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Who is in Control…You or Your Environment?

“  The confidence people have in their beliefs is not a measure of the quality of evidence but 
of the coherence of the story the mind has managed to construct.”

~ Daniel Kahneman, Behavioral Psychologist and recipient of Nobel Prize in Economics                         

Recently, I found myself in one of my favorite Charleston restaurants witnessing a parable of life unfolding. It was early one evening

and along with a few other tables, I was tucked away in a side room from the main dining venue. It was a stately room filled with
lively music and vibrant patrons. Soon, the final tables in my room would be taken by two couples dressed to the nines for a festive
evening. And while they arrived in the same moment, they were not of the same party. Some time elapsed and I noticed that no
menus, no water, and no server had arrived. One of the couples appeared to be un-phased enjoying each other's company and
holding hands across the table. The other couple seemed to notice the absence of service right away. Soon more time would go
by...ten minutes perhaps. By now, the concerned couple brought it to the attention of their fellow patrons with a disconcerting
comment. The couple that weren't complaining seemed unconcerned and still enjoying themselves. They refused to be drawn in to
the drama unfolding inside the minds of their counter parts. Five more minutes went by and you could almost see the blood vessels
popping from the gentleman's skin and the conversation with his date seemed almost argumentative. Incessant tapping on the table
began. And not so suddenly, they both stood up from the table and left as one of the chairs fell over. I didn't bother to observe the
conversation with the Maitre d' in their departure, but I'm sure a few salt shakers got taken out! I did see them leaving through the
window with the, ut uhm, gentleman dragging his date by the hand as he leaned into his angry stride. In the meantime, the other
couple while noticing the disturbance, seemed to pass the wait quite patiently and were obviously still enjoying the atmosphere and
each other's company. As the situation unfolded, I learned that the waiter assigned to those two tables fell dramatically ill just before
the couples had arrived. He had gone to the laboratory thinking he would quickly return, but his condition worsened to the point he
lost track of time and even his patron occupied co-workers were too busy to notice his absence. The patient couple were finally and
apologetically attended to and as you may surmised without concern...other than the finding of what happened to the ill-fallen
server. They seemed to continue to enjoy the evening and at one point I noticed the Maitre d' at their table announcing their evening
was on the house!

Two couples...had the same set of circumstances presented to them. And they had completely opposite outcomes! One couple
reacted to their environment and the environment controlled their experience. The other couple responded to the environment and
they remained in control of their experience. One couple needed moment by moment outer world proof and accommodation to
have an enjoyable evening. The other couple were centered in their own moment by moment presence in which the outer world
reflected back what they were feeling and enjoying inside. The unhappy couple weren't inconvenienced or disappointed for their
actions but by their reactions. Both couples knew they had chosen an reliable establishment…one that was proven for its cuisine and
atmosphere, of entertainment and enjoyment. But one chose to let the sometimes temporary irregularities, the unpredictable
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nature of others deny the pleasure of what was available and the other recognized that they were in control of their evening's destiny.

As you may surmise, I draw a parallel of this story to the investment experience that we all can choose! As the third quarter of 2014
was winding down, our world stock markets began to feel some variability in price movements to the downside. Volatility and Risk are
the usual terms associated with stock market investing. What isn't explained by mainstream media is that risk and volatility are not
the same! Risk is associated with losing one's money when it comes to investing. Volatility on the other hand is simply a measure of
price movements. And in the case of owning global stocks you actually want volatility. High volatility is an indication of temporary
increasing or decreasing prices. And the weighty facts of history have indicated that we live in a world of temporary declines with long
term permanent up-trends. Volatility works in your favor over time to the upside! So I ask you...Just when have you experienced or
read about a permanent stock market decline?

You may be feeling some irritation and perhaps fear, with the recent stock market fluctuations. And if so, you need to ask
yourself...why? With Timonier you have a lifetime game plan that has built in the variability of the investment markets and yet still
support your goals. Even the very negative of variability. Like the couples in the restaurant, I ask you, are you focused on the moment
by moment control of your surroundings without the allowance for the unpredictable nature of others? Or...are you tolerant and
understanding of life's temporary imbalances? Are you confident that your inner presence...your inner spirit will always provide for
you, or are you reliant on the predictions of others and random activity of life to create your happiness or despair? Just who is in
control of your emotional state? Are you playing out a life of choice-maker or victim?

