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•Firm
– Founded in 1985
– National Practice
– 31 Employee / Shareholders
– Independent Fiduciary
– Proprietary Research

•Clientele
– Higher Education Institutions
– Foundations
– Public Retirement Plans 
– Corporate Retirement Plans
– Healthcare Institutions
– Private Wealth Clients

•Staff
– 87 Staff Members
– 60 Investment Professionals
– 40 Advanced Degrees (includes 2 Ph.D.s)
– 24 CFAs; 3 CAIA; 2 CPAs

HAMMOND ASSOCIATES is a private investment consulting firm serving as a fiduciary consultant to a wide variety of clients, including 
higher education, foundations, healthcare, private wealth, and retirement plans (public and corporate). We serve clients from New York to 
California, and from Florida to Washington state.  We are a research-based firm, providing a full range of traditional investment consulting 
services as well as external CIO services.  We specialize in the creation of custom alternative investment portfolios.

Unless otherwise noted, asset class performance throughout this report is represented by the following indices:  US Large Stocks – S&P 500, US Large Value Stocks – Russell 1000 Value, 
US Large Growth Stocks – Russell 1000 Growth, US Mid Stocks – Russell Mid-Cap, US Small Stocks – Russell 2000, US Small Growth Stocks – Russell 2000 Growth, US Small Value 
Stocks – Russell 2000 Value, Intl Large Stocks – MSCI EAFE, Intl Small Stocks – S&P/Citigroup EMI EPAC, Intl Emerg Stocks – Morgan Stanley Emerging Markets Free, US Fixed Income –
Lehman Aggregate Bond, US High Yield Fixed – S&P/Citigroup High Yield Bond, Inflation-Protected Bonds – Lehman TIPS, Cash – Citigroup 3-Month T-Bill, REITS – Dow Jones Wilshire 
REIT, Funds of Hedge Funds – HFR Fund of Funds, Commodities – Dow Jones AIG Commodity, Natural Resource Stocks – Goldman Sachs Natural Resources Index

WE RECOGNIZE THAT NO SINGLE PORTFOLIO IS RIGHT FOR EVERYONE. Our philosophy is that the best portfolio for each client 
is the one which fulfills that client’s objectives.  Consequently, we provide objective, third-party consulting services that are custom-tailored to 
each client’s specific requirements.  Our specialty is understanding, explaining, and controlling risks.  Hammond Associates is a “hard-dollar”
(fee-only) consulting firm and declines “soft-dollar” (commission) arrangements.

If you are considering a consultant search, we would welcome an RFP.  

Please contact one of our eight Practice Leaders, below, at 314-746-1600.

• Corporate Retirement Plans: Rich Marra
• Foundations: Keith Mote
• Healthcare: Jonathan Evans
• Higher Education: Dick Anderson

• Investment Office: Matt McCarty
• Outsourced CIO: Karen Chandor
• Private Wealth: Michael Pompian
• Public Retirement Plans: Jerry Woodham 
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Executive Summary
2006 was an excellent year for equities worldwide.  Domestically, the S&P 500 rose 15.8% 
and the Russell 2000 gained 18.4%.  Internationally, MSCI EAFE gained 26.3% and MSCI 
Emerging Markets surged 32.2%. 
The growth in global liquidity has encouraged risk taking by providing an abundant source 
of cheap funds to capital markets. We believe investors should use this opportunity to 
reduce risk since it’s not priced to pay much in the future.  We are unsure of the timing and 
catalysts for risk premiums to rise.  However, today’s low risk premiums make it more likely 
that any downturn will be painful. As Alan Greenspan warned in August 2005, “history has 
not dealt kindly with the aftermath of protracted periods of low risk premiums.”
Economic growth slowed in the second half of the year.  GDP grew by 2.0% in the third 
quarter and an estimated 2.5% in the fourth quarter. The contraction in residential 
investment is the main constraint to growth. But, US consumers are apparently undaunted.  
The resilience of US consumers makes a recession unlikely this year; however, a significant 
drop in real estate prices, the bust in real estate investment spreading to other industries, 
and a reduction in the availability of cheap credit are risks to this view.
The dollar fell by 11% against the euro and by 14% against the British pound in 2006. 
However, it rose slightly against the yen.  The euro and the pound appear to be overvalued, 
while the yen appears undervalued.  The dollar seems likely to fall further against Asian 
currencies.  We continue to recommend that investors diversify into foreign currency-
denominated assets
Supported by double-digit earnings growth and rising M&A activity, US equities performed 
well in 2006.  As for 2007, we wouldn’t be surprised to see stocks have another strong year.  
Excess global liquidity and high profit margins are supportive of equity markets over the 
near term.  However, the good times won’t last indefinitely.  We expect a real return on the 
S&P 500 of only 2% to 4% over the next decade.   Within the US market, we recommend 
that investors overweight large-cap growth stocks, with a particular emphasis on high 
quality growth stocks, and underweight small-cap stocks and large-cap value stocks. 
International equities remain modestly more attractive than domestic equities.  European 
stocks are trading at a slight discount to US stocks.  While Japan is expensive on a 
valuation basis, it has the potential to improve profitability. Emerging market valuations are 
a concern as their discount to the rest of the world has nearly vanished. 
REITS surged again in 2006 and now appear to be overvalued.  Buyout commitments 
reached $160 billion in 2006.  Rising valuations and excessive capital are a concern, 
particularly in the mega-sized space. 

Fourth Quarter Research Report Overview
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Booming corporate profits and excess global liquidity made 2006 highly 
rewarding for global equity holders.  The MSCI All Country World Index 
returned 21% in dollar terms, in line with its remarkable 20% annualized 
return over the last four years.  The US equity market, although performing 
well, has remained a global laggard.  In US dollar terms, the S&P 500 was 
the second worst performing developed equity market in the world.  Only 
Japan fared worse.  The S&P 500 returned 15.8% in 2006, compared to 
26.3% for the MSCI EAFE index of international developed market stocks 
and 32.2% for the MSCI Emerging Markets index.  As we suggested in late 
2005, the weak dollar was a significant contributor to international equitiy
returns in 2006.  In fact, in local currency terms, MSCI EAFE appreciated 
only slightly better than US equities at 16.5%.  However, since the beginning 
of the global equity market recovery in 2003, the S&P 500 has trailed MSCI 
EAFE by 9.6 percentage points annualized and the MSCI Emerging Markets 
index by 21.7 percentage points.

