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Speaker Notes

Over the long term, the stock market historically reflects the objective 
performance of the macroeconomy and the individual companies within 
that economy. Over the short term, however, the stock market often 
reflects human emotion, perceptions and misperceptions. 

This book is designed to help provide philosophical and historical context 
and perspective, to help clients keep “buckled in” and stay the course 
during uncertain times, while also providing a framework to help identify 
the best current opportunities. 
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Speaker Notes

When you listen to financial news commentators, it can feel as though 
financial markets and investment decisions are capricious and arbitrary. 
Over the short term, that might actually be accurate. However, over the 
long term, there are universal investment principles which will ultimately 
govern your success and which guide all of our wealth management and 
investment decisions. 

Adhering to principles like balance, consistency and courage, help keep 
us on course and provide a wonderful buffer from the constant drone of 
crisis and fear promoted by the majority of news and media outlets.
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One of the most powerful principles is consistency; yet ironically, in today’s 
society it is the most “consistently” violated. 

•  Yo-yo dieting? 

•  A hit-or-miss exercise regimen? 

•  Inconsistent prospecting? 

•  A reactive investment strategy? 

All of these examples have one thing in common: they each violate the 
principle of consistency. We work closely with our clients to establish an 
overarching and highly personalized wealth management and investment 
strategy. We then exercise the principles of discipline and consistency in 
their long-term application, knowing that this gives us the best opportunity 
to achieve long-term success for our clientele.

The Principle of  
Consistency

“Everyone has a plan until they get hit.”
   —Joe Louis
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Speaker Notes

The #1 threat to your investment portfolio is unbridled emotion. More 
money is lost due to fear and greed (how we respond) than all of the 
financial, economic and geopolitical events combined. It’s not the 
events themselves but our response to the events that can cause the 
greatest harm. 

•  How harmful? The average investor doesn’t come close to beating 
the S&P 500 Index and barely outpaces the rate of inflation.

What Has the Greatest Impact on Investment Results?
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are as follows: REITs are represented by the FTSE NAREIT Equity REIT Index, U.S. Stocks are represented by the S&P 500 Index, International Equities are represented by the MSCI EAFE Index, Government-Related Bonds are represented by the Barclays U.S. 
Aggregate Bond Index, Homes are represented by U.S. existing home sales median price, Gold is represented by the U.S. dollar spot price of one troy ounce, Inflation is represented by the Consumer Price Index. Indices are unmanaged and cannot be purchased 
directly by investors. Index performance is shown for illustrative purposes only and does not predict or depict the performance of any investment. Index definitions can be found on page 75. Past performance does not guarantee future results. 5
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Speaker Notes

Be wary of the herd mentality. From the tech boom to the so-called  
fear trade, investors often position themselves poorly at the most  
inopportune times.

Here’s an analogy that illustrates the single greatest challenge people 
face when dealing with the stock market:

How do people respond when there’s a significant markdown in  
prices at their favorite department store? They run into the store 
searching for bargains.

How do they respond when there is a significant markdown in prices in 
the stock market? They often run out of the “store” and don’t return until 
prices get back to “full retail.” 
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Speaker Notes

Now before we get started let’s agree that no one has a crystal ball. 
I don’t have one, you don’t have one, and none of the pundits have one 
either. And worse than not having a crystal ball is acting as though you do. 

•  The most dramatic example of the folly of market timing is the chart on 
the left. Missing the 10 best days over that 20-year span of time drops 
your investment return by almost half!

•  One well-known strategy is “sell in May and go away.” Let’s see how 
that has worked out: 

•  A $1,000 investment held in the stock market from January 1926 to 
December 2015 would now be worth $5,379,418.

•  Incorporating the “sell in May and go away” would have turned that 
$5,379,418 into $1,276,558. So much for that forecasting technique! 

No One Has a Crystal Ball, Yet Often People Act as Though They Do
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Index definitions can be found on page 75. Past performance does not guarantee future results. 7
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Is the stock market like a Vegas casino? Actually, no.

•  Notice that the odds of winning any of the most popular games in Vegas 
never reach 50%; for comparison’s sake, over rolling monthly one-year 
holding periods the stock market has been up 75.3% of the time.

•  Over rolling monthly 15-year periods (i.e., January 1926 to December 
1940, February 1926 to January 1941, all the way up to January 2000 
to December 2015), stocks are up 99.8% with the only two down 
periods coming during the Great Depression.

•  Ironically, the longer you sit at a table in Vegas the worse your odds get, 
because as we know “the house always wins.”

Is the Market Really Like a Casino?
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shown for illustrative purposes only and do not predict or depict the performance of any investment. Index definitions can be found on page 75. Past performance does not guarantee future results. 8
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Speaker Notes

We often hear that equity returns are being manufactured by 
policymakers. 

Stocks reflect partial ownership in real companies, with real products 
and services, and real earnings. The performance of those stocks  
simply reflect the performance of those companies over the long term. 

•  Over the short term, those stocks can reflect all kinds of external 
circumstances, but from 1935 to 2015 there is 0.95 correlation 
between the S&P 500 Index and S&P 500 Index earnings. 

Stocks Go Up Because Earnings Improve
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Correlation expresses the strength of relationship between distribution of returns of two sets of data. The correlation coefficient is always between +1 (perfect positive correlation) and –1 (perfect negative correlation). A perfect correlation occurs when the two 
series being compared behave in exactly the same manner. Index definitions can be found on page 75. Past performance does not guarantee future results. 9
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Speaker Notes

There are two ways to go through life, faith or fear. We choose faith: 
faith in the long-term viability of a free people, under the rule of law, with 
private property ownership, to always improve their society. We have only 
been right for 6,000 years of recorded history. 

And while this historical perspective informs and guides all of our 
investment decisions, maintaining that disciplined perspective often 
requires that we exercise the principle of courage during times of 
uncertainty and fear. 

The Principle of  
Courage

 “ Courage is rightly esteemed the first of human qualities because 
it is the quality which guarantees all others.”

   —Sir Winston Churchill
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Speaker Notes

Each generation faces challenges that often appear both unique and 
overwhelming but when viewed through the sobering lens of history we 
find they are neither.

Today we face any number of challenges which while significant, are no 
more daunting than: 

• A global depression

• Two world wars

• The Cold War

• The assassination of one President and the resignation of another 

• 9/11

And yet the market continues its inexorable climb. Why? Because in spite 
of our shortcomings, the human race is remarkably resilient, as well as 
masterful inventors and innovators, always striving to make a better place 
for themselves, their families and their societies. 

The most concise description of this iconic mountain chart was captured 
by the venerable Nick Murray, “all the downs are temporary, all the ups 
are permanent.”

Every Generation Faces Its Share of Challenges
“In the 20th century, the United States endured two world wars...the Depression, a dozen or so recessions and financial 
panics, oil shocks, a flu epidemic, and the  resignation of a disgraced president. Yet the Dow rose from 66 to 11,497.” 
—Warren Buffett, 10/17/08
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Crowds gathered on Wall Street as the market took a historical decline.

BY BARABARA 
SILBERDICK FEINBERG

THE STOCK  
MARKET CRASH  

OF 1929

NEW YORK, OCTOBER 29—
Lorem ipsum dolor sit amet, 
consectetuer adipiscing elit, sed 
diam nonummy nibh euismod 
tincidunt ut laoreet dolore mag-
na aliquam erat volutpat. Ut wisi 
enim ad minim veniam, quis 
nostrud exerci tation ullamcorper 
suscipit lobortis nisl ut aliquip ex 
ea commodo consequat.
 Duis autem vel eum iriure do-
lor in hendrerit in vulputate velit 
esse molestie consequat, vel illum 
dolore eu feugiat nulla facilisis 
at vero eros et accumsan et iusto 
odio dignissim qui blandit prae-

sent luptatum zzril delenit augue 
duis dolore te feugait nulla facilisi. 
Lorem ipsum dolor sit.
 Amet, consectetuer adipiscing 
elit, sed diam nonummy nibh eu-
ismod tincidunt ut laoreet dolore 
magna aliquam erat volutpat.
Ut wisi enim ad minim veniam, 

quis nostrud exerci tation ulla-
mcorper suscipit lobortis nisl ut 
aliquip ex ea commodo conse-
quat. Duis autem vel eum iriure 
dolor in hendrerit in vulputate 
velit esse molestie consequat, 
vel illum dolore eu feugiat nulla 
facilisis at vero eros et accumsan 

Sources: Morningstar Direct and Ibbotson, 12/31/15. The chart is a hypothetical example shown for illustrative purposes only and does not predict or depict the performance of any investment. Index definitions can be found on page 75. Past performance 
does not guarantee future results. 11
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Speaker Notes

Market corrections happen fairly often and even in the good years, 
including fairly significant intra-year declines in recent strong-return 
years like 2010 and 2012. 

