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The best way to predict the future…is to create it!
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The purpose of our quarterly letters From the Engine Room is to provide wisdom regarding wealth management in an otherwise world of unlimited and unfiltered

information that can be confusing, stressful, and detrimental to ones’ financial health. I’ve often said that the investing part of wealth management should be as

exciting as watching paint dry, but this past market quarter awoke the amygdala in the brain and got the presses running in overdrive. I encourage you to not miss

our back page article on what to do after a stock market correction.

Being in the wealth management industry for almost 35 years now and also being a student of investment history, I’ve accepted and even embraced volatility as an

aspect of my profession. Most of us come into this world without instructions, and it takes decades at best to know how to operate our lives and navigate this

planet. Life is change…and there’s lots of paths to choose from. Even Apollo spacecraft had to make thousands of course corrections in its journey to the moon.

We live in an activity stimulated world and the puppeteer of that activity knows that it can profit by striking those emotions of fear and greed that reside in the

body. I see through the avalanche of deception and remain centered in my approach to only worry about those things I can control. I worry not about the rest, but

stress test for black swans of possibilities. I was educated in marketing and have learned on the job behavioral finance. I know how Wall Street and Insurance

Street manufactures its products and I’ve learned the art of centeredness through meditation and prayer. I surround myself with smart people from various

disciplines of specialty with utmost integrity. You see, I don’t need to know everything…and I like it that way. I just need to know what questions to ask.

Even though there are more good things that happen in one day on this planet than could be reported over a lifetime, in order to sell newspapers and TV time,

negativity is the drawing card. In order to sell life insurance and annuities Insurance Street must sell guarantees then hide the fat profits and misplaced coverages

not being disclosed, behind the curtain of confusion. Wall Street also preys on the effects of dopamine and your fear gland. They promise stock market-like

returns without stock market-like risks. They offer a warehouse overstocked in market timing strategies, tactical strategies, absolute return strategies, active

management strategies, Armageddon strategies, and on and on. And through the mysterious world of hedge funds you can get both your Ivy League special

returns and your Principal Protection guarantees. Just tell them what you need…whether it’s income or growth, they have the medication for you. They are not

advisors…BUT they are great order takers! I know…I am inundated with their emails, calls, and visits every day.

Most institutions, governments, and purveyors of products and services want to control your thoughts. I say…always stay inquisitive. Drug companies want you

to believe that the drug masking the symptoms is curing the cause. The purchase of the newest weight loss program will have you slim forever more. Former

politician, Ron Paul, will tell you how the human race is about to economically destroy itself, but has a solution for you to not only avoid this pitfall BUT actually

profit from it! Our military machine wants you to believe that every country is your enemy and our federal government wants to control most every aspect of your

life. In spite of these anchors to control, freedom is your birthright and it is possible live in this world when you take your dark glasses off. This path of freedom

can be realized through the application of conscious choices. You are the co-creator of your destiny. And you are in control.

Hiding In the Noise of Information

“Giving brings wealth, a good world comes from ethics:
Patience brings beauty, eminence comes from effort.

Concentration brings peace, and from wisdom comes freedom;
Compassion achieves everything we all wish for.”

from String of Precious Jewels, by Nagarjuna

3



I will share with you just one example of what I believe should have been a headlining world event that was swept under the rug to the noise of negativity and

pessimism. A story, that had we placed it on center stage, would have revealed and encouraged further, the possibilities of parties coming together for economic

and geopolitical development that are currently demonized. So I will ask you…are you familiar with the name Jinping?

Xi Jinping happens to be the President of China who recently visited the US shortly after the Pope. Although he made a visit to DC, he didn’t catch many

headlines…on the east coast anyway. You see, there isn’t much good written about China here in the states. CNN shows videos of military marches in Beijing,

empty real estate buildings, pollution throughout the country, and reports of cyber espionage. Essentially, they ARE the enemy and even House Speaker John

Boehner renounced his visit here. Separation, isolation, and us versus them mentality is not a good strategy for turning enemies into comrades. Boehner even

went so far as to make his announcement to resign as Speaker and end his career in politics during Jinping’s speech at the White House.

So why do I embrace Xi Jinping’s visit. For the same reason Warren Buffet does. We are all on this planet together. And we are getting closer to each other every

day. Old ways of conducting human relations must change. Old problems cannot be solved at the same level of consciousness in which they were created.

