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Markets Update: A Quarter in Review SECOND QUARTER 2015

In unfamiliar fashion, bonds ended the quarter in 
negative territory while stocks posted very modest 
gains. The period came to a close on a sour note 
with the dramatic re-escalation of the Greek crisis. 
In addition to the uncertainty surrounding Greece 
and the European Union (EU), a slowing China and 
the impending rate hike here in the US also made 
headlines. If history serves as any guide, these events 
should continue to be with us for the foreseeable future. 

BONDS

Bond yields rose (therefore prices dropped) across 
most major bond markets. The increase in yields was 
accompanied by heightened volatility, driven largely 
by expectations that the Fed will finally be raising 
interest rates in the US and stronger economic data in 
the Eurozone. Yields on 10-year US Treasuries went 
from 1.92% to 2.35% and the broad based Barclays 
US Aggregate index was down -0.14% for the quarter. 
Short-term, high quality government and corporate bonds 
were essentially flat with a return of 0.01% as investors 
supported the prices of these safer assets. Municipal 
bonds also experienced selling pressure due to the 
aforementioned drivers and dropped -0.64%. 

STOCKS

Global equities ended the quarter with very modest gains. 
Prior to the Greek crisis re-emerging there were a few 
areas of relative strength. Developed equity markets were 
trending between the 2-4% level and emerging markets 
were fairing even better. However, the last week of the 
quarter took much of that away. At the end of the period, 
US stocks were up a mere 0.15%, international developed 
stocks managed to earn 0.70% and emerging market 
stocks returned 0.82%. Small caps in developed equity 
markets outperformed and value (i.e. cheaper) stocks 
underperformed. In emerging markets, both small and value 
stocks managed to outperform the broader benchmark. The 
clear standout to the downside were Real Estate Investment 
Trusts (REITs). Collectively, global REITs declined -7.65%. 
Here in the US, that number was even worse at -10.35%. 
REITs have had an exceptional run over the last 5 years so 
this drop is not all that surprising, especially since interests 
rates (one of the drivers of REIT performance) do appear to 
be on the rise in the not so distant future. 

ECONOMY

Global economic growth remains lackluster. Commodity 
prices have largely stabilized, removing one item of 
uncertainty from the equation, but there is plenty of 
uncertainty to go around – the situation in Greece, rising 
interests rates in the US and the impact that will have on 

global growth, weak consumer demand, etc. In the US, 
first quarter GDP growth was revised downward to a 
negative rate of -0.2%. As we have seen in years past, 
economists attribute the weakness to the severe weather 
experienced in much of the country throughout the winter 
months. This analysis appears to be correct as most 
of the data released since has pointed to a rebound 
back to the trend we have been experiencing, though 
the trajectory is still muted. Across the Atlantic, the EU’s 
Quantitative Easing (QE) program built on gains from the 
first quarter and continued to generate favorable results. 
However, that positive data does not diminish the fact 
that Greece defaulted on debt owed to the International 
Monetary Fund (IMF). The risks surrounding the situation 
in the EU are very real. Exactly what the outcome will 
be and its impact on the economic bloc and the world 
at large is unknown. Elsewhere, China attempted to 
stimulate their economy yet again to reverse weakening 
economic data and mitigate pains associated with 
the continued transition to a more consumer oriented 
economy. Their economic balancing act continues to 
wobble but stay upright and the country is gaining much 
more influence on the global stage. Nearby in Japan, 
data was also mixed but key metrics are pointing to 
positive wage growth and a return to low inflation. 
As a result of this global backdrop, many economic 
forecasters have lowered global growth projections but 
still expect to see positive numbers for the year.
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Timeline of Events: A Quarter in Review

MSCI All Country World Index with Selected Headlines from Q2 2015 

APRIL MAY JUNE180

190

200

210

“European Stocks  
Set New Record”

 
“Eurozone GDP Growth 
Accelerates, Boosted  
by France, Italy” 

“Home Building Surges to  
Best Pace since 2007” 

“Economists See Bright 
Consumer Outlook” 

“China’s Economy  
Hits Slowest Growth  
since 2009” 

“Nasdaq Composite,  
S&P 500 Close  
at New Highs” 

“Fed Flags Slow Pace 
for Rate Hikes” 

“Eurozone Finance Ministers 
Reject Greek Request for  
One-Month Bailout Extension” 

“US Jobless Claims  
Fall to Lowest Level  
in 15 Years”

“US Economy  
Contracted 0.7%  
in First Quarter” 

“Oil Prices Gain in 
Second Quarter” 

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. Returns in US dollars. 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.
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Markets Summary: Second 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: Global Stocks (MSCI All Country World Index), US Stock Market (Russell 3000 Index), International Developed Stocks (MSCI World ex USA Index [gross div.]), Emerging 
Markets (MSCI Emerging Markets Index [gross div.]), Global Real Estate (S&P Global REIT Index), Short-term US Bonds (BofA Merrill Lynch 1-5 Year US Corporate And Govt Index), and Global Bonds (Barclays Global 
Aggregate Bond Index [hedged]). Russell data © Russell Investment Group 1995–2015, all rights reserved. MSCI data copyright MSCI 2015, all rights reserved. Barclays data provided by Barclays Bank PLC. BofA 
Merrill Lynch data provided by Bank of America Corp, all rights reserved © 2015.
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Beyond the Quarter: Survey of Long Term Performance AS OF JUNE 30, 2015

