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2016 Third Quarter Financial & Investment General Commentary 
 
This is the General Commentary for the 3rd quarter of 2016 and covers information of general interest 
on Financial Planning, Financial Services, Market Results, Economic & Market Conditions, Economic 
& Market Outlooks and Portfolio Investment Management. The last page provides a list of index returns 
for each of the market’s major categories.   
 
You can access this and other timely articles on a variety of subjects through our website at 
www.stjohnfinancial.com on the page titled “Reports & Postings”.  As in the past, our sources of 
information are diverse and vary from period to period. For this period, sources referred to include the 
Wall Street Journal, Investment News, Morningstar, Fidelity Investments, Bob Veres, David Hultstrom, 
and others. 
 
PORTFOLIO MANAGEMENT 
St. John & Associates, Inc. have been managing client portfolios for more than 25 years and during that 
time we have experienced and participated in a number of  changes in the design and structure of client 
portfolios. What has not changed is our belief that portfolios need to be well diversified, actively 
managed and protected against downside volatility. While we still believe in these investment principles, 
we have come to accept that under current and near term market conditions, this is not enough. As we 
enter the 8th year of a modest equity up-cycle in the market and a bond market that has almost no chance 
of return in excess of its current yield until the Federal Reserve increases interest rates, portfolios need 
other alternatives.     
 
We have had our portfolio design, asset allocation, security selection and results tested by third parties 
including Fidelity Investments and the evaluations have verified that it is soundly constructed and the 
performance is competitive and consistent with market results given its diversified allocation. 
Reviewing returns over the last ten years, it came as a surprise to us that the rates of return did not vary 
much based on the portfolio’s design, asset allocation or risk characteristics. This has been due to below 
average returns by both the bonds and the international equities, which are among the lowest and highest 
risk segments. The decrease in bond allocation and returns and increase in international equity allocation 
and returns did increase portfolio risk somewhat, but commensurate with the increase in returns between 
these categories.  This has been primarily due to the slumping economic conditions and recession in 
Europe.  As the US economic cycle is maturing and the European economy growth cycle is just coming 
out of its recession, for the first time in a while, the international equities did outperform US equities. It 
is too early to tell if this is a new trend, but it did have a very positive effect on the diversified portfolios 
this quarter.  
 
Domestic equities are currently selling at price earning (PE) ratios that make them very expensive and 
due to the marginal economic growth and the level of our Federal debt, it is unlikely the market will see 
a dramatic increase in interest rates.  Professional portfolio managers and institutional investors are 
aware of these conditions and seek other alternatives. This has resulted in the emergence of exchange 
traded funds (ETF) as passive investments without the larger fees charged by mutual funds for active 
management. By selecting index funds and ETFs in place of some actively managed mutual funds will 
eliminate those mutual fund operating expenses and could result in an increase in the overall portfolio 
return. To do this we have moved a substantial part of the portfolio to index funds and index ETFs. 
 

http://www.stjohnfinancial.com/
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Clients have an expectation that their portfolios should earn the rates of return needed to make their 
personal financial plan continue to work when measured on an after inflation basis over the long term. 
While inflation rates have been benign and our returns are in line with the market returns, portfolio 
results still appear on the surface to have underperformed the client’s personal financial plans, but with 
the heavy inflation expectation built into the client’s financial plans this may not be a correct 
assumption. We expect portfolio returns will vary from quarter to quarter and this return variability is 
built into each personal financial plan. Financial plans and plan assumptions need to be updated 
periodically to assure that each client’s plan is still sound. 
 
While markets are always changing, there is an expectation that traditionally low risk income producing 
investments will underperform their historic returns. To increase the possibility for higher portfolio 
returns, without adding downside risk, we have researched and have been evaluating alternatives to our 
current portfolio management program. The quest is to find a strategy to be more focused and yet 
expands our portfolio design and asset classes. This would involve creating a more concentrated income 
driven portfolio while adding additional categories for liquid alternatives and special investment 
opportunities. It would also involve reducing investment expenses by eliminating most mutual funds in 
favor of separately managed accounts of individual securities plus continued use of ETFs.  
 
