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ONE LOOK BACK AND TWO 
LOOKS FORWARD 

Economic growth in 2015 
was driven by consumer 
spending, primarily on 
services. 
Credit growth is picking 
up across the board, 
except for the mortgage 
sector. 
Global government 
spending will be posiDve 
for the first Dme since 
2009. 
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LOOKING BACK ON THE 2015 ECONOMY 
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Looking Back 
GDP Contributors: C + I + G + Net Exports 
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                      Q3 
∆GDP 
ConsumpDon  +2.1% 
Investment       -0.1% 
Government    +0.3% 
Net Exports      -0.2% 
Total                 +2.1% 
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big Q3 inventory 
correcDon 

recovering 
at last 

this trend is 
key 

Source: Bureau of Economic Analysis, data through September 2015.  
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Looking Back 
Components of GDP 
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Government ConsumpXon 
(18% of total GDP) 

 

Investment 
(17% of total GDP) 

 

Services 
(45% of total GDP) 

 

Non-durable goods 
(15% of total GDP) Durable goods  

(9% of total GDP) 

Personal 
ConsumpDon 
= 68% of GDP 

Net Exports 
(-3.3% of total GDP) 

Net Exports -5.6% 
of GDP Q3 2006 
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Looking Back 
GDP Contributors: C + I + G 
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Personal consumpDon 
plus private investment 

(86% of GDP) 
  

Government 
consumpDon and 

investment  
(18% of GDP) 
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86% of the economy – the 
private sector –has been 
growing at +3.3% y/y.  

Government sector has been a 
drag on growth, but will be a 
net posiDve for the first Dme 
since the GFC.  This is true 
across the developed world, 
especially in Europe. 

Personal Consump.on is driven 
by changes in income and 
changes in credit. 

 

Source: Bureau of Economic Analysis, data through September 2015.  

+0.7% y/y 

+3.3% y/y 

 
Looking Back 
Private Jobs Rose, Government Jobs Stagnant 
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Private jobs  
(lea axis) 

Shaded bands  
indicate recession. 

Government jobs  
(right axis) 
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Source: Bureau of Labor StaDsDcs; data through November 2015. 
1 2010 census hiring spike. 

Private	sector	jobs	
recovery	looking	
good.		

Government	jobs	
halJng	recovery.		
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Looking Back 
Consumer Income By Source 
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Government 
transfer payments 

Interest and 
dividends 

Rental income 

Proprietors’ 
income 

Employee 
compensaDon 
+4.6% y/y 

Personal 
income 

Source: Bureau of Economic Analysis, monthly data through October 2015. Includes wages, salaries, benefits and employer contribuDons for social security and Medicare. 

Growing faster y/y than the boom 
period preceding the last recession Personal income 

3/07-3/08 
+4.4% 

Personal income 
10/14-10/15 

+4.6% 

 
Looking Back 
Bank Credit – Recovery in a Key Economic Driver 
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Shaded bands represent 
recessions. 
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Bank credit is the 
lifeblood of economic 
expansion. 

The rate of bank 
credit creaDon is 
finally looking robust. 

Source: Federal Reserve, schedule  H8. Data through October 2015, released December 4, 2015.  

excessive 
credit creaDon 
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Looking Back 
Runaway Growth in Student Loans 
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HELOC 
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CAGR1 = 14.2% 
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Source: Federal Reserve Bank of New York, Quarterly Report on Household Debt and Credit, May 2015. 
1 CAGR = compound annual growth rate. 2 14.2% CAGR compared to 4.2% CAGR for total household debt, including mortgages. 

Student loans $1.2 trillion 
and growing 3X faster2 
than total household debt. 

The high growth rate of 
student debt was a 
conscious policy decision 
to expand one credit 
conduit when virtually all 
others were not 
funcDoning aaer the GFC. 

Income-oriented and 
service-related 
government relief 
programs have been 
started to alleviate debt 
burdens.  IniDal price tag:  
$38b. 
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LOOKING AHEAD IN 2016 AND BEYOND 
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Looking Ahead 
Why Consumer Income Growth is Strong 

Looking Ahead 
ISM Manufacturing Purchasing Managers Index 
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Shaded bands  
indicate recession. 
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November Dcked 
down to 48.6 from 
50.1 in October. 

New export orders at 
47.5 are a drag. 

Note the historic 
volaDlity in the 
manufacturing PMI.  

Note how this 
indicator has slumped 
well below 50 even 
during periods of 
strong economic 
expansion, eg. 1995, 
1999, 2003, 2013. 

Source: Copyright 2015, InsDtute for Supply Management; data through November 2015. ISM: “A reading above 50 percent indicates that the manufacturing economy is generally expanding; below 50 percent indicates that it is generally 
contracDng. A PMI in excess of 43.1 percent, over a period of Dme, generally indicates an expansion of the overall economy.” 
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Looking Ahead 
ISM Non-Manufacturing Purchasing Managers Index 
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Shaded band  
indicates recession. 
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Non-
manufacturing 
captures the vast 
majority of the 
U.S. economy. 
 