For the investor, insuring a pleasurable evening out to a popular restaurant, is measured in years and decades, not minutes and half
hours. There will be weeks, months, and on a rare occasion a couple of years of discomfort and irritation, should you allow it. But by
staying on path with the company you are with, the journey can be one of enjoyment and reward. It's all how you perceive the day to
day experience. You can control your environment or you can let it control you. It's your choice! It is proven (and yes...we have the
studies) that to be a successful investor you have to be counter cultural. You have to break away from the tribe...and let them just Be!
There is no need to defend your position or transform another's perceptions. Simply request that they provide you the same courtesy.
And then move to a more entertaining and agreeable topic for discussion.

Trust in knowing the "evening out" will respond to your reservations and expectations. Have positive ideas of what will happen...and
just allow them to unfold! Your inner spirit will guide life to your expectations...it is just waiting for you to be recognized.
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“To see a world in a grain of sand and heaven in a wild flower…
Hold infinity in the palm of your hand and eternity in an hour.” 

William Blake



I look forward to addressing each question or comment you may have in our annual reviews about the details of global economics and
the implications on your portfolios. I have over a hundred pages of global economic data points that we can pour through with either
a prayer, a meditation, or a shot of whiskey. With access to world economic statistics like never before in my lifetime, I feel sometimes
that I dream out more financial information than I take in.

But I won’t make you wait to address the “elephant in the room” topic before we meet. The main entrée for discussion is, “With its
price so high…Is the stock market ready for a crash?”

I don't know the near term direction of any market! But, I can say that over our lifetime that stock markets around the globe will
always be moving to new high prices. Are they more expensive and less attractive to own just because the price is higher? No! There
are an infinite number of factors that funnels in to the pricing of a stock and thus a stock market. But on balance, the long term
weighing machine for the price of stocks is its EARNINGS! It's short term pricing directive can be its shareholders' emotions. And as I
write, the Price to Earnings ratio is somewhere around 14.5 times 2014 earnings. The historical average price to earnings ratio is 15.5
in the US. So, at these ratios I don't see how this translates into nosebleed prices! Mind you...it's not the bargain of the century as it
was in 1974 or 1981 or 2009...but it is nowhere close to being expensive. Investing always has a component of an alternative
allocation of resources. The basics of investing is whether to take ownership of a business or lend to it. And with the cost to lending
to a business so HIGH...the alternative of owning it becomes relatively more attractive. To lend to the US Government for 10 years
today would yield to you a return of 2.0% per year. So while stocks are trading at average-ish levels...the alternative (bonds and cash)
is trading so expensively that stocks could easily be trading for higher multiples...thus higher prices. I'm making these comments...only
to suggest that you click off whatever TV channel, radio station, or water fountain colleague that is preaching doomsday to the global
stock markets. Even if their predictions were to turn out right in the near term direction of the markets...it would be a fluke and
something that no one can repeatedly predict with the remoteness of accuracy. There is simply no fundamental or global economic
basis that suggests that stocks prices are primed for a sustainable decline.

Let's take another perspective of evaluating the relative value of the same US Stock market! Let's look at its recent-term, mid-term,
and long-term performance. After all, the naysayers...the pessimists are saying the stock markets are due for a correction for the
simple reason that they have experienced higher than normal short-term gains. That somehow, the markets should have a reversion
to the mean. And, guess what? I agree with them. It's just that I have evidence that the reversion to the "mean averages" takes much
longer to predictably unfold.
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“We don’t see things as they are…We see things as we are!”
Tiny Buddha.com



It's true that our stock market has produced much higher returns in the last 5 years than history’s averages. Rolling five year returns
since January 1, 1926 have produced an average return of 10.08%. And we have just completed a five year return of 15.7%! This
ranks in the top 23 percentile of all historical returns in that timeframe. And one might conclude things are looking a little frothy on
that information alone. But these results have occurred just after the biggest global meltdown since the Great Depression. These
results are measured from extremely depressed prices. While I never evaluate anything on a single factor, I do find it very interesting
to look at the results of the market for the last 15 years to have a sense for where we may be headed the next 15! As you can see
from the table, the S&P 500 Index has looked woefully depressed with a meager average rate of return of 4.87%. This ranks as the
9th percentile worst return in our 88 year historical study.

