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2009 Economic Review

• Global central bank coordination resolved the liquidity and deflation 
crises; aggressive fiscal and monetary intervention stimulated growth 

• Markets improved:

– S&P 500 Index +26.5%

– MSCI World Index +30.0%

– MSCI Emerging Markets Index +78.5%

• Economic activity picked up worldwide, particularly in emerging 
markets

• Dispersion of returns became increasingly meaningful
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Federal Reserve Lending Initiatives 

As of October 30, 2009
Source: Federal Reserve

Federal Reserve Lending Initiatives ($billions)
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Foreign Exchange Swap Lines - $ 33 billion Term Discount Window - $ 139 billion
Primary Dealer Credit Facility - $ 0 billion Maiden Lane (Bear Stearns) - $ 26 billion
ABS Commercial Paper Funding Facility - $ 0 billion Agency Debt Holdings - $ 142 billion
AIG Loan (AIG) - $ 45 billion Commercial Paper Funding Facility - $ 19 billion
Maiden Lane III (AIG) - $ 23 billion Maiden Lane II (AIG) - $ 16 billion
Agency MBS Holdings - $ 774 billion Term ABS Loan Facility (TALF) - $ 41 billion
UST Holdngs - $ 775 billion Money Market Investor Funding Facility - $ 0 billion

Total Federal Reserve Balance Sheet - $2,033 billion

$ billions
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Soucre: Lazard Asset Management, MSCI 

Performance presented in U.S. dollars. 
Performance quoted represents past performance. 
Past performance is not a reliable indicator of future results.
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Performance presented in U.S. dollars. 
Performance quoted represents past performance. 
Past performance is not a reliable indicator of future results.
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The Big Picture

• Reflationary policies have thus far succeeded but global recovery is 
not evenly balanced

• Investors continue to become more global in their viewpoint

• Long term, some of the best growth opportunities reside in emerging 
markets

• Capital flows to emerging markets are secular and backed by strong 
fundamentals

• Expect continuing volatility
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Global Outlook for 2010

• Increasing dispersion between growth rates in developed versus 
emerging economies

• Global central banks remain accommodative but may be less so in 
2010

• Sustainability of the recovery in developed markets is dependant on 
employment and housing sector recovery

• Looming 2011 U.S. income tax increases have implications in 2010

• Investors continue to add to risk exposure in all asset classes
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Range of Expectations

• GDP growth

– Developed – low to moderate growth

– Emerging – moderate to high growth

• Inflation

– CPI inflation or “true inflation” – little sign of this

– Commodity inflation – driven by emerging markets demand

– U.S. dollar-denominated inflation versus non-U.S. currency
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Finding Equilibrium

Market Cap to GPD needs to move toward equilibrium

30

12

32

26

46

14

27

13

0

20

40

60

North America Asia Europe Emerging Markets

(%)

% of Global Market Cap

% of Global GDP

As of December 31, 2008
Source: MSCI, International Monetary Fund

Regions are based on the MSCI classifications. GDP figures are 3-year averages.
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Key Investment Issues in 2010
What are we worried about?

• Policy risk

– Government intervention

– Taxes

– Regulation

• Central bank risk

– Inflation

– Exit strategy

• Economic sustainability

– Employment

– Housing

• Geopolitical risk
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Investment Strategy
First Half 2010

• Continued engagement of risk but with a strong focus on maintaining 
liquidity and flexibility

• Favor equity over fixed income

• Granular focus within investment categories to better take advantage of 
dispersion in equity and fixed income markets

• Overweight emerging markets and Asia ex-Japan, as we believe the secular 
growth story remains intact

• Emphasize sustainable businesses in essential industries

Primary Investment Themes 

Secondary  Investment Themes 
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Asset Class Viewpoints
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For illustrative purposes only. 
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Breaking Down the Broader Indices

Granular viewpoints on 
investment themes.

As of December 31, 2009
For illustrative purposes only. 
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Conclusions

• Global economy to experience growth; sustainability will be questioned

• Emerging markets in key economic role

• Potential inflection point for inflation

• Dispersion increasing

• Expect volatile markets

• True risk management will be required
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Important Information

This presentation is for informational purposes only. It is not intended to, and does not constitute, an offer to enter into any
contract or investment agreement in respect of any product offered by Lazard Asset Management and shall not be consider as an 
offer or solicitation with respect to any product, security or service in any jurisdiction or in any circumstances in which such offer 
or solicitation is unlawful or unauthorized or otherwise restricted or prohibited.

Equity securities will fluctuate in price; the value of your investment will thus fluctuate, and this may result in a loss.

Securities in certain non-domestic countries may be less liquid, more volatile, and less subject to governmental supervision than in 
one’s home market. The values of these securities may be affected by changes in currency rates, application of a country’s specific 
tax laws, changes in government administration, and economic and monetary policy. Emerging market securities carry special 
risks, such as less developed or less efficient trading markets, a lack of company information, and differing auditing and legal
standards. The securities markets of emerging market countries can be extremely volatile; performance can also be influenced by 
political, social, and economic factors affecting companies in emerging market countries.

An investment in bonds carries risk. If interest rates rise, bond prices usually decline. The longer a bond’s maturity, the greater 
the impact a change in interest rates can have on its price. If you do not hold a bond until maturity, you may experience a gain or 
loss when you sell. Bonds also carry the risk of default, which is the risk that the issuer is unable to make further income and
principal payments. Other risks, including inflation risk, call risk, and pre-payment risk, also apply. High yield securities (also 
referred to as “junk bonds”) inherently have a higher degree of market risk, default risk, and credit risk.

Certain information included herein is derived by Lazard Asset Management in part from MSCI’s World and Emerging Markets 
Indices earnings per share data. However, MSCI has not reviewed this product or report, and does not endorse or express any 
opinion regarding this product or report or any analysis or other information contained herein or the author or source of any 
such information or analysis. MSCI makes no express or implied warranties or representations and shall have no liability 
whatsoever with respect to any Index Data or data derived therefrom. The MSCI Index Data may not be further redistributed or 
used as a basis for other indices or any securities or financial products.

Past performance is not a reliable indicator of future results.
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