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Economy

April economic data provides little insight.
Recent Economic Indicators
Thomson Reuters/Univ.
of Michigan Consumer Sentiment
76.4
Consumer Confidence
69.2
Existing Home Sales, Monthly Change
-2.60%
New Home Sales, SAAR*
328,000
Personal Income, Monthly Change
0.40%
Personal Consumption Expenditures,
Monthly Change
0.30%
Non-farm Payroll Increase/Decrease
115,000
Unemployment Rate
8.1%
ISM Non-Manufacturing Index
53.5%
ISM Manufacturing Index (PMI)
54.8%
New Durable Good Orders, Monthly Change
-4.0%
Industrial Production, Monthly Change
0.0%
Capacity Utilization
78.6%
Retail Sales, Monthly Change
0.8%
CPI, Monthly Change
0.8%
CPI Core, Monthly Change
0.4%
PPI, Monthly Change
0.0%
PPI Core, Monthly Change
0.3%
U.S. Trade Deficit
$46.0 billion
1Q12 Non-farm Productivity,
Quarterly Change, SAAR*
-0.5%
1Q12 Real GDP, Quarterly Change, SAAR*
2.2%
*Seasonally Adjusted Annual Rate
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.
Values reflect most recent data available at time of publication.
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Overview
The U.S. economic growth rate decelerated in the first quarter
according to the advance estimate from the Commerce
Department. GDP growth came in at a 2.2% annualized rate,
down from 3.0% in the fourth quarter and below analyst
expectations of 2.5%. Weaker government spending at all levels
was a drag on the economy, which one could argue is not a bad
thing given our nation’s fiscal situation. Meanwhile the consumer
continued to carry the load with real personal consumption
expenditures increasing 2.9% and the motor vehicle sales
component alone accounting for half of the change in growth.
The Federal Open Market Committee (FOMC) met in April, and the
forecasts they released turned slightly more hawkish. Regarding
the timing of their next firming in interest rate policy, the range of
participant forecasts tightened to no longer include 2016, and by
our math the average expected date moved up about three months
to near the end of the first quarter of 2014. Expectations for this
year’s economic growth and unemployment rate both improved,
while inflation expectations rose. The bottom line is further
quantitative easing seems less and less likely while the timing
of a move towards tightening is getting nearer.
Economic data issued this month was not much help in giving us a
read on the direction of U.S. conditions. Despite soft employment
numbers, the consumer showed continued strength. Differing
manufacturing reports showed conditions both deteriorating and
improving. Additionally, the housing market continues to drag along
a bottom.
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Employment
Despite a convincing drop in initial unemployment claims in the
final full week of the month, the April jobs report came in under
expectations for the second month in a row as seasonality issues
continued to depress the numbers. The Labor Department reported
only 115,000 jobs were added during the month when the market
had been expecting 165,000. On a positive note, the two previous
months of data were revised up with the March number now at
154,000 (previously 120,000) and the February reading now at
259,000 (previously 240,000). The private sector continues to be
the sole driver of the jobs recovery adding 130,000 to the payrolls
while the government shed 15,000. We believe the disappointing
payroll numbers over the past two months are just a hangover
from unseasonably warm weather earlier this year and expect
to see gains averaging over 200,000 per month for the next six
months, which would be a boost to the equity markets.
The household survey showed the unemployment number fell
again to 8.1% from 8.2%, but for the second month in a row it
was the result of the labor pool shrinking faster than people are
losing their jobs. This is not how we want to see the unemployment
rate go down, and we could easily see an increase in the coming
months if people decide to rejoin the job market.
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Consumer Confidence and Spending
Consumer confidence for April was essentially flat and now stands
at 69.2, according to the Conference Board. Lynn Franco, Director of
The Conference Board Consumer Research Center said “consumers
are more upbeat about the state of the economy, but they remain
cautiously optimistic.”
The surprise strength in automobile sales continues to help boost
economic data, with retail sales being one of the beneficiaries.
The Census Bureau reported retail sales were up 0.8% in March,
ahead of market expectations for a 0.3% rise. Motor vehicle sales
gained 0.9%, but core components showed broad strength as
well – a good sign for the overall economy. A report issued later
in the month from the Commerce Department echoed this trend,
showing personal income was up 0.4% and spending was up
0.3%. The bottom line is the consumer is gaining momentum and
with gasoline prices now trending down we are likely to see more
progress next month.
Inflation
Inflation eased somewhat at the consumer level in March but
was still slightly elevated due to higher energy costs. A report from
the Labor Department showed the consumer price index (CPI)
was up 0.3% during the month, following a 0.4% rise in February.
Year-over-year CPI inflation eased to 2.6% from 2.9%. Inflation
at the producer level was flat during the month after popping
0.4% in February. In contrast to CPI the energy component of PPI
was down while core prices were up 0.3%. In both gauges we are
seeing a significant increase in the price of automobiles driven by
improved demand that had been pent-up for years and the need
to replace the aging fleet that resulted.
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ISM Report on Business Activity

