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The fourth quarter of 2009 provided a 
continuation of the upward stock market 
performance that began in early March. The 
double-dip stock market correction that many 
forecasted prior to year-end failed to 
materialize. For the final three months of the 
year, stocks were remarkably consistent in a 
positive direction. The broad-based Standard 
and Poor’s 500 Index was up 1.93% for 
December, up 6.04% for the fourth quarter, 
and up 26.46% for all of 2009. In fact, virtually 
all popular stock indices were higher for 2009. 
The best performing benchmark for the year 
was the technology-laden NASDAQ Index. After 
a fourth quarter performance of +7.20%, the 
NASDAQ finished the year with a 45.36% 
return. The Dow Jones Industrial Average was 
the best performing index for the fourth 
quarter with an 8.10% (22.59% for 2009) total 
return for three months. Buoyed by a weak 
U.S. Dollar, international stocks also rewarded 
investors with a total 2009 return of 32.18%.

Although 2009 began under seemingly bleak 
financial circumstances (looming financial 
system failure, taxpayer led bailouts, domestic 
car company collapse, government leadership 
change, and massive fraud cases), the S&P 
500 finished the year with the second best 
stock market performance of the decade. Only 
2003 (+28.68%) achieved a better single-year 
outcome. The most important investing trait in 
2009 was having “nerves of steel.” Those 

who were able to stomach the steep drop in 
values and stay invested were rewarded. 
Rewards came in nearly every investment 
class. Stocks and commodities rallied and 
crude oil skyrocketed. Even bond investors 
participated in the recovery; the Barclay’s 
Capital US Govt./Credit Intermediate Bond 
Index was up 5.24%. Only those in cash 
missed the rally. Although cash appeared to 
be “king” in January, it quickly lost its royal 
status as the riskier markets soared back by 
mid-year. T-bill investors managed a gross 
return of only 0.16% for the entire year. With a 
current inflation rate of 1.8%, these investors 
lost more than 1.5% in real terms. 

During the first quarter of 2009 there was 
endless speculation on the shape of the stock 
market recovery. Nearly half the alphabet was 
referenced to describe the potential direction 
of stocks after the 2008 stock market 
collapse. The most pessimistic forecasters 
used letters like “L” or an elongated “U”. 
Fence sitters preferred “W” or square root 
signs “√”, and the optimistic minority offered 
“V” scenarios. With 2009 now finished, it 
appears the “V” recovery is the most likely 
winner. Although the stock market 
improvement has not equaled its high of 
October 2007, the sharp turnaround (a 67.8% 
increase in the S&P 500 since the stock 
market bottom in early March) has certainly 
created a “V” pattern. The lesson reinforced 
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Performance

Stocks 4th Quarter 2009 Year-to-Date

Dow Jones Industrial Average 8.10% 22.59%

S&P 500 6.04% 26.46%

NASDAQ Composite 7.20% 45.36%

Russell 2000 Small Cap Index 3.87% 27.17%

MSCI EAFE International Index 2.25% 32.18%

S&P Mid Cap 400 Index 5.56% 37.38%

Bonds

Barclay’s Captial Gov/Corp Index 0.31% 5.24%

Barclay’s Captial Municipal Bond Index -0.96% 12.91%
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for most investors in 2009 was that the greatest opportunity 
often exists when the environment appears to be the worst.

Even though most asset classes were higher for 2009, 
opportunistic investors were presented with sector opportunities 
to enhance portfolio returns. The information technology sector 
was up over 61% for 2009. The materials sector and consumer 
discretionary sector both increased more than 40% for the year. 
The significance of these sectors leading the turnaround is that 
they are often early market recovery components. These sectors 
can portend a sustained recovery as investors in these areas 
expect higher economic activity.

Ultimately, long-term economic prosperity will be driven by 
employment. Consumers account for nearly two-thirds of the 
domestic economy, and without jobs, spending will remain muted. 
However, the unemployment outlook appears to be improving. 
Unemployment for 2009 peaked in October at 10.2%, and the 
amount of lost jobs appears to be abating. The year began with 
730,000 jobs lost in January. By December, the change in 
nonfarm payrolls is expected to improve to a loss of less than 
1,000 jobs. If this trend continues, the impact on the economy 
and financial markets could be profound. With the creation of jobs 
comes greater demand for goods and services, and this could 
serve as an additional catalyst for 2010. 

All returns include reinvested dividends, sourced from Morningstar, Bloomberg and 
Interactive Data. Chart data from Bloomberg.
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