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Markets Update: A Quarter in Review SECOND QUARTER 2017

Investors have enjoyed a period of calm markets with 
stocks and bonds providing positive returns without 
much volatility. Through all of the uncertainty and risks in 
the market, it has been uncharacteristically quiet. Over 
the past year, we have been confronted with the threat 
of war, terrorist attacks, Brexit, scandals in Washington 
D.C, and corporate scandals. These events typically 
trigger fear and volatility, but the markets have shrugged 
it off. It has been over 250 days since the last 5% fall in 
the S&P 500 index. The Federal Reserve has played a 
major role in this anomaly. The capital markets have been 
supported for years through unprecedented quantitative 
easing – providing ample liquidity and cheap financing 
through low interest rates. Things are beginning to 
change as the Federal Reserve starts to normalize interest 
rates. What are the ramifications of eight years of zero 
interest rate policy? How will the Federal Reserve unwind 
their balance sheet? The outcome of this is impossible to 
predict, but what we can expect is for this low volatility 
backdrop we have enjoyed to not continue as the market 
adjusts to this new environment. Volatility in the market is 
normal and creates opportunities for investors. Warren 
Buffet said it well, “Look at market fluctuations as your 
friend.” It is a sign of a healthy and functioning market.

BONDS 

The Federal Reserve continued its plan to normalize 
monetary policy by raising interest rates by 25bps in June, 
reaffirming their view that the U.S. economy is healthy. 
This is the fourth rate hike in this tightening cycle, taking 
the federal funds rate to 1-1.25%. The Federal Reserve 
amassed a $4.5T portfolio through quantitative easing, 
whereby the central bank would purchase bonds from the 
market to lower interest rates and increase money supply. 
As another sign of confidence in the economy, the central 
bank announced details on how they would reduce their 
$4.5T portfolio over time and would no longer purchase 
bonds as securities mature. We don’t know when this 
program will begin, but Janet Yellen, the Federal Reserve 
Chair, suggested it would occur later this year. Despite 
the rate hike and announced plans to wind down their 
balance sheet, the bond markets were positive for the 
quarter. The U.S. bond market returned 1.45% while 
global bonds returned 0.60%. We expect the actions 
taken by the central bank to push bond yields higher and 
will continue to closely monitor how the bond markets 
react to this new environment. We will remain flexible in 
our approach to investing in fixed income and continue to 
own both short and intermediate bonds. 

STOCKS 

Stocks across the globe had another strong quarter. S&P 
500 continued its eight year bull market and reached 
new highs during the quarter. Despite mixed economic 
data and political uncertainty around the administration’s 
ability to push through fiscal stimulus (tax cuts and 
infrastructure spending), S&P 500 returned 3.1%. Solid 
earnings growth continues to provide support in domestic 

equity markets. International and emerging markets 
continued its strong momentum and led the way returning 
5.6% and 6.4% respectively. European equities rallied 
on reduced political risks, better economic data, and 
improved corporate earnings. Emerging markets had the 
strongest return, buoyed by improved global economic 
conditions, stronger local currencies, and better economic 
data coming out of China. Valuations in Europe and 
emerging markets remain attractive relative to the United 
States. Real Estate Investment Trusts (REITs) produced 
positive returns for the quarter with international real estate 
earning 2.6% and U.S. returning 1.6%.    

ECONOMY

The U.S. economy remains strong and continues to grow 
at a slow and steady rate as it enters its ninth year of 
economic expansion, but recent data has been mixed. 
The labor market remains healthy and continues to add 
jobs at a healthy clip. In June, the economy added 
220,000 jobs, which was stronger than expected. The 
unemployment rate is now at 4.4%, down from its peak at 
10% in 2009. Inflation measures on the other hand have 
softened in recent months. Inflation peaked in February 
when the personal consumption expenditure, an inflation 
measure used by the Federal Reserve, pushed above 2%. 
Since then, falling energy prices and lower cellular costs 
pushed inflation back below the central bank’s target of 
2%. The global economy continues to make healthy strides 
and show improvement. Recent global manufacturing 
data shows faster growth in the second quarter than at 
any time in the past six years.
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Timeline of Events: A Quarter in Review
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MSCI All Country World Index with Selected Headlines from Q2 2017
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“US Job 
Openings Hit 
New High”

“Eurozone House 
Prices Rise at 
Fastest Pace 
since 2007”

“Nasdaq Soars to 
New Heights as 
Global Stocks 
Rally”

“UK Economy 
Slows Sharply 
Ahead of Election, 
Brexit Talks”

“US Oil Falls into Bear 
Market Amid Worries 
Over Supply Glut”

“Japan’s Growth 
Winning Streak 
Is Longest in 
Over a Decade”

“Global Bonds Sell Off, 
Sparking Fears of Further 
‘Taper Tantrum’”

“Eurozone Confidence 
Hits Postcrisis High”

“Eurozone 
Consumer 
Confidence at 
Highest Level 
in Nearly a 
Decade”

“Unemployment 
Rate Falls to 16 -
Year Low, but 
Hiring Slows”

“IMF Upgrades UK 
2017, 2018 Growth 
Forecast as Brexit 
Fears Ease”

“Home Sales 
Jump to Near -
Boom -Era 
Levels”

“US Oil Falls 
into Bear 
Market amid 
Worries Over 
Supply Glut”