Fortunately, Jinping is the one stepping out and extending a hand. If you’ll read the Fact Sheet released by the White House, you’ll see that a wide range of topics

were addressed…from global peacekeeping to ocean conservation, to public health security and humanitarian assistance, to military relations, to cybersecurity, and

people to people exchange to name just a few. Some of these topics were only noted and passed for future considerations while others had significant and positive

developments, as in the area of military operations and communications.

Just as importantly as matters of government relations, capitalism was of great emphasis on his trip. Prior to his visit to Washington, Jinping attended the two-day

annual US –China Internet Industry Forum held in Redmond, Washington…home of Microsoft. In attendance, were dozens of CEO’s from both China and the US to

engage in the conversations of collaborative ventures and sharing of markets. I will simply list a few of the US companies represented by their CEO’s and you be the

judge of the value of this meeting of minds: General Motors, Amazon, Berkshire Hathaway, Cisco Systems, Apple, Honeywell, Walt Disney, DuPont, Dow Chemical,

Microsoft, Boeing, Hyatt Hotels, IBM, and Starbucks. China had an equally impressive list of corporations that attended and also represented by their CEO’s and

not just management representatives. New partnerships were announced even before the conference had concluded. Afterwards, Bill Gates (Microsoft founder,

humanitarian, and executor to Warren Buffet’s charities) hosted dinner to President Xi Jinping.

“Choice of attention…is to the inner life what choice of action is to the outer.
In both cases, a man is responsible for his choices and must 

accept the consequences, whatever they may be.”
W. H. Auden
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From very humble beginnings, Xi Jinping is dedicated to continue bringing China’s 1.3 billion people to the modern era. While here, his speeches addressed

moving forward in mutual cooperation in the areas of economic advancement, energy efficiency, environment, and global peace and prosperity. He hopes to

double the per capita income level of the Chinese people by 2020. In order to accomplish these goals, he realizes that China must have open markets credible to

the world. He expressed support in non-governmental agencies operating lawfully in China, working to combat cyberattacks and terrorism, and joint ventures

with the international community of businesses. And he emphasizes that it shall be a democratic, culturally advanced, and harmonious modern socialist country.

You can be skeptical of his intentions, you can deny the potential benefits of this visit, but you can’t deny that America’s top minds and corporate heads see great

value in embracing human development and relations with the world’s second largest and still expanding economy and the largest population of people in any

one country. And that energy alone…gives hope for a better tomorrow.

PS…Market Observations. For the quarter just ended, global investment markets reacted to concerns over the strength of China’s economy, the sudden decline in

commodity prices, the lack of follow through by the US Federal Reserve to increase short term interest rates, and the displacement of millions of Syrian refugees.

Markets react to fear of the unknown, and its reactions are now exacerbated with algorithmic trading platforms built after the Great Financial Collapse of 2008

and 2009. It was common to see both 3.5% daily declines and gains on light economic information this past quarter. It seems to be a repeat of the 10% decline

in a two week period about this time last year. Now, more than ever before, it is imperative that a “goal oriented” buy hold and rebalance to target weightings

strategy be employed for the management of wealth. The short term movements in and out of stock markets, bond markets, and cash markets creates

unnecessary taxation, trading costs, and cost to the growth of wealth. I can assuredly say, that the long term strategic evidence-based investor is unaffected by all

of this chaotic out guessing of market movements…and actually is advantaged by it. I can also empathize with the unwashed, to whom it must look and feel very

terrifying.

The total capitalization of stock markets tracked by the World Federation of Exchanges (WEF) was more than $66 trillion as of July 2015. More than 40,000

business entities were listed on the WEF member exchanges with total electronic turnover year to date at $68 trillion from 14 trillion trades.

The bond market is even bigger than the equity market. According to the Bank of International Settlements, there was $81 trillion in debt securities on issue by

governments, financial, and non-financial corporations as of December 31, 2014.

I still see the US, International developed, and Emerging stock markets priced at or below their long term fundamental trading values (ie..earnings, dividend

payouts, cash on hand, debt ratios, etc.). And I still see global bond and cash markets at historic overvalued prices. This means they are still providing interest

yields at near historical lows. If the 10 year US treasury bond yielding 2.00% were expressed in terms of a PE ratio, it would be trading at 50 times earnings

with almost no chance for PE expansion! And while there are both negative and positive data points on the charts of world economic health…On balance, the

world economies continue in a slow but improving growth pattern. I look forward to sharing my 70 plus pages of economic metrics and statistics should we visit

this quarter.