Now bear with me...or bull up to the table, while I tie the weighty facts of historical results with what the future may portend.

Let's look at a simple chart of the S&P 500 Index going back to 1926 and look at every 30 year rolling rate of return beginning each and
every month. You'll see in the graph below that the worst 30 year rate of return was 7.22% and it occurred from September 1, 1929 to
August 31, of 1959 which incorporated the results of the Great Depression. The average rolling rate of return through every 30 year
sequence was 11.01%. And the very best 30 year return was 14.25%...and that occurred from July 1, 1970 to June 30, 2000. You can
observe how steep and narrow this bell curve is. The 30 year returns on stocks cluster very closely to their long term historic averages.
There really is something behind the universal law of reversion to the mean when it comes to expected rates of return for the US
stock market. More than ninety percent of all 30 year returns fall within 1.5% plus or minus of it’s historical average of 11.01%!

So here's the main entrée for future thought and discussion. If the worst ever 30 year return was 7.22%...and we currently have just
experienced a 4.87% rate of return for the past 15 years...what do the potential returns look like for the next 15 years? If we don't
average at least a 9.57% rate of return over the next 15 years, this then will go down as history's worst 30 year sequence of returns!
The laws of reversion to the mean are at stake here. Whether we get a 9.57% return or a 7.22% return or another 4.87%
return...these seem to stack up favorably over the alternative choices. Which is the 10 year US government treasury bond that will
provide around a 2.00% to 2.25% return yield at the time of this writing. I believe I can hear our dear friend Nick Murray backing up
the wagons for his choice de jour with these compelling options. It's all about ones perspective...:) What’s yours?
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S&P 500 Average Annualized Returns as September 30, 2014

Time Frame Annualized Performance Historical Rank Among All Similar

Time Frames Since 1926

1 Year 19.73% Top 34% 

5 Year 15.7% Top 23%

15 Year 4.87% Bottom 9%



I suggest to go celebrate life! Book a reservation at your favorite restaurant and expect the pleasures of a full evening with your most
cherished companion!

I am in gratitude each day of you allowing Timonier to be a part of this great journey with you...

Namaste',

Tim L. Baker, CIMA, GFS
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Total Annualized Return %

S&P 500 Index Total Return 

Best 30 Year Annual Return 14.25%

Average Annual Return 11.01%

Worst 30 Year Annual Return 7.22%



US Stock

Market

Global

Real Estate

International 

Developed 

Stocks
US Bond 

Market

Global

Bond

Market 

ex US

+0.01% -5.74% -4.07% +0.17%

Emerging 

Markets

Stocks

BONDSSTOCKS

-3.50%

Market Summary
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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. Russell data © Russell Investment Group 1995–2014, all rights reserved. MSCI data © MSCI 2014, all rights reserved. Barclays data provided by Barclays Bank PLC. Citigroup bond 

indices © 2014 by Citigroup. 

Third Quarter 2014 Index Returns

+2.01%

“The stock market is a highly efficient mechanism for the transfer of wealth…
from the impatient to the patient!”

Warren Buffett, CEO Berkshire Hathaway



World Stock Market Performance
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Graph Source: MSCI ACWI Index. MSCI data © MSCI 2014, 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. 

These headlines are not offered to explain market returns. Instead, they serve as a reminder that investors should view daily 

events from a longer-term perspective and avoid making investment decisions based solely on the news.