S&P/Case-Shiller Home Price Index

Index Levels from January 2006 through April 2012

20 City Composite Index Levels January 2001 through February 2012
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Business Activity
Manufacturing seemed to be taking a breather after several
strong months of gains. Industrial production was flat for the
second month in a row, according to the Federal Reserve. Motor
vehicles and parts was again the bright spot advancing 0.6%
following a 0.8% climb in February. Overall the numbers are
soft but this should not be too much of a concern given recent
strength. Durable goods orders for March were weaker than
expected, down 4.2% according to the Commerce Department.
New orders for the notoriously volatile nondefense aircraft
component fell off a cliff plunging 47.6%. Even excluding
transportation durables fell 1.1%, and declines were broadbased. Despite this, strong retail sales figures still point to
an improving economy.
In contrast to these reports, the Institute for Supply Managers
(ISM) report showed growth in the manufacturing sector is
accelerating. The PMI registered 54.8 for the month of April, a
1.4 point improvement over the previous month. The majority
of the underlying data was positive with the most encouraging
number being a 3.7 point jump in the new orders component to
58.2. The report also showed a reduction in inventories which
should point to the need for more orders in the future.
Housing
It continues to be difficult to get a read on the direction of the real
estate market. The NAHB housing market index fell again, dropping
three points to 25 indicating poor demand conditions. Housing
starts were down 5.8% in March but housing permits were up
4.5%, according to the Census Bureau. Starts were likely negatively
impacted by warmer weather in previous months, while getting
a permit is an indoor activity and therefore less susceptible to
changes in weather. Most of the momentum building in permits is
in the multifamily component. Existing home sales slipped 2.6% but
the change in the mix of sales bumped the median price up 4.6%
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to $163,800. Meanwhile new home sales and median prices were
down slightly, while the S&P Case-Shiller home price index showed
mild improvement in February. With the approval of a $26 billion
settlement between the five largest mortgage lenders and attorney
generals clearing the way for foreclosures to continue at full speed,
the housing market recovery may still be a couple years away.
World Economy
Things were not so good across the pond as the initial estimate
showed Britain’s economy declined for the second straight quarter,
technically indicating the country is now in a recession. Spain
joined the party becoming the twelfth European nation to fall into
recession as their GDP slipped 0.3% for the second quarter in a
row. Spain has been struggling with a bursting housing bubble and
record-high unemployment of 24.4%. Egan-Jones downgraded the
nation’s debt to junk status following the release.
The latest forecast from the International Monetary Fund (IMF)
shows global economic prospects are improving again, but
unemployment will remain high. IMF Chief Economist Olivier
Blanchard said “Our baseline is that growth is going to be slow in
advanced economies; sustained, but not great, in emerging market
and developing economies. But the risk of things turning bad again
in Europe is high.