November 
dropped to sDll-
strong 55.9 from 
59.1 in October. 
 
New orders strong 
at 57.5. Export 
orders are hurDng 
at 49.5. 
 

Source: Copyright 2015, InsDtute for Supply Management; data through November 2015. This data series was created in 2008. ISM: “A reading above 50 percent indicates that the non-manufacturing economy is generally expanding; below 50 
percent indicates that it is generally contracDng.” 

Looking Ahead 
ProducXvity – A QuesXon Mark 
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ProducDvity 

Source: Bureau of Labor StaDsDcs, data through September 2015. 

1.6% in Q3. 
 
ProducDvity gains 
have averaged only 
+0.6% per year for 
the last five years, 
not fully recovered 
from pre-recession.  
But, is the trend 
improving? 
 
ProducDvity gains 
offset wage gains. 
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Looking Ahead 
U.S. Index of Leading Economic Indicators (monthly) 
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“The U.S. LEI rose sharply in 
October, with the yield 
spread, stock prices, and 
building permits driving the 
increase. Despite lackluster 
third quarter growth, the 
economic outlook now 
appears to be improving … 
the U.S. economy remains 
on track for conDnued 
expansion heading into 
2016.” 
 
The Conference Board 
November 19, 2015 

The Conference Board Leading Economic Index® (LEI) components: 1) average weekly hours worked, manufacturing; 2) average weekly iniDal unemployment claims; 3) manufacturers’ new orders – consumer goods and materials; 4) 
ISM index of new orders; 5) manufacturers’ new orders, nondefense capital goods; 6) building permits – new private housing units; 7) stock prices, S&P 500; 8) Leading Credit Index™; 9) interest rate spread; 10-year Treasury less fed 
funds; 10) index of consumer expectaDons. 
 
Source: ©The Conference Board. Data through October 2015, released November 19, 2015.  

Looking Ahead 
Consensus U.S. Economic Forecast 
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    Actual and Forecast 

Q1 2011 
Japan  

tsunami 

Sources: Bureau of Economic Analysis, actual data through September 2015; The Wall Street Journal survey taken November 2015. 

The 70 economists 
surveyed in early 
November see an 
average +2.6% rate 
of quarterly GDP 
growth ahead 
 
It’s a Goldilocks 
forecast … healthy 
economic growth 
with benign inflaDon. 
 
Unfortunately no 
post-war recession 
has been forecasted 
successfully  by the 
Fed, or any 
administraDon or 
survey.  

Q4	2012		
Hurricane		
Sandy	

Q1	2014		
East	Coast		
winter	

Q1	2015		
East	Coast		
winter,	West		
Coast	dock		

strike	

average	
+2.6%	
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Looking Ahead 
World GDP Growth Forecasts - AcceleraXon 
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Source: OECD Economic Outlook, November 9, 2015.  
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SPECIAL TOPICS 
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Special Topics - The Dollar 
U.S. Dollar Index 
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. 

Source: Federal Reserve major currencies index. Data through November 2015. Federal Reserve, Remarks by Chairman Alan 
Greenspan before the Economic Club of New York, March 2, 2004. 
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Despite its 
dramaDc surge, the 
dollar could go 
higher. 

 

“… no model 
projecDng 
direcDonal 
movements in 
exchange rates is 
significantly 
superior to tossing 
a coin.” 
-- Alan Greenspan1 

 

Special Topics - The Dollar 
S&P 500 vs. $USD 
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. 

Is a strong dollar 
bad for stocks? 
 
The argument is 
oaen made that a 
stronger dollar 
makes it tougher 
for exporters and 
foreign currency 
translaDon, hurDng 
earnings and, thus, 
stock prices.  
Around 40% of S&P 
earnings are foreign 
sourced. 
 
The record 
illustrates bull 
markets in periods 
of both rising and 
falling $USD. 

Source: Standard and Poor’s, Federal Reserve. Monthly data through December 7, 2015. 
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Special Topics - Oil 
WTI Spot Crude Oil Prices 
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Kuwait invasion 
$16.70/bbl (6/90) 

to $36.00/bbl (10/90) 

Shaded bands  
indicate recession.	

OPEC producDon cuts 
$11.35/bbl (12/98) 

to $33.88 (9/00) 

OPEC refuses  
producDon cuts  

(11/14) 

OPEC refuses producDon 
cuts	(12/15)	
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In November 
2014, in the midst 
of increasing over-
supply, OPEC 
refused to cut 
producDon while 
non-OPEC is 
boosDng 
producDon. 

Diyo in December 
2015. 

 

According to 
Deustche Bank, oil 
shorts are at all-
Dme  highs. 

Source: U.S. Energy InformaDon Agency. Data through December 7, 2015.  

Special Topics - Oil 
World Crude Oil ProducXon – U.S. Shale Explosion 
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Aug-13	
May-15	

U.S. shale 
producDon has 
upset the global 
supply/demand 
equilibrium.  

Saudi Arabia has 
borne the brunt 
of the 
producDon cuts 
while others in 
OPEC have 
increased. 

Saudis decided 
not to take it 
any more! 

