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Economic Highlights

Interest Rates: After lowering 
the Fed Funds rate by a quarter-
point to 2% in April, the Fed 
kept rates unchanged in their 
June meeting.  Despite the Fed’s 
additional easing, 10-year Treasury 
yields moved notably higher; ent-
ering the quarter at 3.45% and 
closing as high as 4.27% on June 
13th before ending the quarter at 
3.99%.

GDP: Real GDP grew 1% in the 
fi rst quarter, refuting calls by many 
economists that the U.S. had ent-
ered into a recession in early 2008.  
However, coupled with soft GDP     
growth of 0.6% in Q4 2007, the 
fi rst quarter GDP stats confi rmed 
that the economy has slowed.
Source: Commerce Dept.

Infl ation: Commodity prices co-
ntinued to soar during the quarter 
with oil prices in particular grabbing 
the national spotlight.  The price 
for a barrel of oil rose 38.7%, 
spiking from $101.58 to $140 in 
the quarter.  CPI refl ected the im-
pact of rising food and energy 
costs as it increased from the 2% 
to 4% range over the past year 
(see nearby chart).  Those of us 
who neither eat food nor consume 
energy can take great comfort in 
Core CPI holding fi rm near 2%.
Source: Bureau of Labor Statistics, NYMEX

Employment: May brought the 
largest one-month jump in unem-
ployment since Feb 1986, as the 
jobless rate went from 5.0% to 
5.5%, reaching its highest level 
since Oct 2004.
Source: Bureau of Labor Statistics

Housing: Home prices fell further 
with the S&P Case-Shiller index off 
-8.2% YTD through April.
Source: S&P

The U.S. Equity Market 

After posting an impressive 7.18% return through the fi rst two months of the quarter, the U.S. equity 
market suffered its worst monthly loss since a -10.03% sell-off in Sept 2002 with the Dow Jones 
Wilshire 5000SM retreating -8.14% in June.  The -1.55% return in the 2nd quarter furthered a dismal 
-9.52% pullback during the fi rst three months of the year to bring market losses to -10.92% through 
the midpoint of 2008; its worst fi rst-half return since a -12.59% drop in the fi rst half of 1974.  Credit 
stress and deleveraging continued to weigh heavily on the Financial sector, which, combined with a 
surge in commodity prices to dizzying heights, dragged the overall stock market lower.

U.S. Equity MTD (%) QTD (%) YTD (%) 1 Year (%)

Dow Jones Wilshire 5000SM -8.14 -1.55 -10.92 -12.53

S&P 500 -8.43 -2.73 -11.91 -13.12

Dow Jones Wilshire 4500 -7.50 2.19 -7.85 -11.41

U.S. Equity by Size/Style MTD (%) QTD (%) YTD (%) 1 Year (%)

Dow Jones Wilshire 2500 -8.15 -1.53 -10.86 -12.30

Dow Jones Wilshire  – Large Cap -8.12 -1.76 -11.03 -11.78

Dow Jones Wilshire Large Growth -6.53 2.65 -7.51 -4.90

Dow Jones Wilshire Large Value -9.96 -6.59 -14.93 -18.84

Dow Jones Wilshire  – Small Cap -8.42 0.32 -9.35 -15.83

Dow Jones  Wilshire Small Growth -5.87 5.06 -7.57 -11.10

Dow Jones Wilshire Small Value -11.13 -4.49 -11.17 -20.56

Dow Jones Wilshire Microcap -7.38 -2.49 -14.71 -25.64

Small- and mid-capitalization stocks held up well during the quarter with the DJ Wilshire 4500 Index 
having a positive return of 2.19%, versus a -1.76% decline for the DJ Wilshire Large-Cap Index.  
Large value stocks suffered the heaviest losses due to their signifi cant exposure to Financials; with 
the DJ Wilshire Large Value Index off -6.59%.

The relative quarterly performance of industries encapsulated a general economic trend that has 
been in place since last year; commodity-based stocks, benefi ting from a sharp increase in com-
modity prices, performed best.  Oil & Gas and Basic Materials led all groups with quarterly gains of 
18.07% and 13.90%, respectively.  Conversely, consumer stocks were hurt by the infl ationary tax on 
consumers, driving the Consumer Goods industry down -8.65%.  Only Financials did worse with a 
-15.43% return for the quarter, bringing their slide over the past year to -37.16%.

In an effort to combat a slowing U.S. eco-
nomy and tight credit conditions, the Fed 
has been aggressive in lowering the Fed 
Funds rate from 5.25% to 2%.   As the 
nearby chart demonstrates, CPI infl ation 
has doubled from the 2% to 4% range 
since the Fed’s easing cycle began last 
summer.  The Fed is now in a “wait and 
see” posture as it examines whether the 
broader economic slowdown will alleviate 
infl ationary pressures that are beginning 
to spread from headline CPI to consumer 
expectations or whether a more hawkish 
posture is needed.
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The Non-U.S. Equity Market

Foreign equity markets had recouped over half of their fi rst quarter losses before large declines in June resulted in an overall negative 
quarter for diversifi ed portfolios.  Returns in local currency were better in developed markets as the U.S. dollar strengthened, particularly 
versus the Yen.  Similar to the U.S., most European markets suffered during the second quarter from an uncertain economic outlook 
and infl ation concerns.  The Japanese equity market, although down in June, ended the quarter in positive territory mainly from strong 
returns from the Industrials sector. 