Diversification Paid Off Again in 2006

The divergence in recent years between the performance of US and
international equities illustrates the value of diversification. A sample 75% 
diversified equity indexes / 25% diversified bond indexes portfolio (with tilts 
in favor of international, small-cap, and value stocks)1 that we began tracking 
in the late 1990s (when diversification was out-of-favor) has earned 8.9% 
annualized since the beginning of 2000 and 18.5% during the recovery over 
the past four years.  In contrast, a 75% S&P 500 / 25% Lehman Aggregate 
Bond portfolio earned only 2.7% and 12% for those two time periods, 
respectively.  However, the valuation disparities that led to the 
outperformance for diversified portfolios have largely been corrected.  Risk

Market Commentary

January 2007

1 The results of the diversified and non-diversified portfolios are shown for informational 
purposes only.  They do not represent advice given to Hammond Associates’ clients.   The non-
diversified portfolio is comprised of 75% S&P 500 and 25% Lehman Aggregate Bond.  The 
diversified portfolio is comprised of 16% S&P 500, 8% Russell 1000 Value, 7% Russell Mid-
Cap, 11% Russell 2000, 5% Russell 2000 Value, 7% Wilshire REIT, 7% MSCI EAFE, 7% 
S&P/Citigroup EMI EPAC, 7% MSCI EMF, 13% Lehman Aggregate Bond, and 12% Lehman 
TIPS.

premiums across global assets are far lower today than they were at the 
height of the equity market bubble in 2000.  There are few, if any, cheap 
asset classes in the world.  Diversification away from domestic large-cap 
stocks won’t be as beneficial in the future.  In fact, if there is a global 
equity market downturn, the S&P 500 is likely to hold up better than 
most other equity asset classes, as it did during the pullback in May/June 
2006.  (See Exhibit 1, below.)   

The Global Liquidity Glut

One major driver of asset class returns over the last few years has been the 
growth of global liquidity.  The Federal Reserve cut the overnight lending 
rate to 1% in the early part of this decade to dampen the fallout from the 
bursting equity market bubble.  Even as the Fed began to tighten monetary 
policy in June 2004, it seemed to have little effect on liquidity.  The yield on 
the 10-year Treasury, which was 4.62% at the time of the first rate hike, fell 
over the ensuing months and finished 2005 at 4.39%.  The purchase of US 
bonds by foreign central banks is the most likely explanation for this 
conundrum.  Central banks in China and other emerging market countries 
plowed their trade surpluses back into US bonds to keep their currencies 
from appreciating.  Oil exporters were also investing a significant portion of 
their energy windfall in US obligations.  This kept long-term interest rates 
low, even as the Fed was raising short-term rates.

Low long-term interest rates had a domino effect on other asset classes. 
The decline in long-term interest rates has encouraged investors to take on 
more risk to maintain returns.  This, in turn, has caused a compression in 
risk premiums, most observable in credit spreads.  The option-adjusted 
spread on high yield bonds declined from 8.5% at the end of 2002 to 3.6% at 
the end of 2005.

Jan. 1 to May 
10

May 11 to 
June 13

June 14 to 
Dec 31 2006

S&P 500 6.7 (7.3) 17.1 15.8
Russell 2000 15.6 (13.2) 17.9 18.4
MSCI Japan 14.3 (19.1) 14.9 6.2
MSCI Europe 20.5 (12.9) 27.4 33.7
MSCI Emerging Markets 25.5 (24.1) 38.9 32.2
Industrial Metals 63.2 (19.0) 29.9 72.3
Oil 18.2 (4.9) (11.0) 1.2
Gold 36.0 (20.3) 13.4 23.0

Exhibit 1
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2 The latest innovations in the world of structured credit are CPDOs (constant proportion debt 
obligations).  The instruments hold a basket of investment grade bonds with an average credit 
rating of single A, levered up to 15x.  The resulting highly leveraged security carries a triple-A 
rating that yields a juicy 200 basis point spread above LIBOR.  It carries a triple-A rating 
because of diversification.  While interesting, the promise of these instruments seem almost too 
good to be true, unless they are exposed to substantial left-tail risk.

In the Second Quarter 2006 edition of this report, we speculated that the 
excess global liquidity was being drained.  Boy, were we wrong! In our 
defense, there were signs that this was occurring.  Central banks around the 
world were shifting to tighter monetary policies.  Even Japan abandoned its 
quantitative easing policy and lifted its overnight lending rate from zero to 
0.25%.  The tighter conditions were being felt here, as the yield on the 10-
year Treasury traded as high as 5.24%.  Global equity markets corrected 
and credit spreads ticked up, as investors became more risk averse.  But, it 
all proved to be short-lived.  In the third quarter of 2006, the 10-year 
Treasury yield fell back to 4.64%, as traders priced-in future interest rate 
cuts by the Federal Reserve and foreign central banks continued to buy 
bonds.  The 10-year bond finished 2006 at 4.71% and credit spreads 
contracted to near record lows.  The option-adjusted spread on high yield 
bonds finished the year at 2.75%.

Easy Credit

Excess global liquidity has helped push down credit spreads.  The decline in 
credit risk premiums has also been influenced by the growth of derivative 
instruments and structured credit products.  The ballooning credit default 
swap market has created a convenient way to shift credit risk to those most 
willing to bear it and has allowed institutions to easily diversify credit 
exposure.  Structured credit products, such as CDOs (collateralized debt 
obligations), have served a similar purpose.2 While derivatives can help 
spread credit risk more effectively, they do not reduce aggregate credit risk.

Cheap and plentiful credit is having a spillover effect on global equity 
markets.  An interesting result of the business investment bust in the early 
part of this decade is that corporate America has been very conservative in 
recent years.  Business investment remains below average as a percentage 
of GDP, and we’re in the fifth year of an economic expansion.  The current 
level of business investment can easily be funded from robust earnings and 
cash flows.  As a result, corporate America has been de-leveraging its 
balance sheet.  According to Federal Reserve data, corporate debt declined 
from 51% of net worth in 2000 to just 41% in 2006.  Enter buyout funds.  
With debt so cheap, buyout funds can take a business generating attractive 
cash flows and lever it up, thereby increasing the return to equity

shareholders (so long as business conditions remain favorable). Buyout 
funds did $758 billion of deals (equity plus debt) in 2006.  2007 is likely to 
bring even more buyouts, as 2006 was a record fundraising year. 
Corporations are also stepping up activity.  Total global M&A activity in 2006 
was $3.8 trillion, a 38% increase over 2005.  The rise in M&A activity 
contributed to the performance of global equity markets in 2006 and it is 
likely to continue into 2007.

How Long Can this Last?

As we enter 2007, global equity markets have a tail wind from excess global 
liquidity.  There are few signs that liquidity will dry-up in the near-term.  
Asian central banks are unlikely to significantly alter their policies in 2007, 
which should keep interest rates from rising much.  Eventually, this source of 
liquidity will diminish as emerging markets consume more of their export 
income, rather than lending it back to us.  However, this transition may take 
years.  

