The beginning of a secular bull market for Equities?
There’s been a significant amount of attention paid to the length of the current equity bull market. The media seems to run a story once
a week asking when this bull market will end. We get asked our thoughts regarding this current bull market on a regular basis. With all
this concern, I thought it would be interesting to look at this from a slightly longer view.
In April of 2013, the S&P 500 Index closed at a record high finally
breaking out of a 13 year bear market that began when the dot com
bubble burst. After 2 recessions, 2 nasty bear markets, the market
had finally recovered. Confirming the 2013 breakout, the market
rallied another 41% to the May 2015 high. Here, the first test of the
2013 breakout began. Major global stock markets began to decline
and by February 11, 2016, many had fallen over -20%. (A -20%
decline is the generally accepted definition of a bear market.) It was
what investors feared; the beginning of another bear market. The
doom and gloom intensified.
“RBS, a major global bank, told clients to sell everything. Long-time mega-bear Albert Edwards, a global strategist at Societe
Generale best known for his prediction of a coming Ice Age for financial markets, warned that the U.S. stock market could fall 75%.
Warnings of a repeat of the 2008-2009 financial crisis grew louder”.1
But the S&P 500 Index rallied and finished the first quarter of 2016 up 1.3%. From that point, the market did very little unt il the day
after the election, when it took off to new all-time highs. The S&P 500 Index ended 2016 with an 11.9% return. More importantly, the
rally to new all-time highs in 2016 marked the continuation of the breakout in 2013.
There have been two other times where the stock market has
failed to make new highs for an extended period. The first was
during the depression and WWII from 1937 – 1950 (13 years).
After the Crash of 1929, the market rallied until 1937. From that
point the market went sideways until 1950 when it finally broke
above 195. After breaking above 195, the Dow Jones Industrials
rallied for 16 years to 1,000 in 1966.
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The second was during the inflationary period of the 1970s. From
1966 – 1982 (16 years) the Dow Jones Industrials traded
between 720 and 1,000. The Dow Jones Industrials touched
1,000 five different times before finally breaching it in 1982.
From 1,000, the market rallied for 18 years to 11,750 in March of
2000.

With the 2013 S&P 500 Index breakout and subsequent confirmation in 2016, it’s possible the stock market has entered a secular
bull market. If true, the long-term outlook for stocks is quite positive. This does not mean there will never be a market correction. There
were 5 corrections of -10% or more during the 1982 – 2000 secular bull market.3 The difference is these corrections are shorter lived
and average 115 days.3 With an average of less than 4 months, these corrections would be opportunities.

35 year bond bull market
Coming into 2016, US Treasury 10-year interest rates had moved
up to 2.27% from a January 2015 low of 1.65%. The Federal
Reserve had just increased the Federal Funds short-term interest
rate for the first time in a decade and it appeared that interest
rates were headed higher. But growing concerns about slowing
China GDP growth, falling oil prices and sluggish US economic
data began to put downward pressure US Treasury 10-year
interest rates. Stunned by the Brexit vote in July, US Treasury
10-year interest rates fell to an all-time low of 1.37%.
From this low, US Treasury 10-year interest rates began to recover
and gradually move higher into the 2016 election. The day
following the election, rates jumped 0.25%, the largest one-day
increase in 3 years.4 Concern that the new administration would
push aggressive fiscal policy began to stir inflation fears. By the
end of the year, US Treasury 10-year interest rate peaked at
2.63%. This was a 0.77% move in 6 weeks. The last time rates
moved this quickly was during the “Taper Tantrum” in the summer
of 2013 when the Federal Reserve announced they were
suspending purchases of longer-term US Treasury bonds.3
Interest rates have been trending lower for 35 years. From the
peak in 1981 to the low in 2016, falling interest rates have
provided bond investors a strong bull market. Market pundits
have been forecasting rising rates and the end of the bond bull
market since 2009 – 2010. And while periods of rising rates have
occurred, those periods have been followed with rates moving to
new lows.
The rapid rise in rates after the election has led to renewed calls
for the end of the 35-year bond bull market. It stands to reason
that it would be difficult for interest rates to go much lower than
1.37%, the all-time record low. A new administration with new
policies may provide a kick to economic growth and inflation that
push rates higher. But, weaker relative growth in Europe and
Japan may keep a lid on rates in 2017.

Expectations are for the Federal Reserve to hike the Fed Funds
short-term interest rate 3 times in 2017. 5 The median forecast
for US Treasury 10-year interest rates is 2.89% at the end of
2017 and 3.13% at the end of 2018. 6 While the bond bull
market may be over, its end does not suggest interest rates will
begin moving higher immediately. As the median forecast
implies, rates look to move 0.50% higher over the next 2 years.
Bonds are a core asset in our portfolios and will continue to be
in 2017. They still act as a buffer when equity markets fall and
provide steady income for portfolios. Our bond portfolios are
invested in shorter maturity bonds. Shorter maturity bonds are
less impacted by rising interest rates than longer maturity
bonds. And, if rates are rising, these shorter bond maturities
allow investors to reinvest at higher interest rates.

