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EXECUTIVE SUMMARY

• Message from the President - A pleasant surprise for interest rate sensitive investments
• Valuations - Inflated prices remains a concern
• Market Summary - International Markets continue to underperform Domestic Stocks
• Asset Class Report - US Value indices outperform growth

• Emerging Markets look to maintain their momentum
• Interest Rates continue to fall
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Global stocks had a below average first six months. The S&P 500 

increased 3.84% while the MSCI ACWI ex USA (International 

index) returned -1.02%. A Global stock portfolio, like the 

MSCI ACW had a small gain of 1.23%. However, the first half 

of 2016 in regards to investment returns was mostly about 

interest rates. The 10 and 30 year US Treasury rates declined 

from 2.24% and 2.98% to 1.49% and 2.30%, respectively. The 

decline of bond rates propelled bond funds to above average 

returns of 5% for 10 year maturities and 15% for 20 plus year 

maturities. Returns for bond funds with maturities in the 

1-3 year range increased more moderately at 1.42%. As low 

as these rates seem, they are high compared to Japan and in 

Europe where there are negative rates on average for the first 

7-10 years of maturity. You need to really think about that for a 

minute. Why would a rational investor buy a bond where they 

receive no return and are willing to receive less at maturity than 

what they started with? The decline in interest rates propelled 

income focused investments to above average results as well. 

For example, in the US, Utility and Telcom sectors returned 

10-14% for the period. The returns came from approximately 

2% dividends and 8-12% increase in stock prices. Another 

interest rate sensitive asset class is REITs. REIT stands for Real 

Estate Investment Trust. REITs must distribute 90% of their 

earnings to avoid paying income taxes at the fund or entity 

level. Thus, investors looking for income have been allocating 

capital to this space. REITs, as measured by the MSCI US REIT 

index increased 13.56%. Last year’s winner, growth stocks, was 

an under achiever as measured by the Russell 2000 Growth 

Index (small stocks) and Russell 1000 Growth (large stocks), 

they returned -1.59% and 1.36% respectively.

RETURNS FOR THE FIRST HALF OF THE YEAR
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VALUATIONS

Any discussion of returns would be incomplete without discussing valuations. 
For those that follow our thoughts, we’ve been concerned about valuations 
since 2012.  Let me share with you a couple of interesting numbers to illustrate 
our point.   Earnings is what investor are looking for. Once a company has 
earnings it can distribute them to shareholders in the form of dividends or 
reinvest back into the business to generate more earnings. Earnings validate 
value.   At the end of 2011, S&P 500 earnings per share came in at $92.56.   
They declined to $90 in 2012 and jumped to $103 and $104 for the next two 
years and last year declined to $88.  In effect, we’ve had 4 years of flat earnings, 
however, the S&P 500 index has increased from 1313 to 2161 during this 
time frame. This is a cause for concern as earnings are not keeping pace with 
prices. On the other hand, we’ve seen valuations in the International stock 
markets decline, which provides in our opinion for better returns over the 
next decade for International stocks.

In closing, we are working on a project to see if past returns are a predictor 
of future returns. We know from previous research that low valuations create 
fertile ground for better returns 7-10 years out.  What if we can substitute past 
returns as a measure of valuations? Our theory is that good or bad times are 
generally never constant for any diversified stock market. Our early research 
shows that returns for an asset class mean revert over a decade. We’ve seen 
where an asset class that has above average results as compared to other asset 
classes over the decade is more likely to have below average results for the 
next decade. If this proves to be true let’s take an early look at who have been 
the winners/losers over the last decade ending 6/30/16.  If you think you’ll be 
following your finances in 7-10 years, I encourage you to save this article to 
see if the bottom dwellers become the winners over the proceeding decade.
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GLOBAL DIVERSIFICATION
Second 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. This should be used for illustrative purposes only. 

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 (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. Barclays data provided by Barclays Bank PLC. Citigroup bond indices © 2016 by Citigroup. 
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WORLD STOCK MARKET PERFORMANCE
MSCI All Country World Index with selected headlines from Q2 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
Second Quarter 2016 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: 
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. 

The broad US equity market recorded positive absolute performance for 
the quarter.  

Value indices outperformed growth indices across all size ranges. 

Small caps outperformed large caps.  

For Year to Date returns please note the table in the bottom right corner.
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INTERNATIONAL DEVELOPED STOCKS
Second Quarter 2016 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: 
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. 

In US dollar terms, developed markets outside the US 
lagged both the US equity market and emerging markets 
indices during the quarter.

Small caps slightly underperformed large caps in non-US 
developed markets. 
 
The value effect was negative in non-US developed markets 
using broad market indices across all size ranges. 
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EMERGING MARKETS STOCKS
Second Quarter 2016 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: 
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. 

In US dollar terms, emerging markets indices 
underperformed the US but outperformed developed 
markets outside the US for the second quarter. However, 
YTD returns as noted in the bottom right corner have been 
higher for emerging markets than in the US.

Small cap indices slightly underperformed large cap indices 
in emerging markets for the quarter and YTD.
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FIXED INCOME (BONDS)
Second Quarter 2016 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.
1. Barclays US Corporate Bond Index. 2. 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. Barclays data provided by Barclays Bank PLC. 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.

Interest rates across the US markets generally 
decreased during the quarter. The yield on 
the 5-year Treasury note fell 20 basis points 
(bps) to end at 1.01%. The yield on the 10-year 
T-note decreased 29 bps to 1.49%. The 30-year 
Treasury bond declined 31 bps to finish with a 
yield of 2.30%.

The 1-year T-bill ended the quarter yielding 
0.45% and the 2-year T-note finished at 0.58%, 
for declines of 14 and 15 bps, respectively. The 
3-month T-bill increased 5 bps to yield 0.26%, 
while the 6-month T-bill dipped 3 bps to 0.36%.

Short-term corporate bonds gained 1.05%. 
Intermediate-term corporates returned 
2.24%, while long-term corporate bonds 
returned 6.64%.1

Short-term municipal bonds returned 
0.66%, while intermediate-term municipal 
bonds gained 1.84%. Revenue bonds slightly 
outperformed general obligation bonds.2