•  From 1981 to 2015, the S&P 500 Index has experienced at least a 5% 
intra-year decline (i.e., loss) in every year but one. The average intra-
year decline over the past 35 years has actually been 14.1%.

•  But notice, equities have still posted positive returns in 29 of those last 
35 years with annualized total returns over that period of over 11%. 

So let’s take a page from Warren Buffet, when asked by a CNBC 
personality in 2009 how it felt to have “lost” 40% of his lifetime 
accumulation of capital, he said it felt about the same as it had the 
previous three times it had happened.

The bottom line is, market corrections do not equal a financial loss… 
unless you sell.
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only and does not predict or depict the performance of any investment. Index definitions can be found on page 75. Past performance does not guarantee future results. 12
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•  Stocks have outperformed most asset classes, outperforming  
bonds over rolling monthly 15-year periods from 1926–2015  
(i.e., January 1926 to December 1940, February 1926 to January 1941, 
all the way up to January 2000 to December 2015) 84% of the time. 

•  For investors with a growth objective, there are few (if any) better 
alternatives to stocks.
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“When there is blood on the street, I am buying”—Baron Rothschild
Cumulative Monthly Returns
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An old adage says to buy when there is blood in the streets. This is 
often easier said than done and of course does not have a perfect track 
record. Still, a key tenet in the principle of courage is to be greedy when 
others are fearful.

As the charts show, investing in markets when there is blood in the 
streets (figuratively in these high profile financial crises but more literally 
in other cases) has often proved to be sage investment practice. 
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Forget About the Price, Focus on Income

“The most powerful force in the universe is compound interest.”
    —Albert Einstein
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Albert Einstein said, “The most powerful force in the universe is 
compound interest.” Notice the commonality between these two charts:

•  Bond prices remain relatively steady over time, in spite of the inevitable 
crises that periodically hit the financial system. (As the old saying  
goes, “the difference between bonds and men…is that bonds 
ultimately mature.”)

•  The return from both categories of bonds comes from the income, not 
from price appreciation. 
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The Principle of  
Balance

 “ Life is about balance. The good and the bad. The highs and the lows. 
The piña and the colada.”

     —Ellen DeGeneres

16

Balance is a universal principle that works wherever it is applied. For 
example, a balanced nutritional program is better than an unbalanced 
one; a balanced exercise program is better than an unbalanced one; 
and a balanced life is better than an unbalanced life.

This same principle of balance has historically worked in portfolio 
management. Adding diversity of style, geography and asset class has 
historically muted volatility, and made it easier for our clients to remain 
“buckled in.”
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Diversification across asset classes prevents investors from chasing last 
year’s performance.

As the chart illustrates, what worked last year doesn’t necessarily work 
in the subsequent years. Oftentimes, last year’s outperformer falls to the 
bottom of the pack and vice versa.
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Global

Countries Move In and Out of Favor
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Geographical diversity provides both relatively consistent returns while 
also potentially muting volatility.

Over the past 100 years, the annualized return by decade of a global 
equity benchmark has provided a smoother ride when compared to the 
market returns of selected individual countries.

•  Japanese market returns, for example, have either landed near the top 
or the bottom of the grouping (but never in the middle) and significantly 
underperformed the global benchmark in the decades of the 1990s 
and 2000s.

•  U.S. markets have underperformed the global benchmark in five of the 
last six decades.

Maintaining a home bias (as investors so often do), whether you’re 
Japanese, European, American or other, limits your opportunity set and 
will often offer more volatile return profiles.
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Although our lives have become increasingly globalized, our approach 
to investing has not. Investors still have nearly 77% of their equity 
portfolios in U.S.-domiciled companies, despite the fact that the U.S. now 
represents less than half of the world’s market capitalization.*

U.S.-centric investors are missing out on a much larger opportunity 
set. Of the 8,389 actively traded companies with a market capitalization 
of over $1 billion, over 75% (35% in the developed world, 40% in the 
emerging world) are headquartered outside of the U.S., a far cry from the 
early 1990s when almost half were headquartered in the U.S.

* Sources: Morningstar and MSCI, 12/31/15.
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Another imbalance in investors’ portfolios is the amount of money sitting 
in cash and cash equivalents ($12.3 trillion) and government-related 
bond funds ($2.7 trillion).

Having money in cash today is akin to growing poor slowly given the 
negative real after-tax returns. 

Fixed income mutual fund investors may be doing somewhat better from 
an income perspective but not significantly better. Government-related 
bonds are highly interest-rate sensitive.

•  The chart on the right shows that if interest rates do nothing over the next 
12 months, investors in Barclays Aggregate Bond Index-like investments 
will simply earn the coupon. But if rates move higher by even 1%, returns 
will have turned negative.
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Historical Context: 

All investments and portfolios float in the ocean of history and are affected 
by the winds of economics, politics and human nature. In a culture that 
doesn’t study history or really understand economics, these insights can 
provide a much-needed long-term perspective in a world of “breaking 
news,” dire predictions and market volatility.

•  What history shows us over and over again is the extraordinary 
resilience, creativity, invention and innovation of mankind down  
through the ages.

•  Optimism is ultimately the only realism. Pessimism is quite literally 
counterintuitive because it rests on the concept of insoluble crises, 
which simply doesn’t square with the facts. If humanity has shown one 
aptitude, it is the capacity to adapt and to learn (compare our response 
to the financial crisis of 2008 to our response in 1929).

•  Pessimism is often framed around an exponential problem addressed 
by a linear solution. Human ingenuity, technological innovation and the 
inherent limits of long-term forecasting are never factored into the debate. 
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Speaker Notes

In 1798, the famed Thomas Malthus made his legendary prediction: 
“The power of population is infinitely greater than the power in the 
earth to produce subsistence for man.”

As recently as 1968, best-selling author Paul Ehrlich predicted:  
“The battle to feed all of humanity is over. In the 1970s, hundreds of 
millions of people will starve to death.”

In 1977, Jimmy Carter stated, “We could use up all of the proven 
reserves of oil in the world by the end of the next decade.”

All of these doom-and-gloom forecasters always fail to factor in 
mankind’s remarkable intellect and ingenuity.

 “ Our intuition about the future is linear. But the reality of technology is 
exponential and that makes a profound difference. If I take 30 steps 
linearly, I get to 30. If I take 30 steps exponentially, I get to a billion.”

     —Ray Kurzweil

Overpopulation,  
Demographics,  
and Energy

22

Speaker Notes



 “ Our intuition about the future is linear. But the reality of technology is 
exponential and that makes a profound difference. If I take 30 steps 
linearly, I get to 30. If I take 30 steps exponentially, I get to a billion.”

     —Ray Kurzweil

Overpopulation,  
Demographics,  
and Energy

22



Speaker Notes

Thomas Malthus, the godfather of all demographic and economic 
pessimists, stated in 1798, “all the children born, beyond what would  
be required to keep the population level, must necessarily perish.”  
That’s pretty harsh. 

•  Here’s a reality check: You could place the entire population of the 
globe, all 7.2 billion people, in the state of Texas and it would have the 
population density of New York City! Maybe a little cramped, but not 
exactly uninhabitable!

Paul Ehrlich predicted that “by the year 2000 the United Kingdom will 
simply be a small group of impoverished islands, inhabited by some 
70 million hungry people.”

•  Whether or not we’re big fans of kippers and Yorkshire pudding, we can 
all agree that the people of London are doing just fine.

•  As a result of innovation, world grain production since 1950 has 
outpaced world population growth by over 70%.

All of these pessimists see geometric problems and linear solutions; 
when history demonstrates the majority of problems are in fact linear.
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There is a common misperception, illustrated by the images on the left, 
that the size of the population at or near retirement age (59 and over) 
dwarf their younger brethren and when they all hit retirement, could 
wreak financial havoc on the economy.

•  The reality is far more encouraging. The two younger generations are 
larger individually and significantly larger collectively than the vaunted 
Baby Boomers. 

•  In fact, 42.9 million* of the 73 million Baby Boomers are actually 
between the ages of 50 (people like Michelle Obama and Michael 
Jordan) and 59 (people like Bill Gates and Eddie Van Halen). These are 
hardly the faces of a graying population.