“The notion that if one takes a slice of the economic pie there is less to go around is 
false!  I ask where did the pie first come from?  Then go to make another pie!”

TLB
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PSS…I kidded someone this quarter that I’d love for all of our clients to experience a $1,400,000 average decline in their global stock portfolios every year! That

would mean that each client would have a stock portfolio value of about $10,000,000. And yes…that represents a 14% decline. And NO…I’m not crazy, mean, or

being imprudent as a fiduciary and wealth manager. I’m just being real. You see, this is the average annual intra year decline that the investor in publicly traded

global stocks must endure to enjoy the returns needed to support a lifetime goal oriented plan. One that will pay for college educations and weddings,

retirement homes, traveling the world, fund life’s unexpected financial contingencies, and provide for a 30 plus year retirement that will keep pace with

inflation. There is NO getting around this temporary yet sometimes unnerving ritual. Embrace it!

I am in gratitude each day of you allowing Timonier to be a part of this journey with you. Know that we are accountable as your fiduciaries. And our

collaborative team of advisors look forward to assisting you in making conscious choices for this one great life you deserve to live. Please contact us any time, if

we haven't contacted you first.

Namaste’,

Tim L. Baker, CIMA, GFS

“Every generation has perceived the limits to growth that finite resources and undesirable side effects would 
pose if no new recipes or ideas were discovered.  And every generation has underestimated the potential for 
finding new recipes and ideas. We consistently fail to grasp how many ideas remain to be discovered.”

Paul Romer, economist at NYU
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US Stock

Market

Global

Real Estate

International 

Developed 

Stocks
US Bond 

Market

Global

Bond

Market 

ex US

-7.25% -10.57% -0.54% +1.23%

Emerging 

Markets

Stocks

BONDSSTOCKS

-17.90%

Market Summary

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 1995–2015, all rights reserved. MSCI data © MSCI 2015, all rights reserved. Barclays data provided by Barclays Bank PLC. Citigroup bond 

indices © 2014 by Citigroup. 

Third Quarter 2015 Index Returns

+2.01%

“No panic…no sell.  No sell…no lose.”
Nick Murray, Investment Advisor - Author
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World Stock Market Performance

Graph Source: MSCI ACWI Index. MSCI data © MSCI 2015, 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. 

MSCI All Country World Index with selected headlines from Q3 2015

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

events from a long-term perspective and avoid making investment decisions based solely on the news.
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“China Accelerates 

Efforts to Stem Selloff”

“Iran, World Powers 

Reach Nuclear Deal”

“US and Cuba Set to Formally 

Reestablish Diplomatic Relations”

“Existing Home Sales Surge, 

Prices Hit Record”

“US Economy Picks Up, 

but Stays in Its Rut”

“US Oil Prices Fall to 

Six-Year Low”

“Eurozone Economic 

Growth Slows”

“US Consumer Prices Rise 

for Sixth Straight Month”

“US 10-Year Note 

Closes Below 2%”

“Consumers Take on 

More Debt, Signaling 

Confidence in Economy”

“Janet Yellen 

Expects Interest Rate 

Increase This Year”

“US Second Quarter 

GDP Grows 3.9%”

“Russia Begins 

Air Strikes in Syria”

“Global Markets to Log 

Worst Quarter since 2011”
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World Asset Classes

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 1995–2015, all rights reserved. MSCI data © MSCI 2015, all rights reserved. Dow Jones data (formerly Dow 

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

Looking at broad market indices, the US equity market outperformed both developed ex US and emerging markets during the third quarter. 

US REITs recorded the highest returns, outperforming equity markets.  

The value effect was negative in the US, developed ex US, and emerging markets. Small caps outperformed large caps in the non-US 

and emerging markets but underperformed in the US. The US dollar appreciated against most currencies. 

Third Quarter 2015 Index Returns
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1.23

0.00
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-6.44

-8.03

-8.39

-10.57

-10.73

-11.92

-12.05

-16.67

-17.90

-19.15

Dow Jones US Select REIT Index

Barclays US Aggregate Bond Index

One-Month US Treasury Bills

S&P Global ex US REIT Index (net div.)

S&P 500 Index

MSCI World ex USA Small Cap Index (net div.)

Russell 1000 Value Index

MSCI World ex USA Index (net div.)

Russell 2000 Value Index

Russell 2000 Index

MSCI World ex USA Value Index (net div.)

