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3Q 2016 MARKET REVIEW
As I write this review, the second debate has passed. Secretary

with a maturity of 8-10 years just to break even. Why would anyone

Clinton appears to have a strong lead and may likely be our new

buy such a thing? As illogical as it may sound, there are a number

President. Over the last few months, some of you have asked how

of reasons. First, if investors believe returns will be going further

the markets will react to the election. Ten to fifteen years ago,

negative, they actually might squeak out a return by purchasing a

I analyzed the returns from the different parties. I came to the

bond today and selling it next year when negative rates are worse.

conclusion there was no significant difference in returns whether a

You may need to think about that one for a minute. Next, large

Republican or Democrat was in office. This doesn’t mean there can’t

institutions like banks, pensions, and insurance companies in many

be stark differences in economic policy. Our friends at Dimensional

cases are required to hold a significant amount of their government’s

Funds have provided us their own assessment of returns, elections,

debt. Banks do not have the option of buying stocks in lieu of bonds

and markets. You will find their summary on the next page.

like individual investors do. So, the catalyst to strong stock market
returns could be individual investors don’t like what is being served

The 3rd quarter provided strong market returns for global stocks.

on the bond menu and stocks are winning by default. To see the

US Small and Emerging Markets were the strongest at 8-9% returns,

correlation, one can look back on how the stock market reacted

while large International stocks produced a solid 6%+ return. US

on specific days this quarter to the potential of the Federal Reserve

Large stocks, as measured by the S&P 500, were solid, but about half

raising interest rates. Some of our ugliest days occurred when there

of the Emerging and International markets were at 3.85%. Bonds

was speculation the Fed was finally going to change directions.

returns were essentially flat. You can find the returns and associated
indices in the following pages.

One of our favorite topics is stock market valuations. We continue
to find US stocks selling at the top 10% of their historical valuations

The US and European economies are slightly above stalled. Negative

while International and Emerging Markets are selling at attractive

interest rates can potentially explain why global stock markets are

or at least reasonable valuations. As always, feel free to contact your

doing better than we would expect given weak economic growth.

advisor if you have questions.

In most of Japan and Europe, investors need to purchase a bond
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PRESIDENTIAL ELECTIONS AND THE STOCK MARKET
LONG-TERM INVESTING: BULLS & BEARS ≠
DONKEYS & ELEPHANTS
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Exhibit 1. Growth of a Dollar Invested in the S&P 500, January 1926–June 2016

Coolidge

Predictions about presidential elections and the
stock market often focus on which party or
candidate will be “better for the market” over the
long run. Exhibit 1 shows the growth of one dollar
invested in the S&P 500 Index over nine decades and
15 presidencies (from Coolidge to Obama). This
data does not suggest an obvious pattern of longterm stock market performance based upon which
party holds the Oval Office. The key takeaway here
is that over the long run, the market has
provided substantial returns regardless of who
controlled the executive branch.
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CONCLUSION
Equity markets can help investors grow their assets,
but investing is a long-term endeavor. Trying to make
investment decisions based upon the outcome of
presidential elections is unlikely to result in reliable
excess returns for investors.
At best, any positive outcome based on such a strategy
will likely be the result of random luck. At worst, it can
lead to costly mistakes. Accordingly, there is a strong
case for investors to rely on patience and portfolio
structure, rather than trying to outguess the market, in
order to pursue investment returns.

$0

1926 1930 1934 1938 1942 1946 1950 1954 1958 1962 1966 1970 1974 1978 1982 1986 1990 1994 1998 2002 2006 2010 2014

Past performance is not a guarantee of future results. Indices are not available for direct investment; therefore, their performance does not reflect
the expenses associated with the management of an actual portfolio. The S&P data is provided by Standard & Poor’s Index ServicesG roup.