USD (%) Local Currency (%)

Non-U.S. Equity MTD QTD YTD 1 Year MTD QTD YTD 1 Year

MSCI AC World ex US -8.22 -1.12 -10.16 -6.64 -8.58 -0.28 -13.65 -15.01

MSCI EAFE -8.18 -2.25 -10.96 -10.61 -8.89 -0.88 -15.70 -20.25

MSCI Europe -8.70 -4.15 -12.41 -11.34 -9.80 -3.55 -17.00 -20.11

MSCI Pacifi c -7.02 2.15 -7.62 -9.00 -6.90 5.38 -12.64 -20.47

MSCI Japan -6.82 2.47 -5.53 -12.04 -6.43 9.13 -10.36 -24.50

MSCI EM (Emerging Markets) -9.97 -0.86 -11.76 4.63 -9.88 -1.56 -12.39 1.40

The Fixed Income Market

The Federal Reserve’s Open Market Committee cut the Fed Funds rate just once this quarter by 25 basis points.  The U.S. yield curve 
was on a steady climb during the quarter before pulling back, still fi nishing higher than March-end.  It is no surprise, then, that long 
duration bonds underperformed their shorter-term counterparts.  On the decline for much of the quarter were corporate bond spreads.  
Although spreads started to push higher during the second half of June, the Lehman U.S. Credit outperformed the Aggregate Index 
and high yield bonds were up during the quarter. 

U.S. Fixed Income MTD (%) QTD (%) YTD (%) 1 Year (%)

Lehman U.S. Aggregate -0.08 -1.02 1.13 7.12

Lehman 1-3 Year Govt. 0.24 -0.84 2.11 7.07

Lehman Long Term Treasury 1.71 -2.22 1.66 12.65

Lehman U.S. Credit -0.53 -0.90 -0.48 3.81

Lehman U.S. Corporate High Yield -2.80 1.76 -1.31 -2.26

Lehman U.S. TIPS 1.53 -0.28 4.88 15.09

Non-US Fixed Income MTD (%) QTD (%) YTD (%) 1 Year (%)

Lehman Global Aggregate 0.09 -2.91 3.53 12.90

Lehman Global Aggregate (Hedged) -0.32 -1.77 0.08 4.96

Lehman Non-U.S. Govt. 0.25 -4.68 5.20 17.48

Lehman Non-U.S. Govt. (Hedged) -0.30 -2.29 -0.19 4.53

The Real Estate & Commodity Markets

Real estate securities advanced during the fi rst part of the quarter due to growing investor confi dence that the worst of the global credit 
crises was over only to fall sharply by quarter-end due to rising oil prices, infl ation fears and continued problems in the Financials 
sector.  The clear winners from this otherwise desolate news are commodity investments.  Almost every commodity experienced large 
price increase during the quarter – except copper, which was up but by a modest amount.  The oil-heavy S&P GSCI Index was up a 
staggering 28.65% for the quarter and 75.98% over the past year.

Real Estate / Commodity MTD (%) QTD (%) YTD (%) 1 Year (%)

Dow Jones Wilshire U.S. REI -11.09 -5.41 -3.41 -15.42

Dow Jones Wilshire Non-U.S. REI -11.32 -9.10 -15.36 -24.12

Dow Jones Wilshire Global RESI -11.22 -7.52 -10.51 -20.54

Dow Jones AIG Commodity (DJ-AIG) 9.10 16.08 27.22 41.56

Goldman Sachs Commodity (GSCI) 9.22 28.65 41.42 75.98
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Important Information

This material contains confi dential and proprietary information of Wilshire Funds Management, and is intended for the exclusive use of 
the person to whom it is provided. It may not be modifi ed, sold or otherwise provided, in whole or in part, to any other person or entity 
without prior written permission from Wilshire Funds Management.

This material is intended for informational purposes only and should not be construed as legal, accounting, tax, investment, or other 
professional advice. Past performance does not guarantee future returns. This material may include estimates, projections and other 
“forward-looking statements.” Due to numerous factors, actual events may differ substantially from those presented.

This material represents the current opinion of Wilshire Funds Management based on sources believed to be reliable. Wilshire assumes 
no duty to update any such opinions. Wilshire Funds Management gives no representations or warranties as to the accuracy of such 
information, and accepts no responsibility or liability (including for indirect, consequential or incidental damages) for any error, omission 
or inaccuracy in such information and for results obtained from its use. Information and opinions are as of the date indicated, and are 
subject to change without notice.

Wilshire Funds Management is a business unit of Wilshire Associates Incorporated. Wilshire is a registered service mark of Wilshire 
Associates Incorporated, Santa Monica, California. All other trade names, trademarks, and/or service marks are the property of their 
respective holders.

Copyright © 2008 Wilshire Associates Incorporated. All rights reserved. Information in this document is subject to change without 
notice. No part of this publication may be stored in a retrieval system, transmitted, or reproduced in any way, including but not limited 
to, photocopy, photograph, magnetic or other record, without the prior written permission of Wilshire Associates Incorporated, Santa 
Monica, CA. U.S.A.
www.wilshire.com
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