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Equity markets shrugged off a mountain of economic worries and posted their largest 

quarterly advance since 1999, reflecting growing optimism about the long-term outlook for 

corporate earnings growth.  The rise came in spite of increased concerns over the debt crisis in 

Greece, Italy, Portugal and Spain and the domestic issues of historic budget deficits, 

healthcare reform and stubborn unemployment.  For the quarter, the S&P 500 posted a total 

return of 5.39%.  Investors who participated in the smaller capitalization sectors enjoyed even 

higher returns with the Russell Mid-Cap and Russell 2000 advancing 8.76% and 8.85% 

respectively.  International markets generally lagged behind U.S. stocks during the quarter 

with the MSCI EAFE Index increasing a modest 0.22% and the MSCI Emerging Markets 

Index advancing 2.11%.

The market’s performance is a reflection of improving corporate earnings driven by significant 

cost cutting over the past two years coupled with renewed top line growth.  The improvement 

in revenue is being fueled by record fiscal and monetary stimulus and interest rates that 

remain at historically low levels.  The result is a projected year over year increase of 110% for 

the earnings of the S&P 500 for the quarter ended March 31, 2010.  The continuation of this 

trend will largely determine where equity prices are heading for the remainder of the year.  

With stocks up 77% from the lows in March 2009, many investors are wondering if they have 

missed the boat to economic recovery.  While a repeat performance over the next twelve 

months is unlikely to say the least, we think it would be a mistake for investors to assume the 

party for equities is over.  The S&P 500 is still 23% below the high set back in October 2007.
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The 2010 estimated earnings for the S&P 500 is currently $62.09 implying an earnings 

yield on the S&P 500 of 5.20% versus yields of 3.85% and 0.45% on the 10-year U.S. 

Treasury and 1-year U.S. Treasury.  A spread of that magnitude indicates that equities 

remain undervalued relative to fixed income alternatives. 

If the Federal Reserve maintains its current stance on monetary stimulus for an 

“extended period” as they have indicated, we will remain constructive on the equity 

markets. 

We will continue to monitor interest rates and their potential impact on stock prices.  At 

some point, interest rates will move higher to reflect the improving economy and concerns 

over the Federal budget deficits which will provide a head-wind to future stock advances.  

Until then, the band plays on.

“The greatest compliment we can receive is a referral from our friends and clients”.
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The aforementioned does not purport to be a complete description of the securities, markets or 

developments referred to in the material. Information included in the material was obtained 

from internal and external sources, which we consider reliable, but we have not independently 

verified such information and do not guarantee that it is accurate or complete. Such information 

is believed to be accurate on the date of issuance of the material and all expressions of opinion 

apply on that date of issuance of the material. No subsequent publication or distribution of this 

material shall mean or imply that any such information or opinion remains current at any time 

after the stated date of the report. We do not undertake to advise you of any changes in any 

such information or opinion. We, our employees, officers, directors, and/or affiliates may from 

time to time have a long or short position in the securities mentioned and may sell or buy such 

securities. Neither Stephens Inc. nor its representatives provide legal or tax advice. Due to the 

fact that each individual’s tax status may vary, please consult your tax advisor before making 

any decisions.
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