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 Four years of relative market stability have given way to higher levels of 
volatility including two market corrections in the last 6 months (a drop of 10%). 
Those investors who can keep market volatility in perspective and maintain 
portfolio discipline will likely be rewarded for their patience and discipline.  In our 
last Commentary, we wrote about the human psychological factors that influence 
economic and financial decisions made by investors. This quarter, we highlight 
segments from J.P. Morgan’s Principles for Successful Long-Term Investing.  It’s our 
belief that a combination of deeper insight into human biases, sound investment 
advice and fundamental principles of investing, can play a significant role in help-
ing investors achieve investment goals and financial independence. 

Principle #1:  Plan on Living a Long Time
Thanks to advances in medicine and healthier lifestyles, people are living longer 
lives. The probability of reaching ages 80 or 90 for someone who is 65 today is 
now significantly higher. A 65-year old couple might be surprised to learn that 
there is a 47% probability that at least one of them will live another 25 years, 
reaching age 90!  At the same time, many of us have not saved enough.  A study 
by HSBC titled “The Future of Retirement: A new reality” revealed that individuals 
do not feel adequately prepared for retirement. The message is that investors 
should start early by saving more, investing with discipline, and having a plan for 
their future.

Principle #2:  Cash Isn’t Always King
Investors often think of cash as a safe haven during volatile times, or even as a 
source of income. But the ongoing era of ultra-low interest rates has depressed 
the yields available on most interest-bearing cash instruments to near-zero—well 
below the rate of inflation. With rates expected to rise slowly as the Federal Re-
serve gradually normalizes monetary policy, investors should be sure an alloca-
tion to cash does not undermine their long-term investment objectives.  More 
than $11 trillion of cash—roughly two-thirds the size of U.S. GDP—still sits on the 
“sidelines” earning next to nothing, having largely missed out on a truly historic 
bull market.

Principle #3:  Harness the Power of Dividends and Compounding
An initial investment of $10,000 in the S&P 500 in 1970 would have grown to over 
$200,000 as of December 2015. That same $10,000 investment, including divi-
dend payments, assuming they were reinvested and allowed to compound over 
time, would have grown to more than $800,000 today.

Principle #4:  Avoid Emotional Biases by Sticking to a Plan
In good times and bad, stick to a plan.  Some investors have lamented the fact 
that a diversified portfolio has failed to keep up with the raging bull market since 
2009. This is only half of the story! A portfolio that included bonds reduced losses 
during the financial crisis, enabling diversified portfolios to recover much faster 
than stocks alone. The famous Dalbar study titled “Quantitative Analysis of Inves-
tor Behavior” further underscores the need for an investment plan and profession-
al investment advice.  It estimates that over the last 20 years, the average investor 
has achieved a scant 2.5% annualized return as compared to more than 8% in 
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 Returns as of 03/31/16

 1st        Annual
 QTR 1 YR 3 YR 10 YR
Index 
S&P 500 (inc. div.) 1.4% 1.8% 11.8% 7.0%
Russell 2000 -1.5% -9.8% 6.8% 5.3%
MSCI AC World xUS -0.4% -9.2% 0.3% 1.9%
REITs 5.2% 3.0% 8.7% 5.3%
Barcap Agg. Bond 3.0% 2.0% 2.5% 4.9%
90 Day T-Bills 0.1% 0.1% 0.1% 1.1%

Markets this quarter resembled a 
wild roller coaster ride where you get 
off the same place you got on, but feel 
dizzy after the ride!  The panic and 
turmoil over China, terrorism, and a 
possible U.S. recession subsided by 
quarter-end, allowing a number of the 
indices listed above to finish in positive 
territory.  A weaker dollar and stronger 
commodity prices drove emerging 
markets to a gain of 5.8% for the 
quarter, while fears over a U.S. 
recession pushed small cap stocks 
lower than where they started.  
International equities also ended in 
negative territory.  

On the fixed income side of the 
ledger, 10-year Treasury yields fell to 
their lowest end-of-quarter levels 
since 2012. Yields opened the quarter 
at around 2.25%, but ended it at 1.79% 
as money moved in, driving prices 
higher and yields lower.  As a result, 
fixed income posted strong 
performance with the Barcap 
Aggregate Index gaining 3% for the 
quarter.  REITs (Real Estate Investment 
Trusts) and gold were also winners.  

