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The information contained in this report is based on sources 
believed to be reliable but is not guaranteed as to accuracy and 
does not purport to be a complete analysis of the security, 
company or industry involved. Neither the information nor any 
opinion expressed constitutes a solicitation for the purchase or 
sale of any security. This report is designed to provide 
commentary on market strategy and the opinions expressed 
reflect the judgment of the authors as of the date of publication 
and are subject to change without notice. Morgan Asset 
Management assumes no responsibility or liability for any loss 
that may directly or indirectly result from the use of such 
information by you or any other person. Securities are not FDIC 
insured, not a Deposit, may go down in value, not bank 
guaranteed and not insured by any Federal Government 
Agency.

Disclosure



2008

Financial Market Indices

Total Returns

S&P 500 Index (Domestic Large Cap Stocks) -36.99% 26.47%

S&P 500 Value (Large Cap Value) -39.21% 21.17%

S&P 500 Growth (Large Cap Growth) -34.91% 31.58%

Russell 2000 Index (Domestic Small Cap) -33.79% 27.17%

EAFE Index (Developed Country Foreign Stocks) -43.07% 32.18%

Barclays Aggregate Index (Inv Grade Bonds) 5.24% 5.93%

U.S. T-Bills (3 Month) 2.24% 0.23%

Merrill Lynch 1-30 Year Muni Bond Index -36.99% 14.54%

2009

Sources:  Bloomberg, Barclays, Merrill Lynch
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Source: Bloomberg

-10

-8

-6

-4

-2

0

2

4

6

8

10

12

D
ec

-7
8

D
ec

-7
9

D
ec

-8
0

D
ec

-8
1

D
ec

-8
2

D
ec

-8
3

D
ec

-8
4

D
ec

-8
5

D
ec

-8
6

D
ec

-8
7

D
ec

-8
8

D
ec

-8
9

D
ec

-9
0

D
ec

-9
1

D
ec

-9
2

D
ec

-9
3

D
ec

-9
4

D
ec

-9
5

D
ec

-9
6

D
ec

-9
7

D
ec

-9
8

D
ec

-9
9

D
ec

-0
0

D
ec

-0
1

D
ec

-0
2

D
ec

-0
3

D
ec

-0
4

D
ec

-0
5

D
ec

-0
6

D
ec

-0
7

D
ec

-0
8

4th Quarter 1978 – 3rd Quarter 2009

High      Low          Average              Latest     
9.3       -7.9               2.7                    2.2

Pe
rc

en
t

3Q09             2.2%
2Q09            -0.7%
1Q09            -6.4%
4Q08            -5.4%

Change in Real GDP (% Annual)

The U.S. economy has 
reached a turning point.  
We expect below average 
growth in 2010.



Global Economic Recovery

1Q09 GDP 2Q09 GDP 3Q09 GDP

U.S. -6.4% -0.7% 2.2%

Eurozone -9.8% -0.6% 1.6%

Japan -11.9% 2.7% 1.3%

BRIC’s* - 0.0% 0.4% 1.7%

Average -7.0% 0.5% 1.7%

Source:  Bloomberg

*Brazil, Russian, India, China                        
Year over Year Data
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Source: Bloomberg/Federal Reserve/Wall Street Journal

4th Quarter 1999 – 3rd Quarter 2009
$ 

Tr
ill

io
ns

Total U.S. Debt by Sector

0

2

4

6

8

10

12

14

16

18
D

ec
-9

9

A
pr

-0
0

A
ug

-0
0

D
ec

-0
0

A
pr

-0
1

A
ug

-0
1

D
ec

-0
1

A
pr

-0
2

A
ug

-0
2

D
ec

-0
2

A
pr

-0
3

A
ug

-0
3

D
ec

-0
3

A
pr

-0
4

A
ug

-0
4

D
ec

-0
4

A
pr

-0
5

A
ug

-0
5

D
ec

-0
5

A
pr

-0
6

A
ug

-0
6

D
ec

-0
6

A
pr

-0
7

A
ug

-0
7

D
ec

-0
7

A
pr

-0
8

A
ug

-0
8

D
ec

-0
8

A
pr

-0
9

A
ug

-0
9

Federal Gov't Non-Financial Business Households Domestic Financial

The private sector 
is deleveraging.

Public sector debt 
is exploding.
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Source: Bloomberg/Federal Reserve/Wall Street Journal

4th Quarter 1959 – 3rd Quarter 2009
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Household Debt

The consumer debt load is 
enormous.  Reducing debt 
levels will take time and be a 
drag on growth.
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NonFarm Payrolls & 
Unemployment 

January 1990 – November 2009

Source: Bloomberg
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The “real economy” responds to policy 
changes with a lag.  The pace of job 
losses is declining,  but we expect the 
unemployment rate to drift higher.