MSCI Emerging Markets Small Cap Index (net div.)

MSCI Emerging Markets Index (net div.)

MSCI Emerging Markets Value Index (net div.)
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-5.29

-6.44

-7.25

-8.39

-10.73

-11.92

-13.06

Large Cap Growth

Large Cap

Marketwide

Large Cap Value

Small Cap Value

Small Cap

Small Cap Growth

Ranked Returns for the Quarter (%)

US Stocks
Third Quarter 2015 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 1995–2015, all rights reserved. The S&P data are provided by Standard & Poor's Index 

Services Group. 

The US equity market recorded negative performance 

for the third quarter.  

Small caps underperformed large caps.

Value stocks underperformed growth stocks among 

marketwide indices. However, in small caps, the effect 

was reversed with small cap value outperforming small 

cap growth.

53%
US Market 
$21.0 trillion

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

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

Marketwide -5.45 -0.05 12.53 13.28 6.92

Large Cap -5.29 -0.61 12.40 13.34 6.80

Large Cap Value -8.96 -4.42 11.59 12.29 5.71

Large Cap Growth -1.54 3.17 13.61 14.47 8.09

Small Cap -7.73 1.25 11.02 11.73 6.55

Small Cap Value -10.06 -1.60 9.18 10.17 5.35

Small Cap Growth -5.47 4.04 12.85 13.26 7.67
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International Developed Stocks
Third Quarter 2015 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 2015, all rights reserved. 

Developed markets outside the US underperformed the 

US equity market but outperformed emerging markets 

indices in US dollar terms.  

Small caps outperformed large caps.  

Value underperformed growth indices across 

all size ranges. 

-12.05

-10.57

-9.11

-8.03

-10.40

-8.89

-7.41

-6.46

Value

Large Cap

Growth

Small Cap

Ranked Returns (%) Local currency US currency

37%
International 
Developed 
Market 
$14.7 trillion

World Market Capitalization—International Developed * Annualized

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

Large Cap -6.69 -10.14 4.60 3.42 2.92

Small Cap -0.34 -3.71 7.48 5.74 4.23

Value -9.65 -14.32 3.56 2.61 2.12

Growth -3.75 -5.88 5.59 4.18 3.65

Period Returns (%) 
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Emerging Markets Stocks
Third Quarter 2015 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 2015, all rights reserved. 

Emerging markets indices underperformed developed 

markets indices (including the US) in US dollar terms 

during the third quarter.  

Small cap indices outperformed  large cap indices. 

Value underperformed growth indices across all size 

ranges.    

-11.74

-10.76

-12.10

-13.47

-16.67

-16.69

-17.90

-19.15

Small

Growth

Large Cap

Value

Ranked Returns (%) Local currency US currency

10%
Emerging 
Markets
$3.8 trillion 

World Market Capitalization—Emerging Markets * Annualized

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

Large Cap -15.48 -19.28 -5.27 -3.58 4.27

Small Cap -9.80 -15.23 -1.09 -2.43 6.72

Value -17.38 -22.70 -7.66 -5.09 4.12

Growth -13.63 -15.89 -2.95 -2.12 4.35

Period Returns (%) 
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-3.10

-5.51

-5.96

-6.81

-9.62

-10.14

-11.40

-11.45

-11.90

-13.44

-14.83

-15.28

-16.59

-17.08

-18.01

-18.45

-19.95

-21.26

-23.28

-23.76

-24.88

-26.20

-33.66

Hungary

Czech Republic

India

Qatar

Poland

UAE

Philippines

Mexico

Korea

Chile

Russia

Egypt

Taiwan

Thailand

Malaysia

South Africa

Turkey

Peru

China

Colombia

Indonesia

Greece

Brazil

Ranked Emerging Markets Returns (%)

-1.12

-1.86

-4.17

-5.43

-6.30

-6.36

-6.60

-6.97

-7.12

-7.25

-7.38

-7.46

-8.77

-9.31

-9.58

-9.97

-11.06

-11.24

-14.92

-14.98

-16.54

-16.93

-18.79

Ireland

Denmark

Italy

Israel

France

Finland

Austria

Switzerland

Sweden

US

Belgium

New Zealand

Netherlands

Portugal

UK

Germany

Japan

Spain

Canada

Australia

Norway

Hong Kong

Singapore

Ranked Developed Markets Returns (%)

Select Country Performance

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 2015, all rights reserved. Russell data © Russell Investment Group 1995–2015, all rights reserved. UAE and Qatar have been reclassified as emerging markets by MSCI, effective May 2014.