MSCI All Country World Index with selected headlines from Q3 2014

Jul Aug Sep

“Stocks Are 

Picking Up Speed”

“Home Builder Optimism 

Hits Six-Month High”

“Consumer Rebound 

Chugs Ahead”

“US Says Missile Downed 

Malaysia Airlines Plane 

over Ukraine”

“Unemployment Claims 

Hit Eight-Year Low”

“Ebola Virus Crisis 

Worsens for Lack 

of Global Help”

“Growth Rebound 

Stokes Fed Debate”

“US, EU Widen 

Sanctions on Russia”

“Resurgent US Dollar 

Fuels Rally”

“Israel Says It Is Escalating 

Gaza Campaign”

“US Bank Profits Near 

Record Levels”

“US New Home 

Sales Surge 18% 

in August; Highest 

Level Since 2008”

“US-Led Airstrikes 

Aid Syrian Kurds, Target 

Islamic State Oil Assets”

“European Bonds 

Go Negative”



The broad US equity market had flat-to-slightly-positive returns for the quarter. Small cap stocks in the US underperformed large cap stocks, with US small 

cap indices posting negative returns. Most equity markets outside the US had negative performance in US dollar terms. Currency movements played a role; 

the dollar appreciated against most currencies. In developed markets outside the US, large cap indices outperformed small cap indices. In the emerging 

markets, however, small cap indices outperformed large cap indices. Value underperformed growth indices in developed markets across size ranges, but in 

emerging markets value outperformed growth in large caps but underperformed in small caps. REITs recorded negative returns in the US and in developed 

non-US markets.

World Asset Classes
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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. The 

S&P data is provided by Standard & Poor's Index Services Group. Russell data © Russell Investment Group 1995–2014, all rights reserved. MSCI data © MSCI 2014, all rights reserved. Dow Jones data (formerly Dow Jones 

Wilshire) provided by Dow Jones Indexes. Barclays data provided by Barclays Bank PLC. 

Third Quarter 2014 Index Returns (%)



US Stocks
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Third Quarter 2014 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. Russell data © Russell Investment Group 1995–2014, all rights reserved. The S&P data are provided by Standard & Poor's Index 

Services Group. 

The US equity market recorded slightly positive 

performance, and large caps significantly outperformed 

small caps for the quarter. 

Value underperformed growth across all size ranges, 

with the exception of micro cap indices. 

World Market Capitalization—US Period Returns (%) * Annualized

Asset Class YTD 1 Year 3 Years** 5 Years** 10 Years**

Marketwide 6.95 17.76 23.08 15.78 8.44

Large Cap 8.34 19.73 22.99 15.70 8.11

Large Cap Value 8.07 18.89 23.93 15.26 7.84

Large Cap Growth 7.89 19.15 22.45 16.50 8.94

Small Cap -4.41 3.93 21.26 14.29 8.19

Small Cap Value -4.74 4.13 20.61 13.02 7.25

Small Cap Growth -4.05 3.79 21.91 15.51 9.03



International Developed Stocks
Third Quarter 2014 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 

used as the proxy  for the International Developed market. MSCI data © MSCI 2014, all rights reserved. 

International developed broad market indices 

measured in US dollars underperformed both the 

US and emerging markets. Large caps continued 

to outperform small caps. 

Value underperformed growth across all size segments.

The US dollar strengthened against most 

currencies during the quarter.
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* Annualized

Asset Class YTD 1 Year 3 Years** 5 Years** 10 Years**

Large Cap -0.66 4.86 13.15 6.52 6.53

Small Cap -2.03 3.37 13.31 8.76 7.94

Value -0.25 5.75 13.56 5.78 6.25

Growth -1.06 3.96 12.71 7.23 6.74

Period Returns (%) 



Emerging Markets Stocks
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Third Quarter 2014 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 2014, all rights reserved. 

Broad market emerging markets indices outperformed 

developed markets outside the US. 

Unlike their developed markets counterparts, small cap 

indices outperformed large cap indices for the quarter.  

Value indices outperformed growth indices in large caps 

but underperformed in small caps. 

The US dollar strengthened against most currencies 

during the quarter.  

* Annualized

Asset Class YTD 1 Year 3 Years** 5 Years** 10 Years**

Large Cap 2.43 4.30 7.19 4.42 10.68

Small Cap 7.48 8.84 9.66 6.66 12.36

Value 2.52 3.11 5.54 3.48 11.19

Growth 2.32 5.49 8.79 5.33 10.12

Period Returns (%) 



Select Country Performance
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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.