High    Low  12 mo. Avg Latest     

Unemployment       10.2       3.8          9.0           10.0
NonFarm Payrolls    508     -741       -397           -11



Economic Policy 
Response
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January 1971 – November 2009

Fed Funds Target Rate

Source: Bloomberg

7 Fed Rate Cuts in ’08, 
Totaling 400+ bp’s;

Fed Cut to 
Unprecedented 0-25bp 
“Range” on 12/16/08.

3/18/09: Fed Announced 
Plan to Buy Long 
Treasuries.
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December 31, 1999 – December 10, 2009

Central Bank Benchmark Rates

Source: Bloomberg
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US Europe UK China

Rate cuts since 
beginning of 
2008:

US: 7 for 400bp

UK: 8 for 500bp

EU: 6 for 300bp

PRC: 5 for 216bp
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Other Credit
Programs

Treasuries

Mortgage-Backed
Securities &
Agency Debt

Primary Dealer &
Other Bbroker-
Dealer Credit

Central Bank
Liquidity Sw aps

Commercial Paper
& Money Market
Facilities

Term Asset-
Backed Securities
Loan Facility

Bear Stearns &
AIG
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January 3, 2007 – December 2, 2009

Federal Reserve Assets
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Length of Time between Recession End & First Tightening

Federal Reserve Policy

Source: Bloomberg
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Large federal budget deficits will test the 
market’s ability to absorb a flood of new 
supply. 
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FY 1969 – FY 2009
Federal Budget Deficit
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Source: Bloomberg

U.S. Treasury Yield Curve
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Since 2007 the Fed has 
engineered a steep yield 
curve.

A steep curve portends 
stronger economic growth.



Financial Market 
Reaction
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This “mountain of cash” is 
being siphoned into risk 
assets with higher potential 
returns.



18

0

100

200

300

400

500

600

700

9/
20

00

1/
20

01

5/
20

01

9/
20

01

1/
20

02

5/
20

02

9/
20

02

1/
20

03

5/
20

03

9/
20

03

1/
20

04

5/
20

04

9/
20

04

1/
20

05

5/
20

05

9/
20

05

1/
20

06

5/
20

06

9/
20

06

1/
20

07

5/
20

07

9/
20

07

1/
20

08

5/
20

08

9/
20

08

1/
20

09

5/
20

09

9/
20

09

0

300

600

900

1200

1500

1800

2100

BC Investment Grade Corp BC High Yield Corp

September 2000 – November 2009

Investment Grade & High Yield
Corporate Bond Spreads

In
ve

st
m

en
t G

ra
de

 (b
as

is
 p

oi
nt

s) H
igh Y

ield (basis points)

Source: Bloomberg/Barclays Capital

Investment grade & high yield 
spreads reached record highs in 
2008.  Liquidity conditions have 
improved and spreads are declining.
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Source: Bloomberg

October 2007 High: 1565

- 57% 
10/9/07 

to 
3/9/09

March 2009 Low: 677

+65% 
3/9/09 

to 
12/31/09

Stocks are benefitting from 
better liquidity conditions 
and an upturn in earnings.
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Source: Bloomberg/Federal Reserve/Wall Street Journal
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Investors are nervous 
about geopolitical risks, 
economic policy mistakes, 
and higher inflation.
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Source: Bloomberg

January 1980* – December 2009

Growth of a $10,000 Investment

$-

$50,000.00

$100,000.00

$150,000.00

$200,000.00

$250,000.00

1980 1985 1990 1995 2000 2005 2009

Gold 90-day T-bills S&P 500*Last peak in gold prices 
was $850 on Jan. 21, 1980

Value in 2009 CAGR

Gold $14,302.71 1.20%

90-day T-bills      $58,024.57 6.04%

S&P 500 $227,270.15 10.97%
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December 31, 1999 – December 9, 2009

US Dollar

Source: Bloomberg
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The trade- 
weighted $ is 
falling as the 
flight to quality is 
reversing in the 
global markets.
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January 1980 – October 2009
CPI & Core CPI (YoY % Change)

High    Low    Average   Latest     

CPI      14.8     -2.1         3.7        -0.2
Core     13.6      1.1         3.8         1.7

Source: Bloomberg

Low inflation in 2010 is 
“baked in the cake.” Future 
inflation trends remain a wild 
card, but many market 
indicators signal upward 
pressure.
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