But their target 
is not shale oil, it 
is other high-
cost marginal 
producers. 

Source: U.S. Energy InformaDon Agency, Short-Term Energy Outlook, June 2015. For non-OPEC producers the figures include crude oil plus liquids 
producDon. For OPEC producers the figures include crude oil but exclude liquids.  

. 

1/10:					9.4	mmbpd	
5/15:	15.1	mmbpd	 +61%	
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Special Topics - Oil 
U.S. Drilling Plunge 
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9.2 mmbpd 
producDon. 
Peaked at 9.6 
mmbpd in June 
2015. 

545 rig count. 
Peaked at 1,609 
in October 
2014. 

What is priced 
in today:  
approximately 
$44/bbl for the 
end 0f 2016. 

Source: U.S. Energy InformaDon Agency, Baker Hughes. Rig count through December 4, 2015. Crude oil producDon through November 27, 2015. 

Special Topics - Oil 
World Crude Oil Supply vs. ConsumpXon 
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In 2014 and so far in 
2015, global supply 
surged, outstripping 
demand growth, driving 
prices down.  

Supply has now 
outstripped demand for 
16 consecuDve months. 

1.3 to 600 mmbpd 
oversupply. 

Source: U.S. Energy InformaDon Agency, Short-Term Energy Outlook, December 2015, data through November 2015.  Includes condensate and natural gas liquids. 
Investor’s Business Daily, November 11, 2015. 



1/4/16	

13	

Special Topics - Interest Rates 
Much Lower Than Expected Bond Yields 
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3/2/11: Bill Gross: with the 
end of QE2, bond yields are 
likely to go "higher, maybe 

even much higher." 
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Lower than 
expected bond 
yields have been 
the big surprise for 
the last four years. 

The CME Group’s 
FedWatch 
computes an 88.1% 
implied probability 
of a 0.50% fed 
funds rate hike at 
the 1/27 FOMC 
MeeDng, and a 50% 
chance of a hike to 
0.75% at the 3/16 
meeDng as of 
1/1/2016. 

  
Source: Federal Reserve. Data through December 4,  2015.  
1 Average of economists’  forecasts from The Wall Street Journal ‘s monthly surveys taken November 2011, January 2014, September 2014 and April 2015.  
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Special Topics - Interest Rates 
Fed Policy… it’s the last rate hike that magers 
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Shaded bands  
represent recession.	
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IniDal fed funds 
rate hikes have 
caused the stock 
market to stuyer. 
 
But, following the 
iniDal stuyer 
stocks have 
conDnued higher 
even as the Fed 
has repeatedly 
hiked rates … unDl 
fed funds have 
approximated 
bond yields. 

Sources: NBER, Federal Reserve and Standard & Poor’s. Data through November 2019.  
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Special Topics - Interest Rates 
Central Banks Shih to Rate Hikes From Cuts 
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More rate cuts than hikes 

More rate hikes than cuts 

Source: Charles Schwab, Bloomberg data as of 12/21/2015. 76 central banks studied 

Special Topics - China 
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 China is Trying to Re-engineer Its Economy From an Industrial Exporter to a ConsumpDon-Based 
Economy Revolving Around Services.  
 China is in a period of credit adjustment resulDng from a period of hyperinvestment.  It is in the 
early stages of passing through credit losses (Bridgewater Daily ObservaDons, 11/290/2015): 

  Debt service burdens reduced through interest rate cuts. 
  Restructurings and forbearances have been selecDvely mandated. 
  Defaults are allowed to flow through at a reasonable pace. 
  Targeted fiscal sDmulaDon. 
  Government has propped up asset prices and exchange rates to allow troubled debtors Dme to unwind. 

  The Banking System is Well Capitalized and May be Able to Handle the Problem if Given Time. 
 Chinese Government Reserves are Extensive and Available. 
  But the pace of Credit CreaDon is SDll Too High – Painful But Manageable Adjustment Ahead. 
 Undertaking steps to float the currency and rise to reserve currency status. 
  The government has commiyed to full interest rate liberalizaDon. 
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Special Topics - China 
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Source: Bridgewater Associates 

REVIEW OF GLOBAL INVESTMENT MARKET 
RETURNS 
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Review of Global Investment Market Returns 
S&P 500 – Flat for the Year Amidst Drama 
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on	rate	hike	
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Stocks	drop	on	strong	Oct	jobs	
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Oil sinks  

below $50 
 -4.9% 
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Stocks drop  
on strong  
Feb jobs  
-3.8% 

October 2014 
QE3 ends, Fed rate  hike 
 jiyers.  global slowdown 

 worries 
-9.8% 

4/6/15 
Stocks rally  

on weak  
Mar jobs 
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Stocks drop  

on beyer  
May jobs 

8/24/15 
Flash crash; 

China devaluaDon,  
global slowdown  

worries  
-11.2% 

12/17/14	
Fed	to	be	

	"paJent"	in		
raising	rates	
-5.1%	

7/30/14	
Fed	reaffirms		

taper	to	end	QE		
by	October	2014	
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Stocks	drop		
on	be`er		
April	jobs	 6/29/15	

Stocks	drop		
on	Greek		
vote		
-3.5%	

10/22/15	
ECB,	China		
signal	more		
sJmulus	

	

12/4/15	
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Source: Standard & Poor’s. data through December 4, 2015. 

