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As we look back on the financial markets in 2015, 
what really stands out is how poor returns were 
across the globe and across asset classes (stocks, 
bonds, commodities, etc.). Among the major 
global stock markets, the United States was the 
best performer, but that’s faint praise given the 
S&P 500’s 1.4% return. What’s more, it was a 
market in which a handful of large tech/internet 
companies (e.g., Facebook, Amazon.com, Netflix, 
and Google) generated huge gains and pulled the 
index into positive territory. The average stock 
price of the index companies actually fell 2.2% for 
the year. 
 
One striking feature of last year’s investment 
environment was the difference in the direction of 

Source: Morningstar 

the U.S. economy and U.S. monetary policy versus 
other major global economies. In December, the 
U.S. Federal Reserve (Fed) was sufficiently 
comfortable with the outlook for economic growth 
and relatively normal inflation that it raised 
interest rates for the first time in nearly a decade. 
Outside the U.S., sharply lower commodity prices 
(most notably oil), Middle East tensions, and 
China’s slower economic growth weighed on asset 
returns. Developed international stocks were down 
0.8% and emerging-markets stocks fell 14.9%. As 
in 2014, the strength of the dollar was a large 
factor. Currency losses subtracted about 6% from 
developed international stock returns and about 
9% from emerging markets stocks. Currency 
effects are always a shorter-term wild card when 

Asset Class Index Quarter YTD 
Last 12 
Months 3 Years 5 Years 

Stocks             
U.S. Large Cap Stocks S&P 500 Index 7.0% 1.4% 1.4% 15.1% 12.6% 
U.S. Mid Cap Stocks Russell Midcap Index 3.6% -2.4% -2.4% 14.2% 11.4% 
U.S. Small Cap Stocks Russell 2000 Index 3.6% -4.4% -4.4% 11.7% 9.2% 

International Stocks MSCI EAFE Index 4.7% -0.8% -0.8% 5.0% 3.6% 
Emerging Markets Stocks MSCI Emerging Markets 0.7% -14.9% -14.9% -6.8% -4.8% 
Bonds             
U.S. Bonds Barclay's Aggregate Bond -0.6% 0.5% 0.5% 1.4% 3.2% 
Intermediate Treasury Bonds Barclay's Interm. Treasury -0.9% 1.2% 1.2% 0.8% 2.1% 
Short-term Bonds Barcap 1-5 Yr Govt/Credit -0.6% 1.0% 1.0% 0.9% 1.6% 
Money Market/Cash US 3 Month T-Bill 0.0% 0.1% 0.1% 0.0% 0.1% 
Others             
Real Estate DJ US Real Estate 7.2% 2.1% 2.1% 9.8% 10.8% 
Commodities Goldman Sachs Commodity -16.6% -32.9% -32.9% -23.7% -15.2% 

Global Stocks MSCI All Country World Index 5.0% -2.4% -2.4% 7.7% 6.1% 
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investing overseas, but we expect the dollar to 
continue to appreciate for the foreseeable future.  
 
The worst-performing areas of the markets were 
commodity-related asset classes. Commodity 
indexes were crushed, down on the order of 25%–
30% on slower growth in China and dollar 
strength. Oil prices hit an 11-year low in Decem-
ber and fell 30% for the year, after plunging 50% 

Returns in US dollars. Graph Source: Dimensional Fund Advisors, Morningstar. It is not possible to invest directly in an index. Performance shown does 
not reflect the expenses associated with management of an actual porƞolio. Past performance is not a guarantee of future results. Selected headlines 
are not necessarily indicaƟve of any impact they may or may not have had on the market. * Federal Reserve Open Market CommiƩee. 

The chart below shows the change in global equity markets throughout the quarter. Juxtaposed over the 
market performance are some of the key events that occurred during the quarter. Sometimes as we get to the 
end of a volatile period, it’s difficult to look back and remember everything that happened along the way.  

“Iran Nuclear Deal 
Formally Adopted” 

“Worst Year for S&P, 
Dow since 2008” 

Global Stock Market Performance 
MSCI All Country World Index level with Selected headlines from the Quarter 

“US Growth Cools in 
Third Quarter” 

“US Factory Activity 
Hits Six-Year Low” 

“Eurozone Economy 
Slows as Exports 
Weaken” 

in 2014. Energy Master Limited Partnerships 
(MLPs), an increasingly popular asset class, 
dropped over 30%.  
 
