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Highlights from
Perspectives on 2005

0%

Market SP500 Bonds Bills Inflation

* The broad stock market returned

7% in 2005, and corporate bonds
earned 5.6%. Inflation averaged 4%.
Both the real (inflation-adjusted) and
the nominal returns on stocks are below
their long-run average. The real and

nominal bond returns are near average.

Q4/05 S&P500 Style Attribution

SURY MARKET REVIEW

+ The “stuff in the middle” sur-
prised in 2005 by not performing in
between. Mid cap companies outper-
formed both large and small compa-
nies, while core stocks (defined as those
in between value and growth) under-
performed both value and growth.

+ Because mid-cap outperformed
large, the S&P500 lagged the broad
market with a 4.9% return in 2005.
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+ Most of the 2005 S&P return is
attributable to a 37% return in energy
stocks, following a 33% return in 2004.

+ Value stocks, especially smaller
company value stocks have performed
very well over the past 5 years. By con-
trast, growth stocks are still struggling
to claw back from losses suffered at the
beginning of the century.

+ Consistent with the style story,
energy and utility stocks have per-
formed best while technology stocks
have lagged.

+ Despite the fact that 2004 and
2005 were just mediocre for traditional
stock investing, hedge fund investing
was disappointing, generally perform-
ing worse than the stock market.

+ Hedge fund due diligence can and
should be improved, especially per-
formance evaluation.

+ Treasury bills yielded a real (infla-
tion adjusted) loss of 0.8%, following a
2% real loss in 2004. In theory this is
not supposed to happen, since investors
are supposed to price Treasuries to
yield a premium above inflation. Some
powerful market forces had to be in
play to get investors to accept real losses

on their Treasury bill investments.
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Like what you see?

Get The Full Report

This document showed just the

Histogram of 80 Years of S&P Returns

overview of the full report. To obtain the
| full report, please contact us at 949/488-
8339 or email Ron@PPCA-Inc.com if

you would like to see all 12 information-

packed exhibits or have any questions.

Surz Market Review

+ Recent stock and bond markets
have been less efficient than historical
markets, delivering less return per unit
of risk.

+ Stock market returns have not
been normally distributed. That is, they
have not followed a bell-shaped curve.

+ We just recently enjoyed the best
25-year bond market ever, with real
returns averaging 7.4% per year for the

25 years ending February, 2005.
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+ Foreign markets have performed
substantially better than U.S. markets,
averaging 11% per year over the past 5
years, versus 2% per year domestically.

+ Outside the U.S., emerging mar-
kets have thrived, delivering 30% per
year returns during the past 5 years.
Because the MSCI EAFE index does
not include emerging markets it has
underperformed broad non-U.S. mar-
kets.
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