sized rise in February. The year-over-year
price change eased down to 1.1% in March from 1.8% in February as
the core year-over-year rate stayed steady at 1.7%. Inflation remains
well below the Fed’s 2.5% threshold giving them plenty of room to
maintain their current quantitative easing policy.
Business Activity
Growth in manufacturing slowed in April as the ISM reported its PMI
fell to 50.7 from 51.3 the previous month. Behind the weaker
headline number there were a couple good signs, though. New orders
accelerated to 52.3 and there was a continued rise in backlogs at
53.0. The larger service side of the economy continued to expand,
but at a somewhat slower pace falling from 54.4 to 53.1. Overall the
two reports show the economy is still growing at a respectable pace.

Consumer confidence, which has been beaten up more than once in
the past few months in the face of events such as the fiscal cliff and
sequestration, rebounded 6.2 points in April to 68.1. The report from
the Conference Board revealed consumers were considerably more
upbeat about the short-term outlook for business conditions and the
labor market. We will need to see a couple more months of
sustained improvement before this could be considered a trend, but it
will likely prove to be a positive for retail sales numbers for April.
[Premier Bank Market Review
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ISM Report on Business Activity

S&P/Case-Shiller Home Price Index

Index Levels from January 2008 - April 2013
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Housing
The National Association of Home Builders (NAHB) housing market
index is indicating trouble ahead for the housing sector. The index
declined for the third straight month to a lower-than-expected
reading of 42 in April. The NAHB now points to higher construction
costs in addition to tight lot supply and restrictive lending practices as
the key obstacles for new building. Buyer traffic was down 4 points
to 30 – the lowest reading since September.
Despite the negative outlook for the near-term, some recent housing
data still looks OK. Starts were unexpectedly strong in March
jumping 7.0% to an annual pace of 1.036 million, although this
strength came from a 31.1% surge in the multifamily component
while single family home starts actually fell during the month.
Although limited supply of homes on the market is stifling sales, it is
having a positive impact on prices. Sales of existing homes for March
fell 0.6% to a 4.92 million annual pace. Median prices rose 6.2%
from February to $184,300 as the proportion of sales coming from
foreclosures fell from 25% to 21% in March. The 1.5% rise in new
home sales was a bit disappointing as it fell below consensus
estimates. Price movement for new homes was almost a reverse
image of existing homes, falling 6.8% during the month to a median
of $247,000. Housing is not showing much momentum as it heads
into the spring buying season, but higher prices in the existing homes
category may help to bring more supply to the market.
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World Economy
Economic data outside of the U.S. was not very inspiring this month.
The reaccelerating growth story for China does not seem to be
playing out. A report on economic growth showed GDP in the world’s
second largest economy only grew at a 7.7% annual pace in the first
quarter, down 0.2% from the fourth quarter. The data was
disappointing as economists had been forecasting growth of 8%.
HSBC’s PMI for China fell from 51.6 to 50.5 in March, indicating that
manufacturing growth in China has slowed. The report showed
external demand for China’s exports was weak, which is not a good
sign for the global economy. A separate report also showed a sharp
slowdown in industrial production growth in the country.
Manufacturing in Europe was also weak as German activity
contracted for the first time since November and the eurozone as a
whole contracted for the 19th time in the past 20 months. The
European region’s unemployment problems deepened as well, with
Spain and Greece suffering the most – both with rates of 27.2%. The
youth in those two countries are feeling the brunt of it as nearly six
out of every 10 are without work. The good news – if you could call it
that – is the United Kingdom managed to avoid a triple-dip recession
by eking out a 0.3% rise in GDP in the first quarter.