Source: Dimensional Fund Advisors LP.
All expressions of opinion are subject to change. This information is intended for educational purposes, and it is not to be construed as an offer,
solicitation, recommendation, or endorsement of any particular security, products, or services.
Diversification does not eliminate the risk of market loss. Investment risks include loss of principal and fluctuating value. There is no guarantee an
investing strategy will be successful.
Past performance is not a guarantee of future results. Indices are not available for direct investment; therefore, their performance does not reflect the
expenses associated with the management of an actual portfolio. The S&P data is provided by Standard & Poor’s Index Services Group.
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GLOBAL DIVERSIFICATION

Third Quarter 2016 Index Returns

These portfolios illustrate the performance of different global
stock/bond mixes and highlight the benefits of diversification.
Mixes with larger allocations to stocks are considered riskier but
have higher expected returns over time.
In summary, balanced investors with a 50% exposure to global
stocks should have returns of 3.70% before fees while investors
that have allocated 100% to stocks have had returns of 7% before
fees. Those with only allocations to CDs and Treasury Bills have
insignificant returns so far this year.

Diversification does not eliminate the risk of market loss. Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect expenses associated with the management of an actual
portfolio. Asset allocations and the hypothetical index portfolio returns are for illustrative purposes only and do not represent actual performance. Global Stocks represented by MSCI All Country World Index (gross div.) and Treasury Bills represented by
US One-Month Treasury Bills. Globally diversified allocations rebalanced monthly, no withdrawals. Data © MSCI 2016, all rights reserved. Treasury bills © Stocks, Bonds, Bills, and Inflation Yearbook™, Ibbotson Associates, Chicago (annually updated work
by Roger G. Ibbotson and Rex A. Sinquefield).
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MARKET SUMMARY

Index Returns

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio.
Market segment (index representation) as follows: US Stock Market (Russell 3000 Index), International Developed Stocks (MSCI World ex USA Index [net div.]), Emerging Markets (MSCI Emerging Markets Index [net div.]), Global Real Estate (S&P Global
REIT Index), US Bond Market (Bloomberg Barclays US Aggregate Bond Index), and Global Bond ex US Market (Citigroup WGBI ex USA 1−30 Years [Hedged to USD]). The S&P data are provided by Standard & Poor’s Index Services Group. Frank Russell
Company is the source and owner of the trademarks, service marks, and copyrights related to the Russell Indexes. MSCI data © MSCI 2016, all rights reserved. Bloomberg Barclays data provided by Bloomberg. Citigroup bond indices © 2016 by Citigroup.
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WORLD STOCK MARKET PERFORMANCE

MSCI All Country World Index with selected headlines from Q3 2016

Graph Source: MSCI ACWI Index. MSCI data © MSCI 2016, all rights reserved.
It is not possible to invest directly in an index. Performance does not reflect the expenses associated with management of an actual portfolio. Past performance is not a guarantee of future results.
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US STOCKS

Third Quarter 2016 Index Returns

US Stocks as a total group had a solid Third quarter. The
Marketwide category is represented by the Russell 3000 index.
This index incorporates large and small US Stocks. It is up 8%
YTD. For the year, small cap stocks have outperformed large
cap and even though Value underperformed Growth for the
3Q, Value has outperformed Growth YTD.

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio.
Market segment (index representation) as follows: Marketwide (Russell 3000 Index), Large Cap (S&P 500 Index), Large Cap Value (Russell 1000 Value Index), Large Cap Growth (Russell 1000 Growth Index), Small Cap (Russell 2000 Index), Small Cap Value
(Russell 2000 Value Index), and Small Cap Growth (Russell 2000 Growth Index). World Market Cap represented by Russell 3000 Index, MSCI World ex USA IMI Index, and MSCI Emerging Markets IMI Index. Russell 3000 Index is used as the proxy for the
US market. Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights related to the Russell Indexes. The S&P data are provided by Standard & Poor’s Index Services Group.
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INTERNATIONAL DEVELOPED STOCKS

Third Quarter 2016 Index Returns

Currency changes had little impact on quarterly returns for
International Developed Stocks. This is illustrated in the chart
to the right where returns are shown in local currency vs. US
currency. Also note that even with strong 3Q returns, this
asset class continues to struggle to perform as compared to US
Stocks. They have underperformed over the last decade as well
as Year to Date. From our perspective this is one example of
why this asset class is undervalued as compared to US Stocks.