Country performance based on respective indices in the MSCI World ex US IMI Index (for developed markets), Russell 3000 Index (for US), and MSCI Emerging Markets IMI Index. All returns in USD and net of withholding tax 

on dividends. MSCI data © MSCI 2014, all rights reserved. Russell data © Russell Investment Group 1995–2014, all rights reserved. UAE and Qatar have been reclassified as emerging markets by MSCI, effective May 2014.

In US dollar terms, the US recorded the highest performance in developed markets as the dollar rose. European countries recorded some 

of the lowest performance among developed market countries. In emerging markets, Middle Eastern countries posted strong positive returns.

However, relative underperformance in the materials and energy sectors negatively affected some of the larger emerging markets countries, 

which had a bigger impact on emerging markets indices.

Third Quarter 2014 Index Returns



Real Estate Investment Trusts (REITs)
Third Quarter 2014 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. 

Number of REIT stocks and total value based on the two indices. All index returns are net of withholding tax on dividends. Total value of REIT stocks represented by Dow Jones US Select REIT Index and the S&P Global ex US 

REIT Index. Dow Jones US Select REIT Index used as proxy for the US market and S&P Global ex US REIT Index used as proxy for the World ex US market. Dow Jones US Select REIT Index data provided by Dow Jones ©. 

S&P Global ex US REIT Index data provided by Standard and Poor’s © 2014. 

REITs lost ground for the quarter in the US 

and non-US markets.   
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Period Returns (%) * Annualized

Asset Class YTD 1 Year 3 Years** 5 Years** 10 Years**

   US REITs 14.69 13.44 16.19 15.77 8.21

   Global REITs (ex US) 7.73 6.64 13.74 9.26 5.81



Commodities
Third Quarter 2014 Index Returns

Past performance is not a guarantee of future results. Index is not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio.

All index returns are net of withholding tax on dividends. Securities and commodities data provided by Bloomberg.

Commodities turned broadly negative during 

the third quarter. The Bloomberg Commodity 

Index fell 11.83%.

Corn had the worst quarter overall, returning -25.78%. 

Sugar and soybeans also led the decline, returning -

21.14% and -21.08%, respectively. 

Coffee, the biggest gainer, returned 7.95%. 

Live cattle was up modestly, returning 5.34%. 
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Asset Class YTD Q3 1 Year 3 Years** 5 Years** 10 Years**

Commodities -5.59 -11.83 -6.58 -5.34 -1.37 -1.04

Period Returns (%) * Annualized



Fixed Income

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. 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 © 2014 by Citigroup. The BofA Merrill Lynch 

Indices are used with permission; © 2014 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.

Third Quarter 2014 Index Returns

Interest rates across all US fixed income 

markets were mixed during the third quarter. 

The 10-year Treasury note ended the period 

at 2.49%, generally unchanged from the 

previous quarter. The 30-year Treasury 

bond finished with a yield of 3.21%, 

registering a decline of 13 basis points. 

While intermediate- and long-term rates 

declined, short-term rates increased. The 

5-year Treasury note ended the period at 

1.78%, up 16 basis points, while the 2-year 

Treasury note was up 13 basis points, 

finishing at 0.59%.     

Long-term corporate bonds returned just 

7 basis points in the quarter but are ahead 

11.30% for the year. Intermediate-term 

corporate bonds lost 14 basis points in the 

quarter but are still ahead 3.47% for the year.