Nevertheless, investors should be wary.  Liquidity by itself does not drive 
asset prices higher.  It must be accompanied by a willingness on the part of 
investors to assume risk.  And liquidity can only compress risk premiums so 
far.  Even the most aggressive investor wants to get paid for accepting risk.  
Furthermore, unexpected events periodically occur that cause investors to 
broadly reevaluate risk tolerance.  Falling risk tolerance forces risk 
premiums higher and asset prices lower.  We saw this in 1997/98 with the 
Asian currency crisis, in 2000 from the bursting of the tech bubble, in 2001 
from 9/11, and in 2002 from corporate defaults.  We even saw hints of this in 
May and June of 2006 with the liquidity drain head fake.

Today, there are a number of possible events that could cause a 
reevaluation of risk tolerance, such as a recession in the US, a hard landing 
for the dollar, a significant energy supply shock, a spike in high yield 
defaults, a major hedge fund collapse, or a catastrophic terrorist attack, to 
name just a few.  While all of these events might seem unlikely, investors 
shouldn’t ignore left-tail risks.  They have had a tendency to occur with some 
frequency in the history of capital markets.  Investors must guard against 
complacency.  History has taught us that the most difficult periods for 
markets often occur following bouts of excessive optimism.

Anthony Brown, CFA
Chief Investment Officer

abrown@hammondassociates.com
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2006 Returns for Global Markets
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Global Equity Investors Were Well Rewarded in 2006

YTD Performance of Equity Markets
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Global equity markets marched steadily upwards after 
struggling in May and June.  Global public equities 
generally surpassed their May highs by year-end.

The MSCI EAFE index outperformed the S&P 500 
for the fifth consecutive year.  The bulk of the 
outperformance came from the falling dollar.  

2006 Style and Cap Performance
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Value Blend Growth

Value trounced growth across the board in 2006.  Small-caps 
modestly outperformed large-caps.  Some of that outperformance 
was due to the reconstitution of the Russell 2000 index, which 
artificially boosted the return of the index.

2006 Sector Performance

0% 5% 10% 15% 20% 25% 30% 35% 40%

Health Care

Info Tech

Industrials

Cons. Staples

Cons. Discr.

Financials

Materials

Energy

Utilities

Telecom

Energy stocks are the top performing 
sector over the past five years, 
earning 19.8%, annualized.  They 
trade at a P/E ratio of only 10 on 
trailing twelve month earnings.

Source: MSCI
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Global Equity Investors Were Well Rewarded in 2006 (cont.)

Fourth Quarter 2006 Performance
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The fall in the CPI, due to 
lower energy prices, and a 
decline in the inflation 
breakeven rate made it a 
tough quarter for inflation-
protected bonds.

In dollar terms, the S&P 
500 underperformed 22 
of 23 countries in the 
EAFE index.  Only 
Japan performed worse.

Spot prices increased 14.9% 
during the year, but futures roll 
subtracted 17.6%.

The HFR Funds of Funds index 
couldn’t keep up with booming 
equity markets, but posted a 
double-digit return for the first 
time since 2003.

Emerging market stocks 
have earned 36% annualized 
(242% cumulative) since the 
beginning of 2003.

The option-adjusted 
spread on high yield 
bonds declined from 
3.57% to 2.75%.

The dividend yield on 
REITS fell to 3.7%.  At the 
beginning of 2000, it stood 
at 9%.
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Nominal Yields
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Risky Business

Global Liquidity Growth
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Annual Growth
Rolling 5-Year Growth

Risk was well rewarded again in 2006.  Growth in global liquidity has 
encouraged risk taking by providing abundant, cheap funds to capital 
markets.  There was a hint that the tide of liquidity was receding in 
the second quarter of this year, as long-term interest rates spiked 
and many equity markets experienced sharp pullbacks.  However, 
this proved to be a blip as interest rates fell in the third quarter.
Where is this liquidity coming from?  The Federal Reserve was a big 
contributor in the early part of this decade by cutting the Fed Funds 
rate to 1%, which encouraged the inflation of the housing bubble.  
The Fed has since increased the rate to 5.25%, which is arguably
restrictive.  However, the Fed may have lost some of its ability to 
control monetary policy.  Long-term interest rates, which are more 
influential for the economy, have barely budged since the Fed began 
raising its target rate in June 2004.  Credit remains cheap and 
plentiful.

Central banks in Asia and the Middle East have an increasing influence 
over US monetary conditions.  They have poured more than a trillion 
dollars into US debt markets over the last few years to keep their 
currencies from appreciating relative to the dollar.
As yields on risk-free obligations have fallen, investors have pushed 
return premiums down on riskier assets.  Credit spreads are 
remarkably thin.  Low spreads have encouraged leverage.  Cheap debt 
has contributed to the buyout boom, which has helped drive global 
equity markets higher.  Hedge funds have also been putting cheap debt 
to full use.  

Excess liquidity has kept interest rates low and capital plentiful.   
Many investors have been chasing risky assets and have been 
rewarded for doing so. We believe investors should use this 
opportunity to reduce risk since it’s not priced to pay much in the 
future.  We cannot predict the timing or catalysts for risk premiums to 
widen.  However, today’s tight risk premiums make it more likely that 
any downturn will be painful.  As Alan Greenspan warned in August 
2005, “history has not dealt kindly with the aftermath of protracted 
periods of low risk premiums.”

The Economist measures liquidity by adding 
the increase in central bank reserves to the 
US monetary base.  Based on this 
measure, liquidity has grown at a 17% 
annual clip over the last 5 years, which is 
the highest growth since the 1970s.

While the yield on the 10-year has 
remained flat since the Fed began 
tightening in June 2004, yields on other 
assets have fallen, some substantially. 
However, this has not dampened 
investor appetite for these assets.

First rate hike.

First rate cut.

Source: Federal Reserve, Lehman Bros.,  
. NAREIT

Source:  The Economist, Federal Reserve, Bloomberg, IMF
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Rolling 12-quarter GDP Growth Volatility
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Risky Business (cont.)

Net Speculative Positions in Japanese Yen
on Chicago Mercantile Exchange
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High Yield Bonds
Emerging Market Debt

The credit spread on emerging market debt 
is well below the credit spread on US 
corporate debt of similar quality.

One possible explanation for lower risk premiums is lower economic 
risk.  However, most of the improvement in economic stability came in 
the 1980s. Even in periods of low volatility, bad things can happen in 
financial markets (witness 1987, 1990, 1994, 1998, 2000/02).

Many speculate that hedge funds and other investors are 
engaging in the yen carry trade, whereby yen is borrowed at low 
interest rates and invested in other higher yielding assets. This 
chart shows the net position in yen futures by speculators. 
Shorting yen futures is equivalent to borrowing yen.

Net Long

Net Short

As long as the yen appreciates by less than the 
interest rate differential for the long currency 
(5% for the US dollar), the position is profitable.  
A spike in the yen is the risk to this trade.

