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A n a l y s i s ,  i n s i g h t s ,  a n d  a  d i f f e r e n t  p e r s p e c t i v e  

After the worst start to a new year since 1926*, the 

stock market has moved on to new highs. In this edi-

tion of Investment Insights, we address some of the 

more pressing questions facing investors.   

“History shows that great economic forces flow like a tide 

over communities only half conscious of that which is befall-

ing them.” —John Mill Stuart 

Market Outlook  

Market Outlook 

Q: What is the biggest mistake investors are making right 

now? 

A: I think the biggest mistake has been to try to outguess 
the stock market.  Many investors continue to expect a re-
peat of the 2008 financial crisis.  They don’t understand why 
the stock market is rising and continue to expect stocks to 
tumble.  In my opinion, this has been the most unloved bull 
market in history.  The stock market continues to climb a 

  1 Yr 3 Yr 5 Yr 10 Yr 

U.S. Large Stocks 1.21 11.80 12.42 7.53 

U.S. Small Stocks -8.82 7.65 8.95 6.72 

U.S. Bonds 4.68 3.84 3.46 5.06 

Intl Markets Stocks -10.01 2.35 1.01 2.57 

Intl Emerging Mkts Stocks -13.21 -0.60 -3.48 4.10 

U.S. Inflation (CPI) 0.37 0.82 1.10 1.66 

Source: Morningstar. Annualized returns for periods ended July 
21, 2016. U.S. large stocks is the S&P 500 Index, U.S. small 
stocks is the Russell 2000 Index, U.S. Bonds is the Barclays US 
Aggregate Bond Index, Intl Developed Markets is the MSCI All 
Country World Index Ex-US, International Emerging Markets is 
the MSCI Emerging Markets Index.  Returns include dividends 
and interest. Past performance is not an indication of future re-
sults.  All indices are unmanaged and may not be invested into 
directly. The Indices mentioned in this report are unmanaged, 
may not be invested into directly and do not reflect expenses or 
fees.  

Key Points 

 The stock market continues to climb a wall of worry, 

while many investors stay on the sidelines.  Accord-

ing to Morningstar, five times more money has been 

invested in bonds than stocks since the beginning of 

this bull market. 

 The bull market in equities has been fueled by steady 

economic growth, falling inflation and interest rates.  

Economic growth has led to higher corporate profits 

which act like a magnet to pull stock prices higher 

over the long run. 

 Bonds still offer income and the ability to dampen 

the impact of a stock market decline on the portfo-

lio.   

*Standard & Poor’s  



  

Q: Why do U.S. stocks continue to rally? 

A: The bull market in equities has been fueled by steady 

economic growth, falling inflation and interest rates.  Eco-

nomic growth has led to higher corporate profits which act 

like a magnet to pull stock prices higher over the long run.  

Falling inflation and interest rates have led to an expansion 

in price/earnings multiples.   

  

 

 

Q: Hasn’t the rate of economic growth and job creation 

been disappointing? 

A: No economic environment is ideal.  There are always 

challenges and setbacks.  There are always certain sectors of 

the economy that could be doing better.  I think the ques-

tion you have to ask yourself is, “Am I an economist or an 

investor?” If you’re an economist, good luck— because even 

the best economists have a pretty poor track record of fore-

casting the economy.  And don’t forget, many of the best 

years in the stock market take place when the economy is in 

pretty bad shape.  As far as job creation is concerned, one of 

the reasons why job growth has been modest in this cycle is 

that many companies have not needed as many employees 

to be profitable.  The chart below shows sales/employee for 

the companies in the S&P 500.  It has skyrocketed almost 10

-fold since 1973 from less than $50,000 in sales/employee 

to nearly $500,000 as the economy shifted to enterprises 

that are more scalable.  Technology and the movement to a 

service economy are two factors that have certainly acceler-

ated this trend.  This is one of the reasons why corporate 

profit margins over the long term have continued to expand. 

wall of worry, while many investors sit on the sidelines.  In 

fact, according to Morningstar, five times more money has 

been invested in bonds than stocks since the beginning of 

this bull market. 

Source: Ned Davis Research 



 

  rates rose in the 1960s and 1970s, then began to fall in 

1981.  You can see how interest rates track closely with 

nominal growth in the economy.  Historically, this has been 

a pretty close relationship, suggesting interest rates will like-

ly stay lower for longer unless the economy really picks up.  

Q: Let’s talk about international investing.  Are you con-

cerned about Britain exiting the European Union? 