•  Oh and by the way, a June 2014 study from Merrill Lynch finds that  
72% of pre-retirees over the age of 50 say their ideal retirement will 
include working—often in new, more flexible and fulfilling ways. 

* Source: U.S. Census Bureau, 2013.

Reality

20–39

Age in years

40–5959+

87.2   
Million

How Are We Going to Handle All of Those Baby Boomers?

66.9 
Million

Perception

20–39

Age in years

40–5959+

U.S. Population by Age

Top 10
Most 
Common 
Ages in  
the U.S.

85.1  
Million 24

25
23
55
26
22
54
51
52
53

#1

#10

24Sources: Bureau of Labor Statistics, Census Bureau, 2015. 



Reality

20–39

Age in years

40–5959+

87.2   
Million

How Are We Going to Handle All of Those Baby Boomers?

66.9 
Million

Perception

20–39

Age in years

40–5959+

U.S. Population by Age

Top 10
Most 
Common 
Ages in  
the U.S.

85.1  
Million 24

25
23
55
26
22
54
51
52
53

#1

#10

24Sources: Bureau of Labor Statistics, Census Bureau, 2015. 



Speaker Notes

How does the U.S. stack up globally?

What do you think the median age is in the U.S. today?

•  37 years old. That means the average American is closer to  
Peyton Manning than those that actually watched the first season 
of Peyton Place (1964–1969). 

Yeah, but the U.S. population is aging right? What about in the future?

•  It is estimated that by 2050, there will be over 400 million* Americans 
and the median age will be 39 years old!

•  Not only will the U.S. have the fourth youngest population of the G20, but 
the third largest population of the world behind just India and China. 

For the U.S., demographics remain a tailwind, as it is for many of the 
countries of the emerging world. The same can’t necessarily be said for 
Japan, China, Germany and Russia.

*Sources: Ned Davis Research and U.S. Census Bureau, 2013.
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You often hear in the popular press that student loans are skyrocketing 
and that the average student is suffocating under a mountain of debt. 
While this makes good headlines, it’s a grossly incomplete picture of 
what’s actually going on.

•  According to a recent Brookings Institution study, since 1998 the 
average debt for a bachelor’s degree graduate has been basically 
flat; going from only approximately $12,000 to $16,000 over almost 20 
years. Not exactly the hundreds of thousands of dollars that you would 
believe if you read the popular press.

•  The real increase has occurred at the graduate school level, rising from 
roughly $30,000 to $40,000 from 2007 to 2010.

•  Are the degrees worth it? Absolutely! With each additional degree,  
the average unemployment rate goes down and average annual 
earnings go up.

The majority of young Americans are not going to end up being 
unemployed and living in their parents’ basements crippled by 
mountainous student loan payments.
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It’s time for a quick pop quiz! The answer is 

A. United States

Aren’t We in the Twilight of the American Century?

#1 in natural 
gas production

Which country is:

A. United States

B. Brazil

C. India

D. China

#1 in nuclear 
production

#1 in refined
oil output

#2 in coal 
production

#3 in oil 
production

#3 in exporting 
goods and services

Source: Ned Davis Research, 2013. 27
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The concept of “peak oil” was first popularized by Marion Hubbert in 
1956. Like so many pessimists, Hubbert failed to account for human 
ingenuity and extraordinary technological innovations, that in this case 
allow oil exploration companies to drill deeper and to uncover oil in less 
conventional places.

•  As a result, technological innovations have allowed land-drilling depth 
to go from 3,600 feet in 1952 to 8,000 feet today. Ocean drilling is even 
more dramatic, going from less than 1,000 feet pre-1975 to 10,000 feet 
today, a 10-fold increase. 

Combine this with the revolutionary technique of fracking and we’ve gone 
from lines at the gas station in the 1970s to a virtual oil glut today.

The long and short of it is that the world has more than enough energy 
resources to fuel the global economy for quite some time.

What About Peak Oil?

Oil Well 
Land Depth 
(in feet)

Maximum 
Water Depth 
Drilled in Gulf 
of Mexico  
(in feet)

Total Proved World Oil Reserves  
(in trillions of barrels)

1980
5,733

1950
3,635

Pre-1975
Less than  
1,000

1995
8,000

1985
4,000

CURRENT
10,000

1990
6,076

2000
7,056

2010
7,778

0.77T
1.12T 1.37T

1.70T

1985 1995 2005 2015

28Source: BP Statistical Review of World Energy, 2015.
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A decade ago it seemed almost impossible to imagine that America 
might break its dependence on Middle East oil imports.

The U.S. now has states or regions that produce as much oil as some 
well-known oil producing countries. And total U.S. annual production in 
the 50 states now stands only behind Russia and Saudi Arabia.*

•  U.S. net imports of crude oil and petroleum products have plunged by 
45% since 2003.

•  The revolution in the U.S. has caused natural gas prices to fall sharply 
there, even as they have risen in Europe, China and Japan because 
gas, unlike oil, cannot be easily transported around the world.

*Source: BP, 2014.
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At some point our inefficient ways will catch up to us, right? After all, the 
gluttonous United States uses 18.0% of the world’s energy with only 4.4% 
of the world’s population! Not so fast. People don’t consume energy, 
economic activity consumes energy. The more a country produces, the 
more energy it consumes.

•  The U.S. accounts for 22.4% of the world’s economic activity but only 
consumes 18.0% of the world’s energy. Seen from this lens, the U.S. 
is actually very efficient. 

•  And getting better every year: between 1992 and today, U.S. energy 
use per dollar of GDP has declined an average of 2% per year. 
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The great underreported story of the last half-century is the dramatic 
improvement of the human condition around the globe. Even a cursory 
glance at the evening news would give you the opposite impression, that 
the world is “coming apart at the seams” as they say. 

This is based on two factors: 

1.  Fear sells! Neuropsychology has demonstrated that human beings 
respond quickly and virtually unconsciously to fear; and the news 
media, along with advertisers and politicians, have been exploiting this 
response throughout recorded history. 

2.  The explosion of news outlets with the advent of cable and the Internet 
has exacerbated this problem geometrically as they ratcheted up the 
fear to capture an increasingly fragmented market. 

This section is designed to balance the scales and demonstrate the 
extraordinary achievements we’ve made as a society both here and 
abroad that you will likely never hear about on the nightly news.

 “ Where have you gone, Joe DiMaggio? A nation turns its lonely eyes to you.”
     —Simon & Garfunkel 

The Improving 
Human Condition
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All good, healthy economies evolve. The natural progression is to move 
from more agricultural-based economies to more industrial-based 
economies and ultimately to more service-based economies and 
beyond. The evolution is ongoing and the most advanced economies 
combine elements of each.

•  The U.S. economy in the 1700s was almost 95% agricultural. Today 
less than 1% of the U.S. workforce is in the agricultural sector and over 
90% is in the service economy.*

In an integrated global economy, the jobs will move to the workers who 
can complete the task in the most cost-effective ways or be automated 
by the machines that can complete the task with greater productivity. This 
improves standards of living both in the countries losing the comparative 
advantage (lower costs) and in the countries gaining the comparative 
advantage (more jobs). It also frees up the more advanced economies to 
focus on higher value output.

*Source: Bureau of Economic Analysis, 2014.
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Global GDP has exploded from $1.3 trillion in the 1960s to over 
$70 trillion today with the U.S. making up a smaller share of the world’s 
economic activity. The 48x more economic activity is being produced 
by only 2.4x the number of people.* As a result, the world has gotten 
significantly wealthier in a very short period of time. 

There has been a dramatic reduction in mass poverty (people living on 
less than $2/day) over the past 20 years alone. 

•  To put this in perspective, consider the number of years taken for select 
economies to raise real per capita GDP from $1,000 to $2,000— 
a wealth level that is often viewed as being above general poverty 
levels. While this process took over 100 years in the United States and 
455 years in Italy, the citizens of countries like Vietnam, India, China, 
and Indonesia have accomplished it in less than 20 years!** 

  *Sources: Bureau of Economic Analysis and U.S. Census Bureau, 2013. 
**Sources: OECD (Maddison, 2006), Goldman Sachs Research, 2013.
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The extraordinary achievements of the past 50 years were marked by  
a dramatic expansion in global literacy and a significant rise in the 
number of people around the world enjoying a middle-class lifestyle.  
It is estimated that by 2025, half of the world’s population will be in the 
ranks of the middle class. 
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34Sources: Middle Class Data: Brookings Institute, 2012, Population Data: World Bank: Health Nutrition and Population Statistics. Forecasts may not be achieved.
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The nightly news tells us that the world is coming apart at the seams. 
Some even suggest that we have never lived in such uncertain times. 
The facts suggest otherwise. 