The decline in GDP growth volatility is probably 
attributable to improved information availability 
to business managers and better central bank 
management.

Growth in Foreign Currency Reserves
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Foreign currency reserves have increased by more 
than $2 trillion over the last three years and are 
approaching $5 trillion.  The bulk of these reserves 
are in US bonds, which means that foreign central 
banks are a significant provider of US credit.

Chinese reserves 
reached $1T in 
2006.

Source: Bloomberg, Commodity Futures Trading Commission

Source: International Monetary Fund

Source: Bureau of Economic Analysis

Source: Lehman Brothers
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Rolling 12-Month Change in CPI
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As expected, the Federal Reserve left the Fed Funds rate unchanged 
during the fourth quarter.  The overnight lending rate was 5.25% at year-
end, up from 4.25% at the beginning of 2006.  Despite slowing economic 
growth, FOMC minutes suggest inflation is the primary concern.  While 
Fed Funds Futures predict little chance of further tightening in 2007, they 
indicate that investors will have to wait until the second half of the year for 
a cut.  The futures market predicts only a 25 bp cut by year end.

The 10-year Treasury yield finished the year at 4.71%, which was near 
where it started the quarter (4.64%).  The 10-year yield traded as low as 
4.4% during the quarter, but rose as the prospects for Fed easing waned.  
For the year, the 10-year yield was 32 bps higher.  The yield curve remains 
inverted, with the 10-year yielding 31 bps less than 3-month T-bills.

The plunge in energy prices in the second half of 2006 resulted in CPI 
inflation of 2.6%.  The core CPI index (ex-food and energy) also increased 
2.6% for the year, which is above the Fed’s stated comfort range (1% to 
2%).  Higher rents and owners’ equivalent rents continue to be the primary 
drivers of core inflation.  The inflation breakeven rate priced into 10-year 
TIPS finished the year at 2.3%.

Hopes for Quick Fed Easing Fade

+32 bps
+35 bps

+62 bps+94 bps

+26 bps
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At December 31, 2005

At December 31, 2006
The 12-month change in 
the CPI was as high as 
4.3% in 2006, but eased to 
2.6% by December.

Excluding housing costs, the core 
CPI increased less than 2%.

The yield on the Lehman 
Treasury index increased by 
35 bps during the year, while 
the yield on the high yield 
index declined by 54 bps.

The spread on investment-grade 
corporate bonds declined only 4 bps 
during the year. 

The option-adjusted spread on 
mortgage-backed securities declined 
from 0.54% to 0.37% during the year. 

Source: Federal Reserve

Source: Bureau of Labor Statistics Source: Lehman Brothers
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Economic Growth Slowed in the Second Half of 2006
Real GDP Growth
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Real Disposable Personal Income and Expenditures
Year-Over-Year Change (Through 11/06)
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The economy grew at a 2% annualized rate during the third quarter, which 
is below the long-term trend rate of 3%.  Economists polled by Bloomberg 
think the economy expanded at a slightly faster pace of 2.5% in the fourth 
quarter.  If so, growth for the full year was a respectable 3.3%, which was 
in line with expectations at the beginning of the year.

The contraction in residential investment is the main constraint to growth.  
Residential investment declined at an 11% annualized rate in the second 
quarter and 18.7% during the third quarter.  Residential investment 
subtracted 1.2% from overall economic growth for the quarter.  The effects 
of the housing downturn are not yet observable in spending.  Personal 
consumption expenditures are still expanding at a healthy clip. Third 
quarter growth was 2.8%.  Fourth quarter growth was probably around 4%. 

As for 2007, economists expect growth to continue below trend.  The 
consensus expectation for 2007 growth is 2.5%, which would represent a 
soft landing.  The question now is whether the economy can shake off the 
effects of the residential investment bust.  

The ISM Manufacturing index is 
bouncing around 50, suggesting 
stagnating manufacturing activity.  The 
Services index, however, remains 
strong.

A value above 50 indicates expanding 
activity, while a value below 50 
suggests contracting activity.

Personal consumption expenditures are still growing at a 
moderate pace.  Disposable income growth is rising, but still 
trails consumption growth.  Encouragingly, wages and salaries 
have grown an inflation-adjusted 3.6% over the last 12 months.

Source: Bloomberg, Institute for Supply Management

Source: Bureau of Economic Analysis

Source: Bureau of Economic Analysis

Economic growth has 
averaged 2.7% per year so 
far this decade compared to 
3.1% in the 1990s.
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How Likely is a Recession in 2007?

The sharp contraction in residential real estate activity that began in 2006 
introduced additional downside risk for the economy in 2007.  Historically,  
residential construction activity has been one of the more reliable leading 
economic indicators.  Residential building permits are down 32% from their 
peak.  Recessions have often followed declines of this magnitude.

Some economists believe that housing construction activity bottomed in 
the fourth quarter.  This seems optimistic.  Despite a 13% pullback in 
residential investment, it remains 5.3% of GDP (estimated as of 4Q) and 
well above the historical average level of 4.9%.  Past investment busts 
have taken this below 4%.  An economist with Fannie Mae recently
estimated that there is a 630,000 unit housing overhang, which is about a 
third of annual new demand.  It seems residential investment has further to 
fall.

Still, US consumers are apparently undaunted.  Since consumer spending 
makes up 70% of the economy, it will take a sharp slowdown in 
consumption growth to put the economy into a recession, and as shown on 
the prior page, there have been few hints of that occurring so far.  
Mortgage equity withdrawals are falling, but households have taken on 
more revolving credit and have liquidated financial holdings to keep 
spending growth in excess of income growth.  Employment growth 
remains healthy, and wage growth is ticking up.  Lower energy prices may 
also support spending.

The resilience of US consumers makes a recession unlikely in 2007.  
Households need to start saving more, but it probably won’t happen in 
2007.  Some risks to this view include (1) a significant contraction in real 
estate prices, which has not yet occurred; (2) the bust in residential 
investment spilling over to other industries, hurting job and wage gains; 
and (3) reduced availability of cheap credit.    

While a recession is unlikely in 2007, investors should not ignore the risk.  
Tight risk premiums suggest that the market has priced in almost no 
chance of a recession.  If one were to occur, financial markets could be 
caught flat-footed.

Residential Building Permits
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A futures contract on whether the US experiences a recession in 2007 (as defined 
by two consecutive quarters of negative GDP growth) trades at Intrade.com.  The 
contract currently suggests about a 25% chance of a recession.
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The 2001 recession 
was driven by a 
contraction in business 
investment. 

The economy avoided a recession 
after the downturn in 1966.

Building permits have been a good leading 
economic indicator.  Recessions often followed 
sharp pullbacks in building permits.