“IMF Lowers Forecast for US Economy 
Amid Rising Policy Uncertainty”

“US Household 
Debt Hit Record 
in First Quarter”

“Global Stocks Post 
Strongest First Half in 
Years, Worrying Investors”

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. Graph Source: MSCI ACWI Index [net div.]. MSCI data © MSCI 2017, 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 2017 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: 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 [net div.]), US Bond Market (Bloomberg Barclays US Aggregate Bond Index), and Global Bond ex US Market (Citi WGBI ex USA 1−30 Years [Hedged to USD]). The 
S&P data are provided by Standard & Poor’s Index Services Group. Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights related to the Russell Indexes. MSCI data © MSCI 
2017, all rights reserved. Bloomberg Barclays data provided by Bloomberg. Citi fixed income indices copyright 2017 by Citigroup
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Developed 
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Market
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ex US

+1.67%+6.27%+5.63%+3.02% +1.45% +0.60%
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Beyond the Quarter: Survey of Long Term Performance AS OF JUNE 30, 2017

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

Global Stocks

MSCI All Country World Index (gross div.) 11.14 4.27 5.94 7.79 JANUARY 1988

US Stocks  

Russell 3000 Index 14.58 7.26 7.44 11.81 JANUARY 1979

International Stocks

MSCI World ex USA Index (gross div.) 8.66 1.50 4.87 9.50 JANUARY 1970

MSCI Emerging Markets Index (gross div.) 4.33 2.25 5.76 11.00 JANUARY 1988

Global Real Estate Investment Trust Stocks  

S&P Global REIT Index (gross div.) 8.71 3.74 9.08 9.00 JULY 1989

Bonds

BofA Merrill Lynch 1-5 Year US Corporate and Government Index 1.36 3.00 4.10 5.35 MAY 1986

Bloomberg Barclays Global Aggregate Bond Index (hedged to USD) 3.32 4.49 5.18 6.08 JANUARY 1990

Inflation

US Consumer Price Index* 1.27 1.64 2.14 2.90 JANUARY 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.  
*Returns are through May 2017. 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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The Uncertainty Paradox

Doubt is not a pleasant condition, but certainty is 
an absurd one.—Voltaire

“The market hates uncertainty” has been a common 
enough saying in recent years, but how logical is it? 
There are many different aspects to uncertainty, some 
that can be measured and some that cannot. Uncertainty 
is an unchangeable condition of existence. As 
individuals, we can feel more or less uncertain, but that 
is a distinctly human phenomenon. Rather than ebbing 
and flowing with investor sentiment, uncertainty is an 
inherent and ever-present part of investing in markets. 
Any investment that has an expected return above the 
prevailing “risk-free rate” (think T-Bills for US investors) 
involves trading off certainty for a potentially increased 
return.

Consider this concept through the lens of stock vs. bond 
investments. Stocks have higher expected returns than 
bonds largely because there is more uncertainty about 
the future state of the world for equity investors than bond 
investors. Bonds, for the most part, have fixed coupon 
payments and a maturity date at which principal is 
expected to be repaid. Stocks have neither. Bonds also 
sit higher in a company’s capital structure. In the event a 
firm goes bust, bondholders get paid before stockholders. 

So, do investors avoid stocks in favor of bonds as a 
result of this increased uncertainty? Quite the contrary, 
many investors end up allocating capital to stocks due to 
their higher expected return. In the end, many investors 
are often willing to make the tradeoff of bearing some 
increased uncertainty for potentially higher returns. 

MANAGING EMOTIONS

While the statement “the market hates uncertainty” may 
not be totally logical, it doesn’t mean it lacks educational 
value. Thinking about what the statement is expressing 
allows us to gain insight into the mindset of individuals. 
The statement attempts to personify the market by 
ascribing the very real nervousness and fear felt by some 
investors when volatility increases. It is recognition of the 
fact that when markets go up and down, many investors 
struggle to separate their emotions from their investments. 
It ultimately tells us that for many an investor, regardless 
of whether markets are reaching new highs or declining, 
changes in market prices can be a source of anxiety. 
During these periods, it may not feel like a good time to 
invest. Only with the benefit of hindsight do we feel as 
if we know whether any time period was a good one 
to be invested. Unfortunately, while the past may be 
prologue, the future will forever remain uncertain.

STAYING IN YOUR SEAT

In a recent interview, David Booth was asked about 
what it means to be a long-term investor:

“People often ask the question, ‘How long do I have to 
wait for an investment strategy to pay off? How long 
do I have to wait so I’m confident that stocks will have 
a higher return than money market funds, or have a 
positive return?’ And my answer is it’s at least one year 
longer than you’re willing to give. There is no magic 
number. Risk is always there.”

Part of being able to stay unemotional during periods 
when it feels like uncertainty has increased is having 
an appropriate asset allocation that is in line with an 
investor’s willingness and ability to bear risk. It also helps 
to remember that, during what feels like good times 
and bad, one wouldn’t expect to earn a higher return 
without taking on some form of risk. While a decline 
in markets may not feel good, having a portfolio you 
are comfortable with, understanding that uncertainty is 
part of investing, and sticking to a plan that is agreed 
upon in advance and reviewed on a regular basis can 
help keep investors from reacting emotionally. This may 
ultimately lead to a better investment experience.

Adopted from the “The Uncertainty Paradox” on Dimensional’s website, February, 2017. 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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