Fixed Income

Investors roar back into the fixed income markets.
Fixed Income Current Yields		

4/30/12

3 Month U.S. T-bill

0.10%

2 Year U.S. Treasury

0.27%

5 Year U.S. Treasury

0.82%

10 Year U.S. Treasury

1.95%

30 Year U.S. Treasury

3.12%

Total Returns

Month

YTD

Barclays U.S. Aggregate

1.11%

1.41%

Barclays U.S. Govt./Credit

1.35%

1.43%

Barclays U.S. Municipal Bond

1.15%

2.92%

Barclays U.S. Corp. High Yield

1.05%

6.44%

Barclays U.S. Long Credit A

2.40%

3.22%

Barclays U.S. Treasury 20+ Year 4.66%

-2.38%

Barclays Global Aggregate

1.18%

2.06%

Barclays Emerging Markets

1.36%

6.94%

Month and YTD ending 4/30/12.
Source: U.S. Department of the Treasury, Barclays Capital
Values reflect most recent data available at time of publication.

Overview
In stark contrast to last month, all major bond market asset
classes rallied with long-term U.S. Treasuries (4.66%) and TIPS
(2.02%) performing particularly well. As we assess the risks and
opportunities for the remainder of 2012, investors need to be
mindful that unprecedented global central bank intervention
continues to have a significant impact on global bond markets.
Specifically, three rounds of intervention by the U.S. Federal Reserve
(QE1, QE2 and Operation Twist), inflation targeting by the Bank of
Japan, and more than 1 trillion euros spent by the European Central
Bank on their Long-Term Refinancing Operation (LTRO) have
created conditions that significantly alter the traditional equations
used to value bonds as well as the historical relationships of fixed
income markets and other asset classes. For these reasons, we feel
it is now particularly challenging to find value in fixed income
assets perceived to be both high quality and safe.
The outlook for the domestic bond market continues to hinge
on the actions of the Federal Reserve. Many strategists feel the
underlying fundamentals of the U.S. economy can support a higher
yield on intermediate to long-term U.S. Treasury securities. They feel
the combination of Fed intervention and the flight-to-safety trade
that remains mostly intact from the third quarter of 2011 has been
the primary driver of unusually low interest rates. Although yields
can remain low and in a trading range for an extended period, the
current risk to interest rates is to the upside.
From a more granular perspective, although TIPS have performed
well in April, we continue to recommend an underweight
position here given negative yields out to ten years. Attractive
opportunities lie in the U.S. Agency mortgage-backed space, with
securities offering desirable loan to value, low prepayment and high
borrower credit quality characteristics still available at reasonable
valuations. The Victory Ginnie Mae fund remains a top pick.
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Investment Grade Corporate Spread
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In Basis Points, through April 2012
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Corporate
The investment grade corporate sector finished higher by 1.40%
for the month, bringing year-to-date gains to 3.50%. Largely
attributable to a considerable spread tightening over the last
three weeks of the month, many strategists feel the markets
may not be pricing in the full extent of downside risks. Although
recent domestic earnings and economic data have mostly been
encouraging, the risk of more negative news flow from the
European periphery remains a legitimate concern. The prevalence
of worldwide concerns in the market has also been evident in
increased correlations among sectors. This suggests these
concerns remain a critical driver of performance in the investment
grade sector going forward. In light of this, investors should focus
on financials given their effectiveness as a macro hedge.
High yield bonds gained 1.05% for the month, bringing yearto-date gains to 6.44%. Rates for securities in this sector have
narrowed considerably since the beginning of the year, as retail
investors have allocated more than $14 billion to mutual funds
and ETFs in this asset class so far in 2012. However, floating rate
notes, also considered high yield securities, have not participated
in this rally, and spreads between the two asset classes have
tightened. This narrowing, which is approaching historical lows,
makes floating rate notes particularly attractive from a valuation
perspective. Because fundamentals also remain solid with
defaults near all-time lows and strong company balance sheets,
investors ought to focus on our approved-list recommendation,
the Oppenheimer Senior Floating Rate fund.