There was a drawn-out contraction in the 
mid/late 80s.  A recession didn’t come until 
1990, following a further sharp deterioration.   

The savings rate was negative for the 
second consecutive year in 2006.  
Consumers still seem comfortable in allowing 
asset gains to substitute for savings.

Source:  Federal Reserve

Source: Bloomberg, US Census Bureau
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How Likely is a Recession in 2007? (cont.)

Case-Shiller Housing Index
Year-Over-Year Change (Through 10/06)
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Home prices are holding up fairly well so far.  On 
a year-over-year basis, the Case-Shiller Housing 
index shows a 2.5% gain.  However, the index 
has experienced an annualized decline of 2.6% 
over the last 3 months.  Futures contracts on the 
index suggest that it will show a 5%
y-o-y decline by September 2007.

Real Estate Investment as % of GDP

0

1

2

3

4

5

6

7

8

19
50

19
53

19
56

19
59

19
62

19
65

19
68

19
71

19
74

19
77

19
80

19
83

19
86

19
89

19
92

19
95

19
98

20
01

20
04

(%
)

Residential real estate investment has fallen from a peak of 6.2% of GDP 
to 5.7% of GDP through 3Q06.  It probably fell to 5.3% in the fourth 
quarter.  This remains above the historical average level of 4.9%.  After 
previous downturns, investment fell well below 4% of GDP. 

James Kennedy of the Federal Reserve estimates 
that mortgage equity withdrawals declined to 4.3% 
of disposable income in the third quarter, which is 
the lowest level since 2003.

The economy added a respectable 136,000 jobs per month 
during the fourth quarter.  A reduction in construction 
employment will be a significant drag in 2007, but most 
economists expect other sectors to pick up  the slack.

Source: Bureau of Labor StatisticsSource: James Kennedy, Federal Reserve

Source: S&P Source: Bureau of Economic Analysis
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Net International Investment Position and Current Account Balance
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The Dollar Resumed its Descent in 2006

After rebounding in 2005, the dollar continued its descent in 2006. It fell 
11% against the euro and 14% against the British pound. The dollar rose 
slightly against the yen in 2006 after rising 15% against it 2005, but fell 
against other major Asian currencies.  The trade-weighted dollar declined 
5% for the year.

The US current account deficit worsened in 2006.  It reached 6.8% of GDP 
in the third quarter, up from an average of 6.4% in 2005.  The deficit may 
stabilize in 2007, especially if energy prices stay lower.  While the US 
continues to borrow massive amounts from the rest of the world, the net 
investment position (US holdings of foreign investments less foreign 
holdings of US investments) improved again as foreign assets held by US 
investors substantially outperformed US assets held by foreign investors. 

China and other Asian central banks have amassed huge reserves, with 
China’s reserves exceeding $1 trillion.  In order to prevent their currencies 
from fully appreciating against the dollar, foreign central banks have 
continued to use their reserves to buy mostly US dollar assets. Also, while 
higher oil prices have hurt consumers, the recycling of petrodollars back 
into the US has helped keep domestic interest rates low.  While central 
banks may begin diversifying their reserves, the dollar seems unlikely to 
lose its position as the world’s reserve currency.  Many Asian countries are 
reliant on the US to purchase their exports, and central banks would rather 
lose money on their reserves than risk their economic growth.

While the euro appears overvalued, it would not be surprising for it to 
continue to face upward pressure due to the fact that many Asian countries 
continue to resist allowing their currencies to rise to fair value.  Reserve 
diversification may put further upward pressure on the euro.  The yen may 
be poised for a rally.  It is nearly 20% undervalued on a purchasing power 
parity basis.  It may also be a beneficiary of reserve diversification from 
Asian banks.  Investors must be cautious in making an allocation to the 
yen, however.  Since US cash rates are 5% above Japanese rates, the 
yen must appreciate 5% just for investors to break even.

The dollar seems likely to continue to fall. A continued slow bleeding, 
increasingly against Asian currencies, is probable.  However, a hard 
landing of the dollar remains a serious risk.  While unlikely in the near-
term, if this should happen, it could lead to a spike in interest rates and a 
sharp reduction in global liquidity.  We continue to recommend that 
investors diversify into foreign currency-denominated assets.

The US net international investment position 
likely improved in 2006 because US holdings 
of foreign investments performed much better 
than foreign holdings of US assets.  This in 
part was due to the weakening dollar.  

Cumulative Performance of the Dollar

-50

-40

-30

-20

-10

0

10

20

E
M

U
 E

ur
o

G
B

P
 P

ou
nd

C
an

ad
ia

n 
D

ol
la

r

M
ex

ic
an

 P
es

o

B
ra

zi
lia

n 
R

ea
l

Ja
pa

ne
se

 Y
en

C
hi

ne
se

 Y
ua

n

K
or

ea
n 

W
on

Ta
iw

an
 D

ol
la

r

S
in

ga
po

re
 D

ol
la

r

Th
ai

 B
ha

t

R
us

si
an

 R
ub

le

S
au

di
 R

iy
al

B
ro

ad
 T

W

(%
)

2006
Last 5 Years

Asia
Oil
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China is allowing 
the Yuan to 
appreciate slowly.

Mexico is the only major 
trading partner with a 
depreciating currency.

Thailand is trying to 
slow foreign capital 
inflows.

Saudi Arabia has 
kept the Riyal 
pegged to the dollar.

Source: Bureau of Economic Analysis, 2006 net IIP estimate from Brad Setser, RGEMonitor.com

Source: Bloomberg
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The Dollar Resumed its Descent in 2006 (cont.) 

Relative Purchasing Power Parity of the Euro and Yen
(Real Trade-Weighted Value Versus Average)
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The euro continues to appear overvalued and 
the yen remains undervalued. However, low 
interest rates and relatively slow economic 
growth continue to act as a drag on the yen.

Our net income receipts turned negative for 
the first time on record, meaning that we are 
now paying out more on foreign liabilities 
than we are receiving on foreign assets.  This 
balance is likely to worsen significantly in 
coming years as we continue to borrow 
substantial sums from the rest of the world.

As a counterpoint to America’s massive 
current, account deficit most countries and 
regions are running a current account surplus.

Interest rates are supportive of the dollar against 
the euro and yen.  However, both central banks 
are expected to tighten further in 2007, which 
will reduce the advantage.