INDEX 5 Years % 10 Years % 20 Years % Since Inception % Inception Date

Global Stocks

MSCI All Country World Index (gross div.) 12.52 6.97 7.14 7.81 JAN 1988

US Stocks  

Russell 3000 Index 17.54 8.15 9.10 11.90 JAN 1979

International Stocks

MSCI World ex USA Index (gross div.) 9.48 5.66 5.79 9.73 JAN 1970

MSCI Emerging Markets Index (gross div.) 4.03 8.46 6.35 11.46 JAN 1988

Global Real Estate Investment Trust Stocks  

S&P Global REIT Index (gross div.) 13.79 6.01 10.24 9.09 JULY 1989

Bonds

BofA Merrill Lynch 1-5 Year US Corporate and Govt Index 1.91 3.39 4.57 5.63 MAY 1986

Barclays Global Aggregate Bond Index (USD Hedged) 3.71 4.28 5.75 6.29 JAN 1990

Inflation

US Consumer Price Index 1.73 2.04 2.25 2.94 JAN 1926

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: Global Stocks (MSCI All Country World Index), US Stock Market (Russell 3000 Index), International Developed Stocks (MSCI World ex USA Index [gross div.]), Emerging 
Markets (MSCI Emerging Markets Index [gross div.]), Global Real Estate (S&P Global REIT Index), Short-term US Bonds (BofA Merrill Lynch 1-5 Year US Corporate And Govt Index), and Global Bonds (Barclays Global 
Aggregate Bond Index [hedged]). Russell data © Russell Investment Group 1995–2015, all rights reserved. MSCI data copyright MSCI 2015, all rights reserved. Barclays data provided by Barclays Bank PLC. BofA 
Merrill Lynch data provided by Bank of America Corp, all rights reserved © 2015.
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Gravel Road Investing

Owners of all-purpose motor vehicles often 
appreciate their cars most when they leave smooth 
city freeways for rough gravel country roads. 
Highly diversified portfolios can provide similar 
reassurance.

In blue skies and open highways, flimsy city sedans 
might cruise along just as well as sturdier sports utility 
vehicles. But the real test occurs when the road and 
weather conditions deteriorate.

That’s why people who travel through different terrains 
often invest in a SUV that can accommodate a range 
of environments, but without sacrificing too much in 
fuel economy, efficiency, and performance.

Structuring an appropriate portfolio involves similar 
decisions. You need an allocation that can withstand 
a range of investment climates while being mindful of 
fees and taxes.

When certain sectors or stocks are performing 
strongly, it can be tempting to chase returns in one 
area. But if the underlying conditions deteriorate, 
you can end up like a motorist with a flat on a desert 
road without a spare.

Likewise, when the market performs badly, the 
temptation might be to hunker down completely. But if 

the investment skies brighten and the roads improve, 
you can risk missing out on better returns elsewhere.

One common solution is to shift strategies according 
to the climate. But this is a tough, and potentially 
costly, challenge. It is the equivalent of keeping 
two cars in the garage when you only need one. 
You’re paying double the insurance, registration, and 
upkeep costs.

An alternative is to build a single diversified portfolio. 
That means spreading risk in a way that helps your 
portfolio capture what global markets have to offer 
while reducing unnecessary risks. In any one period, 
some parts of the portfolio will do well. Others will 
do poorly. You can’t predict which. But that is the 
point of diversification.

It is important to remember that you can never 
completely remove risk in any investment. Even a well-
diversified portfolio is not bulletproof. We saw that in 
2008–09, when there were broad losses in markets. 
But you can still work to minimize risks you don’t need 
to take. These include unduly exposing your portfolio 
to the influences of individual stocks, sectors, or 
countries—or relying on the luck of the draw.

An example is those people who made big bets 
on technology stocks in the late 1990s. These 

concentrated bets might pay off for a little while, but 
it is hard to build a consistent strategy out of them. 
And those fads aren’t free. It’s hard to get your timing 
right, and it can be costly if you’re buying and selling 
in a hurry.

By contrast, owning a diversified portfolio is like 
having an all-weather, all-roads, fuel-efficient vehicle 
in your garage. This way you’re smoothing out 
some of the bumps in the road and taking out the 
guesswork.

Because you can never be sure which markets will 
outperform from year to year, diversification can help 
increase the consistency of the outcomes and help 
you capture what the global markets have to offer. 
Add discipline and efficient implementation to the 
mix, and you may get a structured low-cost, tax-
efficient solution.

Just as expert engineers can design fuel-efficient 
vehicles for all conditions, we construct globally 
diversified portfolios to help you capture what the 
markets offer in an efficient way while reducing the 
influence of random forces.

There will be rough roads ahead, for sure. But with 
the right investment strategy, the ride can be a more 
comfortable one.
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Adapted from “Gravel Road Investing” by Jim Parker, Outside the Flags column on Dimensional’s website, May 2015. Dimensional Fund Advisors LP (“Dimensional”) is an investment advisor registered with the 
Securities and Exchange Commission. Diversification does not eliminate the risk of market loss. There is no guarantee investment strategies will be successful. Past performance is no guarantee of future results. 
All expressions of opinion are subject to change without notice in reaction to shifting market conditions. This content is provided for informational purposes, and it is not to be construed as an offer, solicitation, 
recommendation, or endorsement of any particular security, products, or services.
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