Fixed Income

Very Strong Month for all Major Fixed Income Markets
Fixed Income Current Yields

4/30/2013

3 Month U.S. T-bill

0.06%

2 Year U.S. Treasury

0.20%

5 Year U.S. Treasury

0.65%

10 Year U.S. Treasury

1.66%

30 Year U.S. Treasury

2.83%

1 Month

YTD

Barclays U.S. Aggregate

Total Returns

1.01%

0.89%

Barclays U.S. Govt./Credit

0.61%

0.89%

Barclays U.S. Municipal Bond

1.10%

1.39%

Barclays U.S. Corp. High Yield

1.71%

4.67%

Barclays U.S. Long Credit A

3.98%

2.12%

Barclays U.S. Treasury 20+ Year

4.48%

1.46%

Barclays Global Aggregate

1.39%

-0.74%

Barclays Emerging Markets

2.01%

0.52%

1 Month and YTD data as of: 4/30/2013
Values reflect most recent data available at the time of publication.
Source: Morningstar, Inc., U.S. Department of the Treasury, Barclays Capital

Overview
Concerns over Cyprus and Italy during the first quarter faded this
month as all major fixed income asset classes rallied sharply, including
safe haven U.S. Treasuries. Treasuries posted their best one-month
gain in April since July of 2011 amid escalating concerns the domestic
fiscal debate will drag on unresolved for far longer than anticipated.
At the same time, a rally early in the month led to a rippling effect in
the markets with Treasury traders turning net long for the first time
since mid-January, as many who were shorting bonds were forced to
cover their positions. Strong demand for yield also drove “risk-on”
asset classes higher, including high yield, emerging markets and
floating rate notes. Separately, the Fed’s bond buying program has
helped reduce volatility in the bond market as Merrill Lynch’s MOVE
index, a measure of price swings, declined to a record low level in late
April.
Meanwhile, Fed Chairman Bernanke said economic conditions “are
clearly still far from where we would all like them to be,” adding the
Committee is prepared to increase quantitative easing if warranted.
However, judging from the tone of the remainder of the statement,
the likelihood of additional easing seems remote given the current
market environment. The combination of slow growth and low
inflation argues for the Fed to continue purchasing securities at the
present pace of $85 billion per month. The central bank’s preferred
measure of inflation, the PCE deflator, is running at 1%, well below its
target of 2.0%. However, we still feel yields will rise over time, likely
later this year as the threat of inflation increases given expectations
of a weaker dollar, particularly against the yen, and higher labor costs.
We continue to recommend the sale of U.S. Treasuries and TIPS given
the poor risk/return characteristics associated with these securities.
Municipal bonds still look relatively attractive for investors in higher
tax brackets.
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High Yield Bond Spreads

10-Year Government Bond Yields

In % Points, January 2008 -April 2013

Latest Yield as of 04/30/2013
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Corporate
After lackluster returns last month, the investment grade corporate
sector finished significantly higher gaining 1.83%, bringing year-todate returns to 1.72%. Investor demand for investment grade bonds
remains very robust, with year-to-date flows into investment grade
mutual funds approaching record high levels. Apple Inc. sold $17
billion in bonds, the world’s largest corporate bond issue ever, despite
having $145 billion in cash. Even with very low yields (0.5% for the
three-year maturities), demand for these bonds was surprisingly
robust with the deal more than three times over-subscribed.
Reflecting this strong demand for high quality investments in a low
yield world, so far this year U.S. companies have managed to issue
nearly $300 billion of new debt, on track to surpass last year’s record
of $1 trillion. Although low yields benefit corporate treasurers,
investors holding this debt may end up with negative real interest
rates if the Fed succeeds in getting the moderate inflation it wants.
In the short-term, the combination of low default rates, robust
demand and room for spreads to narrow will likely drive corporate
bonds higher. Over longer periods, the threat of higher inflation
along with a likely reduction in the U.S. central bank’s bond buying
program later in the year suggest investors will soon need to focus on
duration reduction strategies in this area.
High yield bonds rallied once again gaining 1.81% for the month,
brining year-to-date returns to 4.75%. However, the strength of the
new issue market along with the historically low level of yields have
raised questions as to whether investors are abandoning disciplined
fundamental analysis as they seek out yield. According to strategists,
the yields offered in this sector may no longer compensate investors
for the risks involved. In an effort to reduce these risks, many
investors have transitioned to short-term high yield funds. PIMCO’s
0-5 Year High Yield Corporate Bond Index ETF (HYS), which has
amassed $1.2 billion since its June 2011 inception, recently reported
$204.1 million of inflows in one day, according to Bloomberg. On
that same day, the SPDR Barclays High Yield Bond ETF (JNK), a longer
term high yield platform, recorded its second largest daily
[page 6
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redemption since its inception more than five years ago. Our
recommendation to transition to short duration mutual funds and
ETFs in January remains in effect.
Municipals
After losing 0.43% last month, the Barclays Municipal Bond index
rallied by 1.1% despite considerable outflows from mutual funds and
ETFs. Ongoing stability in the U.S. Treasury market along with a
moderate primary market environment were the main drivers of
performance. Despite recent volatility, municipal bonds remains one
of the best performing asset classes on a tax-adjusted basis over the
last one-, three-, and five-year periods, according to Barclays.
Looking forward, we continue to believe municipal bonds represent
one of the few attractive sectors in the fixed income markets today.
Given traditionally high levels of calls and maturities during the
summer months, strategists expect municipal bonds to remain strong
as investor demand increases in the face of weaker expected supply.
However, President Obama’s proposed 2014 budget calling for limits
to the value of municipal tax exemption may keep retail investors on
the sidelines in the short-term. Because these measures will likely not
pass Congress this year, the prospect of taxation remains too remote
to justify avoiding these securities, particularly given the current high
taxable equivalent yields for investors in higher tax brackets. For
investors seeking tax-free income, we continue to recommend
municipal bonds with an emphasis on a defensive structure in the
form of above-market coupons. Our focus maturity range for yield
curve positioning remains between five and seven years with a
preference towards “A” rated GO and essential service revenue bonds.