In the U.S., the labor market 
remained strong with unemployment 
at 5.0%.  Labor force participation 
increased slightly, as did hourly wages, 
signaling possible inflation.  Oil prices 
rebounded, but remain volatile and 
relatively low.  The U.S. economy grew 
at an annualized rate of 1.4%, lower 
than previous quarters but in line with 
2% expectations for the year.  While 
manufacturing showed welcomed 
signs of improvement, industrial 
production (factories, mines, and 
utilities) continued to fall.  Factory 

Market Spotlight

    SPRING 2016 COMMENTARY



Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any spe-
cific investment, investment strategy, or product made reference to in this commentary, will be profitable, equal any corresponding indicated historical performance level(s), or be suitable for your portfolio. Due to 
various factors, including changing market conditions, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or information contained in this 
commentary serves as investment advice from New England Guild Wealth Advisors, Inc. To the extent that you have any questions regarding the applicability of any specific issue discussed above to your individual 
situation, you are encouraged to consult with the professional advisor of your choosing.
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a 60/40 stock/bond portfolio, thanks in part to the heavy cost of badly timed (and 
often emotionally driven) investment decisions. 

And beware of home bias!  While the United States still boasts the largest single 
economy in the world, it is only a small fraction of global GDP and accounts for less 
than 50% of the world’s capital markets. Yet, statistics show that U.S. investors have 
nearly 75% of their investments in U.S.-based assets.  With the U.S. equity market 
expected to post positive but muted returns going forward, looking outside the U.S. 
presents an opportunity. Given Europe’s ongoing recovery and a strong push by Ja-
pan to strengthen growth, international investing should be part of a well-diversified 
portfolio.

Principle #5:  Volatility is Normal; Don’t Let It Derail You
Every year has its rough patches and it’s important for investors to see through the 
“noise”. While it is impossible to predict these pull-backs, investors should expect 
them; after all, markets have suffered double-digit pull-backs in 20 of the last 35 
years. But investors should also have a plan for when the going gets tough, instead 
of reacting emotionally. Despite average intra-year market pull-backs of 14.2%, the 
equity market has managed to deliver positive returns in roughly 80% of the calen-
dar years since 1980!

Principle #6:  Staying Invested Matters – “It’s always darkest just before the dawn”
Market timing can be a dangerous habit. Sometimes market timing happens when 
investors think they can outsmart the market, while other times emotions like fear 
and greed push investors to make emotional, rather than logical, decisions. By 
missing some of the best days in the market, an investor can miss out on critical op-
portunities to grow their portfolio, with devastating results.  For example, between 
January 3, 1995 and December 31, 2014, six of the 10 best days occurred within two 
weeks of the 10 worst days in the market. So remember - good things come to those 
who wait!  While markets can always have a bad day, week, month or even a bad 
year, history suggests investors are less likely to suffer losses over longer periods. 
While one-year stock returns have varied widely since 1950 (+47% to -39%), a blend 
of stocks and bonds has not suffered a negative return over any five-year rolling 
period in the past 65 years! 

Principle #7:  Diversification Works
The last 15 years have been a volatile and tumultuous ride for investors, with 
multiple natural disasters, numerous geopolitical conflicts and two major market 
downturns: the tech bubble and 2008 financial crisis.  Yet despite these difficulties, 
the worst performing asset class was cash. Meanwhile, a well-diversified portfolio 
including stocks, bonds and some uncorrelated asset classes returned approximately 
5% per year over this time period (and over 100% on a cumulative total return basis).  
The message - resist short term market-timing temptations like “sell in May and go 
away”.  Instead, remember the old saw that history has confirmed: the only free lunch 
in investing is diversification. The legendary father of ‘value’ investing, Benjamin Gra-
ham, made the point clearly when he said: “The investor’s chief problem – and even 
his worst enemy – is likely to be himself!” 

production has been hindered by 
weak exports and low demand for 
energy equipment. Although 
consumer confidence increased 
during the quarter; consumers 
remain cautious given global 
economic uncertainties. 

Globally, concern continued over 
the health of China’s financial system.  
In Europe, the Central Bank initiated 
additional stimulus measures 
intended to spur the Eurozone’s 
economy and it may be working as 
economic activity picked up in March. 

In support of its decision in March 
to maintain interest rates at their 
present level of 0.25%, the Federal 
Open Market Committee (FOMC) 
noted that strong labor market 
conditions, improvement in the 
housing sector and increased 
household and business spending 
were offset by slowing economic 
growth, soft exports, and low 
inflation, which is continuing to run 
below the Committee’s target rate of 
2.0%.  

Global growth trends will become 
more evident as upcoming data, 
particularly the price of oil and U.S. 
corporate earnings, shed additional 
light on both the economy and 
markets. The FOMC will continue to 
consider whether economic 
conditions warrant raising interest 
rates for the first time in 2016, but 
don’t appear to be in any hurry.  In 
Europe, the U.K. votes in June on 
whether to exit the European Union 
(BREXIT); and then, of course, there is 
the presidential campaign here in the 
U.S.  So buckle up – the ride isn’t over! 
Source: Broadridge Investor Communication Solutions, Inc.   

Congratulations to the UCONN Women’s Basketball 
Team for their 4th National Championship in a row!


