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The stock market surprises once again! “Sell in May and go away” 
(until Labor Day) did not work again this year. So much for old 
adages. Another thing that didn’t work was the consensus that a 
United Kingdom vote on June 23rd to leave the European Union 
(the “Brexit” vote) would result in a significant (and negative) stock 
market event. Most global stock markets did sell off for two days - 
before recovering nearly all of their losses over the next three days. 
Concerns about the outcome faded quickly, partly on the expectation 
of further central bank support.  

The U.S. stock market1 surprised many by rallying in Q3, though 
almost all of it occurred in the first two weeks of the quarter with the 
market mostly going sideways since. The best results were achieved 
by holding on and riding out the volatility. Investors who attempted 
to time the market by following the old adage, or who got spooked 
by the Brexit vote volatility, may have locked in a permanent loss 
and missed the subsequent rally. We only had one hiccup during 
the quarter and that was a one day, 53 point drop in the S&P 500  
on September 9th on fears of a September Fed Funds rate hike; 

however, the loss was erased over the next 2 weeks (and we did not 
get the hike). All in all, it was a very benign stock market in Q3. 

The bond market was a bit more volatile. The yield on the 10 year 
U.S. Treasury was 1.49% at the end of Q2, fell to 1.37% the week 
after Brexit, then rose to 1.73% on 9/13 before falling to 1.56% at 
quarter end. That is quite a bit of movement for the 10 year bond 
yield, and it may signal what is to come in the months ahead if the 
Federal Reserve (the “Fed”) raises the Fed Funds rate as expected in 
December. There is likely to be even more volatility if the Fed does 
not do as expected! 

International markets had a terrific quarter with both developed 
markets2 and emerging markets3 handily beating the S&P 500.  
Emerging markets have been on fire this year, after three years of sub-
par performance. Year-to-date, emerging market returns are more 
than double those of the S&P 500, however, developed international 
markets are trailing that index in spite of nearly doubling the return 
of the S&P 500 in Q3.

Forecasting can be a fool’s game because there 
are so very many variables that affect markets 
(such as valuations, the Fed, the economy, 
demographics, technology, and unforeseen 
events), and we have no control over most of 
them. However, anticipating what is likely 
going to happen in future months/years is an 
important part of investing. Fortunately, the 
market provides some clues as at any given 
time it reflects the collective thinking of all 
investors, even though they are an emotional 
bunch. We also have history to which we can 
refer.

One question that is on everyone’s mind is 
how the U.S. presidential election will affect 
the markets. Looking at history, we can offer 
some insight. First of all, election years have 
generally been positive for stock markets - for 
12 of the past 14 elections. One of the years it 
wasn’t positive was in 2008, the beginning of 
the Great Recession. The other was in 2000, 
when it was down just a bit (the technology 
bubble burst).4

Research going back to 1853 shows that 
stock market returns are virtually identical 
no matter which party controls the White 
House.5 With markets, it is all about what is 
good for investments rather than what is best 
for the country. As a result, markets usually 
prefer gridlock.  With gridlock, anything that 
gets passed will need bi-partisan support, 
so it will have to be pretty solid legislation.  
Markets are hoping for either a Democrat in 
the White House and a Republican Congress or 
the reverse.  As it is unlikely that Republicans 
will lose the House, and they may even take 

control of the Senate, the preference of Wall 
Street seems to be for a Mrs. President. Stock 
markets should rise if that is the case.

Two other things to keep an eye on are 
Congress raising the debt limit (the amount our 
country is authorized to borrow) and whether 
or not the Fed raises the Fed Funds rate by 
¼% in December - or not. Raising the debt 
ceiling is just an unnecessary distraction.  It 
has to happen; it will happen. Let’s just hope 
it is not messy like it was a few years ago.  
Fortunately, Congress recently extended its 
borrowing authority through December 9th, 
thereby kicking the can barely down the road 
again. Let’s hope they just quietly increase the 
ceiling in December without any theatrics.
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the Score board
9/30/16 YTD (Change)

Dow Jones Industrial Average*     
S&P 500*
NASDAQ Composite*
MSCI EAFE (USD)*
Bloomberg Commodity Index
Barclays Aggregate Bond Index
10 Yr U.S. Treasury Bond Yield
30 Yr Fixed Mortgage Rate
Prime Rate
Crude Oil ($/barrel)
Gold ($/oz.)
U.S.$/Euro
Core Inflation (ex food/energy)
Inflation (with food/energy)

18308.15
2168.27
5312.00
1701.69

85.34
1936.98

1.60%
3.46%
3.50%
$48.24

$1,313.30     
$1.12

5.1%      
6.1%      
6.1%       

-0.9%      
9.0%        
5.8%         

-64 bps         
-62 bps      
UNCH

    30.2%              
23.9%       
-3.4%
2.3%
1.1%

* Without dividends     
** Unadjusted 12-mos. ended August 2016    
bps (1 Basis Point = 1/100%)    

UNCH (Unchanged)
Sources for Score Board and quoted statistics: 
WSJ, US Dept. of Labor, Federal Reserve

**
**

Markets are betting on a Fed Funds increase 
in December, and there is an expectation 
of 1-2 more increases in 2017 of the same 
magnitude - a quarter of a point each 
time. Last year at this time, we thought 
there would be a quarter point increase in 
December (it happened) and four more 
quarter point increases this year (it looks 
like we will only get one!). If the Fed acts as 
expected, the market should take it in stride. 
However, if the Fed does not raise rates, it is 
a sign that the economy is not strong enough 
to support one (a negative), and if they raise 
the rate by more than the market expects, it 
is a sign that the economy is getting too hot 
(not good either). We’ll see.