Performance by Country

U.S. Treasury Yields

Unhedged Total Returns, April 2013

In % Points as of 04/30/2013
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International
The Barclay’s Global Treasury ex-U.S. index returned 1.08% on an
unhedged basis and gained 1.07% on a local currency basis, consistent
with a mostly unchanged U.S. dollar against other major currencies.
With the exception of Japan, all major country government bonds
posted gains, with many safe haven countries including Canada,
Australia, France and the United Kingdom gaining more than 1%. Italy
(+4.53%) and Spain (+5.17%) posted the strongest gains for the
month as market participants continued to focus on some of the
riskier eurozone regions amid improving investor sentiment.
Meanwhile, finance ministers from the G-20 agreed Japan’s recent
monetary easing program is needed to boost growth, suggesting they
will not pressure the Bank of Japan to support the yen after the
currency’s recent drop. Currency traders are likely to view the
statement as an indication of an even weaker yen going forward. As
an example, the yen fell against the dollar after Japan’s finance
minister said fellow G-20 members accepted his explanation that the
country’s recent monetary easing was aimed at ending deflation and
boosting the economy, not weakening its currency. However,
because policies that weaken currencies provide countries with an
unfair trade advantage, many strategists believe Japan’s monetary
easing program will prove to be temporary.
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adjust periodically, usually every 30 to 90 days, based on changes in
widely accepted reference rates, like LIBOR, plus a predetermined
credit spread over the reference rate. Floating rate loans are classified
as senior debt and are usually collateralized by specific assets, like the
borrower's inventory, receivables or property. From a correlation
perspective, the floating rate loan market, as measured by the Credit
Suisse Leveraged Loan Index, demonstrates a low correlation to the
Barclays U.S. Aggregate Bond Index and a moderate correlation to
inflation. This asset class creates diversification benefits to fixed
income allocations along with protection relative to increasing
inflation expectations. The asset class has historically demonstrated
solid returns with lower interest rate risk due to the floating rate
structure of the loans.
GNMA funds focus on U.S. residential mortgage-backed bonds issued
by the Government National Mortgage Association (Ginnie Mae),
which are backed by the full faith and credit of the United States
Government. Although mortgage rates have decreased, prepayments
should remain slow this year as refinancings remain subdued amid
tighter lending standards and higher closing costs relative to the
levels seen three or four years ago. This along with the combination
of attractive yield spreads relative to Treasuries and the Fed’s bond
buying program should continue to provide investors attractive riskadjusted returns in this space.