No currency has rallied as strongly as the dollar into its third year. 

Being long the U.S. dollar was described by DB as the year’s most crowded trade. 

Economic strength in the US, rising interest rates, and the rest of the world conducDng monetary policy via currency depreciaDon suggests 
the dollar’s strength may be resilient for the Dme being. 
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Review of 2015 Investment Market Returns  
Developed Market Freely FloaXng FX  

Source:  Deutsche Bank 
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Review of 2015 Investment Market Returns 
Market Summary 
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International 
Developed  
Stocks 

US Stock 
Market 

Emerging  
Markets 
Stocks 

Global 
Real Estate 

US Bond 
Market 

Global 
Bond 
Market  

0.48% -3.04% -15.22% 0.59% +0.55% -3.57% 

STOCKS BONDS 

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio. Market segment (index representation) as follows: 
US Stock Market (Russell 3000 Index), International Developed Stocks (MSCI World ex USA Index]), Emerging Markets (FTSE Emerging Markets Index]), Global Real Estate (S&P Global REIT Index), US Bond Market (Barclays US Aggregate Bond Index), and Global 
Bond ex US Market (Citigroup WGBI]). The S&P data are provided by Standard & Poor's Index Services Group. Russell data © Russell Investment Group 1995–2015, all rights reserved. MSCI data © MSCI 2015, all rights reserved. Barclays data provided by Barclays Bank 
PLC. Citigroup bond indices © 2014 by Citigroup.  

Review of 2015 Investment Market Returns  
Select Country Stock Market Performance 
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Developed Market Returns Emerging Market Returns 

Source: Morningstar. Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance 
does not reflect the expenses associated with the management of an actual porSolio. Country returns from MSCI ‘country’ NR USD index data. 
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Review of 2015 Investment Market Returns 
Fixed Income 
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Source: Morningstar 
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Review of 2015 Investment Market Returns  
U.S. Stocks by Style 
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Source: Morningstar. Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management 
of an actual porSolio. Market segment (index representaDon) as follows: Marketwide (Russell 3000 Index), Large Cap (S&P 500 Index), Large Cap Value (Russell 1000 Value Index), Large Cap Growth (Russell 
1000 Growth Index), Small Cap (Russell 2000 Index), Small Cap Value (Russell 2000 Value Index), Momentum (MSCI USA Barra Momentum and Small Cap Growth (Russell 2000 Growth Index).  
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Review of 2015 Investment Market Returns  
U.S. Stock Market Sectors 
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Review of 2015 Investment Market Returns 
InternaXonal Stock by Style 
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Source: Morningstar. Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of 
an actual porSolio. Market segment (index representaDon) as follows: Large Cap (MSCI World ex USA Index), Small Cap (MSCI World ex USA Small Cap Index), Value (MSCI World ex USA Value Index), and 
Growth (MSCI World ex USA Growth). Large Cap (MSCI Emerging Markets Index), Small Cap (MSCI Emerging Markets Small Cap Index),  
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Review of 2015 Investment Market Returns  
Global Stock Market Sectors 
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performance does not reflect the expenses associated with the management of an actual porSolio. Sector returns are from S&P 
1200 Global Index sector returns.  

Review of 2015 Investment Market Returns  
InflaXon-SensiXve Investments 
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MARKET RISK INDICATORS 

Market Risk Indicators 
Risk Metrics 
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Market Risk Indicators 
Risk Metrics (Cont.) 
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GLOBAL INVESTMENT MARKET 
EXPECTATIONS 
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Global Market ExpectaXons 
Commodity ContribuXon to InflaXon 
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PPI	Crude	Materials	 CPI	
PPI Crude Materials 
captures commodity 
price inflaDon. This 
measure is comprised 
roughly 60% of crude 
foodstuffs, feedstuffs 
and crude oil; and 
roughly 40% of all 
other commodiDes 
used in 
manufacturing, 
including metals. 
 
The plunge in 
commodity inflaDon 
has pushed the y/y 
∆CPI pracDcally to 
zero. 

Source: Bureau of Labor StaDsDcs, data through October 2015. 

Global Market ExpectaXons 
Expected InflaXon 
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  Discounted breakeven rates were generally 
down worldwide in 2015. 
  5y/5y rates are 2% in the US and 

developed Europe.  Five year forward rates 
are much lower in Europe. 
  5y/5y rates are less than 1%, well below 

the BOJ target. 
  Surveys of inflaDon forecasts and swap 

markets agree with the bond markets. 
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Source: InvesDng.com, Globinvestor.com, and U.K. Debt Management Office. Data as of 12/31/2015. 
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Global Market ExpectaXons 
The Fed is “PrinXng Money.” Why Hasn’t InflaXon Surged? 
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. 

Key disDncDon between 
monetary base and money 
supply. 