Our purpose at this time is to make our clients aware that we are considering this fundamental change in 
our portfolio management program. When a final decision has been made and preparations have been 
completed, we will introduce it to our clients for their consent and approval.  More information on 
portfolio management is reported below. 
 
FINANCIAL PLANNING  
The following is a listing of some financial planning ideas, facts and observations from our ongoing 
research. 
 
Social Security COLA 0.3% in 2017, Wage Base Rises to $127,200 
On October 18th, the bad news became official: Social Security recipients will be getting a raise of just 
0.3% next year. This paltry pay raise may not even cover the increase in next year’s Part B premiums.  
 
But beneficiaries may not even see that paltry amount. If the Medicare Part B premium rises by more 
than the dollar amount of an individual’s Social Security COLA, the beneficiary will be spared the full 
premium increase, but their entire COLA will be swallowed up by Medicare premiums leaving their 
Social Security checks unchanged. That’s if they’re one of the 70% of beneficiaries who are held 
harmless as a result of having their Medicare premiums deducted from their Social Security checks in 
2016. 
 
Anyone who is not held harmless from higher Medicare premiums will be worse off than they were 
before. Their Social Security will go up by 0.3% (the increase will be applied to their primary insurance 
amount whether or not they have started receiving benefits), but their Medicare premiums will rise by 
much more than that.  
 
Who is not held harmless? Individuals who will not be held harmless in 2017 are people who: (1) enroll 
in Medicare for the first time in 2017; (2) did not have Medicare premiums deducted from their Social 
Security check in 2016 (i.e., they are delaying benefits) ; and (3) have modified adjusted gross income 
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over $85,000 if single or $170,000 if married and therefore are subject to the income related monthly 
adjustment amount (the Medicare surcharge for high income earners). 
  
You might need to worry a little about housing prices: 
 
 click here for full sized chart: 

 
 
Also, see this article from Bloomberg. “McMansions” in this article are houses with 3,000-5,000 square 
feet.  Remember, the house itself depreciates (in real dollars), the land appreciates; the higher the ratio of 
house to land the worse the investment (and vice versa). 
  
FINANCIAL SERVICES 
Are your estate plans in order?  Make sure you have an up-to-date will, durable powers of attorney for 
financial matters, an Advanced Healthcare Directive (this is used in Georgia and combines a healthcare 
power of attorney and a living will into one document – you may need both if you’re outside of 
Georgia), and letter(s) of instruction (documentation telling your heirs things they need to know).  Also, 
make sure property is titled correctly and that beneficiary designations on insurance policies and 
retirement plans are as you wish.  
 
Mortgage rates are at their 2nd lowest in history and we encourage you to consider refinancing for the 
same period as the remaining years in your current mortgage with the lender paying the closing costs, 
unless you are planning to move within the next couple of years. An added advantage would be to fold 
in your HELOC to avoid the interest rate increase that is coming that will adjust your HELOC rates.  
 
A Fourth-Quarter Financial Calendar for Client’s: 
 
10/15-12/7  Medicare open enrollment: Medicare-eligible adults can re-shop their Medicare coverage-

specifically, their Medicare Part D (prescription drug) coverage and Medicare Advantage 
plans-during this period. 

October 17   IRA recharacterization deadline: If you made a 2015 IRA contribution, or converted an 
IRA from traditional to Roth (or vice versa), this was your deadline to “undo” your 
decision.  We reviewed all accounts and none needed to be recharacterized.   

November 8 Election Day: Vote, of course. And don’t be surprised if the election results stir up some 
extra volatility in the markets. 

Dec. 1-31 Mutual fund capital gains distribution season: Mutual funds typically distribute capital 
gains in December. Capital gains distributions are a nonevent if you’re investing in an 
IRA and reinvesting those distributions - or if you’re investing in a taxable account and 
spending the capital gains distributions. (You’d owe tax on the distribution no matter 
what.) But capital gains distributions can be a nuisance for investors in taxable accounts 
who are reinvesting those distributions. 