Municipal revenue bonds slightly outpaced 

municipal general obligation bonds by 1.97% 

vs. 1.48% for the quarter. Long-term municipal 

bonds continue to outperform all other areas 

of the curve, returning 2.69% for the period 

and 13.01% for the year.
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2.49

Period Returns (%) 

Asset Class YTD 1 Year 3 Years** 5 Years** 10 Years**

BofA Merrill Lynch Three-Month US Treasury Bill Index 0.03 0.05 0.07 0.10 1.59

BofA Merrill Lynch 1-Year US Treasury Note Index 0.25 0.26 0.28 0.46 2.03

Citigroup WGBI 1−5 Years (hedged to USD) 1.42 1.64 1.52 1.74 3.15

Long-Term Government Bonds 13.62 10.51 2.32 6.78 6.73

Barclays US Aggregate Bond Index 4.10 3.96 2.44 4.12 4.62

Barclays US Corporate High Yield Index 3.49 7.20 11.09 10.57 8.33

Barclays Municipal Bond Index 7.58 7.93 4.56 4.67 4.73

Barclays US TIPS Index 3.67 1.59 1.34 4.48 4.64

* Annualized

9/30/14

9/30/13

6/30/14



Stock/Bond Mix

100% Stocks

75/25

50/50   

25/75

100% Treasury Bills

Global Diversification
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Third Quarter 2014 Index Returns

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 an actual portfolio.  Asset allocations and the hypothetical index portfolio returns are for i llustrative 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 2014, 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). 

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.

Asset Class YTD 1 Year 3 Years** 5 Years** 10 Years**

100% Stocks 4.16 11.89 17.24 10.65 7.84

75/25 3.17 8.88 12.85 8.12 6.50

50/50 2.15 5.90 8.51 5.50 4.98

25/75 1.10 2.95 4.24 2.81 3.30

100% Treasury Bills 0.01 0.02 0.03 0.05 1.47

* AnnualizedPeriod Returns (%) 

09/2014



*  Long-term outperformance of popular benchmarks with reasonable tracking (as noted by R²)
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So…Are We Keeping Pace with the Indices?
Our financial forecasts developed in our WealthCare reports are predicated on achieving investment returns as illustrated by

globally diversified indices. Below are the primary equity asset class structures that we use to design our investment portfolios.

Their returns are compared to the benchmark of stocks that they have a high degree of correlation with (as noted by R²). In

order for our forecasts to have validity we need to at least match the indices returns in aggregate. So far so good! The

results are illustrated for the past 5 and 10 years and since inception. By example, the US Micro Cap Portfolio has

outperformed the Russell Microcap and Russell 2000 Index by 171 basis points per year since 1982. 171 basis points is equal

to 1.71% of outperformance on average per year.

Performance against Conventional Benchmarks
As of September 30, 2014

Annualized Difference (100 basis points 

equals 1.0%)

Dimensional Structured Stock Portfolio Inception Conventional Benchmark Indices Last 5 

Years

Last 10 

Years

Since 

Inception

R²

US Micro Cap Portfolio 1982 Russell Microcap and 2000 Index 245 206 171 0.98

US Small Cap Portfolio 1992 Russell 2000 Index 188 121 149 0.98

US Small Cap Value Portfolio 1993 Russell 2000 Value Index 289 149 213 0.94

US Targeted Value Portfolio 2000 Russell 2000 Value Index 313 205 265 0.95

US Large Cap Value Portfolio 1993 Russell 1000 Value Index 202 121 56 0.93

International Small Company Portfolio 1996 MSCI World ex USA Small Cap Index 56 79 310 0.97

International Small Cap Value Portfolio 1995 MSCI World ex USA Small Cap Index 12 140 400 0.94

International Value Portfolio 1994 MSCI World ex USA Index -118 31 154 0.92

Emerging Markets Small Cap Portfolio 1998 MSCI Emerging Markets Index 397 243 462 0.91

Emerging Markets Value Portfolio 1998 MSCI Emerging Markets Index -142 98 392 0.93

Emerging Markets Portfolio 1994 MSCI Emerging Markets Index 71 28 127 0.95



Developed by Robert Shiller of Yale 

University and John Campbell of Harvard 

University, the CAPE ratio seeks to provide a 

road map of stock market valuation by 

comparing current prices to average inflation-

adjusted earnings over the previous 10 

years.1 The idea is to smooth out the peaks 

and valleys of the business cycle and arrive at 

a more stable measure of corporate earning 

power. Shiller suggests that investors can 

improve their portfolio performance relative to 

a static equity allocation by overweighting 

stocks during periods of low valuation and 

underweighting stocks during periods of high 

valuation.