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Municipals
Following the lead of most other fixed income sectors for the
month, the Barclays Municipal Bond index gained 1.15%, with
year-to-date gains at 2.92%. From a demand perspective, investors
continue to reach for yield, focusing on the long end of the curve.
With signs of a still tepid economy keeping local government
interest rates near four-decade lows, market participants have
an incentive to look to longer maturities, with 30-year bonds
yielding approximately 1.5% more than 10-year paper.
Meanwhile, state government fiscal conditions continue to improve,
albeit at a slow pace. More than half of all U.S. states now expect
to end their budget years with a cash surplus amid an increase
in tax collections. This increase in taxes lessens the need for
many state officials to make additional spending cuts, as local
governments have closed more than $500 billion of budget deficits
over the last four years.
Looking forward, 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 high quality municipal bonds in the fiveto 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 rose 1.57% on an
unhedged basis, but gained only 0.32% on a local currency basis,
consistent with a weaker U.S. dollar against other major currencies.
Many safe-haven countries performed well, with Germany, Australia,
the United Kingdom and Japan posting gains for the month. Spain
(-1.85%) and Italy (-1.47%) underperformed all of their eurozone
peers, as well as every other country in the Global Government
Index, on continued fiscal and austerity concerns.
Meanwhile, Standard & Poor’s downgraded Spain’s sovereign debt
rating by two notches citing “a challenging fiscal outlook” amid
concerns of an unsuccessful austerity program. Yields on 10-year
Spanish paper have been hovering near the psychologically
important 6% level, which is seen as a tipping point at which
borrowing costs would accelerate into unsustainable territory.
Hopes that Greece’s debt restructuring and the European Central
Bank’s (ECB) recent liquidity injections had solved the crisis in the
eurozone have faded. The economic outlook for the peripheral
countries has continued to deteriorate, particularly with respect
to Spain and Italy. Although it appears the ECB will support these
countries going forward, trading in them has become far more of
a political judgment than a sound fundamental investment decision.
We continue to recommend exposure to international markets by
means of the Templeton Global Bond Fund, which historically
has been perceptive enough to avoid troubled sovereign areas.
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Complacency and Range-Bound Markets
Despite a surge in the 10-year U.S. Treasury yield to 2.30% in late
March, yields on these bonds have generally been range-bound
around 2.00% since the summer of 2011. A similar pattern exists
for German bunds, U.K. gilts and Japanese government bonds.
A key driver of this has been central bank intervention clouding
many traditional relationships between financial securities and
fundamentals. This leads many market participants to believe we
may be nearing some sort of inflection point. Specifically, while
complacency appears to have set in with 10-year U.S. Treasury
yields around 2%, there could be price risks going forward as these
levels may not be supported by future economic data releases.
Another form of complacency includes the continued narrowing
of U.S. high yield spreads from about 700 basis points relative to
Treasuries in January to the sub-600 basis point range as of the
end of April.
From a macro-economic perspective, individual countries and
regions appear to be at differing recovery points from the 2008
financial crisis. In particular, the United States seems to be
maintaining a sustainable growth rate between 2% and 3%;
Europe appears to be stuck in a slightly negative to slightly
positive growth range; Japan is starting to show potential growth;
and emerging markets remain in a 5% to 10% growth range.
Looking forward, because the domestic growth picture continues
to be constructive and inflation expectations remain above recent
lows, the Fed likely does not have enough justification to launch
another round of quantitative easing. At the same time, many
strategists expect to see more differentiation in return patterns by
sector, asset class, country and region in the months ahead which
should bode well for well-diversified fixed income portfolios and
active managers.
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Equities

