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The US-China tradewar escalated in the second quarter and added to concern about the global economic slowdown. As a
result of the economic picture, the world’s major central banks shifted to a more accommodative positioning, which has
generally supported market prices, and the past 3 months were no different. Despite the less sanguine economic
backdrop, stock and bond markets around the world largely reported positive returns for the period, albeit with increased
volatility. Central bank positioning was the primary driver of this broad based increase, as stock investors cheered the
prospect of a more favorable Fed than what had been expected, while bonds increased in price as interest rates declined
due to investors’ anticipation of lower interest rates in the near future. Given the increased volatility of the last few
quarters, it’s a good time to revisit some very basic but important statistical facts about the stock market.

The Uncommon Average1
The US stock market has delivered an average annual return of around 10% since 1926. But short-term results may vary,
and in any given period stock returns can be positive, negative, or flat. When setting expectations, it’s helpful to see the
range of outcomes experienced by investors historically. For example, how often have the stock market’s annual returns
actually aligned with its long-term average?
Exhibit 1 shows calendar year returns for the S&P 500 Index since 1926. The shaded band marks the historical average of
10%, plus or minus 2 percentage points. The S&P 500 Index had a return within this range in only six of the past 93
calendar years. In most years, the index’s return was outside of the range—often above or below by a wide margin—with
no obvious pattern. For investors, the data highlight the importance of looking beyond average returns and being aware
of the range of potential outcomes.
Exhibit 1. S&P 500 Index Annual Returns
1926–2018
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Adapted from “The Uncommon Average”, published on the Dimensional Funds Website.

Despite the year-to-year volatility, investors can potentially increase their chances of having a positive outcome by
maintaining a long-term focus. Exhibit 2 documents the historical frequency of positive returns over rolling periods of one,
five, and 10 years in the US market. The data show that, while positive performance is never assured, investors’ odds
improve over longer time horizons.
Exhibit 2. Frequency of Positive Returns in the S&P 500 Index
Overlapping Periods: 1926–2018

While some investors might find it easy to stay the course in years with above average returns, periods of disappointing
results may test an investor’s faith. Being aware of the range of potential outcomes can help investors remain disciplined,
which in the long-term can increase the odds of a successful investment experience. What can help investors endure the
ups and downs? While there is no silver bullet, understanding how markets work is good starting point. An asset allocation
that aligns with personal risk tolerances and investment goals is also valuable. By thoughtfully considering these and other
issues, investors may be better prepared to stay focused on their long-term goals during different market environments.

Market Updates – Quarter in Review
The economic picture has not improved much from the previous quarter - the global economy has slowed down. The main
players in the headlines were still largely the same, though Brexit seemed to fade a bit from the front pages and trending
lists. A US-China trade comprise was elusive yet again and though a deal seemed close at one point, the trade war has
escalated and a meaningful end remains pretty far off as of this writing. As mentioned at the outset of this newsletter,
and somewhat counterintuitively given the economic backdrop, the stock market has not seemed to notice or has simply
shrugged off the slow down. Stock markets around the globe produced positive results for the quarter. From an asset class
perspective, the US and other developed countries outperformed those in emerging markets, while broad based bond
indices around the world performed fairly inline with one another.

World Stock Market Performance
MSCI All Country World Index with selected headlines from Q2 2019

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 2019, 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.

On Stocks
The US stock market earned 4.10%, non-US developed markets returned 3.79%, and emerging markets trailed both with
a return of 0.61%. Within the developed country markets the US finished in the middle of the pack. Switzerland was the
best performer, finishing the quarter 8.41% higher, while Japan and Hong Kong eked out a slightly positive return of 0.68%
and 0.48%, respectively. Emerging market countries experienced a much wider spread of returns, as is often the case for
the more risky asset class. Greece was top of the list with a 23.44% return. On the bottom were the likes of China, Chile
and Pakistan, which had performances of -4.11%, -4.64% and -21.22%, respectively. Real Estate Investment Trusts (REITs)
followed the lead of stocks higher both here in the US and around the world with the latter category outperforming their
US counterparts.

World Asset Classes
Second Quarter 2019 Index Returns (%)
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On Bonds
Bonds as whole almost mirrored the first quarter perfectly. Rates on US Treasury bonds dropped further across maturities
driven largely by the Fed’s tack to a dovish, or more accommodative policy stance. The Fed has yet to reduce interest
rates, but their public remarks and meeting minutes have become far more indicative of a potential rate cut rather than
increases in the near future. Given the structure of bonds, the decline in rates strengthened prices yet again. The
Bloomberg Barclays US Aggregate Bond Index was up 3.08%, which nearly matched the previous quarter’s performance.
In terms of total returns, short-term corporate bonds increased by 2.09%. Intermediate-term corporate bonds had a total
return of 3.13%.
The yield on the 5-year Treasury note declined by 0.47%, ending at 1.76%. The yield on the 10-year Treasury note fell by
0.41% to 2.00%. The 30-year Treasury bond yield decreased by 0.29% to finish at 2.52%. On the short end of the curve,
the 1-month Treasury bill yield decreased to 2.18%, while the 1-year T-bill yield decreased by 0.48% to 1.92%. The 2-year
T-note yield finished at 1.75%, decreasing 0.52%.
Interest rates in developed markets around the world also declined during the quarter, contributing to a positive return
of the Bloomberg Barclays Global Aggregate Bond ex-US Index (hedged to USD) of 2.75%. Nominal rates (rates before
inflation is taken into account) remained negative out to around 10 years in Germany and Japan.
Certain parts of the US yield curve remained “inverted” throughout the quarter - short-term rates in the US were
marginally higher than rates on 10 year bonds. As mentioned last quarter, more often than not this points to continued
economic weakness.