Source: Bureau of Economic Analysis

Source: IMF

Source: Bloomberg

Source: JP Morgan

Bolstered by high energy prices, the 
combined current account surpluses of 
Russia and the Middle East surpasses that 
of China and Japan combined.
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Robust Earnings Growth and M&A Activity Drove Domestic Equities Higher

Net Flows Into Domestic Non-Financial Corporate Equities
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The S&P 500 had a very strong year, earning 15.8%.  The index is
benefiting from continued double-digit earnings growth.  Reported earnings 
jumped 16% for the year. As we have pointed out before, much of the 
increase in profits has come from margin expansion.  The profit margin on 
the index is now 52% above the historical average.  The bad news is that 
profit margins tend to be mean reverting. Based on our normalized 
earnings measure, which assumes that profit margins return to average, 
the P/E on the index remains very high at 25.  
Equities also benefited from rising corporate activity.  Corporations are 
using a substantial portion of their record profits (and sometimes additional 
debt) to buy back shares. M&A transactions are accelerating sharply, 
encouraged by easy credit and rising commitments to buyout funds. They 
topped $1.6 trillion in 2006, a 36% increase over 2005. 
As for 2007, we wouldn’t be surprised to see stocks have another strong 
year.  Excess global liquidity and high profit margins are supportive of 
equity markets over the near term.  However, the good times won’t last 
indefinitely.  Eventually profit margins and valuations will revert to more 
normal levels.  We expect a real return on the S&P 500 of only 2% to 
4% over the next decade.   

P/E History for the S&P 500
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Through buybacks and M&A activity, non-
financial corporations returned an estimated 
$600 billion to stockholders in 2006, which 
represents nearly 5% of market 
capitalization.  This reduction in supply of 
equities has provided support to pricing.  

S&P 500 Annual Earnings Growth
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Source: S&P

Source: S&P, Hammond Associates

Source: Federal Reserve

S&P estimates that reported 
earnings growth will decelerate to 
7% in 2007. 

Based on reported earnings, 
the P/E ratio for the S&P 500 
is near the average level since 
1956.  Based on normalized 
earnings, the P/E ratio is 47% 
above average.  

Normalizing earnings 
removes much of the 
cyclicality from reported 
earnings.
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Valuation Premium of Growth to Value
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Large-Cap Growth Poised to Outperform in 2007 and Beyond

Valuation Premium of Large-Caps to Small-Caps
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Based on Russell style indexes, small-cap value stocks were the best 
performing style in 2006 (23% return), while large-cap growth was the 
worst (9% return).  Large-cap value stocks were close behind small-cap 
value stocks.  Small-cap value and large-cap value stocks have 
outperformed large-cap growth stocks for seven consecutive years.  While 
calling turns in style performance is difficult, large-cap growth leadership 
seems likely to return soon.

Investors currently are not willing to pay enough for growth.  The valuation 
premium for growth relative to value is well below average.  In addition, 
small-cap stocks appear expensive relative to large-cap stocks.  According 
to Bloomberg, the trailing P/E ratio on the Russell 2000 index is 38, 
compared to 18 for the S&P 500.

Historically, we have urged clients to overweight small-cap stocks and 
value stocks within their domestic equity portfolios.  However, valuations 
no longer support this position.  We recommend that investors 
overweight large-cap growth stocks, with a particular emphasis on 
high quality growth stocks, and underweight small-cap stocks and 
large-cap value stocks. 

Relative Valuation of Quality 
Growth Stocks to the S&P 500
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The valuation premium of large-caps 
to small-caps is near the average 
since 1979 based on P/B and P/S.  
However, this average should’ve 
been higher because large-caps 
have outperformed since then.  

The Russell 1000 Growth index has 
underperformed the Value index by 
2.9% annualized since the end of 
1979, suggesting that growth’s 
average premium has been too high.  

Growth Expensive

Growth Cheap

Based on P/E and P/CF, small-caps look far worse 
because their profit margins are much lower than 
those for large-caps.

Small-Caps Cheap

Small-Cap Expensive

Quality Expensive

Quality Cheap

Quality growth stocks are usually large (often 
multinational) companies with stable, growing 
earnings.  They also tend to have sustainably high 
profit margins, strong balance sheets, and low debt.  
An added benefit is that they are less risky than 
the market and, as such, should hold up relatively 
well during a downturn.

Historically, quality stocks have traded at a 
premium to the S&P 500.  They currently 
trade at similar valuations.  

Source: GMO Source: Bloomberg, Russell

Source: Bloomberg, Russell
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Will International Equities Maintain Their Performance Advantage?

International equities had another great year in 2006.  The MSCI EAFE 
index outperformed the S&P 500 by more than 10 percentage points
(26.3% vs 15.8%).  Most of the outperformance was due to the weak 
dollar.  In local currency terms, the MSCI EAFE index only outperformed 
by 70 bps.  Emerging equities outperformed the S&P 500 by more than 16 
percentage points in 2006.  Less than four percentage points of the 
outperformance was due to dollar depreciation.  

Currency is unlikely to add much value to developed market equities in the 
coming years.  While we expect the dollar to continue to weaken on a 
trade-weighted basis, the case for it weakening against European 
currencies, which make up 70% of the MSCI EAFE index, is less 
compelling.  Both the euro and the British pound appear overvalued.  The 
Japanese yen, which represents 20% of the EAFE index, has the most 
potential for appreciation versus the buck.

On a valuation basis, international developed markets remain modestly 
more attractive than the domestic market.  Like in the US, earnings in 
Europe are booming, and European equities trade at a P/E of only 15.  On 
a normalized basis, the P/E is far less attractive at 21, but it’s still a 16% 
discount to the normalized P/E on the S&P 500.  Japan is a tougher call.  
Valuations appear very high, but Japan has not enjoyed the sharp increase 
in profitability of other markets.  Japan probably has more upside than 
other developed markets if the economic recovery continues and 
profitability improves.  However, Japan has burnt optimistic investors many 
times over the last fifteen years.  Overall, we still favor international 
stocks over domestic stocks.  We expect the MSCI EAFE index to 
continue to outperform the S&P 500 in the coming years.

Emerging market equity valuations are an increasing concern, as 
they have converged with those of developed markets. At the 
beginning of 2003, they traded at a 30% discount to the MSCI World index 
based on P/B.  Now, they only trade at a 5% discount. One can argue that 
the transformation in emerging market economies since the Asian crisis 
justifies higher equity market valuations than those for developed markets, 
but we are cautious.  Emerging market equities are likely to continue to be 
a high beta play on the world economy and equity markets.  

Global Valuations
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Emerging market equities 
are now more expensive 
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Will International Equities Maintain Their Performance Advantage? (cont.)

Return-On-Equity for Global Markets
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The valuation discount of emerging market stocks to 
developed market stocks has nearly been eliminated.  
While the economic growth of emerging markets may 
justify higher valuations than in the past, they should 
still trade at a discount due to higher risk. 

World growth is based on purchasing power parity, which gives a 
larger weight to China and other emerging market countries.  In 
US$ terms, growth is expected to be 3.9% in 2007. 

As in the US, international small-
caps appear expensive relative to 
large-caps, especially in Europe. 