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio.
Market segment (index representation) as follows: Large Cap (MSCI World ex USA Index), Small Cap (MSCI World ex USA Small Cap Index), Value (MSCI World ex USA Value Index), and Growth (MSCI World ex USA Growth). All index returns are net
of withholding tax on dividends. World Market Cap represented by Russell 3000 Index, MSCI World ex USA IMI Index, and MSCI Emerging Markets IMI Index. MSCI World ex USA IMI Index is used as the proxy for the International Developed market.
MSCI data © MSCI 2016, all rights reserved.
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EMERGING MARKETS STOCKS

Third Quarter 2016 Index Returns

In US dollar terms, Emerging Markets (EM) indices have
outperformed both the US market and developed markets outside
the US Year to Date. It was another strong quarter for this asset class
as represented by the 7-9% returns for the quarter. EM currencies
strengthened against the dollar to assist the returns in this asset
class, as shown in the chart on the right. This chart shows local
currency return (return within countries) was less than the return by
converting the asset class back to US dollars.

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio.
Market segment (index representation) as follows: Large Cap (MSCI Emerging Markets Index), Small Cap (MSCI Emerging Markets Small Cap Index), Value (MSCI Emerging Markets Value Index), and Growth (MSCI Emerging Markets Growth Index).
All index returns are net of withholding tax on dividends. World Market Cap represented by Russell 3000 Index, MSCI World ex USA IMI Index, and MSCI Emerging Markets IMI Index. MSCI Emerging Markets IMI Index used as the proxy for the
emerging market portion of the market. MSCI data © MSCI 2016, all rights reserved.
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FIXED INCOME (BONDS)

Third Quarter 2016 Index Returns
Interest rates across the US fixed income
markets generally increased in the third quarter.
The yield on the 5-year Treasury note rose 13
basis points (bps) to 1.14%. The yield on the
10-year Treasury note rose 11 bps to 1.60%. The
30-year Treasury bond increased 2 bps to finish
with a yield of 2.32%.
The 1-year Treasury bill yield rose 14 bps to
0.59%, and the 2-year Treasury note yield
increased 19 bps to 0.77%. The yield on the
3-month Treasury bill rose 3 bps to 0.29%, while
the 6-month Treasury bill was up 9 bps to 0.45%.
Short-term corporate bonds gained 0.32%.
Intermediate-term corporates rose 0.89%, while
long-term corporate bonds gained 2.56%.1
Short-term municipal bonds returned -0.21%,
while intermediate-term municipal bonds
were unchanged. Revenue bonds slightly
outperformed general obligation bonds.2

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio.
1. Bloomberg Barclays US Corporate Bond Index. 2. Bloomberg Barclays Municipal Bond Index. Yield curve data from Federal Reserve. State and local bonds are from the Bond Buyer Index, general obligation, 20 years to maturity, mixed quality. AAA-AA
Corporates represent the Bank of America Merrill Lynch US Corporates, AA-AAA rated. A-BBB Corporates represent the Bank of America Merrill Lynch US Corporates, BBB-A rated. Bloomberg Barclays data provided by Bloomberg. US long-term bonds,
bills, inflation, and fixed income factor data © Stocks, Bonds, Bills, and Inflation (SBBI) Yearbook™, Ibbotson Associates, Chicago (annually updated work by Roger G. Ibbotson and Rex A. Sinquefield). Citigroup bond indices © 2016 by Citigroup. The BofA
Merrill Lynch Indices are used with permission; © 2016 Merrill Lynch, Pierce, Fenner & Smith Incorporated; all rights reserved. Merrill Lynch, Pierce, Fenner & Smith Incorporated is a wholly owned subsidiary of Bank of America Corporation.
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