https://static1.squarespace.com/static/50060e33c4aa3dba773634ec/t/57a4e322414fb5b4b710c37f/1470423852866/
http://r20.rs6.net/tn.jsp?f=001XuRPwLRBqLDfgHp2nA1Gh97LDcOrC2YSy-cjfIZJz6EuSUy0S4S-qA_qZkvtUjNTx3S0Lg_ruTuS9K7VNkhwL7BAO9IIeGR9qQYtYeLVg2q5JIkGlUuDx5GAK_Jm7MBySjTNOHlFeJQZO9EIU6jz1GfcV_3KrIYygy4GofSnpWrcHuxjr4ZjAh86Wd2c_GAZQVf7DywTplfT2vPVt_fhs1HN7n0aLGVfVYyB8QkfSdySxmyRTCyZov4HKtmOqBHlSxy7qscxJkEOkKCkKWbFZHi3-CcBIhXFoOehPLD-Lig=&c=rpErF4Y6v3Egq0VKymk7YPNdtR3YXto-DRfk3x-HQjZHaxGvarA0qg==&ch=UYShs5EwgNKB6MyI2lyQHzoezdYR7ryQ4hFjKsmR0y5jsYuVsTgeNg==
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12/31/16  Required minimum distribution deadline: You have until yearend to take your required 
minimum distributions from IRAs and company retirement plans. 

12/31/16 Deadline for 2016 Roth conversions 
12/31/16 Charitable contribution deadline: Yearend is also your deadline to make charitable 

contributions if you want to be able to deduct them on your 2016 tax return. If you’re using 
the qualified charitable distribution maneuver-that is, steering a portion of your IRA 
distribution directly to a qualified charity-you also need to make that contribution by yearend. 

1/17/17 Quarterly estimated taxes due: OK, it’s not a 2016 deadline, but the January quarterly 
estimated tax deadline always seems to sneak up unexpectedly. Put it on your calendar now. 

3/3/17 Deadline for distribution from irrevocable trust to avoid higher tax rates applicable to trusts. 
4/15/17 Deadline for 2016 IRA contributions  
 
Here are recent client alerts you should have received by email and the date it was sent. If you can’t 
find one, let us know and we’ll resend to you. 
 
Money Fund Reform - 10/12 
Social Security and Medicare Update - 10/6 
October is National Disability Employment Awareness Month - 10/5 
Medicare Open Enrollment Begins October 15 - 9/29 
Deadline Approaching for Undoing a 2015 Roth Conversion – 9/28 
IRS Announces Waiver Procedure for Taxpayers Who Inadvertently Miss the 60-day Rollover - 9/27 
New Real Estate Sector Puts Equity REITs in the Spotlight - 9/20 
Financial Aid Changes for Fall 2016 – 9/10 
Brexit: An Update for Investors - 8/24 
A Quick Look at the Presidential Candidates' Tax Proposals – 8/16 
Interest Rates Fall Again on New Federal Student Loans for 2016/2017 – 7/19 
 
CURRENT MARKET RESULTS  
Sometimes boring is a good thing.  The big story was there was no big story. Following the Second 
quarter and Brexit chaos, China’s economic fall off and interest rate concerns, this quarter had relatively 
low volatility, yet the results were quite satisfying. The S&P 500 experienced a daily change of more than 
1% only six times in the quarter, compared to about 30% of the time over the last decade. Rising stock 
prices in the face of declining earnings highlight the critical effect the central bank policy is having on 
asset prices. Across the globe, debates surrounding the efficacy of low or negative interest rate policies 
intensified this quarter. In the US, the Fed kept short-term interest rates steady but hinted strongly at a 
December hike. Meanwhile, cash on the sidelines still indicates some market participants seem to be 
waiting for election results before deciding whether to act or not. 
 
U. S. stocks had their best quarter of the year. Investors have had a difficult time for much of 2016 from 
volatile markets, sluggish growth and central banks putting pressure on profits by holding interest rates at 
near zero. The market did recover some this quarter, as investor’s regained confidence in the economy 
and bought into riskier assets. The Wilshire 5000 Total Market Index, the broadest measure of U.S. 
equities, gained 4.53% for the third quarter, and is now up 8.39% for the first three quarters of the year.   
 