A CAPE-based strategy has the virtue of using 

clearly defined quantitative measures rather than 

vague assessments of investor exuberance or 

despair. From January 1926 through December 

2013, the CAPE ratio has ranged from a low of 

5.57 in June 1932 to 44.20 in December 1999, 

with an average of 17.54.

Using the CAPE ratio might appear to offer a 

sensible way to improve portfolio results by 

periodically adjusting equity exposure, and 

many financial writers have focused on this 

methodology in recent years. As an example, a 

timing newsletter publisher earlier this year 

observed, “For the S&P 500, this ratio currently 

exceeds 25.6, which is higher than what 

prevailed at 29 of the 35 tops since 1900.”2

Many investors find such an approach very 

appealing. Does it work?

The challenge of profiting from CAPE 

measures or any other quantitative indicator is 

to come up with a trading rule to identify the 

correct time to underweight or overweight 

stocks. It is not enough to know that stocks 

are above or below their long-run average 

valuation. How far above average should the 

indicator be before investors should reduce 

equity exposure? And at what point will stocks 

be sufficiently attractive for repurchase–below 

average? Average? Slightly above average? 

It may be easy to find rules that have worked 

in the past, but much more difficult to achieve 

success following the same rule in the future.

This implementation challenge appears to be the 

Achilles’ heel of timing-based strategies. A study 

in 2013 by professors at the London Business 

School applied CAPE ratios to time market entry 

and exit points. “Sadly,” they concluded, “we 

learn far less from valuation ratios about how to 

make profits in the future than about how we 

might have profited in the past.”3

As an example of the potential difficulty, 

consider the CAPE data as of year-end 1996. 

The CAPE ratio stood at 27.72, 82% above its 

long-run average of 15.23 at that point. 

Federal Reserve Chairman Alan Greenspan 

had delivered his much-discussed “irrational 

exuberance” speech just three weeks earlier. 

The last time the CAPE ratio had flirted with 

this number was October 1929; the CAPE 

was at 28.96 as stock prices were about to 

head over the cliff. It seems plausible that 

followers of the CAPE strategy would have 

been easily persuaded that investing at year-

end 1996 would be a painful experience.

The actual result was more cheerful. The next 

three years were especially rewarding, with 

total return of over 107% for the S&P 500 

Index. For the period January 1997–June 

2014, the annualized return for the S&P 500 

Index was 7.67%, compared to 2.42% for 

one-month US Treasury bills. Stock returns 

were modestly below their long-run average 

for this period, but the equity premium was 

still strongly positive.

By comparison, a timing strategy over the 

same period that was fully invested in stocks 

only during periods when the CAPE ratio was 

below its long-run average produced an 

annualized return of 3.09%. All timing 

strategies face a fundamental problem: Since 

markets have generally gone up more often 

than they have gone down in the last 90 

years, avoiding losses in a down market runs 

the risk of avoiding even heftier gains 

associated with an up market.

A successful timing strategy is the fountain of 

youth of the investment world. For decades, 

financial researchers have explored dozens of 

quantitative indicators as well as various 

measures of investor sentiment in an effort to 

discover the ones with predictive value. The 

performance record of professional money 

managers over the past 50 years offers 

compelling evidence that this effort has failed.

Despite this evidence, the potential rewards of 

successful market timing are so great that each 

new generation sees a fresh group of market 

participants eager to try. Searching for the key 

to outwitting other investors may be fun for 

those with a sense of adventure and time on 

their hands. For those seeking the highest 

probability of a successful investment 

experience, maintaining a consistent allocation 

strategy is likely to be the sounder choice.

CAPE Fear: Valuation Ratios 

and Market Timing
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As broad market indices such as the S&P 500 have set new record highs in recent weeks, many investors have become apprehensive. They fear another

major decline is likely to occur and are eager to find strategies that promise to avoid the pain of an extended downturn while preserving the opportunity to

profit in up markets. One approach that has attracted considerable attention in recent years is adjusting investments based on the CAPE ratio–the Cyclically

Adjusted Price / Earnings ratio.