Attractive Sectors
Despite considerable uncertainties in the fixed income markets, we
feel pockets of opportunity remain, including structured products
such as GNMA bonds and floating rate notes. We believe that mutual
funds are a good way to participate in these sectors, in part because
of the ease involved in reinvesting proceeds from maturities.
Senior Floating Rate funds invest in variable or floating rate loans
made by financial institutions to companies that are generally
considered to have below average credit quality. They are also known
as syndicated loans or senior bank loans and are generally utilized to
finance capital needs, acquisitions or leveraged buyouts. The loans
[Premier Bank Market Review
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Equities

Markets Continue to Rally in April
Total Returns
Dow Jones Industrial Average

1 Month

YTD

1.94%

14.11%

S&P 500

1.93%

12.74%

NASDAQ Composite

1.93%

10.62%

S&P 100

2.20%

11.99%

S&P 400 MidCap

0.63%

14.16%

S&P 600 SmallCap

-0.27%

11.51%

Russell 2000

-0.37%

11.98%

MSCI EAFE

5.33%

10.84%

MSCI EAFE Small Cap

3.66%

12.45%

MSCI Emerging Markets

0.79%

-0.79%

1 Month and YTD data as of: 4/30/2013
Values reflect most recent data available at the time of publication.
Source: Morningstar, Inc.

Overview
U.S. stock markets continued to climb higher in April despite mixed
economic data and lackluster corporate earnings reports. While
domestic markets were off slightly the first week of the month on a
weaker-than-expected March payroll report, investors flocked to
equities in week two. Volatility the following week led to three tripledigit Dow moves over five days but markets stabilized the final full
week of April to finish in positive territory.
All three major domestic stock market indices posted total returns of
1.9% in April. The Dow Jones Industrial Average closed the last day of
the month at 14839.80. The broader S&P 500 Index finished at
1597.57, a record closing high, while the technology-heavy NASDAQ
Composite Index ended the month at 3328.78. Year-to-date through
the first fourth months of 2013, the indices returned 14.1%, 12.7%,
and 10.6% respectively, with most of the underperformance in the
NASDAQ Index being attributed to Apple’s 16.9% decline.
Through the end of April, 68% of S&P 500 companies had reported
quarterly earnings, posting 2% growth over the same period last year.
Utilities (+12%) and Telecommunications (+10%) reported the
strongest growth, while Information Technology (-2%), Health Care
(-3%), Energy (-4%) and Industrials (-1%) all reported profit declines.
We believe revenues, in general, have fallen below analyst’s
expectations mainly due to the global economic slowdown.
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S&P 500 Sector Breakdown

S&P 500 Sector Performance by Market Capitalization

Month-End Percentages

One Month Return As of 04/30/2013
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Domestic Equity
Telecomm Services (+7.0%), Utilities (+6.0%) and Consumer Staples
(+3.1%) were the strongest S&P 500 sectors in the month of April.
Sprint Nextel jumped 13.5% after a buyout proposal from Dish
Network Corp, while Verizon was up 10.7% on hopes the company
will gain control of Verizon Wireless from Vodafone. Utilities
continued to appeal to defensive investors looking for yield; Entergy
(+12.6%) and AES (+10.6%) led the group. Within Staples, Avon
(+11.7%) jumped on the last day of the month when the company
reported strength in Brazil and Russia. Sectors underperforming the
S&P 500 Index in April for the second month in a row were Energy
(-0.9%), Industrials (+0.8%) and Materials (+0.7%). Year-to-date the
traditionally defensive sectors continue to outpace the index,
including Utilities (+19.7%), Health Care (+19.2%) and Consumer
Staples (+18.1%). Sectors underperforming year-to-date include
Information Technology (+5.5%), Materials (+5.5%) and Energy
(+9.2%). While Apple has weighed on the IT sector, concerns about
earnings growth and cloud computing competitive impacts have also
held down returns. Most major technology companies expect strong
rebounds in both revenue and earnings in the second half of the year.
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S&P 400
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International Equity
Developed International equity indices outperformed domestic
markets in April. The broad MSCI EAFE Index of developed markets
increased 5.3% in U.S. dollar terms for the month. Italy led all major
markets with a 12.0% return, while Japan continued to rally (+8.8%).
France (+6.1%) bounced back from recent underperformance. Yearto-date through the end of April Japan continued to lead all returns
(+21.5%), while other major markets such as the UK (+5.7%),
Germany (+4.5%) and France (6.7%) trailed far behind. Greece
(+14.1%), Ireland (+11.5%) and Portugal (10.5%) continue to rebound.
The total return for the MSCI Index for Emerging Markets was 0.8% as
China (+1.1%), India (+4.2%) and Brazil (+1.1%) were all positive. For
the first four months of the year, the index was down 0.8%. Recent
strength in India has been attributed to foreign inflows and hopes for
government efforts to revive the economy. According to Bloomberg,
emerging markets stocks now trade at a P/E ratio of 12.6x compared
to 16x for both U.S. large cap and ex-U.S. developed market stocks.
The current dividend yield for emerging market stocks is 2.8%, higher
than the 2.1% dividend yield for U.S. stocks.