The Federal Reserve engineered 
an explosion in the monetary 
base — reserves that commercial 
banks keep on deposit at the Fed 
— in an effort to restore 
confidence in banks and 
sDmulate the economy.  

M2 – cash, checking and savings 
accounts held by households and 
businesses – is a funcDon of 
both supply and demand for 
funds — is responding sluggishly. 

For inflaDon to pick up, M2 has 
to pick up … more money 
chasing the supply of goods and 
services.  
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Source: Federal Reserve. Data through April 2015, released June 4, 2015.  

QE	

Global Market ExpectaXons 
Sovereign Yield Curves – Developed Markets 
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Source: InvesDng.com.  Data as of 12/31/2015. 
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Global Market ExpectaXons 
Sovereign Yield Curves – Emerging Markets 
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Source: InvesDng.com. Data as of 12/31/2015. 
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Global Market ExpectaXons 
Corporate Bond Spreads 

Copyright Versant Capital Management 2015  50 

. 

AAA Spread 

Shaded bands  
indicate recessions 

Lined bands  
indicate QE 

BAA Spread 

High Yield  
spread 

0	

5	

10	

15	

20	

Jan-9
Jul-95	

Jan-9
Jul-96	

Jan-9
Jul-97	

Jan-9
Jul-98	

Jan-9
Jul-99	

Jan-0
Jul-00	

Jan-0
Jul-01	

Jan-0
Jul-02	

Jan-0
Jul-03	

Jan-0
Jul-04	

Jan-0
Jul-05	

Jan-0
Jul-06	

Jan-0
Jul-07	

Jan-0
Jul-08	

Jan-0
Jul-09	

Jan-1
Jul-10	

Jan-1
Jul-11	

Jan-1
Jul-12	

Jan-1
Jul-13	

Jan-1
Jul-14	

Jan-1
Jul-15	

Yi
el

d 
Sp

re
ad

 to
 1

0-
ye

ar
 U

.S
. T

re
as

ur
y 

Bo
nd

 (%
) 

Source: Federal Reserve, Federal Reserve Bank of St. Louis, Data through December 4, 2015. 

Have spreads 
widened enough to 
get concerned about 
the economy? 
 
Investment-grade 
spreads have only 
just normalized 
following the 
terminaDon of QE. 
 
Wider junk spreads 
are due, specifically, 
to energy and 
materials.  Contagion 
in HY from energy 
but not in HG bonds. 
 
Too late in the cycle 
to stretch for yield? 
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Global Market ExpectaXons 
Municipal Bonds 
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Source: Federal Reserve, bond buyer GO 20-bond municipal bond index. Data through November 2015. 

Global Market ExpectaXons 
S&P 2015 YTD Sector Returns – Not What the Strategists1 Expected 
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Global Market ExpectaXons 
S&P 2014 YTD Sector Returns – Not What the Strategists1 Expected 

Copyright Versant Capital Management 2015  53 

. 

Neutral 

Most favored 

Least favored 

Source: Standard and Poor’s. Data through December 31, 2014. 
 1 From Barron’s survey of 12 Wall Street strategists, published December 16, 2013.  
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Global Market ExpectaXons 
S&P 500 Sector Earnings Forecasts – Most Headed Higher 
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Energy and 
materials clobbered 
2015 earnings. The 
other eight sectors 
have posted good 
gains to date. 

AcceleraDng 
earnings growth 
forecast for most 
sectors in 2016, 
with 14% growth in 
the S&P 500 for 
2016 forecasted. 

2015 earnings for 
the energy sector 
were down 14.4%, 
the rest of the S&P 
grew 6%. 

Source: Standard & Poor’s. Earnings esDmates are based on the Capital IQ consensus forecast. Data as of November 30, 2015.    

energy and 
materials 

clobbered 2015 
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Global Market ExpectaXons 
Corporate Profit Margins 
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Corporate profit 
margins are 
running strong, 
although down 
from recent 
record highs. 
	

Source: U.S. Department of Commerce, Bureau of Economic Analysis. Quarterly data through  September 2015. 
1 With inventory valuaDon and capital consumpDon adjustments. 

Global Market ExpectaXons 
US Stock Market Returns 
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Global Market ExpectaXons 
World CAPE RaXos 
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Country/Region CAPE CAPE Earnings Yield TTM P/E TTM Earnings 
Yield 

