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MARKETS OVERVIEW

Third Quarter 2011

Equity markets around the world had their worst quarter since the end of 2008, as investors reacted
negatively to the sovereign debt problems in Europe, the budget stalemate in the US, and poor economic
data in most developed countries and in some large emerging countries such as China. The broad US market
lost over 15%.

In US dollar terms, the overall performance in other developed markets was even worse, but that
performance differential with the US was entirely due to currency fluctuations. In local currency, developed
markets as a whole performed on par with the US. As in most of the past few quarters, there was much
dispersion in performance at the individual country level. Greece, which remains at the center of Europe’s
sovereign-debt woes, was by far the worst performer. At the other end of the spectrum, Japan, whose dollar-
denominated returns greatly benefited from the strength of the yen, and New Zealand were the top
performers. The US dollar gained ground against most major currencies except the yen, which hurt the
dollar-denominated returns of developed market equities.

In US dollar terms, emerging markets had sharply negative returns and trailed developed markets. In local
currency, however, emerging markets as a whole had similar performance to developed markets. As in
developed markets, there was much dispersion in the performance of different emerging markets. Peru and
some of the smaller emerging markets in Asia did relatively well. On the other hand, Russia and other
European markets were among the worst performers. The US dollar also gained ground against the main
emerging market currencies, which contributed negatively to the dollar-denominated returns of emerging
market equities.

Value stocks had mixed performance relative to growth stocks. In the US, small value outperformed small
growth, but large value greatly underperformed large growth. In other developed markets, value stocks
trailed growth stocks across all market capitalization segments. In emerging markets, value outperformed
growth across all market capitalization segments. Along the market capitalization dimension, small caps
greatly underperformed large caps in the US and in emerging markets, but not in developed markets outside
the US.

Most fixed income securities benefited had excellent returns, especially short-term US government
securities, which greatly benefited from the flight to quality, and inflation-protected securities.

Real estate securities had poor returns but good performance relative to other equity asset classes.

Three Years as of June 30, 2011

Equity markets around the world had mixed performance in the three years that ended in September. In US
dollar terms, developed non-US markets, which had negative returns, were the worst performers. On the
other hand, the US equity market, and especially emerging markets, had positive but below-average
performance. In the US and in other developed markets, the value effect was negative across all market
capitalization segments. On the other hand, the value effect was positive across all market capitalization
segments, especially among small cap stocks, in emerging markets. In regard to the size effect, small cap
stocks greatly outperformed large cap stocks in developed non-US markets and in emerging markets. In the
US, small caps underperformed large caps.

The US dollar had mixed performance against major currencies. It sharply depreciated against the yen, Swiss
franc, and the Canadian and Australian dollars, but appreciated against the British pound and the euro. As a
result, currency fluctuations had a positive impact of around 2.2% per year on the dollar-denominated
returns of developed market equities.

The US dollar also had mixed performance against the main emerging markets’ currencies, and the net
impact of currency fluctuations on the dollar-denominated returns of emerging markets strategies was even
more essentially negligible.

Fixed income delivered annual returns that ranged from 2.1% to 8.7%, and were among the top-performing
asset classes.

Real estate securities in the US and in other developed markets had negative returns and were among the
worst-performing asset classes.

Past performance is not a guarantee of future results.



US STOCKS

The US equity market had its worst quarter since the fourth quarter of 2008, as the sovereign debt crises
in Europe, poor economic data in the US and abroad, and the debt ceiling stalemate in the US led investors
away from risky assets. In light of all the uncertainty about how economic conditions and policy will evolve
in the near future, especially in the US and Europe, the daily volatility of the US market increased sharply
in the quarter. The percentage of trading days with big market movements (defined as days during which
the broad US market moved by more than 1% in absolute value) was over 56%, compared to 20%-25% in
the first two quarters.

Another measure of volatility, the Chicago Board Option Exchange’s VIX, which measures the volatility of
the S&P 500 Index and has a historical average of around 20, stood at approximately 17 at the beginning
of the quarter, hit a quarterly high of 48 in early August, and ended the third quarter at around 43.
Quarterly returns for the broad US market, as measured by the Russell 3000 Index, were -15.3%. Asset
class returns ranged from -22.3% for small cap growth stocks to -13.1% for large cap growth stocks. The
strongest sectors were utilities and consumer staples, while the weakest ones were materials and
financials.

Value had mixed performance relative to growth in the third quarter. Using the Russell Indexes as proxies,
small cap value stocks (Russell 2000 Value) outperformed small cap growth stocks (Russell 2000 Growth)
by 0.8%, while large cap value stocks (Russell 1000 Value) underperformed large cap growth stocks
(Russell 1000 Growth) by 3.1%. Over the three-year period that ended September 30, however, value
stocks greatly underperformed growth stocks across all market capitalization segments. The Russell 2000
Value Index underperformed the Russell 2000 Growth Index by 4.9% annualized, while the Russell 1000
Value Index underperformed the Russell 1000 Growth Index by 6.2% annualized.