(continued on next page)
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We are very happy with the composition of 
our portfolios right now. Our commitment 
to international equities is finally starting to 
pay off, especially with respect to emerging 
markets.  Small and mid-cap stocks are once 
again acting like they have historically relative 
to large cap – meaning they are generally 
outperforming large cap.  

We have made a few tactical changes in 
portfolios recently in light of signs of rising 
inflation and expectations of rising interest 
rates. With respect to inflation, unemployment 
is low and still falling. For college grads, 
employment is actually tight now – below 
4%.6  We are starting to see competition for 
employees and rising wages. It will soon start 
to show up in inflation numbers. Last year’s 
declines in the price of oil and other imports 
kept headline inflation subdued, but the effects 

In your quarterly reports, we enclosed a special insert entitled Managing Your Investments Is Just the Beginning. Please take a look at it. It 
describes the many services that we offer our clients in addition to investment management. We think YOU need to take advantage of them.  
There is no additional cost to you for any of them, and we know from experience that the benefits can be huge. If you would like to take 
advantage of these services, please Talk With Us!

are rolling off.  The oil price correction seems to 
be behind us and the U.S. Energy Information 
Administration (EIA) sees 2017 production 
flattening and oil prices rising, helped along by 
the Organization of the Petroleum Exporting 
Countries (OPEC) recent agreement to cut oil 
output by 750,000 barrels/day.

As a result, we brought our commodities 
holdings up to a neutral position from a tactical 
underweight vs. our target asset allocation 
model. We have also been adding to U.S. 
Treasury Inflation Protected bonds, otherwise 
known as TIPS, in a world where inflation 
expectations are poised for a rebound. 

We have further reduced the sensitivity to 
rising interest rates in the bond portion of 
our portfolios. Rising interest rates are the 
enemy of bond values. We have sold all of 

1. The S&P 500 is designed to be a leading indicator of US equities and is commonly used as a proxy for the U.S. stock market.
2. The MSCI EAFE index is a measure of the equity performance of developed markets, excluding the U.S. and Canada. Price return quoted.
3. The MSCI Emerging Markets index consists of 23 emerging markets country indexes. Price return quoted.
4. Source: Morningstar Direct, January 2016
5. Vanguard, “Election: Markets are nonpartisan long-term”, September 23, 2016
6. Source: BLS, Earnings by educational attainment comes from the Current Population Survey and is published under historical income tables by person 

by the Census Bureau.  

BFS Wealth Management is a Registered Investment Advisor.
Please remember that past performance may not be indicative of future results. Indices are not available for direct investment. Any investor who attempts to mimic 
the performance of an index would incur fees and expenses which would reduce returns. Investments involve varying degrees of risk, and there can be no assurance 
that the future performance of any specific investment, investment strategy, or product (including investments and/or strategies recommended or undertaken by BFS 
Wealth Management), or any non-investment related content, referenced directly or indirectly herein will be profitable, equal to any corresponding indicated historical 
performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/or 
applicable laws, the content may no longer be reflective of current opinions or positions and is subject to change at any time without notice. Content provided herein is 
for informational purposes only and should not be used or construed as investment advice or a recommendation regarding the purchase or sale of any security outside 
a managed account. Moreover, you should not assume that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, 
personalized investment advice from BFS Wealth Management. To the extent that a reader has any questions regarding the applicability of any specific issue discussed 
above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing. Please contact BFS Wealth Management at 714-
282-1566 to find out if the investment advisor is qualified to provide investment advisory services in the state where you reside. BFS Wealth Management is neither a 
law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. A copy of the BFS Wealth 
Management current written disclosure statement discussing our advisory services and fees is available for review upon request.
Some of the information given in this publication has been produced by unaffiliated third parties and, while it is deemed reliable, the Advisor does not guarantee its 
timeliness, sequence, accuracy, adequacy, or completeness and makes no warranties with respect to results to be obtained from its use.

our government backed mortgage bond 
funds and have been buying absolute return 
oriented short term bond funds instead.

One of the benefits of our merger with 
Benefit Financial Services (BFS) in January 
is that we now have access to some very 
sophisticated software that we are using to 
cull through the hundreds of different mutual 
funds that may be available to us in each 
and every asset class in which we invest.  
For example, we just looked at nearly 200 
international small/mid-cap funds and we 
are close to wrapping up our due diligence 
research for an active mutual fund to replace 
our passive exchange-traded fund exposure.  
Our old analysis process was painstakingly 
manual. Our new process is much quicker 
and delivers the same result. 
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Finally, we may experience some market 
volatility later this year as we approach 
Italy’s referendum on constitutional changes.  
Approval will certainly be a positive, and a “no” 

vote will be a negative, but not at all tantamount 
to a vote to leave the European Union. A “no” 
vote would probably not even result in a change 
in governments, in spite of all of the political 

positioning to the contrary. If nothing else, 
an Italy “no” vote along with the Brexit vote, 
highlights the rise of populist sentiment.