A: I am not overly concerned, but it is an unfortunate devel-

opment.  Now, the U.K. will have to enter into negotiations 

with the remaining 27 EU members, a process that could 

take two years or more.  More than 80,000 pages of treaties 

incorporated over time into U.K. law will have to be looked 

at one by one.  Some economists believe Brexit could throw 

the U.K. economy into recession, but it is worth noting that 

80% of the revenue of the companies in the main U.K. In-

dex, the FTSE 100, comes from overseas and could actually 

be helped by a weaker currency.  I also believe the impact 

on the U.S. will be fairly limited.  First, the U.K. represents 

just 4.6% of the world economy, and just 3.1% of U.S. ex-

ports (World Bank).  All of Europe represents just 14% of 

revenue for the companies that comprise the S&P 500 

(Standard & Poor's).  The immediate response to Brexit was 

a sharp sell-off in equities, but stock  

Q: Do bonds still make sense? 

A: Yes.  Bonds still offer income and the ability to dampen 

the impact of a stock market decline on the portfolio.  We 

believe the diversification benefits of owning bonds are still 

very important.  While we do believe interest rates will 

eventually rise from today’s depressed levels, it’s likely that 

they will stay lower for longer because growth is so sluggish 

around the world.  Believe it or not, U.S. rates are high rela-

tive to most of Europe, which creates an incentive for for-

eign investors to put money into the U.S. bond market.  It 

has been a mistake to try to jump in and out of the bond 

market, just as it has been a mistake to try to outguess the 

stock market.  A better way to manage risk is to focus on 

quality and carefully manage the interest rate sensitivity of 

the fixed income portfolio by holding short-to-intermediate 

term maturities. 

Q: Some investors believe interest rates are being artificially 

manipulated by the Federal Reserve, and that it is just a 

matter of time before they take off.  Do you agree? 

A: I do not.  Interest rates have fallen because inflation is 

low and economic growth continues to be around 1-2%.  

Growth and inflation added together equals nominal gross 

domestic product.  The graph below shows how interest  

Source: Ned Davis Research 



markets across the world then rallied dramatically as cooler 

heads prevailed.  Global interest rates plunged to new lows, 

as investors bet that central banks will not hike interest rates, 

and may in fact push rates even lower.  To me, the Brexit 

“mini-crisis” was yet another example of why making a long-

term investment decision in reaction to short-term events is 

almost always a bad idea. 

Q: What about the outlook for emerging markets? 

A: We have taken a very cautious view towards emerging 

markets.  Many emerging markets are highly correlated with 

commodities.  Decelerating growth in China has led to a big 

reduction in the demand for industrial commodities, which in 

turn has hurt the economies of Russia, Brazil and others.  We 

are also concerned that there has been an unsustainable ex-

plosion of debt in China.  For the moment, we are prepared to 

give the Chinese government the benefit of the doubt, and 

assume that the economy will muddle along, but eventually 

we believe growth will slow when the authorities begin to 

lean against the speculative excesses.  If that happens, emerg-

ing markets could become an attractive buying opportunity.   

Politics and your Portfolio 

Q: What are your thoughts regarding the upcoming election 

in the U.S.? 

A: Candidates from both the right and left in the U.S. and 

Europe have supported populist themes including protec-

tionism and more government spending on social programs.  

It’s important to remember that our system of checks and 

balances will often reject ideas that are too ambitious.  Deci-

sions that are made in Washington will impact our lives in 

many ways, but our country over the long term has with-

stood a wide variety of political leaders and ideas.  My best 

advice is this: Don’t play politics with your portfolio.  

 

 

 

 

 

Important Disclosures: 
The information contained in this report is as of July 21, 2016 and was 

taken from sources believed to be reliable.  It is intended only for per-

sonal use.   To obtain additional information, contact Cornerstone 

Wealth Management.  This report was prepared by Cornerstone 

Wealth Management. The opinions voiced in this material are for gen-

eral information only and are not intended to provide specific advice or 

recommendations for any individual.  Economic forecasts set forth 

may not develop as predicted and there can be no guarantee that 

strategies promoted will be successful.  To determine which invest-

ment(s) may be appropriate for you, consult your financial advisor 

prior to investing.  Content in this report is for general information only 

and not intended to provide specific advice or recommendations for 

any individual.  

Investing involves risk including the potential loss of principal.  No 

strategy can assure success or protection against loss.  Past perfor-

mance is no guarantee of future results.  

The Standard & Poor’s 500 Index is a capitalization weighted index of 

500 stocks designed to measure performance of the broad domestic 

economy through changes in the aggregate market value of 500 

stocks representing all major industries.  All indices are unmanaged 

and may not be invested into directly. Stock investing involves risk 

including loss of principal.  Bonds are subject to credit, market and 

interest rate risk if sold prior to maturity.  Bond values will decline as 

interest rates rise and bonds are subject to availability and change in 

price.  International investing involves special risks such as currency 

fluctuation and political instability and may not be suitable for all inves-

tors.  These risks are often heightened for investments in emerging 

markets.  The fast price swings in commodities and currencies will 

result in significant volatility in an investor’s holdings. 

Securities offered through LPL Financial, Member 

FINRA/SIPC. 

www.mycwmusa.com     
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Chief Investment Officer 

China’s debt to GDP ratio has risen faster than Japan’s in 

the 1980s and the US’s in the 2000s.  