P/B Dividend Yield 

GREECE 0.90 110.84% N/A N/A 0.49 1.20% 
RUSSIA 3.55 28.14% 7.83 12.77% 0.62 4.85% 
BRAZIL 4.69 21.30% 17.05 5.87% 1.13 4.58% 
PORTUGAL 6.20 16.12% 15.40 6.49% 1.48 3.78% 
POLAND 6.48 15.43% 11.11 9.00% 1.09 3.72% 
CZECH REPUBLIC 6.53 15.32% 13.50 7.41% 1.33 7.04% 
HUNGARY 6.63 15.07% 10.62 9.42% 1.25 2.10% 
TURKEY 6.94 14.40% 9.60 10.42% 1.21 3.53% 
AUSTRIA 7.16 13.98% 13.24 7.55% 1.06 1.86% 
NORWAY 7.29 13.72% 12.57 7.95% 1.49 4.20% 
SPAIN 8.59 11.65% 15.97 6.26% 1.28 5.19% 
ITALY 8.71 11.48% 29.78 3.36% 1.05 3.02% 
EM (EMERGING MARKETS) 10.51 9.52% 11.76 8.51% 1.22 2.81% 
CHINA 12.45 8.03% 10.95 9.13% 1.42 2.76% 
EUROPE 12.64 7.91% 18.09 5.53% 1.78 3.42% 
EAFE 14.04 7.12% 16.99 5.88% 1.63 3.17% 
BELGIUM 16.53 6.05% 19.26 5.19% 2.47 3.00% 
MEXICO 16.68 5.99% 27.56 3.63% 2.61 1.46% 
ACWI 17.23 5.80% 17.95 5.57% 2.00 2.60% 
HONG KONG 17.35 5.76% 11.49 8.70% 1.18 3.00% 
PACIFIC 17.81 5.61% 15.24 6.56% 1.40 2.73% 
INDIA 19.07 5.24% 22.67 4.41% 3.22 1.42% 
JAPAN 20.60 4.85% 16.02 6.24% 1.37 1.91% 
SWITZERLAND 20.85 4.80% 18.38 5.44% 2.58 3.09% 
USA 23.18 4.31% 20.54 4.87% 2.77 2.15% 
PHILIPPINES 24.95 4.01% 20.19 4.95% 2.73 1.79% 
DENMARK 30.55 3.27% 25.86 3.87% 4.06 1.59% 

Source: MSCI, Robert Shiller. Data as of 12/31/2015 

Global Market ExpectaXons 
World CAPE RaXos 
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Sources: MSCI, Robert Shiller. Data as of 11/30/2015 
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Global Market ExpectaXons 
World CAPE RaXos Comparison 
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Source: MSCI, Robert Shiller. Data as of 11/30/2015. 
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EAFE CAPE Emerging CAPE S&P 500 CAPE 

Capital Markets AssumpXons* 
Category Asset Class BNYM JPM 

Northern 
Trust NEPC GMO WBlair RA 

    10 Years 10-15 Years 5 Years 5-7 Years 7 Years 8 Years 10 Years 
    1/1/2015 9/30/2015 7/31/2015 12/15/2015 11/30/2015 11/30/2015 9/30/2015 
US EquiXes US Large 7.20 % 7.00 % 6.00 % 0.10 % 4.70 % 3.60 % 

US Small 8.40 % 7.25 % 6.00 % 1.40 % -3.90 % 2.85 % 
US High Quality 2.20 %   
US Broad Equity 7.30 % 5.60 %   
Private Equity 10.70 % 8.50 % 8.60 % 8.50 %       

InternaXonal EquiXes Global Equity 7.40 % 7.50 % 6.50 %     6.80 %   
Ex-US Developed Equity 7.00 % 7.75 % 6.10 % 7.25 % 8.80 % 7.77 % 
InternaDonal Large 2.20 %   
InternaDonal Small 7.50 % 0.90 %   
Emerging 9.80 % 10.00 % 7.80 % 9.75 % 6.30 % 15.70 % 10.38 % 

Real Estate US REIT 8.00 % 6.00 %       4.98 % 
Global REIT 7.70 % 6.90 %   
Direct Real Estate 5.60 % 5.50 %   6.50 %       

Fixed Income US Aggregate 2.70 % 3.75 % 3.00 % 3.75 % 1.30 % 3.59 % 
Municipal Bonds 3.10 % 3.25 % 3.30 %   
US Treasury Bonds 2.10 % 3.00 % 2.50 % 1.75 % 1.60 % 3.26 % 
US High Yield 4.80 % 6.75 % 5.80 % 5.25 % 5.60 % 5.31 % 
InternaDonal Bonds (Hedged) 2.50 % 1.09 % -0.40 %   
Global Aggregate 2.20 % 2.50 % 2.50 % 2.30 % 3.77 % 
Ex-US Developed Fixed Income 2.50 %   
Emerging Debt 4.90 % 6.50 % 7.80 % 4.50 % 4.40 % 4.90 % 5.11 % 

InflaXon ProtecXon/
Hedging 

US TIPS 2.30 % 2.75 % 1.70 % 2.50 % 3.65 % 
Gold 3.50 % 1.40 % 
Diversifed Hedge Funds 4.90 % 4.25 % 4.40 % 5.75 %   
Event Driven Hedge Funds 5.10 % 6.00 % 5.00 %   
Cash 1.50 % 1.50 % 2.10 %   
Infrastructure 7.30 % 6.50 % 6.20 %   
CommodiDes 2.30 % 3.00 % 4.50 % 4.75 % 
InflaDon         2.20 %   2.50 % 