Stock investors more cautious in April.
Total Return

Month

YTD

Dow Jones Industrial Average

0.16%

9.01%

-0.63%

11.88%

S&P 500
NASDAQ Composite

-1.41%

17.28%

S&P 100

-0.66%

12.13%

S&P 400 MidCap

-0.23%

13.24%

S&P 600 SmallCap

-1.26%

10.57%

Russell 2000

-1.54%

10.70%

MSCI EAFE

-2.40%

7.34%

Month and YTD total return ending of of 04/30/2012.
Values reflect most recent data available at the time of publication.
Source: Zephyr StyleAdvisor, Standard & Poor’s, Russell Indices, The Wall Street Journal,
Reuters, Morgan Stanley Capital International, MarketWatch, Financial Times, Bloomberg,
Chinavestor.com
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Overview
Major stock markets were volatile in April as positive corporate
earnings results were not enough to offset renewed concerns
about the strength of the U.S. economic recovery and the European
financial crisis. Stocks worldwide declined the first two weeks
of the month, bounced back in week three and four with better
than expected earnings reports, but still ended the month flat to
slightly down.
The Dow Jones Industrial Average had a total return in April of
0.2%, technically its seventh consecutive month of gains. The
broader S&P 500 Index fell 0.6%, while the technology heavy
NASDAQ Composite Index declined 1.4%. Year-to-date through
the end of April, the NASDAQ (+17.3%) continues to outpace the
S&P 500 (+11.9%) and the Dow (+9.1%) on a total return basis.
Nearly two thirds of S&P 500 companies reported first quarter
2012 earnings through month end and most surpassed analysts’
expectations to post 6.5% year-over-year growth. Excluding Apple,
which saw its first quarter EPS up 92%, earnings would have
increased 4%; still better than estimates of flat to slightly negative
growth for the quarter. Financials, Industrials and Information
Technology profit growth led all sectors, while earnings declined the
most for Materials, Energy and Utilities. The majority of earnings
gains have come from strong top-line growth, while margins have
held steady. Expectations for full year 2012 improved to 10.3%
from 9.4% last month.

S&P 500

Russell 2000

MSCI EAFE

Source: Yahoo! Finance

Domestic Equity
Telecomm Services (+5.4%), Utilities (+1.8%) and Consumer
Discretionary (+1.3%) had the highest total returns of the S&P
large cap sectors in April. Returns were negative for Financials,
(-2.4%), Information Technology (-1.9%) and Industrials (-1.1%).
Verizon and AT&T both returned over 6.5% in April as the
companies reported stronger than expected first quarter earnings.
Investors found bargains and dividends in utilities stocks after the
sector underperformed in the first quarter. Profit taking occurred
in Bank of America (-15.3%), Morgan Stanley (-11.8%) and
Citigroup (-9.6%) after strong stock rallies through the end of
March. Despite a rebound post-earnings results, Apple still had a
2% negative return for the month of April. Google (-5.7%) and
Cisco (-4.3%) were also weak. Through the first four months of
2012, Financials and Information Technology led all sectors, both
with 19.2% returns, followed by Consumer Discretionary, up 17.5%.
According to S&P, mid cap equities slightly outperformed large cap
and small cap stocks in April. The S&P MidCap 400 Index returned
-0.2% compared to -0.6% for the S&P 500 Index and -1.3% for the
S&P SmallCap 600 Index. Year-to-date through the end of April, mid
cap stocks also outperformed with a total return of 13.2%, followed
by 11.9% for large cap and 10.6% for small cap.
Last month growth stocks outperformed value across the market
capitalization spectrum. The return for the S&P 500 Growth Index
was flat, better than the S&P 500 Value Index (-1.3%). The S&P
MidCap 400 Growth Index total return was also flat, ahead of
the -0.4% return for the S&P MidCap 400 Value Index. The S&P
SmallCap 600 Growth Index outperformed the S&P SmallCap
600 Value Index, -0.7% versus -1.8%, respectively. Year–to-date
through April 30, growth outperformed value in large cap and mid
cap, but underperformed in small cap. The S&P 500 Growth Index
outperformed (+12.2% versus +11.5%), as did the S&P MidCap 400
Growth Index (+14.0% versus +12.5%). The S&P MidCap 400 Value
Index had a total return of 10.8%, slightly better than the SmallCap
600 Value Index return of 10.4%.
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International Equity
Most international equity indices declined in April for the second
month in a row after very strong performance in January and
February. The broad MSCI EAFE Index of developed markets had
a total return of -1.84% in U.S. dollar terms for the month with
mixed performance from the major countries. Individual country
MSCI indices in Spain (-12.2%), Italy (-8.4%) and France (-5.9%)
all declined, while Japan and Germany both increased 1.3%. Bond
yields in Spain and Italy were volatile as the banks that had been
the primary buyers of the countries’ government bonds no longer
appeared to have the funds to continue. Reports the Eurozone
Industrial Production shrank 1.8%, the largest decline since late
2009, and the eurozone economy declined by 0.3% in the fourth
quarter of 2011 also weighed on investor sentiment.
The MSCI Index for Emerging Markets (-1.2%) declined slightly
less than the Developed Markets index in April. China rebounded
(+3.6%) after last month’s steep decline of 6.9% despite reports
the nation’s annual rate of economic growth slowed in the first
quarter from 8.9% to 8.1% due to slowing exports and weakening
construction activity. Investors bought Chinese stocks on
speculation the government will increase infrastructure spending
as well as lower the reserve requirement ratio in attempts to
increase economic growth. Other important emerging market
countries including Brazil and India posted declines of 6.2% and
4.7%, respectively. Brazil has been impacted by fears about the
strength of its economic recovery as well as global growth in
general. Slowing growth in China, Brazil’s main export partner,
also impacted stock performance. The Brazilian government
has attempted to provide support through the elimination of
a payroll tax and extending loans to businesses. Year-to-date,
indices in China and India are both up about 14%, with Brazil’s
return at 6.8%.
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Alternative Investments