Global economic growth is expected to 
be strong in 2007, with emerging 
markets leading the way once again.

This forecast was released 
in September before the 
severity of the housing 
correction was known.

Based on ROE, the profitability of European 
countries has surpassed that of US companies.  
This has occurred in spite of the sharp appreciation 
of the euro over the last 5 years. 

The profitability of emerging markets is sensitive 
to commodity prices.  Energy and basic 
materials make up about a third of the index.

Source: IMF

Source: MSCI, S&P/Citigroup

Source: MSCI

Source: MSCI
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Yield Premium on REITS Versus Real Long Bond Yields
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Real Assets:  REITs Surged, Commodities Stumbled  

REITs earned 36% in 2006 and 24% annualized over the last five 
years.  Valuations are reaching dizzying levels.  The dividend yield on 
REITs is only 1.4 percentage points above the real yield on long-term 
bonds, which is a record low.  Green Street Advisors reports that 
REITs are trading at a 7% premium to net asset value.  
The buyout offer of Equity Office Properties, one of the largest REITs 
in the world, by Blackstone Group added fuel to REITs during the
quarter.  Blackstone’s offer was at an 8.5% premium to the market 
price.  (As of this writing, there are rumors of a higher bid coming 
from a second group.)  The offer supports the argument that REITs’
run is being driven by real estate fundamentals and may still have 
legs.  However, one must take caution from Sam Zell’s (the founder 
and CEO of Equity Office Properties) decision to sell. 
Overall, the pricing of REITs probably reflects the pricing of the 
underlying real estate.  With capitalization rates on core real estate 
below 6%, it’s hard to get excited about this sector.  We continue to 
prefer implementing real estate through value-added strategies.  
Through their potential to make operational improvements, we 
believe they can still offer reasonable risk-adjusted returns.
Timber is becoming more attractive on a relative basis.  Timber 
should be able to yield nominal returns of 8% and more aggressive 
managers may be able to top 10%, which is in-line with value-added 
real estate, while offering low correlation to other strategies. While 
end-use pricing is very weak and the decline in the residential 
construction is a concern, 2007 may be an attractive entry point for 
timber.
Commodity futures indexes had a tough year.  The energy-dominated 
GSCI shed 15.1% during the year.  The broader DJ-AIG index eked 
out a 2% return for the year after a 5% spike in the fourth quarter.  
Contango continues to be a drag.  For the year, the DJ-AIG index had 
a negative roll yield of 17.6%.  Spot prices were up 14.8% in 2006.  
With many commodity futures still trading at significant premiums to 
spot prices, we do not recommend passive exposure to 
commodity futures.

Source:  NAREIT, Federal Reserve

Dow Jones - AIG Commodity Index
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2006 Industrial metals was the best performing 

sector in 2006.  Grains and precious metals 
were also strong performers.  Energy was 
the worst performer.

Commodity spot prices surged 15% for 
the year, but the DJ-AIG index only 
returned 2% as a result of contango.

The yield premium on REITS to real bond 
yields is at a record low. 



21

HammondAssociates
Fourth Quarter 2006 Research Report

Buyout Commitments Reached $160 Billion in 2006
Led by mega-sized funds, buyouts have been strong performers, and they 
continue to raise substantial capital.  Commitments reached $160 billion in 
2006.  Combined with cheap, easily-available debt, funds have been very 
aggressive in putting capital to work.  The valuations of buyout transactions 
are a significant concern.  Mid-sized transactions are being done at over 8x 
EBITDA versus 6x in 2002.  Large public to private deals are at 10x to 12x 
EBITDA.  It is hard for us to get excited about these types of transactions.     

Venture capital returns remain disappointing as IPO activity is still weak.  
Venture-backed IPOs totaled $5.3 billion in 2006, only modestly above the 
$4.5 billion in 2005 and a fraction of the $25 billion raised in 2000.  VC funds 
raised $25 billion of new commitments in 2006, which was virtually the same 
as 2005.  It remains to be seen whether this is the “right” amount of capital. 

The increase in defaults anticipated by distressed debt managers failed to 
materialize in 2006 and credit spreads remained low.  While an increase in 
default rates seems inevitable in the coming years, there is an abundance of 
capital on the sidelines, both in private equity and in hedge funds, waiting for 
opportunities to arise.  As a result, the next cycle is not likely to be as 
rewarding as the last.

Global Buyout Activity

0

100

200

300

400

500

600

700

800

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

To
ta

l V
al

ue
 o

f G
lo

ba
l B

uy
ou

ts
($

 B
illi

on
s)

0

5

10

15

20

25

%
 o

f G
lo

ba
l M

&A
 A

ct
iv

ity

Total Value

% of Global M&A 

The enterprise value (equity 
plus debt) of companies 
globally involved in buyouts 
increased from $230 billion 
in 2005 to $758 billion.

Private Equity Fundraising
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Led by mega-sized funds, buyout funds are posting strong 
returns, with a 16% gain for the three years ended June. 
One driver of return has been solid company performance, 
but the increase in multiples has been just as important.  

Source:  Thomson Financial

Private Equity Analyst 
reports that buyouts reached 
$160 billion in 2006.  
Venture capital fundraising 
totaled $25 billion.

Globally, M&A activity 
reached a record $3.8 
trillion in 2006.
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Hedge Funds:  2006 in Review

Event Driven strategies led the way for hedge fund investors in 
2006.  M&A activity remained at a fever pitch, activist investments 
proved to be fruitful for most, and many established distressed 
securities positions (such as Enron) made significant distributions 
throughout the year.  Increased leverage coupled with solid base
returns allowed the strategy to lead the way in 2006.  With 
corporate balance sheets flush with cash, and with expectations 
that earnings yields will remain significantly higher than the cost of 
debt, driving demand from large buyout funds, there is a good 
chance that this will continue into 2007.

Emerging markets exposure also proved to be a major story in 
2006.  Increased liquidity, US dollar weakness, a commodity bull
market, muted volatility, and depressed expectations for US assets 
all worked to drive demand for emerging markets securities.  The
liquidity hiccup in May failed to concern investors and exposure to 
the emerging markets continued to accelerate.  The HFRI Emerging
Markets (Total) Index finished 2006 up 25.1%.

The demise of the hedge fund registration rule in the US and the
collapse of Amaranth dominated the press throughout 2006.  The 
former impacted the hedge fund marketplace by making many of 
the better hedge funds less liquid.  Further, registration didn’t 
address the smaller funds, which tend to be where the majority of 
frauds occur.  Amaranth turned the term “multi-strategy” into a dirty 
word.  However, Amaranth hopefully opened investors eyes to the 
need for analyzing risk in conjunction with returns.