According to Standard & Poor’s, large cap equities outperformed both
mid cap and small cap in the month of April. The S&P 500 Index
return of 1.9% was higher than the MidCap 400 Index return of 0.6%
and the -0.3% return for the S&P Small Cap 600 Index. Year-to-date,
mid cap equity (+14.2%) returns have been stronger than both small
cap (+11.5%) and large cap (+12.7%) returns. Industrials and Materials
have higher weightings in the mid cap index, and these sectors have
outperformed their large cap peers.
Returns for large cap and mid cap value stocks were slightly below
growth in April. Value outperformed growth in the small cap arena.
Year-to-date, mid cap value stocks have shown the best performance
(+14.9%), while small cap growth equities have lagged (+11.3%).
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Alternative Investments

Real Estate Leads the Overall Markets
Price Change
Dow Jones UBS Commodity Index

1 Month

YTD

-2.49%

-2.47%

Oil

-4.13%

1.51%

Copper

-6.44%

-11.12%

Gold

-7.75%

-12.16%

NAREIT-All REITs

5.63%

14.12%

NAREIT-Industrial/Office

4.94%

14.78%

NAREIT-Residential

5.79%

12.58%

S&P Global Property Ex-US

7.22%

13.23%

HFRI Emerging Markets Index

0.92%

3.41%

HFRI Fund Wtd Comp. Index

0.69%

4.37%

HFRI Equity Market Neutral

0.72%

2.88%

HFRI Event Driven

0.90%

4.84%

HFRI Market Defensive

2.10%

3.50%

HFRI Merger Arbitrage

0.32%

1.15%

HFRI Short Bias

-2.77%

-7.45%

1 Month and YTD data as of: 4/30/2013
Values reflect most recent data available at the time of publication.
Source: Morningstar, Inc.