A relatively flat month for Alternatives.
Price Change
Dow Jones
UBS Commodity Index
Oil

Month

YTD

-0.42%

0.46%

1.80%

4.29%

Copper

-0.08%

11.03%

Gold

-0.46%

5.88%

NAREIT- All REITS

2.80%

13.50%

NAREIT-Industrial/Office

2.03%

-17.00%

NAREIT- Residential

1.27%

9.87%

S&P Global Property Ex-U.S.

-1.66%

15.36%

HFRI Emerging Markets Index

-0.51%

6.95%

HFRI Fund Wtd Comp. Index

-0.36%

4.42%

HFRI Equity Market Neutral

0.09%

1.81%

HFRI Event Driven

-0.16%

4.74%

HFRI Market Defensive

-0.51%

-1.10%

HFRI Merger Arbitrage

-0.25%

1.44%

0.47%

-9.54%

HFRI Short Bias

Month and YTD total return as of 4/30/12
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
April posted flat returns across most segments of Alternative
Investments. Commodities landed in slightly negative territory for
the month despite minor gains in Crude Oil and Gold. Hedge Funds
reported flat performance after a roaring first quarter amid concerns
surrounding the upcoming European elections. Real Estate Investment
Trusts (REITs) continued to outperform the stock market; analysts
project REITs will continue their rally through 2012.
Commodities
The Dow-Jones UBS Commodity Index was slightly negative in
April, bringing the year-to-date return to just above flat. Low
seasonal oil demand in the U.S. continued to keep crude prices in
check as inventories have been building for several months now.
WTI crude gained back some of the ground that was lost in March,
finishing up 1.80% for the month and landing at $105 a barrel.
Brent crude fell a bit over 2% and ended the month just under
$120 a barrel. U.S. supplies continue to climb higher, predictably
suppressing oil prices, and global supply has risen as well. Iran’s oil
production has dropped to 20-year lows, and other oil producing
nations have increased production significantly to make up for this
loss. Domestic oil demand is somewhat stunted as mediocre
employment news in the U.S. and concerns with Spain and
Europe continue to plague the news.
In a significant turnaround, natural gas spot prices were up over
7% after falling 30% in 2011 and another 30% in the first quarter
of 2012. Just as the U.S. Energy Information Administration had
predicted last month, it seems like the lower number of operating
rigs, and in turn decreased natural gas production, has finally pushed
prices to a breaking point and may be heading back up for the
foreseeable future.
Finally, metals were fairly flat; gold fell a mere 0.46% in April and silver
dropped 4.52% while both equity and commodity markets floundered.
Gold and silver are up 6% and 11%, respectively, year-to-date, moving
in a somewhat correlated manner with equity markets. After a big