Ireland again recorded the highest country performance in developed markets and Singapore and Hong Kong the lowest for the third quarter. 

In emerging markets, Hungary and the Czech Republic posted the highest returns, while China’s equity performance dominated news 

headlines as its market recorded one of the lowest country returns. 

Third Quarter 2015 Index Returns
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Real Estate Investment Trusts (REITs)
Third Quarter 2015 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 Index Services Group © 2014. 

US REITs were one of the best-performing asset 

classes during the third quarter, outperforming equities. 

Although REITs outside the US produced negative 

absolute returns, global REITs outside the US 

outperformed broad market equity indices.  

59%
US 
$565 billion
96 REITs

41%
World ex US 
$392 billion
243 REITs
(22 other 
countries)

Total Value of REIT Stocks

-4.29

3.09

Global REITs (ex US)

US REITs

Ranked Returns (%)

Period Returns (%) * Annualized

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

   US REITs -2.84 11.82 9.92 12.31 6.69

   Global REITs (ex US) -5.30 -2.47 4.53 6.64 3.11
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Commodities
Third Quarter 2015 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 were broadly negative during the 

third quarter. The Bloomberg Commodity Index Total 

Return fell 14.47%. The energy complex led the decline 

with WTI crude oil dropping 27.39% and natural gas 

shedding 15.03%.

Grains also posted negative returns; Chicago wheat 

lost 17.54%, while soybeans dropped 14%.

Livestock was mixed with lean hogs up 13.42% and 

live cattle falling 14.59%.

Asset Class YTD Q3 1 Year 3 Years** 5 Years** 10 Years**

Commodities -15.80 -14.47 -25.99 -16.02 -8.89 -5.67

Period Returns (%) * Annualized

-27.39

-26.30

-20.51

-19.77

-19.75

-17.54

-16.02

-15.03

-14.59

-14.00

-13.47

-11.00

-10.76

-10.74

-10.52

-8.31

-7.13

-5.02

-4.40

13.42

WTI Crude Oil

Brent Oil

Heating Oil

Unleaded Gas

Soybean Oil

Wheat

Zinc

Natural Gas

Live Cattle

Soybean

Nickel

Cotton

Corn

Copper

Coffee

Aluminum

Silver

Gold

Sugar

Lean Hogs

Ranked Returns for Individual Commodities (%)
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2.04

3.71

2.65

3.55

10-Year US
Treasury

State and
Local

Municipals

AAA-AA
Corporates

A-BBB
Corporates

Bond Yields across Issuers

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 2015 Index Returns

Interest rates across the US fixed 

income markets generally decreased 

during the third quarter. The yield on 

the 5-year Treasury note dropped 25 

basis points to end the period at 

1.38%. The yield on the 10-year 

Treasury note decreased 27 basis 

points to end the quarter at 2.06%. 

The 30-year Treasury bond fell 22 

basis points to finish with a yield of 

2.88%. Yields on the short end of the 

curve were relatively unchanged. 

Short-term corporate bonds returned 

0.30%, while intermediate-term 

corporate bonds returned 0.71%.

Short-term municipal bonds 

returned 0.74%, while intermediate-

term municipal bonds returned 

1.68%. Municipal general obligation 

and revenue bonds experienced 

similar returns.

Period Returns (%) 

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

BofA Merrill Lynch Three-Month US Treasury Bill Index 0.02 0.02 0.06 0.08 1.33

BofA Merrill Lynch 1-Year US Treasury Note Index 0.32 0.25 0.27 0.33 1.88

Citigroup WGBI 1−5 Years (hedged to USD) 1.09 1.57 1.34 1.50 2.97

Barclays Long US Government Bond Index 0.22 8.62 2.78 6.18 6.92

Barclays US Aggregate Bond Index 1.13 2.94 1.71 3.10 4.64

Barclays US Corporate High Yield Index -2.45 -3.43 3.51 6.15 7.25

Barclays Municipal Bond Index 1.77 3.16 2.88 4.14 4.64

Barclays US TIPS Index -0.80 -0.83 -1.83 2.55 4.02

* Annualized
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Growth of Wealth: The Relationship between Risk and Return

Stock/Bond Mix

Global Diversification
Third Quarter 2015 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 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 2015, 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.