•  Economic historian Stanley Engerman has noted that as recently as 
the late 18th century, “The bulk of mankind, over 95 percent, were 
miserable slaves of despotic tyrants.” 

•  Today, a larger percentage of the world’s inhabitants are freer than 
ever before in history.* This is illustrated in the maps showing that the 
number of countries scoring low in economic freedom metrics has 
declined drastically over the past 40 years.

* Source: “It’s Getting Better All the Time: 100 Greatest Trends of the Last 100 Years.” Stephen Moore & Julian L. Simon, 2000. 

The Big Story: Dramatic Rise in Global Economic Freedom
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Cato Institute Economic Freedom Index

35
Source: Cato Institute, 2010. The economic freedom index scores nations on 10 broad factors of economic freedom: business freedom, trade freedom, monetary freedom, government size/spending, fiscal freedom, property rights, investment freedom, financial 
freedom, freedom from corruption and labor freedom. 
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Isn’t the world more violent than it has ever been before? Let’s look at this 
through the broad lens of history.

A smarter, more educated world is becoming more peaceful in several 
statistically significant ways: 

•  The number of people killed in battle has dropped by 1,000-fold over 
the centuries as civilizations evolved. Battles once killed on average 
more than 500 out of every 100,000 people. Now battlefield deaths are 
down to three-tenths of a person per 100,000.*

It is easy to forget how dangerous life used to be. 

•  During the times of Genghis Khan, over 11% of the Earth’s population 
was killed in battle. Imagine 792 million people (11% of the world’s 
population) dying in battle today. By comparison, less than 0.01% of 
the world’s population has perished in the conflicts of the 21st century. 
One life is one too many but the numbers simply pale in comparison 
to the violent world of the past. 

* Source: Steven Pinker, “The Better Angels of Our Nature: Why Violence Has Declined.”

The Big Story: Dramatic Decrease in Global Violence
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“ The decline of violence may be the most significant and least appreciated development 
in the history of our species.” —Steven Pinker, Psychologist, Harvard University

Percentage of World Population that Was Killed in Specific World Events

36Source: Statistics on Violent Conflict, 2013.
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The world has never been a better place to live in than it is today, and if 
history is any guide, it will keep getting better. 

Compared with the “golden” days of the 1950s, the average American 
not only lives longer, but better! People are more highly educated, earn 
more money and work less for it, operate in safer conditions, are far 
healthier and enjoy a much more luxurious lifestyle than their brethren in 
the 1950s could possibly have imagined.

The Big Story: These Are the Good Old Days
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Sources: Federal Reserve Bank of Boston, Statistical Abstract of the United States, International Labor Organization, United Nations, Bureau of Labor Statistics, as of 12/31/13. “Its Getting Better All The Time: 100 Greatest Trends of the Last 100 Years,” 
Stephen Moore & Julian L. Simon.
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But didn’t the world just live through its version of the Great Depression? 
Comparing the 2008 financial crisis to the Great Depression is the height 
of hyperbolic rhetoric. The Great 

Depression

The Great 
Recession

Length of 
Economic 

Contraction

Drop in  
Industrial 

Production

Peak 
Unemployment 

Rate

Change in 
Consumer Price 

Index
Number of  

Bank Failures

Drop in 
Dow Jones 
Industrial 
Average

43 
months 51.7% 24.8% –27.2% 9,096 

(50% of banks)
89.2%

18 
months 14.9% 9.9% +1.5% 57 

(0.6% of banks)
53.8%

Our “Great Recession”....Like the Great Depression?

Sources: Bureau of Labor Statistics, FDIC, Bureau of Economic Analysis, Bloomberg, and U.S. Federal Reserve, as of 12/31/14. For illustrative purposes only. Index definitions can be found on page 75. Past performance does not guarantee future results. 38
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Contrary to the popular press, the American dream is alive and well! 

•  Of the nation’s millionaires, more than 80% did not inherit 10% or more of 
their wealth.

•  We all know people who were born on third base but act like they hit a 
triple. But how common is that? Of the Forbes 400 list, “only” 28% inherited 
wealth in excess of $50M, i.e., woke up on third base or home plate!

•  The remaining nearly 70% were either born “on deck” from a lower- to 
middle-class background, on first base inheriting less than $1M, or on 
second base inheriting more than $1M or substantial start-up capital  
from a family member. And turning any of those numbers into over $1 billion 
is still one heck of an achievement!

Being born with a silver spoon in your mouth may help, but it is not the only 
path to financial success.
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Inherited wealth 
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The Big Story: The American Dream Is Alive and Well
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On which base was each member of the Forbes 400 born?

*

39
Sources: United for a Fair Economy, 2011 and thomasjstanley.com.
* 3% of the on deck individuals are undetermined.
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The U.S. doesn’t make anything anymore, right? 

The U.S. no longer makes cheap, low quality manufactured goods  
(and shouldn’t), but the U.S. is still the top value-added manufacturer in 
the world.

There are many different ways for businesses to add value in the 
manufacturing process. Designing a new product, upgrading a current 
product, and improving marketing and sales for that product.

Consider the iPhone. 

•  iPhones are designed and developed in the U.S.

•  85% of all iPhones are assembled in China although China adds very 
little to the process, or less than 5% of the production cost.*

•  Since the final assemblage takes place in China, trade statistics 
calculate a sale of an iPhone in the U.S. as an “export” from China and 
an “import” to the U.S.

•  Bottom line: Because of these kinds of issues, the official 
manufacturing and trade data drastically understates the U.S. role 
in global manufacturing and overstates the U.S. trade deficit. 

* Source: American Enterprise Institute, 2013.
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While hating the American government has become a cottage industry,  
it is a really poor investment strategy.Hating the  

Government  
Is Not an  
Investment  
Strategy

Hating the government does not inform an investment strategy.

 “ Americans always do the right thing but only after exhausting all other options.”
   —Winston Churchill

41
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But isn’t a Republican president better for the market than a president 
from the Democratic party? Not necessarily. There are far more important 
factors impacting both the economy and the stock market than which 
political party happens to occupy 1600 Pennsylvania Ave.

Investors considering waiting until the man or woman from their preferred 
political party occupies the White House should recognize how that would 
have worked out in the past:

•  A $10,000 investment held in the Dow Jones Industrial Average from 
1897 to 2014 would now be worth $4.3 million.

•  Incorporating a strategy where you own stocks whenever your party is in 
the White House and sell whenever the other party is in the White House 
would be worth roughly $4 million less!

But wouldn’t we all be better off if the political parties were more 
cooperative and compromising and could get more accomplished? 
Again, not necessarily. Historically the markets tend to do very well when 
there is gridlock.
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42Source: Bloomberg, 12/31/15. Past performance does not guarantee future results.
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Today many potential investors use “politics” as a rationale for staying on 
the sidelines. They claim they will invest when their favorite politician or 
party gets elected or when the latest policy-induced crisis is averted (like 
the fiscal cliff or the government shutdown). So what do the facts show? 

•  Since the Kennedy administration, the sitting president has been 
viewed unfavorably by more than half of the country 45% of the time. 

•  Congress’s approval rating has been even worse, historically often 
approaching the favorability ratings of head lice and meth labs. That’s 
actually true, you can look it up. 

•  The reality is that over the past 55 years, the markets have performed 
best when the president’s approval rating polled somewhere between 
35%–50%. 

 In short, hating the government should not inform an investment strategy. 
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We are often told that our politics have never been so dysfunctional and 
the political discourse has never been filled with such vitriol. Is this true?

•  On July 11, 1804, a sitting (sitting!) vice president, Aaron Burr shot and 
killed a former Secretary of the Treasury, Alexander Hamilton. Today, 
political attack ads can get pretty intense but none ended with any 
duels on the White House lawn.

•  Four years earlier, President John Adams and Vice President  
Thomas Jefferson—the two highest elected officials in the land and 
founding fathers of the country—squared off in a race for the White 
House. Old-style civility did not prevail.

Our Campaigns Have Never Been Filled with Such Vitriol, Right?

John
Adams

Thomas 
Jefferson

44For illustrative purposes only and not intended as investment advice.
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For many investors, one of their biggest concerns has been the size of 
the annual deficits and the run-up in the national debt. 

Here are the facts:

•  Across a wide array of administrations, the U.S. federal government 
has spent more money each year than revenue it collects.

•  The government pays for:

•  Entitlements (over $1.7 trillion)

•  Defense (almost $600 billion)

•  Everything else (over $1.2 trillion)

The U.S. makes up the difference by borrowing the money primarily from 
itself but also foreign countries like China and Japan as well as individual 
investors, mutual fund companies and pension funds.