All of the gains for the quarter came in July during the heart of earnings season. From the most recent 
report available, the S&P 500 earnings declined 2.2% from a year ago, but this was largely expected. 
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71% of companies beat estimates, which is better than the long-term average of 63%. Earnings are 
projected to decline again in Q3, which would mark the sixth consecutive year-over-year decline. 
However, the headline numbers are somewhat misleading because overall earnings growth was positive 
if the energy sector is excluded. 
 
Small company stocks, as measured by the Wilshire U.S. Small-Cap index, gave investors even a better 
return at 7.67% during the third quarter and 13.03% year to date.  The technology-heavy Nasdaq 
Composite Index gained 9.67% for the quarter and is up 6.06% heading into the final quarter of 2016.  
 
Among equity sectors, information technology stocks surged 13% in the quarter. Dividend-oriented 
sectors lagged during the quarter, giving back some gains from the first half. Telecommunication 
services and utilities declined 6%, while the real estate sector lost 1%. This new S&P category 
comprises 28 real estate investment trusts (REITs) and other related firms that were previously included 
among financials. The financial sector rose 5% despite a high-profile scandal in the banking industry. 
Wells Fargo shares dropped 6% after the bank paid $185 million to settle charges that thousands of 
branch employees had opened unauthorized accounts to meet sales quotas. Looking over the other 
investment categories - commodities, as measured by the S&P GSCI index, lost 2.88% of their value in 
the third quarter, but were still sitting on gains of 9.48% for the year to date.   
 
Rising stock prices in the face of declining earnings highlighted the critical effect central bank policy 
has on asset prices. When interest rates are lower, it encourages investors to pay more for assets like 
stocks and real estate. The dividend yield on the S&P 500 is now 2.1%. This is well below historical 
averages but is attractive compared to the all-time low 10-Year Treasury yield of 1.6%.   
 
Looking abroad, the U.S. remains a haven of stability in a very messy global investment scene.  The 
broad-based EAFE index of companies in developed foreign economies gained 6.43% in dollar terms in 
the third quarter of the year, but were up only 1.73% for the first three-quarters of the year.  In 
aggregate, European stocks have lost 2.67% so far in 2016 and the euro rose modestly against the U.S. 
dollar. In contrast, a basket of emerging markets stocks domiciled in less developed countries, as 
represented by the EAFE EM index, gained 9.03% for the quarter, and are sitting on gains of 16.02% for 
the year so far.  
 
In Europe, GDP continues to stagnate, advancing just 0.3% based on the most recent information 
available. In response, the European Central Bank (ECB) kept rates near zero and maintained its 80 
billion euros per month asset purchase plan. A potential negative of low or negative rates in Europe is 
that banks are struggling to make profits, leading some to lose confidence in the health of the banking 
system. 
 
Deutsche Bank shares are now down almost 50% for the year, causing some to predict a “Lehman 
event.” Further troubles for the bank could increase volatility, but we don’t think there is meaningful 
systemic risk. 
 
The Bank of Japan took steps to steepen its yield curve, stating an intention to keep the 10-year bond 
near 0% while letting the long end drift higher. This was a direct effort to help banks and pension funds, 
and it helped fuel Japanese stocks to a 9% gain for the quarter.    
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On the bond side, the interest rate story is essentially unchanged: rates are still low, once again 
confounding all the experts who have been expecting significant rate increases for more than 5 years 
now. The Bloomberg Barclays U.S. Aggregate Index gained 0.5%. The yield on the benchmark 10-year 
Treasury note rose 11 basis points to 1.60%. Investment-grade corporate spreads to Treasuries ended 18 
basis points higher at 138 basis points. Three-month notes were yielding 0.27% at the end of the quarter, 
while 12-month bonds were paying just 0.58%.  Go out to 30 years, and you can get a 2.32% annual 
coupon yield. Although strong demand drove corporate spreads to the lowest levels in more than a year 
earlier in the quarter, they have widened slightly from that point. Investment-grade corporates gained 
1.4%, while high-yield corporates rose 5.6%. Treasury Inflation-Protected Securities notched a 1.0% 
return. Municipal bonds lost 0.3%.   
 
We don’t have a directional outlook for stocks for the remainder of the year. Short-term volatility is 
likely to increase as we near the election. Valuations create a headwind while sentiment is a bullish 
factor, in our view. 
 