*Returns are geometric and stated in nominal terms.  Real return esDmates are adjusted to nominal returns by adding back expected inflaDon as esDmated by that source.   
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  Information provided by Dimensional Fund Advisors LP. 
  Five-year rolling equity premium is the five-year arithmetic average return of the Fama/French Total US Market Research Index minus the five-year arithmetic average return of the one-month US Treasury Bill. Five-year rolling size premium is the five-year arithmetic average return of 

the Fama/French SmB factor: (Fama/French US Small Value, US Small Neutral, and US Small Growth Research Indices) minus (Fama/French US Large Value, US Large Neutral, and US Large Growth Research Indices). Five-year rolling value premium is the five-year arithmetic 
average return of the Fama/French HmL factor: (Fama/French US Small Value and US Large Value Research Indices) minus (Fama/French US Small Growth and US Large Growth Research Indices). Five-year rolling profitability premium is the five-year arithmetic average return of 
the Fama/French RmW factor: (Fama/French US Small Robust and US Large Robust Profitability Research Indices) minus (Fama/French US Small Weak and US Large Weak Profitability Research Indices). Profitability is measured as operating income before depreciation and 
amortization minus interest expense, scaled by book. Fama/French indices provided by Ken French. Index descriptions available upon request. Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management 
of an actual portfolio. Past performance is no guarantee of future results. Eugene Fama and Ken French are members of the Board of Directors for and provide consulting services to Dimensional Fund Advisors LP. 
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Capital Market ExpectaXons 
2008-2015 Five-Year Moving Average of Premia 

The Good 
 
The Bad, and 
 
The Ugly 
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WHAT IS DIFFERENT TODAY 
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What is Different Today - The Ugly  
Deleveraging, What Deleveraging? 
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What is Different Today – The Ugly 
Federal Debt % of GDP Through 2040 
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Source: Congressional Budget Office (CBO), The 2015 Long-Term Budget Outlook, June 2015. 1CBO’s 10-year and extended baselines are meant to serve as benchmarks for 
measuring the budgetary effects of proposed changes in federal revenues or spending. They are not meant to be predicDons of future budgetary outcomes; rather, they 
represent CBO’s best assessment of how the economy and other factors would affect revenues and spending if current law generally remained unchanged. 
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What is Different Today - The Ugly  
Government Debt-to-GDP RaXos (2011-2019) 
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Source: IMF, World Economic Outlook Database, October 2014. Data for years (from lea to right)  2011-2019. For all countries except the U.S.: actual 
data for 2011-2013, esDmates for 2014-2019. For the U.S.: actual data for 2011-2012, esDmates for 2013-2019 

What is Different Today - The Ugly  
Country Debt-to-GDP RaXos 

  The debt problem is endemic in developed market 
economies. 

  Current real yields on sovereign debt are barely posiDve in 
some countries; negaDve in others. 

  The debt problem will be worked through with some 
combinaDon of restructuring government benefits and 
transfers, conDnued repression of interest rates, 
restructuring of debt commitments, and induced inflaDon. 

  There are few posiDve outcomes for holders of long-term 
sovereign debt. 
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What is Different Today – The Bad  
S&P 500 and Terrorist Agacks 
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4/18/83 
U.S. embassy bombing  Beirut 

63 dead 

10/23/83 
Beirut barracks bombing 305 dead 12/21/88 

Lockerbie bombing 259 dead 

2/26/93 
WTC bombing 6 dead 1042 injured 

4/19/95 
Oklahoma City bombing 168 dead 800 

injured 

8/7/98 
U.S. embassy bombing Kenya 214 dead 

9/11/01 
WTC  

2997 dead market closed for a week 

3/11/04 
Madrid train bombings 
191 dead 1800 injured 

7/7/05 
London subway bombings 

56 dead  700 injured 
9/11/12 

U.S. embasssy ayack Benghazi 4 dead 10 
injured 

4/15/13  
Boston marathon bombing  

3 dead 183 injured 

1/7/15  Charlie Hebdo ayack Paris 11 
dead 11 injured 

11/13/15 
Paris  

130 dead 
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Source: Standard & Poor’s. data through December 1, 2015. 

What is Different Today – The Bad  
Falling Rates – A Wind to Our Backs Since 1981 
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What is Different Today – The Bad  
Fed OpDons During the Next Downturn Limited 

Expansion of the Fed’s Balance Sheet has 
Happened Before. 
 
We will Not Have a Demographic Wave 
and Women Entering the Workforce to 
Help Us. 
 
The Most Consistent Worry Among 
Professionals is the Paucity of Remaining 
OpDons Available to the Fed For the Next 
Economic Downturn.   
 
Interest Rates are Near Zero; The Fed has 
Already Aggressively Expanded Its 
Balance Sheet – Helicopter Money? 

What is Different Today – The Good 
Corporate Tax Rates1 – Comparison From 1990 
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Corporate income 
tax rates started 
moving lower in 
the mid-1990’s but 
the U.S., alone, did 
not follow.  
 
At 39% today, the 
U.S. is 15½% 
higher than the 
OECD average. 

This is why the 
“inversions” are 
going to 
Ireland.	

1 Top marginal federal plus state and local corporate income tax rates. 2 Average of the 33 non-U.S. OECD countries. 
Source: OECD Tax Database, 2015, Table II.1. Does not include non-OECD countries such as China, Brazil, India and Russia. 