Source: Congressional Budget Office, 2013.

•  And collects:

•  Income tax (over $1.3 trillion)

•  Social insurance tax (over $1 trillion)

•  Corporate tax (over $350 billion)

•  Other (over $250 billion)
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Over the next 75 years, the federal government has promised benefits to 
Social Security recipients in excess of anticipated payroll tax revenues 
equal to $8 trillion. The Congressional Budget Office estimates that the 
Social Security shortfall will be equal to 0.6% of GDP. 

Social Security is something to be paid in the future which allows us to 
make adjustments in the present.

Potential options include:

A. Changing the taxation of earnings 

B. Changing the benefit formula 

C. Raising the retirement age 

D. Reducing cost-of-living adjustments

Or, for example, the government could eradicate the shortfall today by 
simply eliminating the taxable maximum.

What About Those Trillions of Unfunded Liabilities? The Reality of Social Security
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Source: Congressional Budget Office Social Security Policy Options, July 2010. 46
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Within these pages you’ll find our macroeconomic and investment 
strategy views and a breakdown of our outlook, not by traditional asset 
class categories, but by investment objectives—growth, income, real 
returns and diversification—an acknowledgment that people invest not 
simply to beat benchmarks but to achieve specific investment goals.
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Speaker Notes

This section is designed to identify the current state of the global 
economy and to assess how global policy decisions and macro trends 
will shape the outlook for world economic growth.

Macroeconomic  
Views

48
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ISM Manufacturing Purchasing Managers Index and IMF Forecasts 
for Growth in 2016

The global economy has entered a more mature phase of the business 
cycle, one that will bring with it more modest returns and greater volatility.  
The source of that volatility probably won’t be growth factors as global 
economic growth is likely to be sufficiently modest. Instead, the source 
of volatility may be changing liquidity factors amid expectations that 
U.S. monetary policy will diverge from the rest of the pack of central 
banks worldwide.

Benign global growth, modest global inflation, and still-accommodative 
policy globally (Fed rate hikes notwithstanding) signal that the end of this 
business and market cycle is not yet coming to an end. 

Above 50 and Rising
Above 50 and Falling
Below 50 and Rising
Below 50 and Falling

ISM Manufacturing PMI

U.S. economy will 
emerge from its 
current slowdown. 
Rate hikes will be in 
play throughout 2016.
GDP: +2.5%

As aggregate economic growth slowed among emerging markets, and as the prospect of a 
U.S. interest-rate hike beckoned, capital fled en masse in 2015, and emerging market economies 
struggled. The macro backdrop has not changed significantly but diverging global economic, 
political and policy trends will create winners and losers for investors. GDP: +3.2%

China will continue to slow. While the property 
sector seems to have stabilized, there is substantial 
weakness in export-related industries such as 
manufacturing and industrial production. Slow 
growth in China continues to create headwinds 
for many emerging markets. GDP: +6.2%

Ongoing policy accommodations 
being made by the Bank of Japan 
to confront a weak economy 
may benefit certain businesses 
and gradually present more 
investment opportunities. 
GDP: +0.7%

Europe will remain in expansion in 2016. Europe is in the 
favorable early stages of the credit cycle. A weak euro likely 
promotes earnings momentum. Additional monetary stimulus 
is likely. GDP: +3.0%
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Speaker Notes

Three distinct scenarios are possible for 2016. The most likely is a 
continuation of the “great moderation 2.0.” Deflationary forces do loom 
large, however, and the likelihood of continued falling price pressures 
increases the chances of a deflationary spiral. The potential for policy 
mistakes loom large. This is not our base case though because we 
project continued slow and steady growth in most of the world in 2016.

Deflationary Spiral Expansion

Growth below trend, 
disinflationary forces.

Probability: Low to Intermediate

Great Moderation 2.0

Growth strong enough to support earnings but 
not strong enough to raise inflation concerns.

Probability: High

Secular growth forces prevail.

Probability: Low
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Speaker Notes

Comparing the current economic cycle to recessions of the past, we find 
little evidence to suggest the cycle is coming to an end. The classic signs 
of excess are not evident. 

•  The Great Depression was a multi-faceted event that cannot be 
adequately accounted for by any single explanation but in many ways it 
was a credit boom gone wrong. Today, credit creation remains modest 
as the U.S. economy emerges from the deleveraging environment of 
the post-financial crisis period.

•  The recession of the early 1980s was characterized by a prolonged 
period of weak growth and high inflation. Today, inflationary pressures 
remain muted.

•  The tech bubble was characterized by excessive equity valuations. 
Today, valuations are generally in line with long-term averages.

•  The 2008 financial crisis was highlighted by a sharp rise in household 
debt as a percentage of personal income. Today, household balance 
sheets appear much healthier.

The Great Depression Deep Early 80s recession Tech Bubble Housing Bubble Today

1929 1980 2000 2008 2016

Bank Credit  20.9%  11.03%  10.97%  10.05%  7.4%

Inflation  1.2%  14.8%  3.7%  5.6%  0.2%

Valuation  20.2x  9.9x  33.8x  17.7x  17.5x

Household 
Debt to 
Income 
Ratio

 51.0%  68.7%  97.8%  132.3%  104.4%

Classic Signs of Recession Not Evident

Sources: Robert Shiller, the Federal Reserve and Haver Analytics, 12/31/15. Past performance does not guarantee future results. 51
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Speaker Notes

U.S. equity valuations are above their long-term average and the economy 
is in between the expansion and slowdown phases of the cycle, led by 
weak manufacturing. This behavior is typically consistent with a mediocre 
environment for asset performance. In our view, the U.S. is more likely to 
continue this trajectory than it is to go into contraction.

In contrast, Europe remains the only major economy consistently in the 
“expansion” phase of our macro regime framework, and expansion is 
typically a positive phase for equities and credit. Valuations appear 
elevated but earnings growth appears poised to accelerate.

Finally, China is in the Recovery phase of the cycle. Thus, while emerging 
market equities broadly offer the cheapest valuations globally, we believe 
the macro and risk backdrops are not yet sufficiently positive to warrant 
an overweight position.

Macro Framework Favors Europe, Suggests Modest U.S. Returns
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Speaker Notes

The S&P 500 Index ended the year trading at 17.2x trailing earnings, 
above the long-term average of 16.5x. Valuations, as represented by the 
dart board, are in a range consistent with modest equity returns.

S&P 500 
Earnings 
per Share

Price to Earnings (P/E)

14x 15x 16x 16.5x 17x 18x 19x 20x

$100 1400 1500 1600 1650 1700 1800 1900 2000

$110 1540 1650 1760 1815 1870 1980 2090 2200

$120 1660 1800 1920 1980 2040 2160 2280 2400

$125 1750 1875 2000 2063 2125 2250 2375 2500

$130 1820 1950 2080 2145 2210 2340 2470 2600

Trailing 
12M
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12M
Forward
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Average
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–0.4%

5.4%

5.9%

8.8%
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18.6%

(P/E)

Subsequent Returns

S&P 500 Index Price and Earnings Price-to-Trailing 12M Earnings Ranges and Subsequent 
12M Median Returns (since 1940)

Equity Valuations Are Above Average but in a Range Consistent with Modest Returns

Source: Bloomberg, 12/31/15. The charts are for illustrative purposes only and do not predict or depict the performance of any investment. Index definitions can be found on page 75. Past performance does not guarantee future results. 53
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Speaker Notes

U.S. equity valuations remain elevated as the modest 2015 decline 
in S&P 500 prices was offset by an even larger decline in S&P 500 
earnings.  While U.S. stocks are not necessarily trading cheap to their 
historical average, the relative value of stocks compared to bonds 
remains particularly compelling. The chart on the left shows that the 
S&P 500 Index earnings yields (inverse of the P/E ratio) is 355 basis 
points above that of the 10-Year U.S. Treasury yield. The last time that the 
spread between the S&P 500 Index and the 10-Year U.S. Treasury yield 
was this high for this long was the late 1970s, just before the beginning 
of a long-term bull market in the U.S. This is not just a domestic story. 
A look at the other G7 countries and select emerging markets reveals 
that stocks appear cheap to bonds across most of these developed and 
emerging market countries.  

Stocks Trading Cheap to Bonds Globally
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Speaker Notes

In 2016, a non-trivial number of central banks around the world will 
likely tighten monetary conditions. Diverging policy conditions across 
countries and regions may foster greater volatility in markets. 