-9.34

-7.03

-4.71

-2.36

0.00

100% Stocks

75/25

50/50

25/75

100% Treasury Bills

Ranked Returns (%) for the 3rd Quarter

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

100% Stocks -6.65 -6.16 7.52 7.39 5.14

75/25 -4.93 -4.55 5.69 5.67 4.12

50/50 -3.24 -2.98 3.82 3.85 2.92

25/75 -1.60 -1.47 1.93 1.96 1.54

100% Treasury Bills 0.00 0.00 0.00 0.00 0.01

* AnnualizedPeriod Returns (%) 

9/2015

100% Stocks

75/25

50/50   

25/75

100% Treasury Bills
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*  Long-term outperformance of popular benchmarks with reasonable tracking (as noted by R²)

So…Are We Keeping Pace with the Indices?
Our financial forecasts developed in our MasterPlan 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 167 basis points per year since 1982. 167 basis points is equal

to 1.67% of outperformance on average per year.

Performance against Conventional Benchmarks
As of September 30, 2015

Annualized difference (100 bps 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 97 171 167 0.93

US Small Cap Portfolio 1992 Russell 2000 Index 170 113 147 0.98

US Small Cap Value Portfolio 1993 Russell 2000 Value Index 209 87 193 0.94

US Targeted Value Portfolio 2000 Russell 2000 Value Index 213 142 229 0.95

US Large Cap Value Portfolio 1993 Russell 1000 Value Index 132 57 47 0.93

International Small Company Portfolio 1996 MSCI World ex USA Small Cap Index 51 108 92 0.96

International Small Cap Value Portfolio 1995 MSCI World ex USA Small Cap Index 164 126 188 0.93

International Value Portfolio 1994 MSCI World ex USA Index -174 -25 125 0.92

Emerging Markets Small Cap Portfolio 1998 MSCI Emerging Markets Index 220 355 486 0.89

Emerging Markets Value Portfolio 1998 MSCI Emerging Markets Index -263 26 359 0.92

Emerging Markets Portfolio 1994 MSCI Emerging Markets Index 66 51 142 0.94
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Stock prices in markets around the world

fluctuated dramatically for the week ended

August 27. On Monday, August 24, the Dow

Jones Industrial Average fell 1,089 points—

a larger drop than the “Flash Crash” in May

2010—before rallying to close down 588. Prices

fell further on Tuesday before recovering sharply

on Wednesday, Thursday, and Friday. Although

the S&P 500 and Dow Jones Industrial Average

rose 0.9% and 1.1%, respectively, for the week,

many investors found the dramatic day-to-day

fluctuations unsettling.

Based on closing prices, the S&P 500 Index

declined 12.35% from its record high of 2130.82

on May 21 through August 24. Financial

professionals generally describe any decline of

10% or more from a previous peak as a

“correction,” although for many it is unclear what

investors should do with this information. Should

they seek to protect themselves from further

declines by selling, or should they consider it an

opportunity to purchase stocks at more favorable

prices?

Based on S&P 500 data, stock prices have

declined 10% or more on 28 occasions between

January 1926 and June 2015. Obviously, every

decline of 20% or 30% or 40% began with a

decline of 10%. As a result, some investors

believe that avoiding large losses can be

accomplished easily by eliminating equity

exposure entirely once the 10% threshold

has been breached.

Market timing is a seductive strategy. If we could

sell stocks prior to a substantial decline and hold

cash instead, our long-run returns could be

exponentially higher. But successful market

timing is a two-step process: determining when to

sell stocks and when to buy them back. Avoiding

short-term losses runs the risk of avoiding even

larger long-term gains. Regardless of whether

stock prices have advanced 10% or declined 10%

from a previous level, they always reflect (1) the

collective assessment of the future by millions of

market participants and (2) the expectation that

equities in both the US and markets around the

world have positive expected returns.

Our research shows that US stocks have typically

delivered above-average returns over one, three,

and five years following consecutive negative

return days resulting in a 10% or more decline.

Results from non-US markets are similar.

Contrary to the beliefs of some investors,

dramatic changes in security prices are not a

sign that the financial system is broken but

rather what we would expect to see if markets

are working properly.

The world is an uncertain and ever changing

place. The role of securities markets is to reflect

new developments—both positive and negative—

in security prices as quickly as possible.

Investors who accept dramatic price fluctuations

as a characteristic of liquid markets may have

a distinct advantage over those who are easily

frightened or confused by day-to-day events

and may be more likely to achieve long-run

investing success. And they do so with less

stress!
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