ECONOMIC & MARKET SUMMARY  
What’s keeping stock prices up while sentiment appears to be “restrained?”  As always there is good and 
bad news. A deeper look at the U.S. economy suggests that the economic picture may not be as gloomy 
as it is reported in the financial press.  Economic growth for the second quarter has been revised 
upwards from 1.1% to 1.4%, due to higher corporate spending in general and especially as a result of 
increasing corporate investments in research and development.  America’s trade deficit shrank in 
August.  Consumer spending—which makes up more than two-thirds of U.S. economic activity, is 
holding its own for the quarter, perhaps partly due to higher take-home wages this year. 
 
Meanwhile, the unemployment rate continued to be a surprise at 4.9%, perhaps because so many 
workers that are not actively seeking employment are not counted. After the economy gained 151,000 
more jobs that were filled in August, the unemployment continues below 5% for the third consecutive 
month, and the trend is downward.  At the same time, average hourly earnings for American workers 
have risen 2.4% so far this year. 
 
Based on their reading of the Treasury yield curve, economists at the Federal Reserve Bank of 
Cleveland have pegged the chances of a recession this time next year at a low 11.25%.  They predict 
GDP growth of 1.5% for this election year—which, while below targets, is comfortably ahead of the 
negative numbers that would signal an economic downturn.  (In general, a steep yield curve has been a 
predictor of strong economic growth, while an inverted one, where short-term rates are higher than 
longer-term yields, is associated with a looming recession.) 
 
Nobody would dispute that the economic statistics are problematic for trying to predict the market’s next 
move, and it is certainly possible that the U.S. and global economy are weaker than they appear.  But the 
slow, steady growth we’ve experienced since 2008 is showing no visible signs of ending, and it’s hard to 
find the usual euphoria and reckless investing that normally accompanies a market top and subsequent 
collapse of share prices.  At the current pace, we might look back on 2016 as an acceptable year to be 
invested. Still it would be hard to find anyone who believes stocks are poised for big gains. In some 
respects, this is a positive because stocks often gravitate toward the least expected outcome. Meanwhile, 
there is a huge pile of cash on the sidelines which could capitulate and come pouring into stocks if 
markets can maintain momentum for another quarter or two. 
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So much for the good news and now the not so good news. The earlier belief that the second half of the 
year would be stronger may not be true. Stocks prices have risen this quarter and this year in spite of 
corporate earnings, by expanding the price/earnings ratio. The S&P 500 is trading at 20 times its trailing 
12 month earnings, up from 17.15% a year ago and compared to 15.7% average over the past 10 years. 
U.S. corporate profits have been choppy since 2008 and 3rd quarter profits for the S&P 500 companies 
are projected to contract by 2.1% continuing a string of 6 down quarters, raising concerns about the 
sustainability of any such further advances.  
 
The recent report on consumer spending in August (the most recent data available) posted its weakest 
reading since March. Adjusted for inflation such spending was down 0.1% in August from July and that 
consumer spending will end the 3rd quarter at 2.7%, down from 4.3% in the second quarter.  
 
Investors are reducing their holdings of popular stocks and bonds, reflecting concerns that high 
valuations may make them more exposed during the historically volatile month of October. There is the 
worry over the banking crisis in Europe, volatility caused by the US election or action by the Federal 
Reserve. Others fear that years of monetary easing have drained central bank regulators ability to shield 
economies from recession or market shocks.   
 
ECONOMIC & MARKET OUTLOOK 
The market is in quite a fragile period. Fundamentals are not strong, investors are too heavy in risk and 
central banks have little options should the economy move to a recession or worse. One of the areas 
investors are most worried about is emerging markets, where much cash has gone to increase returns and 
yields. Money outflow from the US equity funds hit a 3 month high during this quarter. A survey of 
global fund managers report that 54% believe equities and bonds are overvalued.  
 
The foreign market is on a different economic cycle then the US. Historically, since 1970, foreign stocks 
have outperformed domestic stocks almost exactly 50% of the time, meaning the long trend we’ve 
become accustomed to could reverse itself at any time.   
 
