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U.S. equities rallied throughout February and 
March after beginning the year with a 
downturn.  The S&P 500 ended the first quarter 
of 2010 up 5.4%.  The dollar staged a sizable 
rally as concerns over a possible debt default 
in Europe lifted the currency over the euro.  
The strength of the dollar provided a significant 
haircut for dollar-based investors in non-U.S. 
equities.  Gold took a breather in the quarter 
gaining only about 1.0%.  

Signs of a global economic recovery 
continued throughout the first quarter despite 
debt concerns in Greece, Portugal, and 
several other European countries.  In the U.S., 
the unemployment rate stabilized and payrolls 

ended their steep declines.  Federal Reserve officials continue to reiterate their commitment to 
keeping interest rates low for the foreseeable future, providing a safety net for equities to continue to 
rally.  Despite fairly positive economic and market news, investor sentiment remains depressed relative 
to historical averages.    

U.S. equities outperformed both International Developed and Emerging Market indices, largely due to 
the dollar’s strength.  The S&P 500 gained 5.4%, the MSCI EAFE index rose 0.9%, and the MSCI Emerging 
Market index was up 2.4%.  The opportunistic BRIC index (Brazil, Russia, India, China) bounced back 
from losses in January and returned 1.0% for the quarter. 

Bonds fared reasonably well in the period, making most of their gains in January as risk taking (and 
equities) retreated.  The Barclays U.S. Aggregate bond index was up 1.8% in Q1, while National 
Municipal bonds gained 1.3% and California Munis 1.7%.  TIPS eked out a 0.6% gain.  

After benefitting from the tailwind of a declining dollar 
throughout most of 2009, U.S. investors faced an 
appreciating currency in the first quarter.  During the 
period the dollar gained more than 6% against both 
the euro and the British Pound.   

The bullish dollar index ETF (UUP), shown at right, 
highlights the greenback’s gains.  This currency 
movement shaved about six percentage points off of 
dollar-based investors’ returns relative to returns in 
euros.  For euro-based investors, the MSCI EAFE index 
returned 7.0%, the MSCI Emerging Markets index 
returned 8.6%, and the MSCI BRIC index returned 7.1%.   
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