The most important story of 2006 may be that it was the “Year of 
Leverage.” Increased liquidity and low volatility emboldened 
investors across the board to increase their leverage.  The rapid 
adoption of 130/30s (long 130% / short 30%), portable alpha, and
various credit derivatives, combined with massive amounts of 
capital available for large, leveraged buyouts, have worked to 
accelerate leverage like never before.

Hedge Fund Returns
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The credit default swap market continues to explode. 
The market has increased 10-fold over the last three 
years.  Credit default swaps are similar to put options 
on equities.  For an upfront premium, they allow the 
buyer of the protection to sell bonds that default to 
the seller of protection at par value.  Hedge funds are 
very active in these instruments.  

Source: ISDA



23

HammondAssociates
Fourth Quarter 2006 Research Report

Relative Performance on June 30 
of Stocks  Entering and Leaving Russell 2000
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Active Managers Struggled in 2006

1 Year 3 Years 5 Years 10 Years
Asset Class Index (%) (%) (%) (%)

US Large-Cap Growth Russell 1000 Growth 33 53 55 62

US Large-Cap Blend S&P 500 22 38 43 33

US Large-Cap Value Russell 1000 Value 6 11 11 15

US Mid-Cap Blend Russell Mid-Cap 33 20 19 48

US Small-Cap Growth Russell 2000 Growth 31 43 50 82

US Small-Cap Blend Russell 2000 17 48 56 77

US Small-Cap Value Russell 2000 Value 6 18 29 35

International Large Cap MSCI EAFE-Net 33 37 38 57

International Small-Cap S&P/Citigroup EMI-EPAC 24 36 32 84

Emerging Market Equities MSCI EMF 52 43 49 52

% of Surviving Morningstar Mutual Funds that Outperformed Their Index
(as of 12/31/06)

Managers in red underperformed their benchmark and numbers in blue outperformed their benchmark.  
Numbers in bold red indicate that two-thirds of managers underperformed their benchmark and numbers in
bold blue indicate that two-thirds of the managers out-performed their benchmark.

Active mutual fund managers had a brutal year.  The median active 
manager underperformed their respective index in every equity asset 
class shown to the right except for emerging markets stocks (and
just barely outperformed there).    The index ranked in the top 
quartile in five of the ten asset classes.  One reason is high absolute 
returns.  The 4% cash position of the typical active manager had a 
negative effect.  Of course, since these are mutual fund universes, 
fees also had a substantial impact.

Small-cap managers significantly trailed the Russell 2000.  This was 
partially due to distortions in the index from the reconstitution on 
June 30.  Typically, the index takes a performance hit in June as 
hedge funds and other investors attempt to front-run the indexers.  
This year, however, the index received a boost from reconstitution.  
Stocks leaving the index outperformed those entering.  This added 
about one percentage point to the return of the index on June 30.

Value managers performed worse relative to their index than blend 
and growth managers.  This is not too surprising.  Most active style 
managers are not as pure as style benchmarks.  Therefore, when a
particular style is outperforming, it is tougher to keep pace.  Active 
growth managers have performed better (albeit still below the index) 
since the style has underperformed.

Small-cap value managers underperformed 
by more than 7.2 percentage points, which 
is 5.7 percentage points beyond the 
expense ratio.  This is partially because 
they tend to be underweight REITS. 

The stocks removed from the Russell 
2000 outperformed on June 30 before 
they were removed.  They subsequently 
underperformed the index by 5.5 
percentage points in the third quarter.  

Source:  Prudential

Expense ratios 
explain the bulk 
of the  under-
performance for 
some asset 
classes.  

Source:  Morningstar

Source: Morningstar,
PerTrac



24

HammondAssociates
Fourth Quarter 2006 Research ReportAre You The Right Person

to receive the Quarterly Research Report?

YES! (Please fill in any changes in current address information along with your e-mail address below.)

NO.  Please redirect future Quarterly Research Reports to the person listed below and remove my name:  

NO.  Please remove my name from your mailing list.  Name:  

CONTACT ME regarding Investment Consulting Services for my company/organization/family (circle one).

Please send me future editions of the ALTERNATIVE INVESTMENTS UPDATE

NAME:  

TITLE:

COMPANY: 

BOARD AFFILIATIONS: 

ADDRESS:

SEND ME the following
HAMMOND ASSOCIATES

RESEARCH NOTES:
INFLATION AND THE IMPLICATIONS 
FOR ASSET ALLOCATION 

NOT-FOR-PROFIT HEALTHCARE 
INSTITUTIONS: DIVERSIFYING THE 
INVESTMENT PORTFOLIO

ASSESSING INVESTMENT RISK FOR 
NOT-FOR-PROFIT HEALTHCARE 
INSTITUTIONS

TAX REFORM ACT, PART II

THE INTEREST RATE CONUNDRUM

LIABILITIES AND ENDOWMENT 
MANAGEMENT

IMPACT OF AN AGING POPULATION

COVERED CALL STRATEGIES

MASTER LIMITED PARTNERSHIPS

HEDGE FUNDS REVISITED

PRIVATE EQUITY INVESTING

TIMBERLAND

SEND a copy of  the Quarterly Research Report to:

FAX THIS FORM TO 314-746-1699 OR E-MAIL INFO TO: MAIL@HAIFC.COM.

Visit our web site www.HAMMONDASSOCIATES.com for a complete listing of HAMMOND ASSOCIATES’ articles and publications.

HAMMOND ASSOCIATES INSTITUTIONAL FUND CONSULTANTS, INC., 101 S. Hanley Road, Third Floor,  Saint Louis, MO 63105-

3406

ZIP CODE: 

FAX: E-MAIL: 

The Research Report is also available via e-mail within three weeks of each quarter-end. Contact HAMMOND ASSOCIATES at 314-746-1600 or mail@haifc.com. It is published quarterly by Hammond Associates 
Institutional Fund Consultants, Inc., 101 S. Hanley Road, Third Floor, St. Louis, Missouri 63105-3406. The Research Report is written by Anthony Brown and the Hammond Associates research staff. Opinions included 
herein constitute Hammond Associates’ judgment as of the date indicated and are subject to change without notice. The sources of information used in this report are believed to be reliable. Hammond Associates has 
not independently verified all of the information contained herein. Any such information may be incomplete or condensed. Any asset allocation model referenced in this report does not represent actual trading and may 
not reflect the impact that economic and market factors might have had on decision making if money was actually invested in the model, nor does the model reflect the deduction of advisory fees and other transaction 
costs or expenses an investor would have paid if the model were actually traded. This report is for information purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of any 
security. This report does not constitute either investment advice or recommendations on the part of Hammond Associates and does not take into account the particular investment objectives, financial situations, or 
needs of individual clients. Past performance is not a guarantee of future results. Copyright © Hammond Associates, 2007. All rights reserved.

PHONE: 

CITY: STATE: 