Overview
Commodities reported mixed results as price volatility impacted
returns. Hedging strategies continue to report slightly positive
performance while REITs outperform the broader equity markets in
April for the first time in 2013.
Commodities
Commodities continued on a volatile path in April as the Dow Jones
UBS Commodity Total Return Index dropped 3.35% and the
underlying commodity spot prices fell 2.5%. The total return index is
now down over 5.3% in 2013. Every commodity sector had price
declines; precious metals showed a major correction in April as gold
lost 7.75% to end at $1,472.20/oz and silver lost nearly 15% to finish
the month at $24.14/oz. The downward pressure on precious metals
stemmed from strength in U.S. housing and employment reports
during April as well as continued depreciation of the yen and
Australian dollar. Also, hints of an ‘end in sight’ for the Fed’s QE3
program may have influenced the downward movement in metals
prices, although this is merely speculation as more members of the
FOMC voice concerns about the continued effectiveness of the
program.
Energy prices fell in April as well; WTI Crude was down over 4% to
finish the month at $93.22/barrel and Brent Crude ended down over
6% to $102.85/barrel. Recent negative manufacturing reports out of
the U.S. and China in addition to Chinese GDP numbers may have
contributed to the continued oil price declines as concerns about
demand keep a tight hold on prices. Furthermore, OPEC showed a
higher spare production capacity in April, which put additional
downward pressure on prices.
Agricultural commodities fell modestly, led by a 6.5% drop in corn
prices. This has been an interesting spring for major crop producers
across the country given the extended winter elements have
interfered with normal planting schedules. The USDA estimates only
5% of the U.S. corn crop was planted as of May 4th; this number is
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normally around 30% at this point in the year. Typically the USDA
will lower their expectations of crop yields if 40% of the total crop is
not planted by the end of May, but a clear weather streak across the
Midwest could greatly speed up this process. Despite a slow start to
the season, which would normally bring about supply concerns, corn
prices have not been climbing; expectations are still quite high for the
coming season and supply is expected to be plentiful.
Hedge Funds
Hedge funds posted gains for the sixth consecutive month, led by
macro strategies successfully navigating the dramatic selloff in gold
and other commodities. According to Hedge Fund Research (HFR),
the HFRI Fund Weighted Composite Index gained 0.69% in April, with
positive contributions from U.S. and Japanese equity exposure,
tactical commodity exposure and falling fixed income yields globally
on Bank of Japan stimulus measures and bond purchases. The index is
now up 4.37% on the year. The HFRI Macro: Systematic Diversified
CTA Index was the top contributor last month and had one of their
strongest monthly gains in nearly a year, adding 2.29%, with positive
flows from tactical exposure to steep gold, metal and commodity
declines as well as exposure to rallying equities and fixed income
trends. HFR notes CTAs had been an area of performance weakness in
recent years, producing calendar year declines in both 2011 and 2012.
However, CTAs experienced net capital inflows of $5 billion in Q1 and
are currently on pace for one of their best years, already up 3.44%
after four months. Although the HFRI Equity Hedge Index posted
modest returns of 0.35%, it leads all main strategies year-to-date
with gains of 5.39%.
As seems to be the trend, many hedging strategies capitalized off
their strategic play on commodities. The average commodity hedge
fund has performed poorly of late, dropping 0.8% in Q1 after losing
3.7% last year, the biggest decline in more than a decade, and falling
1.4% in 2011, according to the Newedge Commodity Trading Index.
These recent negative performance trends represent a significant
change from the typical gains of 20-40% per year seen from
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2000-2008. Commodities hedge funds surrendered at least 20% of
their assets last year after investors pulled out large sums following
the sector’s worst annual performance in more than a decade.
According to the Financial Times, the roughly $5 billion in
withdrawals last year were the largest since the sector became
attractive in the early 2000s. The trend of losing assets under
management (AUM) might not be slowing down any time soon
either, as many expect outflows to continue after losses in the sector
continued in the first quarter.
Real Estate
U.S. Real Estate Investment Trust (REIT) stocks were up in April, the
first month of the year in which they outperformed the broader stock
market. The FTSE NAREIT All REITs Index gained 5.80% while the
FTSE NAREIT All Equity REITs Index added 6.33% last month; both
indices are now up 15.44% and 14.94% on the year, respectively. In
comparison, the S&P 500 returned 1.93% last year and is now up
12.74% through the end of April. Many continue to point to REIT’s
dividends, hard assets and visible cash flows as the main attractors for
investors in search of a safe haven from broader economic concerns.
Brad Case, NAREIT’s senior vice president of research and industry
information, points out people have been talking about a recovery of
the stock market, but actually “REITs have outperformed the stock
market so far during the first one-third of the year.” Case notes there
have been signs of declines in the correlations between REITs and the
broader market. Retail REITs, composed of Shopping Center and
Regional Malls, were the best performing sector for the month,
posting gains of 9.81%. Many believe Retail REITs faired well last
month because of trends in consumer spending indicating growing
confidence in the economy. Timber REITs were the leading
performers in March, up 7.3%; however, they underperformed in
April, losing 1.61%. Healthcare REITs continued their strong start of
the year, adding 7.93% last month, bringing year-to-date gains to
23.77%.
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