Cumulative Return of Commodities

REIT Sector Performance

Trailing One Year, as of 4/30/12

Total Returns, April 2012
Energy
Livestock
Grains

30%
20%
10%
0%
-10%
-20%
-30%

Petroleum
Industrial Metals
Precious Metals

25%
20%
15%
10%
5%

Source: Dow Jones

price increase in January gold has fallen in each of the past three
months. This trend may continue with the absence of major news
from the Fed or around the world.
Real Estate
Real estate investment trusts (REITs) continued where they left off
in March, as the FTSE NAREIT All REITs index was up 2.8% last month,
bringing its year-to-date gains to 13.5%. For the second month in a
row, REITs outperformed the broader stock market, as the S&P 500
showed a slight decline of 0.6% in April, while the FTSE NAREIT
All Equity REITs index was up 2.7%. In terms of sector-specific
performance, retail REITs continued to surge as they posted gains
of 4.3% last month and are now up 19.50% year-to-date. The
regional mall subsector enjoyed a strong month, with total returns
of 5.8%. According to a report from NAREIT, tenant sales have been
strong, especially at the high end, and malls are attractively priced
relative to other sectors, which explains why consumer spending
played a major role in lifting REITs over the broader stock market
for the second consecutive month. Industrial/Office REITs also had
a strong month, adding 2.03%, up 17.00% for the year. Although
not as strong as other sectors, residential REITs added 1.27% in April,
bringing their year-to-date gains to 9.87%. Many analysts believe
REITs gains this year may be attributed to multiple factors, including
the ongoing economic recovery, the beginning of earnings season
and a favorable financial environment due to low interest rates.
Looking at the sector’s fundamentals exhibiting low interest rates
for REITs borrowing to fund projects paired with rising rents and
a recovering economy, some analysts expect the happy days to
continue for a while. The simple fact that virtually no construction
has been going on and no new supply is being added makes for
a long-term trend of powerful earnings growth. In a report from
Reuters, buildings are now available significantly below their
replacement cost and at a substantial discount to three years ago.
Also, debt that originated five years ago is now coming due
without the ability to refinance, creating a great opportunity to
buy. Like all investments though, there is a risk-reward scenario
when faced with REITs. Mortgage REITs that invest in loans instead
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of property can be hurt by the volatility in their underlying
securities while some commercial REITs are weighed down by por
folios of pricey properties acquired during the pre-bust years of 2006
or 2007. According to Fitch Ratings, delinquencies for office and retail
loans recently hit their highest-ever levels. It is because of similar
situations that many analysts recommend treading carefully when
allocating to REITs given the current market conditions.
Hedge Funds
Amid investor concerns over the European sovereign debt crisis
and uncertainty surrounding the upcoming European elections, the
Hedge Fund Research’s (HFR) HFRI Weighted Composite Index fell
0.36% last month, bringing its year-to-date gains down to 4.42%.
This drop follows the index’s Q1 gain of 4.79%, its best first quarter
performance since 2006. April saw mixed results from various hedge
fund strategies, as relative value funds gained 0.21% due to positive
contributions from fixed income arbitrage, volatility arbitrage and
asset-backed exposures. The weakest performance came from equity
hedge strategies, down 0.57% for the month, yet still up 6.33% on
the year. Macro strategies were down 0.35% in April as declines
across systematic and discretionary strategies only partially offset
gains in active trading funds. Event-driven strategies slipped 0.16%
as gains by activist and credit arbitrage strategies were offset by
losses in distressed and special situations funds. As Kenneth Heinz,
president of HFR, stated in an article from FinAlternatives, April hedge
fund performance marked a “transition from the equity beta driven
gains in the first quarter to an environment more similar to the
risk-averse environment which dominated 2011. While the transition
has contributed to modest declines in equity and macro strategies in
April, many funds which have maintained conservative positioning
are now in the process of adjusting exposures through the current
environment.” Heinz went on to note that hedge fund gains throughout 2012 are likely to continue across a more “diverse continuum of
assets and strategies, with these complementing core and tactical
equity markets exposures industry wide.”
[Premier Bank Market Review
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