Portfolio managers see volatility in the US Treasury yields, but expect continued price strength. While 
the yield on the 10 year Treasury rose in the third quarter, its first increase this year, most such investors 
expect further rise in the 2016 due to the uncertainty overhanging the markets and the global economy. 
The yield on the benchmark 10 year Treasury note rose to 1.605% up from 1.492% at the end of June.  
 
PORTFOLIO INVESTMENT MANAGEMENT  
We have disclosed to you above about the work being done in possibly considering an alternative to our 
portfolio design, asset allocation, securities research and portfolio management. While no decisions for 
change have been made, we do recognize that this is no longer the same market for portfolio management 
as it has been for more than our 25 years of service. Not only has there been a change in the balance of 
the work economy, but there has been a gradual but definite change in the structure of our markets and 
the delivery of portfolio management.  
 
As a result of their high costs and mediocre performance, mutual funds are losing out to much lower cost 
ETFs and separate account management. In addition, there are categories for investing such as liquid 
alternatives and special situations that a mutual fund with their buy and hold mentality cannot address. 
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The delivery of portfolio management on this basis will likely require us to outsource some of the 
research and implementation of such a program under our in-house management direct supervision. 
While we do not believe in market timing, we are in favor of strategic and tactical investing that is on a 
planned and research supported basis. This is a major decision for our clients, it will be treated as such 
and no such changes would be made to any client’s portfolio without their knowledge and approval. 
 
For now, we will continue to trim the number of funds in the portfolio and rotate a large percentage of the 
equity positions to lower cost index based funds and ETFs. As we have been transitioning the portfolio 
we  realize it appears that that there are a large number of funds in the portfolios, but this is a temporary 
issue as we work through minimum trade lots, short term redemption fees, long term capital gains and 
especially short term capital gains. At this point in the year, it also makes little sense to further create 
taxable gains for 2016 when in a short time they could be pushed to 2017. 
 
We have also made some adjustments by temporarily reducing the commodities segment which has been 
lagging from lower inflation and lower energy related costs. We have also increased weightings in the 
dividend related value side of the market over the overvalued growth side. These small changes should 
help when the market volatility picks back up. 
 
For bonds overall, we believe expectations should be muted and sporadic negative return years will have 
to be tolerated. Avoiding bonds altogether remains a risky choice. The primary alternatives are to load up 
on stocks or sit in high cash. Stocks should continue to provide a satisfying long-term return, but seven 
years into a bull market feels like the wrong time to increase strategic allocations to riskier assets. For 
investors with a time frame of at least five years, we believe a proper mix of bonds will continue to 
provide important portfolio stability and higher returns than cash. 
 
On the bond side, we have picked up more on “total return” and continued exposure in inflation 
protections like shorter term bank rate funds, expected return funds and TIPS. By spreading to other fixed 
income alternatives, we hope to maximize yield while protecting the “safe” side of the portfolio as 
inflation rises and rates make eventually increase as well.  
 
CONCLUSION 
As has been the case for some time, US equity valuations are high and bond yields are low, compared to 
historical averages. This combination means return expectations for the next three to five years for US 
assets should be moderated. We believe single-digit annualized returns are much more likely than double-
digit returns. Isolated negative years should be expected, likely including a technical bear market. 
 
Unfortunately this leaves us few places to turn for higher returns without substantially more risk. It also 
makes it difficult to sidestep downturns in the market by moving cash out then back into the market. First, 
you have to guess correctly when the market will start to decline. This is hard. Many have tried and failed 
in the last several years, finding themselves in the extremely awkward situation of having to buy back in 
at even higher prices. Until something changes this is the short term reality. 
 
In the meantime we will continue your portfolio management through both actively managed mutual 
funds and passive managed ETFs to maintain diversification and to manage downside volatility. We will 
continue our program to reduce the overall number of funds in the portfolio through the use of “core 
funds. If we make a decision to change our portfolio design and asset allocation, the changeover process 
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could take several months or even quarters in light of the capital gain exposure, short term trading fees 
and purchase limitations.   
 
The past couple of years have reflected the most uncertain market conditions that we have seen in over 25 
years of managing client portfolios. We have seen major market declines followed by recoveries and 
there have been multiple years in which there has been very little change from year to year. Today, with 
so many domestic and international events, conditions that rapidly change, and immediate 
communication, especially of bad news, there is a great deal of anxiety and apprehension in investing.  
 
