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This year got off to a stormy start as global stock mar-
kets declined sharply, but since mid-February, the 
winds shifted abruptly as equities posted a sharp rally 
which continued into March.  Large cap stocks, as 
measured by the S&P 500 are now down just 0.30% 
year-to-date, while small cap stocks, as measured by 
the Russell 2000 are down 5.12% over the same time 
period.   Investors appeared to take comfort in some 
of the month’s economic data. Fourth quarter real 
GDP was revised slightly upward, suggesting the econ-
omy was actually a bit stronger at year-end than previ-
ously believed,  while new data released in February  

In this issue of Investment Insights, we provide an 

update for investors in the Model Wealth Program. 

  1 Yr 3 Yr 5 Yr 10 Yr 

U.S. Large Stocks -0.46 11.43 12.42 6.75 

U.S. Small Stocks -12.07 5.52 8.05 5.17 

U.S. Bonds 1.83 2.29 3.41 4.71 

Intl Markets Stocks -10.11 -1.10 1.06 1.76 

Intl Emerging Mkts Stocks -13.82 -6.50 -3.95 2.56 

U.S. Inflation (CPI) 0.85 0.65 1.36 1.77 

Source: Morningstar. Annualized returns for periods ended 
March 18, 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 Bar-
clays 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 results.  All indices are unmanaged and may not be in-
vested 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 

 While recessions are notoriously difficult to fore-

cast, many indicators, including an improving job 

market, suggest a recession is not imminent. 

 Despite the severity of the last recession, the 

economy over a long period of time has generally 

become more stable, with long expansions and 

short recessions.    

 The volatility of the stock market is something we 

welcome, because it has historically given our 

managers in the Model Wealth Program the op-

portunity to buy quality investments at a lower 

price.   



  

 

This is based on our belief that despite the current 

macro issues, the fundamental story is one of long-

term earnings improvement for European companies 

and higher potential returns for equity investors.  

Emerging-markets stocks fared better than developed 

international stocks year-to-date, with the MSCI 

Emerging Markets Index down just 0.14%. We expect 

emerging-markets companies in aggregate to show 

improving earnings, supported by emerging markets’ 

higher economic growth rates and favorable demo-

graphic trends relative to developed markets. More-

over, emerging-markets stocks trade at relatively 

attractive valuations. The combination of these factors 

should result in relatively higher returns for investors 

over time. The short term has been a different story, 

as a combination of commodity price declines, curren-

cy weakness versus the U.S. dollar, and overall risk 

aversion has soured market sentiment. We don’t have 

the ability to forecast exactly when or if market senti-

ment will begin to recognize value, but we’re confi-

dent that long-term investors in this asset class will 

ultimately be rewarded.  It’s encouraging to see many 

of our international managers with an eye for value 

begin to step back into emerging markets on a selec-

tive basis. 

International investing involves special risks such as currency fluctuation 

and political instability and may not be suitable for all investors. These risks 

are often heightened for investments in emerging markets. 

suggested that the year is off to a decent start as con-

sumer spending, personal income, and core inflation 

data all came in higher than expected. Oil also staged a 

dramatic rebound, rising 25% to close the month at 

$35.10 after hitting a low of $26.05 on February 11. 

Source: Bloomberg. Both the rebound in oil prices and 

the short-term data seemed to reduce investor fears 

of an economic recession in the United States, at least 

for the time being.  

International Market Performance 

The picture was different in Europe where concern 

about the sustainability of the Eurozone’s economic 

recovery, coupled with investor fear over the health of 

the European banking system, seemed to weigh on 

markets. Developed international stocks are down 

3.02% year-to-date. Source: Morningstar. British Prime 

Minister David Cameron’s recent announcement that 

his country will hold a referendum on whether to re-

main in the European Union also played into investor 

uncertainty, and will likely contribute to ongoing un-

ease over the long-term sustainability of the Eurozone 

at least until the vote on June 23. We continue to hold 

a favorable long-term view on equity returns for Eu-

rope’s developed economies.  

The latest correction in the S&P 500 of more than 10% totaled 12.4% from the May 21, 2015 high through the August 25th 

2015 low, marking the 20th time since 1946 that the S&P 500 fell between 10% and 20% (Source: S&P Capital IQ) 



 Bond Market Performance 

Moving on to the fixed-income markets, the perfor-

mance of the Barclay’s Capital Aggregate Bond Index 

was 2.01% year-to-date.   The Federal Reserve’s March 

meeting resulted in no change in interest rates in the 

face of economic and financial market uncertainty 

around the globe. Investors continue to flock to the 

relative “safety” of core bonds despite the fact that 

bond yields remain near record lows and have de-

clined to levels last seen in 2013. We continue to be-

lieve that the upside to holding core bonds—namely, 

the potential to generate strong absolute returns—is 

highly limited. Because of this, we’ve supplemented 

and diversified our fixed-income allocations with alter-

natives to core bonds such as fixed-income managers 

with a more flexible mandate to diversify into areas 

that may offer more yield potential.  

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 sub-

ject to availability and change in price. Alternative investments may not be 

suitable for all investors and should be considered as an investment for the 

risk capital portion of the investor’s portfolio.  The strategies employed in 

the management of alternative investments may accelerate the velocity of 

potential losses.  There is no guarantee that a diversified portfolio will 

enhance overall returns or outperform a non-diversified portfolio.  Diversi-

fication does not protect against market risk. 

The U.S. Economy 

In spite of the political rhetoric that our economy is 

“broken” and there aren’t enough jobs, the unemploy-

ment rate in the U.S. continues to fall.  The current 

rate, which stands at 4.9%, is not a perfect measure, 

but it is, in our view, a reasonable gauge to measure 

the improvement in the labor market since the Great 

Recession.  The chart below shows the unemployment 

rate (the solid line) compared to its 12-month moving 

average.  When the unemployment rate rises above its 

moving average, an economic recession often follows.  

The chart suggests it’s too soon to worry about a re-

cession, a view shared by many main-stream econo-

mists. 

Recession Watch 

Of course, recessions are a normal occurrence. We’ve 

experienced 11 since the end of World War II.  Most of 

them began with very little warning.  But investors 

should be encouraged by the fact that, despite the 

severity of the last recession, the economy over a long 

period of time has generally become more stable, with 

long expansions and short and shallow recessions. 

 

Source: Ned Davis Research 
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The Model Wealth Program 

The volatility of the stock market is something we wel-

come, because it has historically given our managers 

the opportunities to buy quality investments at a low-

er price.  In fact, one of our managers recently said, 

“Macro instability is the fuel that feeds our ability to 

buy into businesses at low prices.” But it takes value 

investing time to work.  An investor that, for example, 

buys energy stocks when oil prices are low, will not 

likely reap the benefits of that strategy until oil prices 

recover.   

This chart from J.P. Morgan shows the length of eco-

nomic expansions versus the length of economic re-

cessions since 1900.  Not only have economic expan-

sions lasted three times longer than recessions 

(averaging 46 months versus 15 months), but the long 

term trend has been towards expansions which are 

much longer than the long term average.  The current 

expansion, at 81 months, is considerably longer than 

the average of economic expansions since 1900.  

The shrewd value investor has a time horizon that is 

measured in years, not weeks or months.  For those 

investors who struggle with that idea, or find them-

selves becoming impatient, we offer this perspective 

from one of the most successful investors of our time. 

“The market is the most efficient mechanism any-

where in the world for transferring wealth from impa-

tient people to patient people” - Warren Buffett 