US Stocks continue to perform
The S&P 500 Index has outperformed the MSCI EAFE Index since May of 2008 and we expect that trend to continue in 2017. Coming
out of the financial crisis, the US economy recovered more quickly and continues to growth at a faster rate than the Eurozone. Europe
faces a busy political calendar and expectations for Eurozone GDP growth continue to be much lower than US GDP growth. And like the
United States, the populist push is taking hold as Europe’s non-traditional parties are gaining power. These issues increase risk and
become a source of potential volatility for Eurozone stocks.7
We continue to hold the majority of our equity exposure in USbased stocks. While we expect the trend of US stock out
performance to continue we also believe this trend will reverse,
making international stocks more attractive. When those trend
changes occur we will add more exposure to international equities.
“Bull markets are born on pessimism, grow on skepticism,
mature on optimism, and die on euphoria.”
– Sir John Templeton
While the S&P 500 Index may be poised to go higher, the average
investor is not on board. They have spent the last nine years pulling
money out of the stock market. In 2007, the percent of US adults
that invested in the stock market peaked at 65%. By 2016, that
number had fallen to 52%.8 We see firsthand the high cash
positions sitting idle in client accounts.
We are fully invested in our portfolios with an emphasis on core strategies in domestic equities and fixed income. Patience wins out in
these markets, so we are diligent when phasing in portfolios.
For example, we had a significant opportunity in January/February 2016 that allowed us to invest at market lows. While we do not
relish the idea of continued volatility, we do expect it in 2017.
We have not seen opportunity in hedge funds or emerging markets that justify the risk and/or fees. We have picked up incremental
return with an increased allocation to domestic small and mid-cap positions as well as income producing assets such as high yield,
bank loans, and private real estate.
Our job is to provide a systematic, emotion-free process that allows us to capture market returns without compromising your risk
tolerance. As the market presents opportunities, we will make tactical shifts that reflect the revised market conditions that this new
year, new administration, and hopefully a continued bull market present.
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Index Definitions
S&P 500 Index – The Standard and Poor’s 500 is an unmanaged index considered to be representative of the stock market in general.
Dow Jones Industrial Average – A price-weighted average of 30 actively traded blue-chip stocks, primarily industrials including stocks that trade on the New York Stock
Exchange. The Dow, as it is called, is a barometer of how shares of the largest US companies are performing.
MSCI EAFE Index - The MSCI EAFE Index is a stock market index that is designed to measure the equity market performance of developed markets outside of the U.S. &
Canada. It is maintained by MSCI Barra, a provider of investment decision support tools; the EAFE acronym stands for Europe, Australasia and Far East.
Russell 2000 Index - The Russell 2000 Index measures the performance of the small-cap segment of the U.S. equity universe and is comprised of the smallest 2000
companies in the Russell 3000 Index, representing approximately 10% of the total market capitalization of that Index. It includes approximately 2000 of the smallest
securities based on a combination of their market cap and current index membership.
FTSE 100 Index - The FTSE 100 is an index composed of the 100 largest companies listed on the London Stock Exchange (LSE). These are often referred to as ‘blue
chip’ companies, and the index is seen traditionally as a good indication of the performance of major companies listed in the UK.
Euro Stoxx 50 Index - The EURO STOXX 50 Index, Europe's leading Blue-chip index for the Eurozone, provides a Blue-chip representation of super sector leaders in the
Eurozone. The index covers 50 stocks from 11 Eurozone countries: Austria, Belgium, Finland, France, Germany, Ireland, Italy, Luxembourg, the Netherlands, Portugal and
Spain.
Nikkei 225 Index - The Nikkei 225 is comprised of 225 stocks selected from domestic common stocks in the 1st section of the Tokyo Stock Exchange, excluding ETFs,
REITs, preferred equity contribution securities, tracking stocks (on subsidiary dividend) other than common stocks. The Nikkei Stock Average, the Nikkei 225 is used
around the globe as the premier index of Japanese stocks.
SSE 50 A-share Index - SSE 50 A-share Index consists of 50 most representative stocks from Shanghai security market by scientific and objective method. The objective
is to reflect the complete picture of those good quality large enterprises, which are most influential in Shanghai security market.
US Treasury 10-year Note – A 10-year treasury note is a debt obligation issued by the United States government that matures in 10 years. A 10-year Treasury note pays
interest at a fixed rate once every six months and pays the face value to the holder at maturity.
Fed Funds Rate – The interest rate at which a depository institution lends funds maintained at the Federal Reserve to another depository institution overnight.
The federal funds rate is generally only applicable to the most creditworthy institutions when they borrow and lend overnight funds to each other.
Disclosures
Investors cannot invest directly in indexes. The performance of any index is not indicative of the performance of any investment and does not take into account the effects of inflation and the fees and expenses associated with investing.
All investing involves risk, including the possible loss of principal. There is no assurance that any investment strategy will be successful.
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