In the short term, we have included more asset classes, more divergent holdings, more in-depth research 
and  additional type of securities including actively managed funds, passive index funds and ETFs 
(exchange traded funds). This has reduced portfolio risk somewhat, stabilized portfolios and provided 
opportunity for increased returns especially in fixed income investments.  
 
In the intermediate term, we have researched, identified and added or changed some of our holdings.  As 
we arrive at the back half of the current economic cycle, some asset classes, sectors and securities tend to 
do better in this type of economic conditions and are more heavily weighted in the portfolio.  
 
In the long term, we remain true to our portfolio design models as consistency and diversification remains 
the best strategy.  Nevertheless, we continue to examine and test our portfolio with the research finding of 
those available at Morningstar, Fidelity, Money Guide Pro, Tamarac, Litman Gregory and other 
companies with which we do business.  
 
Our overall concern is not so much with the below average performance of the market during 2015-2016, 
but that we don’t see in the near term any reason to believe the returns will change without a catalyst to 
effect such change and our action to change our portfolio construction and investment strategy focus. For 
traditional portfolio management and during most economic conditions, stocks and bonds act as 
counterweights to each other, but with stocks at very high P/E ratios, and bonds and cash equivalence at 
historically low yields, interest income returns will depend on company earnings growth and either 
negative interest yields (bond prices rise in reverse direction as yields) or interest rate increases by the 
Federal Reserve.  
 
The election outcome for the presidency and Congress is an uncertainty. It is an important election, but 
the outcome doesn’t impact our long-term asset class risk and return assumptions, and we urge investors 
to vote, but not to let emotion impact their thinking about their portfolios. As changes are necessary we 
will make the changes.  
 
Until market conditions change or unless we decide to change our portfolio construction and structure, for 
the present it would be prudent for us to consider reducing the targeted rate of returns or your making 
changes in your financial goals, assumptions and/or level of funding.   
 
 
St. John & Associates, Inc.  
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Below are the returns for mutual fund categories making up our clients’ portfolios and the major stock 
market averages. Morningstar sourced these mutual fund returns. Returns beyond one year are 
annualized.   

 
  

3rd Qtr. 
2016 

Year to Date 
Return 

5 Year Average 
Return 

Large-Cap Growth 5.59 3.45 14.98 
Large-Cap Value 3.70 7.84 14.02 
Mid-Cap Growth 4.81 4.93 13.89 
Mid-Cap Value 5.05 10.24 14.92 
Small-Cap Growth 8.22 7.39 14.42 
Small-Cap Value 7.29 12.26 14.56 
DJIA 2.78 7.21 13.77 
S&P 500 3.85 7.84 16.37 
S&P Mid-Cap 400 4.14 12.40 16.50 
Russell 2000 9.05 11.46 15.82 
Russell 3000 4.40 8.18 16.36 

    
Health 5.23 -5.01 20.19 
Commodities -2.88 9.48 -8.97 
Real Estate -0.89 9.51 14.56 
Technology 13.10 10.76 16.20 
    

    
Emerging Markets 7.60 14.34 3.68 
International Large Growth  6.06 3.65 8.56 
International Large Value 6.24 2.94 6.26 
Intl Small/Mid Growth  6.86 3.62 10.72 
Intl Small/Mid Value  7.78 6.28 8.74 
MSCI EAFE 6.43 1.73 7.39 
MSCI Emerging Mkt 9.03 16.02 3.03 

    
  Inflation Protected Bonds  1.15 6.39 1.19 
Long Term Bonds 1.09 14.24 6.44 
Intermediate Term Bonds 0.98 5.96 3.44 
Short Term Bonds 0.48 2.52 1.69 
Multi Sector Bonds 2.71 7.93 5.31 
Barclays Aggregate Bond 0.46 5.80 3.08 
High Yield Bonds 4.70 11.45 7.05 
High Yield Muni 0.38 6.25 6.61 
World Bonds 1.48 8.21 2.42 
    
Fidelity Money Market Fund 0.09 0.22 0.05 
    

 