1/4/16	

36	

What is Different Today – The Bad 
Taxes % of GDP - Comparison 
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. 

While the U.S. has 
the highest 
corporate tax rate, 
the U.S. has one of 
the lowest total 
tax burdens among 
developed 
economies. 
 
Small wonder U.S. 
companies are 
moving or opening 
foreign 
subsidiaries. 
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Source: OECD, Revenue StaDsDcs, 2014 EdiDon. Data for 2013. Does not include non-OECD countries such as China, Brazil, India and Russia. 
Includes all forms of taxes: federal, state and local; income taxes, sales taxes, VAT taxes, estate taxes, property taxes, etc. 

 
What is Different Today – The Good 
Consumer Financial ObligaXons RaXo Near a Low 
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The financial obligaDons raDo consists of esDmated required payments 
on outstanding mortgage and consumer debt plus automobile lease 
payments, rental payments on tenant-occupied property, homeowners’ 
insurance and property tax payments divided by disposable personal 
income. 

Source: Federal Reserve, data through June 2015; released October 5, 2015. 

Comparing 
consumers’ monthly 
flow of income to 
their fixed recurring 
monthly expenses, 
including debt 
service, gives a more 
accurate measure  of 
consumers’ financial 
health.  

Consumers’ ability to 
cover the monthly 
“nut” has seldom 
been beyer as 
incomes have 
recovered, household 
debt has been 
reduced and interest 
rates remain low. 

Caveat:  Refinancing 
risk. 
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What is Different Today – The Good, the Bad, & 
the Ugly 
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Source: Bridgewater Associates 

What is Different Today – The Good 
We Know How to Do This…Let’s Go! 
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What is Different Today – The Good 
I’m With the Cornucopians 
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 Demographics, Debt, Interest Rates, IntergeneraDonal Equity (who writes the check), and 
Malthusians are Headwinds. 
 PosiDve Trends that SDll Exist: The Improvement in the Lot of Most of the Planet’s 
Inhabitants. 

  We know this can happen:  Just look at Korea, Taiwan, Hong Kong, Singapore, and the former East 
Germany. 
  At around $5,000 income per capita, big changes in diet and educaDon. 
  Much investment in agriculture, energy, and materials will be needed. 
  The current market decline in these sectors may be teeing up quite an opportunity. 
  They also tend to be inflaDon sensiDve sectors. 

 The Cornucopians believe that technological progress will conDnue what was started in 
the late 1700s – more than a order of magnitude improvement in economic growth. 

  We believe even though we can’t idenDfy the future breakthroughs – like so much else an act of faith. 
  The Malthusians believe the future can’t duplicate the advances of the past. 

What is Different Today – The Good 
Some Ideas 
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  Investment Strategies Focused on ForecasDng are Dangerous – We Cannot Forecast Well 
Enough 

  Invest in market risk premiums inexpensively. 
  Tilt around the edges with favorable trends. 

 Rebalance aggressively from the things that have done well (US growth stocks) into that 
which has not (emerging market stocks). 
 The big decline in interest rates and run up in debt will not be duplicated over the next 30 
years; consider some other asset classes in your investment strategy. 
 Tend more toward global market capitalizaDon than relying on U.S. stocks alone.  There is 
sDll ample room for long-term earnings growth outside the U.S. 
 Make sure your less liquid investments are held in kind or in the proper investment vehicle 
to preclude forced selling. 
 The Issues of the Day, Debt, Demographics, Interest Rates, and InflaDon are Difficult but 
Solvable if All Interests Contribute.  There are Historical Precedents. 
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THANK YOU FOR YOUR VALUABLE TIME  
Q&A 
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IMPORTANT DISCLOSURES 

Please remember that past performance may not be indicaDve of future results.  Different types of 
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 the investments and/or 
investment strategies recommended or undertaken by Versant Capital Management, Inc.), or any non-
investment related content, made reference to directly or indirectly in this newsleyer will be profitable, 
equal any corresponding indicated historical performance level(s), be suitable for your por�olio or 
individual situaDon, or prove successful.  Due to various factors, including changing market condiDons 
and/or applicable laws, the content may no longer be reflecDve of current opinions or posiDons.  
Moreover, you should not assume that any discussion or informaDon contained in this newsleyer serves 
as the receipt of, or as a subsDtute for, personalized investment advice from Versant Capital 
Management, Inc.  To the extent that a reader has any quesDons regarding the applicability of any 
specific issue discussed above to his/her individual situaDon, he/she is encouraged to consult with the 
professional advisor of his/her choosing.  Versant Capital Management, Inc. is neither a law firm nor a 
cerDfied public accounDng firm and no porDon of the newsleyer content should be construed as legal or 
accounDng advice.  If you are a Versant Capital Management, Inc.  client, please remember to contact 
Versant Capital Management, Inc., in wri.ng, if there are any changes in your personal/financial 
situaDon or investment objecDves for the purpose of reviewing/evaluaDng/revising our previous 
recommendaDons and/or services. A copy of the Versant Capital Management, Inc.’s current wriyen 
disclosure statement discussing our advisory services and fees is available upon request. 