Along the market capitalization dimension, small caps (Russell 2000) underperformed large caps (Russell
1000) by 7.2% in the third quarter. Over the three-year period that ended in September, small cap stocks
underperformed large cap stocks by 2% on an annualized basis.

As of September 30, 2011 Return (%)

Three Years
Index Returns Third Quarter One Year Annualized
Russell 3000 (15.28) 0.55 1.45
Russell 2500 (21.22) (2.22) 2.25
Russell 2000 (21.87) (3.53) (0.37)
Russell 2000 Value (21.47) (5.99) (2.78)
Russell 2000 Growth (22.25) (1.12) 2.07
Russell Micro Cap (22.68) (4.83) (2.00)
Russell 1000 (14.68) 0.91 1.61
Russell 1000 Value (16.20) (1.89) (1.52)
Russell 1000 Growth (13.14) 3.78 4.69

Russell data copyright © Russell Investment Group 1995-2011, all rights reserved. The S&P data are provided by
Standard & Poor’s Index Services Group. Indices are not available for direct investment; their performance does not
reflect the expenses associated with the management of an actual portfolio. Past performance is not a guarantee of
future results.



US STOCKS

A look at the determinants of equity performance—relative price and market capitalization—provides some
insight into the sources of returns. Historically, value stocks, as measured by the ratio of book-to-market equity
(BtM), have outperformed growth stocks, but that was not the case in the third quarter.

Return

Third Quarter 2011 Broad-Market Results
by BtM Group
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For the Russell 3000 Index and the
Russell 2000 Index, the best performance
came from deep growth stocks in the
75th-100th BtM percentile range. For
the Russell 3000 Index, the worst
performance came from deep value
stocks in the 0-25th BtM percentile
range, while the worst performance for
the Russell 2000 Index came from
growth-oriented stocks in the 50th-75th
BtM percentile range.

For the Russell 3000 Index, the best
performance came from mega cap
stocks, those in the 75th—100th
market capitalization  percentile
range, while the worst performance

Third Quarter 2011 Broad-Market Results
by Market Capitalization Group

came from micro cap stocks in the 0— .;;,
5th market capitalization percentile
range.

For the Russell 2000 Index, the best
performance came from the larger
stocks in the small cap universe,
those in the 5th—-10th market
capitalization range, while the worst
performance came from the smallest
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stocks in the small cap universe,
those in the 0-5th market
capitalization percentile range.

Russell data copyright © Russell Investment Group 1995 -2011.

Russell data copyright © Russell Investment Group 1995-2011, all rights reserved. Indices are not available for
direct investment; their performance does not reflect the expenses associated with the management of an actual

portfolio. Past performance is not a guarantee of future results.



NON-US STOCKS

Developed non-US equity markets performed very poorly in the third quarter, especially in September, as
Europe’s sovereign-debt crises intensified, European governments failed to find credible solutions to their
fiscal difficulties, economic growth in Europe slowed down considerably, including in the core European
countries that had experienced the strongest recovery from the recession of 2008-09, and Europe’s banks
found it increasingly more difficult to borrow from each other. In light of all the uncertainty regarding
economic conditions and policy in the near future, volatility increased sharply in the third quarter. The
dollar-denominated quarterly return for developed markets, as measured by the MSCI World ex USA Index
(net dividends), was -15.2%.

As in most of the past few quarters, there was much variation in performance at the country and asset
class levels. For instance, the difference in the quarter between the best-performing developed market,
Japan, and the worst-performing one, Greece, was over 40% (-5.5% vs. -46.1%).

Led by Greece, the countries of the euro zone—including Germany and France, which had previously done
relatively well—were among the worst performers.

On the other hand, Japan, whose dollar-denominated returns benefited from the strength of the yen
versus the dollar, New Zealand, and some European countries outside the euro zone such as Great Britain
and Switzerland did better.

The strength of the US dollar against most major currencies except the yen hurt developed market equity
returns for US investors. The US dollar’s appreciation ranged from 9.8% against the Canadian dollar to
2.8% against the British pound. The overall impact of currency fluctuations between the US dollar and
developed-country currencies was to decrease the dollar-denominated returns of developed market
equities by about 3.6%.

Materials and financials were the worst-performing sectors in the quarter, while consumer staples and
health care were the top performers.

Non-US Equity Returns

As of September 30, 2011 Return (%)

Three Years
Index Returns Third Quarter One Year Annualized
MSCI EAFE Small Cap (18.59) (5.50) 5.64
MSCI World ex USA Small (18.92) (5.63) 6.28
MSCI EAFE (19.01) (9.36) (1.13)
MSCI World ex USA (19.01) (9.11) (0.88)
MSCI EAFE Value (19.03) (9.99) (1.69)
MSCI EAFE Growth (18.98) (8.79) (0.63)
MSCI Emerging Markets (22.56) (16.15) 6.27
MSCI Emerging Markets Small (23.89) (20.89) 13.90

MSCI indices are total returns net of foreign withholding taxes on dividends. MSCI data copyright MSCI
2011, all rights reserved. Indices are not available for direct investment; their performance does not
reflect the expenses associated with the management of an actual portfolio. Past performance is not a
guarantee of future results.