Still, we expect interest rates globally to remain low over the long term. 
In countries pursuing easier policies, yields should remain low for obvious 
reasons. In those attempting to normalize policy conditions in today’s 
environment of weak growth, long-term yields will remain low as tighter 
conditions may further raise deflation concerns.

Global Central Banks in No Rush2
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Speaker Notes

Equity market returns, as measured by the S&P 500 Index, have 
generally been favorable throughout rate tightening cycles as they often 
coincide (with the notable exception of the Stagflation period of the 
1970s) with improvements in economic activity. Recessions, on average, 
have not commenced until nearly 3.5 years after the first rate hike. 

We note, however, that rate tightening cycles typically commence during 
periods of strong economic activity, excess demand, and/or rising 
inflation. Today’s environment is very different than that of past rate 
tightening cycles as the global economy continues to grapple with weak 
demand, excess supply, and disinflationary or deflationary pressures. 
As such, we expect Fed policy normalization to be very glacial and for 
short-term interest rates to remain low for a prolonged period of time.
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Speaker Notes

Seeking income in a low rate world has remained one of the biggest 
challenges for investors since the end of the financial crisis. 2016 is likely 
to see a continuation of the current low rate environment as many of 
the secular forces contributing to low rates persist, even with the U.S. 
Federal Reserve modestly raising benchmark rates. In the following 
sections you will read about some of the opportunities still available to 
investors for generating real income above the rate of inflation.

Income in a Low Rate World

57



Income in a Low Rate World

57



Speaker Notes

U.S. rates remain low by historical standards with yields on traditional fixed 
income categories not far above core inflation. We used core inflation 
because we believe that the low headline inflation figure resulting from 
the sharp decline in oil prices is not reflective of the true inflation rate.

•  Credit: Volatility may persist in the credit markets but we expect default 
probabilities to remain low as debt coverage ratios remain generally 
high and the number of companies facing maturities in 2016 and 2017 
is low. 

•  MLPs: Yields became increasingly attractive during the 2015 selloff. 
We believe that there is a significant disconnect between the market 
perception of midstream MLPs and the volume of crude oil and natural 
gas that drives revenues in midstream assets. 

•  Municipal Bonds: While there are a few credit issuers worth watching, 
such as Puerto Rico, Chicago and Illinois, we don’t expect widespread 
contagion throughout the municipal market if one of these large issuers 
missteps. 2015 saw the fifth consecutive year of negative net supply of 
municipals and a shrinking marketplace.
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Speaker Notes

In 2015, disruptions in the energy sector spread to other sectors and 
corporate bond spreads over treasuries widened. As of this writing, bond 
valuations are once again attractive following the fall selloff, while senior 
loan yields are roughly 550 basis points above LIBOR. 

Highly favorable liquidity conditions and generally sound corporate 
fundamentals remain supportive of high yield credit. Deal leverage is 
rising modestly, but low borrowing costs give issuers more cushion to 
service debt. Much of the new issuance of senior loans has been used 
to refinance existing debt. Such issuance does not add new supply to 
the market and may improve an issuer’s credit quality. 

Senior loan and high yield bond issuers have been able to extend their 
maturities to well into the late 2010s and early 2020s. Only 0.7% of all 
leveraged finance matures by the end of 2016. 

0

20

40

60

80

201420122010200820062004200220001998

15

25

35

11

45

55

42

16

71

35

50

27

52
59

19 19

47
42

0

100

200

300

400

500

600

20232022202120202019201820172016

Senior Loans High Yield

N
um

be
r o

f M
at

ur
in

g 
B

on
ds

 a
nd

 L
oa

ns

300 bps

600 bps

900 bps

1,200 bps

1,500 bps

350 bps

201520122009200620032000

Senior Loans Spread Over LIBOR

Leveraged Loan and High Yield Bond  
Maturity Schedule

Percent of New Loans Used for 
Refinancing and Repricing

Next 2 Years:

Only 3.8% of the bond 
market matures

Only 0.7% of the loan 
market matures

Loan Fundamentals Remain Sound, Despite Near-Term Weakness

Sources: Top Chart–Credit Suisse, 12/31/15. Left Chart–JPMorgan, 12/31/15. Right Chart–JPMorgan, 12/31/15. Senior loans are represented by the Credit Suisse Leveraged Loan Index. High yield bonds are represented by the Barclays High Yield Bond Index.  
Index definitions can be found on page 75. Past performance does not guarantee future results. 59



0

20

40

60

80

201420122010200820062004200220001998

15

25

35

11

45

55

42

16

71

35

50

27

52
59

19 19

47
42

0

100

200

300

400

500

600

20232022202120202019201820172016

Senior Loans High Yield
N

um
be

r o
f M

at
ur

in
g 

B
on

ds
 a

nd
 L

oa
ns

300 bps

600 bps

900 bps

1,200 bps

1,500 bps

350 bps

201520122009200620032000

Senior Loans Spread Over LIBOR

Leveraged Loan and High Yield Bond  
Maturity Schedule

Percent of New Loans Used for 
Refinancing and Repricing

Next 2 Years:

Only 3.8% of the bond 
market matures

Only 0.7% of the loan 
market matures

Loan Fundamentals Remain Sound, Despite Near-Term Weakness

Sources: Top Chart–Credit Suisse, 12/31/15. Left Chart–JPMorgan, 12/31/15. Right Chart–JPMorgan, 12/31/15. Senior loans are represented by the Credit Suisse Leveraged Loan Index. High yield bonds are represented by the Barclays High Yield Bond Index.  
Index definitions can be found on page 75. Past performance does not guarantee future results. 59



Speaker Notes

Investment-grade municipal bond yields are still attractive to treasuries, 
particularly on a tax-equivalent basis, while BBB municipal bonds are 
still trading at historically wide spreads to AAA municipal bonds. 

Fundamentals have strengthened significantly, with state budget gaps 
decreasing significantly since 2010. Despite all the negative headlines 
around recent high profile bond restructurings, historically municipal 
bonds have had a far lower default rate than corporate bonds. 

Issuance is poised to remain at record low levels in 2016. 
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Speaker Notes

Interest rates will remain low for the long term. Interest rates tend to track 
nominal growth rates. The relationship exhibits a 0.92 correlation in the 
U.S. over the past 50 years, and serves as a guidepost as to why rates are 
likely set to remain low for the foreseeable future. 

Truth be told, 10-Year U.S. Treasuries appear overbought when compared 
to a smoothed nominal growth rate of 3.5% to 4.0%. But for U.S. rates to 
move substantially higher, one must forecast either a meaningful pickup 
in real economic activity (unlikely, given slowing population growth and 
weakening productivity trends in the U.S. and much of the developed 
world) or a wage-price spiral (also unlikely, given the output gaps of many 
of the world’s developed economies). Rates across much of the developed 
world have already adjusted for a new, slower growth world, and low yields 
in Europe and Japan will help to keep a lid on U.S. rates. 

10-Year U.S. Treasury Rate Nominal GDP 
(Real GDP + Consumer Price Index)

Correlation

0.92

Treasuries
Oversold

Treasuries
Overbought

3.20%

2.24%

200520001995199019851980197519701962 1965 20152010

Interest Rates Likely to Stay Low for a Long Time
10-Year U.S. Treasury Rate and Nominal Gross Domestic Product (GDP) Y/Y Percent Change (10-Year Moving Average)

Sources: U.S. Bureau of Economic Analysis and Bloomberg, as of 12/31/15. Nominal GDP is smoothed over 10 years, and as of 6/30/15 (latest data available). Forecasts may not be achieved. GDP (gross domestic product) is the total value of all final goods 
and services produced in a country in a given year. Correlation expresses the strength of relationship between distribution of returns of two sets of data. The correlation coefficient is always between +1 (perfect positive correlation) and –1 (perfect negative 
correlation). A perfect correlation occurs when the two series being compared behave in exactly the same manner. Index definitions can be found on page 75. Past performance does not guarantee future results. 61
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Speaker Notes

In an environment of slow economic growth worldwide, we do not 
think the opportunity set for equities will be driven by the traditional 
dynamics of economies, such as employment levels, interest rates or 
other macroeconomic factors. But we do think stocks can benefit from 
demographic trends, regulatory policies and innovations within industries 
that are poised to unlock transformational business growth. The next 
section covers some pronounced themes we have been focusing on as 
potential drivers for equity growth.

