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We are cautiously optimistic that markets are at or near an inflection point, and going forward 
investors may begin to see positive signs from both the economy and stock market.  Negative news will 
likely continue on the economic front for a period of time, but as a few early indicators begin to improve, 
the financial markets should begin to look forward and climb the proverbial “wall of worry.” 
 

Stocks continued to be weak in the early months of 2009, but improvement began to emerge 
during March.  For the first time in 40 years, the S&P 500 dropped for the sixth consecutive quarter.  The 
Russell 1000 Value declined significantly more than the broad market, due in part to its large exposure to 
financial companies.  As has been the case for the last few quarters, volatility was high and intraday 
swings were large, which is understandable given the daily barrage of economic and political news. 
 

The economic environment was a bit like the stock market—generally negative with a few 
modestly positive data points sprinkled about.  Fourth quarter 2008 GDP was revised to -6.2%, the worst 
GDP number since the recession of the early 1980s.  Home price declines continued in the first quarter, 
with year-over-year declines near 20% nationwide.  Certain geographic areas, like Phoenix and Las 
Vegas, fared even worse.  But lower home prices and attractive mortgage rates seemed to stimulate 
buying activity, as sales of new and previously owned homes actually ticked up during the quarter and 
mortgage refinancing exploded.  Consumer sentiment remained near record low levels, reflecting rising 
unemployment, but surprisingly, consumer spending and retail sales numbers were slightly better than 
expected.  One positive factor pointing toward an eventual economic recovery is the dramatic and 
coordinated monetary and fiscal stimulus that has been implemented around the world.  The politics of 
these actions can and will be debated for years, but the fact remains that these programs are designed to 
mitigate what is arguably the worst recession in decades.   
 

President Obama’s new administration came on board in January and immediately went to work 
on plans to solve the banking crisis.  In a widely anticipated press conference on February 10, Treasury 
Secretary Timothy Geithner announced his Financial Stability Plan.  It was viewed poorly by analysts and 
financial markets primarily because it was more of an overview than a plan and little detail was disclosed.  
One aspect of the plan seems pretty clear to us, however.  We believe that Geithner’s proposal to stress-
test the balance sheets of the largest domestic banks signals that additional dilutive government capital 
infusions are likely, which is a potentially damaging scenario for common shareholders of those banks.  
While the stress tests are ongoing and no details have emerged, we believe banks with weaker capital 
positions are vulnerable.  This view led us to enact some portfolio changes as we reduced our exposure to 
select bank stocks during the quarter.  In summary, the last three months were filled with seemingly daily 
governmental or political events that impacted the markets.  The rhetoric was quite harsh early on, but by 
the end of March, the tone was more reasonable.  We were pleased to see that as additional government 
plans were announced and details of already announced programs emerged, the financial markets began 
to look forward with a more positive view. 
 

For the quarter, total returns for our portfolios were negative, but were well ahead of the Russell 
1000 Value and were in line with the S&P 500.  Relatively strong performance from a number of stocks 
in the Information Technology and Consumer Discretionary sectors helped to produce our 



 

 
 
 
 
 
 
outperformance, while our Industrials exposure held back returns.  During the quarter, we identified two 
new stocks that were added to the portfolio and we used the weak market conditions to increase our 
holdings in several other names. 
 

In addition to a volatile stock market, the recession and corresponding credit crisis have also 
created extremely unusual dislocations in the fixed income markets.  The flight to quality that produced 
very wide corporate yield spreads and very strong returns for government bonds in 2008 seemed to abate 
somewhat.  For the quarter, U.S. Treasury bonds underperformed corporates, which was not unexpected 
as government yields approached 50-year low levels last fall.  We continue to believe that there are 
opportunities in corporate bonds.  We also believe, however, that it is more important than ever for 
investors to do a stringent credit analysis before purchasing bonds, particularly during this recessionary 
environment.  Over the last few years, many corporations took on significant debt, weakening their 
balance sheets and increasing their credit risk.  As cash flows have deteriorated in the weak economy, 
high debt levels have become an even larger concern.  Consequently, we think it is prudent to proceed 
with caution in this market since the actual length and depth of the downturn are uncertain. 
 

As we wrote in our last letter, we have believed for some time that the stock market was going 
through a bottoming process, and that it would continue into 2009.  This past month may well have 
marked that bottom.  We base that statement on the fact that the current rally is more powerful in its 
breadth than other recent moves and is being led by sectors that usually perform well in the beginning 
stages of an economic recovery.  Economists and politicians will continue to point to weak GDP and 
rising unemployment as cautionary signs, but the markets always look forward.  Low stock prices were 
the first catalyst, but as markets rallied additional economic news was less negative.  As the government’s 
fiscal and monetary stimulus programs work through the system, the leading economic indicators appear 
poised to improve.  Low interest rates, low energy prices, tax cuts, tax refunds, cash freed up by a surge in 
mortgage refinancing and improving housing numbers are among some of the positive forces at work.  It 
has been a difficult few months for investors, but we are cautiously optimistic about what lies ahead for 
the equity markets. 
 
 
 
 
 
 
The information provided herein should not be construed as a recommendation to purchase or sell any particular security 
or an assurance that any particular security held in a portfolio will remain in the portfolio or that a previously held 
security will not be repurchased.  Securities discussed herein do not represent a portfolio's entire holdings.  It should not 
be assumed that any of the security transactions or holdings discussed herein have been or will prove to be profitable or 
that future investment decisions will be profitable or will equal or exceed the investment performance of the securities 
discussed.  Past performance is no guarantee of future results.  All recommendations/holdings within the preceding 12 
months or applicable period are available upon request. S&P 500 is a market capitalization-weighted, total return index 
of widely held common stocks.  Russell 1000 Value is a market capitalization-weighted, total return index of larger 
capitalization companies which exhibit traditional value characteristics.  Indices are unmanaged and cannot 
accommodate direct investments. This information is intended solely to report on investment strategies as reported by 
FBP, the Investment Manager.  Opinions and estimates offered constitute our judgment and are subject to change without 
notice, as are statements of financial market trends, which are based on current market conditions.  
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