Fixed-income (bonds) offered little support as 
expectations for rising interest rates coalesced. The 
Barclay’s Aggregate Bond Index gained just 0.3%. 
High-yield bonds fared worse, down close to 5% 
as investors focused on default risk among some 

“IMF Downgrades 
Global Economic 
Outlook Again” 

“US Trade Gap 
Widens Sharply on 
Strong Dollar” 

“Junk Bond Selloff 
Intensifies” 

“Oil Prices Skid to 
Seven Year Lows 

“Number of First-Time Home 
Buyers Falls to Lowest Levels 
in Three Decades” 

“US Inflation Undershoots 
Fed’s 2% Target for 42nd 
Month” * 

“Spot Gold Hits Six-
Year Low” 

“Fed Raises Interest 
Rates, Citing 
Ongoing US 
Recovery” 
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heavily indebted energy producers. Investment-
grade municipal bonds were a relative bright spot, 
with the national muni bond index up 3.3% for the 
year. 
 
Overall, 2015 was a challenging year for the 
financial markets in general, and for our portfolios 
more specifically. The major headwind to our 
performance was our allocation to anything other 
than large U.S. companies (like non-U.S. stocks). 
Given the challenges of the past year, it’s im-
portant to review why having positions in other 
assets is beneficial.  
 
Our investment philosophy is based on the belief 
that fundamentals ultimately drive investment 
returns. This gets down to the economics of the 
investment. Specifically, whether we’re evaluating 
stocks, bonds, real estate, or another asset class, 
the value of an investment is ultimately deter-
mined by the cash flows the investment generates 
over time. That said, valuation is a very poor short
-term market indicator.  
 
Over full market cycles (five to 10-plus years), 
history has shown that valuation is a powerful 
predictor of long-term returns. Buying underval-
ued assets pays off over time, but it can be 
uncomfortable and requires discipline as we wait 
for markets to turn in our favor. 
 
The U.S. equity market has had a very strong run 
over the past few years and by most valuation 
measures is a bit stretched, even after recent 
declines. After six years of generally rising stock 
prices, investors have become somewhat compla-
cent about the potential risk. Those risks may not 
be imminent, but we can’t ignore them either. 
Foreign stock market valuations are currently more 
attractive, and foreign company earnings have 
significantly more room to grow from currently 
depressed levels than U.S. company earnings. 
Dollar strength should continue to eat away at U.S. 
profit margins, further supporting investing outside 
the U.S. 
 
Our positions in foreign stocks are not based on a 
short-term view of the market, or a prediction that 
a drop in U.S. stocks is imminent, or even that 

U.S. stocks will necessarily trail non-U.S. stocks 
in 2016 (although it is very tempting to say they 
are due!). They are based on our understanding of 
current valuations and potential future returns.  
 
We are confident we will be rewarded for our 
current allocations to international and emerging 
markets stocks. But it requires patience—another 
core element of our investment philosophy—to 
hold onto (and potentially add more to) these 
longer-term return generators during the periods 
when they seem only to be generating downside-
risk.  
 
On the bond side, the Fed has begun what they 
have described as a gradual upward climb in short-
term interest rates, and our conviction in our 
diverse fixed-income lineup remains solid. Our 
investments in flexible and absolute-return-
oriented income funds, short-term high yield funds 
and low-volatility alternatives are designed to 
generate higher returns and better manage their 
interest-rate sensitivity versus the core bond index 
in a rising rate environment. While core bonds 
may still mitigate some of the shorter-term 
downside risk from stocks in our portfolios, the 
degree to which they can do so is more limited 
today because of their low yields. This past year 
was a good example of this, with core bonds 
barely positive while global stocks were negative.  
 
Finally, given our subpar outlook for U.S. stocks 
and bonds, we continue to find value in diversify-
ing strategies that can generate attractive long-term 
returns and provide powerful portfolio diversifica-
tion benefits.  
 
We believe our portfolios are well positioned to 
generate solid returns over a five-year horizon. 
However, it is prudent to be prepared for potential-
ly increased market volatility and downside risk 
(as well as positive returns) over the shorter-term. 
In other words, we believe the key to successful 
investing ahead is to maintain the healthy patience, 
perspective, and discipline necessary for long-term 
investment and financial success.  
 
As always, we appreciate your confidence and 
welcome questions about your individual situation. 