Thematic Opportunities:

•  Aging 

•  Big Data

•  Millennials moving into adulthood

•  The “electronicification” of automobiles

Regional Opportunities:

•  The U.S. for its economic diversity

•  EU due to its valuations and earnings momentum

•  Japan because of its accommodative monetary policy 

•  EM with its larger universe of companies

Growth in a Slow Growth World
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Speaker Notes

The oldest Baby Boomers, who once trusted no one over 30, are turning 
65 this year at a rate of 8,000 people per day. What some view as a threat 
to the country, we view as a great investable opportunity. 

Compared with prior generations, Baby Boomers are healthier, wealthier, 
more active, and are expected to work and live longer. As David 
Rubenstein, the co-founder of The Carlyle Group stated, “…they will 
spend whatever it takes…to make themselves live an enjoyable life…”

So now that the kids are out of the house and the first homes have been 
paid for, how will they spend their money?

Healthcare

•  Enhancement of their quality of life through aids for chewing, hearing 
and seeing.

•  Breakthroughs in immunotherapies that are curing once incurable 
diseases.

Leisure

•  Customizable vacations that provide activities and entertainment for all 
members of a family have become more popular among this generation. 

•  Boomers are splurging on the finer things in life.

“ As the Baby Boomers like me are retiring and getting ready to retire,  
they will spend whatever it takes—and they’re the wealthiest  
generation in our country—to make themselves live an enjoyable  
life in their retirement years.”

—David Rubenstein, Founder of the Carlyle Group

Today1960s
Focusing on: Focusing on:

First House

TravelKids

Luxury

Wedding Healthcare

The Boom of Boomers
Worldwide, we are on the cusp of an aging population with unique and predictable needs

1960s vs. 2015—Same people, different priorities
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There are major megatrends in healthcare:

Technological Advancements

Groundbreaking innovations in immunotherapy have resulted in the use 
of therapeutic agents for the management of diseases, such as leukemia, 
breast cancer, asthma and arthritis, to name a few. These developments 
along with further revolutionary research, have led the way for the next 
generation of drugs for the treatment of human diseases.

Improving the Quality of Life in Emerging Economies 

Basic healthcare is now available to more people than ever before. 
Treatable ailments like vision impairment are being reduced dramatically 
by providing corrective glasses or cataracts surgery. It’s estimated that 
4 billion people need lenses and frames, but only 1.5 billion have them. 

In emerging markets, we find that more people have not just one, but 
several pairs of glasses. Globally, it’s estimated that everyone over the 
age of 75 needs a hearing aid, but only ¼ have one. This new generation 
will have access to aids that their parents and grandparents before them 
never used.

Immunotherapy 
Cancer Market

4.2bn
people globally need 
eyeglasses in 2015

6bn
people globally 
by 2030

50% of  
80-year-olds  
have cataracts

100% of  
95-year-olds  
have cataracts 

Vision correction3,4Alternative treatments for common ailments1,2

People Living with  
Asthma Globally

2015 2025

+30%

2025

$9bn

2015

$1.2bn

2015
50m

67m2030 +34%

Americans with Arthritis

Curing the World’s Ailments
Look into the future of healthcare by analyzing the global demographics and research developments

Sources: 1. CDC, 2015. 2. Decision Resources Group, 2015. 3. Essilor, 2013. 4. National Institute of Health, 2015. 64
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Speaker Notes

The travel industry is changing to win over its most lucrative market ever: 
Baby Boomers. As the consulting firm Deloitte estimates, “The affluent, time-
rich, and travel-hungry Baby Boomers control 60% of the nation’s wealth 
and account for 40% of its spending.” Travel is the top aspirational activity for 
Boomers with many expecting to take four to five trips next year. 

How are they booking it? 

Surprisingly, 85% of Boomers are using online booking services instead of 
the traditional travel agencies, figures which look identical to those of the 
technologically savvy Gen X. This trend favors companies behind the scenes 
that license their technology to the booking engines for popular travel search 
websites.

What trips are being taken? 

More Boomers than ever before are taking cruises, customized for their 
needs. The reasons for this reside in the way cruises are structuring their 
trips, unique experiences that have something for everyone. They’re providing 
multigenerational activities, depart locally, and due to their construction, 
prevent the need to walk excessively or climb stairs.

Why are they traveling? 

The generation that challenged establishment, led a cultural awakening and 
went on to generate the greatest wealth in the country’s history is now enjoying 
the fruits of their labor. Deloitte claims that 37% of all luxury purchases globally 
are made by tourists as a way to remember a trip or as a status symbol for 
their wealth. 

2014 2015

30%
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25 56%
Growth

Likelihood of a Boomer booking a cruiseBoomer travel booking preferences Luxury travel in the U.S.

Global Luxury Travel

$150bn spent by Boomers  
contributed to 80% of luxury travel

All other travellers

15%

85%

37%

What trips are being taken?1How it is booked?1 Why are they travelling?2,3

of all luxury purchases are made by tourists

 
vs.

Luxury Store

The Means for Leisure
Travelers are looking for new adventures, goods and ways to spend their free time

used an online resource

booked through  
traditional methods

Sources: 1. AARP Boomer Study, 2015. 2. Immerson Active, 2015. 3. Deloitte, 2014. 65
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Speaker Notes

Data deluge, a phrase coined by The Economist, describes the dramatic rise 
in the amount of data being generated, transmitted, downloaded and stored 
around the world. Cisco predicts the annual global Internet traffic of information 
will surpass a zettabyte of data, equal to 250 billion DVDs, by 2016.

How can investors benefit?

Generate 

Consider that it took 75 years for the telephone to reach 100 million users and 
only seven years for the web to reach that milestone, more recently, the popular 
commuter game Candy Crush did it in 15 months. The rise in data generation 
is exponential. Recently, there has been a dramatic rise in big data software 
companies looking to gain insights from the flood of data.

Transmit 

There are many developed countries that have yet to pass infrastructure 
spending bills to underserved areas within their borders. Those laying wiring 
or building towers and satellites to transmit data worldwide may benefit 
dramatically from changes in political budgets.

Stored 

A diverse group of traditional IT and cross industry companies alike have 
realized that their own data storage needs can be met through building 
server farms that provide cloud services and selling their excess real estate 
on a subscription basis to both smartphone owners and corporations. The 
margins on these subscriptions have turned out to be both highly profitable 
and predictable streams of diverse income.

Year of launchTime to reach 100 million users worldwide

2012

1979

2010

1990

2009

2003

2004

2008

Telephone

Mobile phone 16 years

World Wide Web 7 years

iTunes 6 years, 5 months

Facebook 4 years, 6 months

Apple App Store 2 years, 2 months

3 years, 4 months

2 years, 4 months

1 year, 3 months

WhatsApp

Instagram

Candy Crush Saga

75 years 1878

Zettabyte

Timeline to 100 million users1 How much data is out there currently?2

Gigabyte

If an 11oz cup of coffee is a gigabyte, there’s enough gigabytes 
currently being stored to fill the Great Wall of China with coffee.

vs.

Data Deluge
There is a dramatic rise in the amount of data being generated, transmitted, downloaded and stored

Sources: 1. BCG, 2015. 2. Cisco, 2015. 66
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Speaker Notes

There is a generation fast approaching that will soon be applying for their 
first mortgages without ever having to meet a mortgage officer, will be 
exchanging funds with their friends without writing a check, and will be 
purchasing goods without ever taking out their wallets.

And this will all be done with the phone in their pockets. 

•  2 billion smartphones globally…market will still grow.

•  Already half are mobile payment users, spending $1T in 2015.

Clear winners in this shift are both the financial services companies who 
potentially handle a large market of efficient purchasers, as well as those 
that produce the chips to put in both the phones and storefronts. 

Already accept Plan to accept within 1-3 years

Apple Pay App Store

49%

13%
8%

48%

5%

48%

3%

43%

8% 8%

5%
13%

Payment types that U.S. retailers accept or plan to implement

Market size1 The future of retail2

in estimated spending in 2015$431bn

 smartphone  
users globally

mobile payment  
users

1.9bn 0.4bn

Mobile Economy
Big purchases on a tiny screen

Sources: 1. Statista, 2015. 2. Boston Retail Partners, 2015. 67
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Speaker Notes

Cyberattacks are on the rise, and government agencies, law enforcement, and 
private corporations are all taking steps to stop them. Every year a billion digital 
records are lost or stolen and 96% of all data remains unsecured; free for any 
hacker to exploit.

The U.S. Government is catching on to the need to prevent another social 
security leak by increasing their yearly budget allocation to IT security from 
<$1bn in 2000 to $14bn in 2016. The overall market size currently sits at $106bn 
and is projected to grow to $170bn by 2020.

Mounting an effective defense against cyberattacks and staying one step 
ahead of the hackers requires constant innovation by cybersecurity industry 
leaders. 67% of IT security decision-makers are planning on upgrading 
their endpoint defenses. The realities of the threat now, and in the future, will 
create strong growth opportunities for investors’ innovative, next-generation 
cybersecurity companies.

These companies are looking to stop... ... By providing  
Web App Attacks Firewalls 
Insider Misuse Secure Servers 
POS Intrusions Routers  
Payment Card Skimmers Antivirus Software 
Crimeware IP Routing 
Cyber-Espionage Malware Detection Tools

Replace

every day

every year

every minute

1,023,108,267

2,803,036

1,947
of IT security decision-
makers surveyed are 
planning on upgrading 
their endpoint defenses

AugmentNo Change

67%

Companies plan on investing in IT SecurityTime to protect it

Unsecure

Digital Records  
Lost or Stolen…

Encrypted

96%

Encryption Is Key to Cybersecurity
Fighting to protect customer’s information and loyalty

Sources: 1. Safenet, 2015. 2. Cybe Edge, 2014. 68
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Speaker Notes

A low-for-long call on interest rates doesn’t mean that interest rates won’t 
ever move from these levels. How have asset classes responded during 
various interest rate environments?

Using the average 10-Year U.S. Treasury rate over the past 20 years (4%), 
we identify two different rate regimes (below 4% and rising, below 4% and 
falling). The results show that rising interest rate environments have proven 
to be favorable to equity and equity-like assets.

Growth Assets Historically Outperform in Rising Rate Environments
Asset Class Performance During Various Treasury Rate Environments (1995–2015)
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Large-Cap Equities are represented by the Russell 1000 Index. Small-Cap Stocks are represented by the Russell 2000 Index. Index definitions can be found on page 75. Past performance does not guarantee future results. 69
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Speaker Notes

This section is designed to help articulate some of your core wealth 
management capabilities and concepts. Historically we are a left-brain 
industry talking to a right-brain client; often relying too heavily on charts, 
graphs, statistics and data rather than providing a broader framework 
and context, and creating compelling clarity through the use of analogy, 
metaphor and story. This section has a number of “recurring client 
conversations” that all advisors have designed to bring together left-brain 
structure with right-brain delivery.
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Speaker Notes

Our entire practice has been designed to address the two fundamental questions 
that every client has of our industry.

Question #1 is, “will I make it?” We have found the majority of people we meet 
haven’t even defined “it.”

•  First, we take you through an immersive discovery process and help you define 
everything you’re trying to accomplish in your financial life.

•  Then we take a look at everything you’re doing to determine whether in fact what 
you hope happens has a chance to occur.

•  If those two align we will pat you on the back and say congratulations, you’re well 
on your way.

•  If there is a deficiency or shortfall we will surface the issue and give you rational 
solutions to get back on track.

This brings us to question #2, “Do I have any financial blind spots?”

•  Here our team does a 360° look at you from a financial perspective, looking for 
anything that could do yourself, your family or your business harm. Once again if 
we uncover something, we will surface the issue and give you rational solutions to 
close that risk exposure.

So at the end of this exhaustive process you have answered the two fundamental 
questions that everyone has: “Will I make it and do I have any financial blind spots.”

The Two Questions Everyone Wants an Answer to

Will I make it? Do I have any  
financial blindspots?
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We incorporate the same three-step process used by the medical profession.

1.  In the diagnostic phase the doctor focuses on three areas: your past 
medical history, your current symptoms and your future objectives for your 
long-term well-being. 

2. The doctor then takes the information and provides a prognosis.

3.  Only then does the doctor make targeted recommendations designed to 
take you on your unique medical journey.

We take that same three-step approach in our practice.

1.  Step one is deep discovery. In this discovery phase we look at your past 
financial history, your current financial structure and your future financial 
objectives for your long-term well-being. 

2.  Step two is to take all of that information, data and insight and come back 
with a written plan of attack.

3.  Then and only then do we make specific targeted recommendations 
designed to fulfill that plan and take you on your unique financial journey.

STEP 3

Treatment

STEP 2

Prognosis

STEP 1

Diagnosis

STEP 3

Recommendation

STEP 2

Planning

Physician’s Process Our Process

STEP 1

Discovery

Our Three-Step Process
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When asked by a client or prospect why you formed a team, you’re being 
challenged to explain the rationale, structure and value your team provides.

Response: 
We formed a team because of one simple word: complexity!

While the human condition has never been better, life has also 
never been that complex. The complexity is multidimensional and is 
transforming our industry.

The demographic and financial complexity, geopolitical complexity 
and extremely interrelated markets create complexities in which, when 
someone sneezes in China, we get a cold in the United States and 
Europe. It requires the fully integrated capability of the banking industry, 
the brokerage industry and the insurance industry. People spend their 
entire lives in one of these industries, but we now must bring all three to 
bear on your complex financial challenges. A single person is incapable 
of knowing all that’s necessary to deploy this complex integrated model. 
This is why we formed a team; to apply the collective insights and 
capabilities of those three industries to solve the complex financial needs 
of our clientele. We believe one individual is simply incapable of knowing 
all that’s necessary to address these challenges.

Depth of 
Knowledge

Bank Brokerage Insurance

Breadth of Capability

Comprehensive Financial Plan

Why We Formed a Team
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As part of our comprehensive wealth management strategy, we help you 
protect against three major contingencies that can devastate you, your 
family and/or your business financially:

1. You can die too soon 

2. You can live too long 

3. Or you can break down on the journey 

We work closely with your attorney to ensure that your estate is 
structured and funded in a way that mitigates these three contingencies.

Unlike any other investment decision we make, this one is always on the 
clock. If we decide to invest in a particular stock or portfolio manager, 
we can do that pretty much at any time in the near future with nominal 
impact. However, when it comes to contingency planning and the use of 
insurance products “everyone has a Monday and Tuesday in their lives... 
on Monday they’re insurable, and on Tuesday they’re not.”

As a matter of principle we always make sure to pack our lifesavers 
before we take your financial craft out to sea.

Everyone has a Monday and a Tuesday in their lives...
On Monday they’re insurable, on Tuesday they’re not.

Die 
too soon

Live
too long

Break down
on the journey

Contingency Planning: The Big Three
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Index Definitions

The 10-Year U.S. Treasury Yield is generally considered to be a barometer for long-term 
interest rates.

The Alerian MLP Index is a composite of the 50 most prominent energy Master Limited 
Partnerships (MLPs).

The Barclays Aggregate Agencies Index, Agency Mortgage-Backed Securities (MBS) 
Index and Commercial Mortgage-backed Securities (CMBS) Index represent the U.S. 
Government Related-Agencies, U.S. MBS and CMBS components of the Barclays U.S. 
Aggregate Bond Index, respectively.

The Barclays Aggregate Bond Index is an index of U.S. Government and corporate bonds 
that includes reinvestment of dividends.

The Barclays Aggregate Corporate Bond Index represents primarily investment-grade 
corporate bonds within the Barclays Aggregate Bond Index.

The Barclays Aggregate U.S. Treasuries Index represents public obligations of the U.S. 
Treasury with a remaining maturity of one year or more.

The Barclays High Yield Bond Index covers the universe of fixed rate, non-investment- 
grade debt. The JPMorgan GBI-EM Global Diversified Index tracks total returns for 
local-currency-denominated money market instruments in the emerging markets.

The Barclays Municipal Bond Index is a rules-based, market-value-weighted index 
engineered for the long-term tax-exempt bond market and includes bonds rated 
investment-grade by at least two of the three major rating agencies (Moody’s, S&P 
and Fitch).

The Bloomberg Commodity Index is comprised of commodities traded on U.S. 
exchanges, with the exception of aluminum, nickel and zinc, which trade on the London 
Metal Exchange.

The Citigroup Non-U.S. World Government Bond Index (USD Unhedged) is comprised 
of foreign government bonds with maturities over one year.

The Credit Suisse Leveraged Loan Index is a composite index of senior loan returns 
representing an unleveraged investment in senior loans that is broadly based across 
the spectrum of senior bank loans and includes reinvestment of income (to represent 
real assets). 

Consumer Price Index (CPI) program produces monthly data on changes in the prices 
paid by urban consumers for a representative basket of goods and services.

The DMS Global Index, DMS Japan Index, DMS Spain Index, DMS Australia Index, DMS 
Canada Index, DMS United Kingdom Index, DMS United States Index, DMS France Index, 
DMS Europe Index, DMS Italy Index, and DMS Germany Index represent equity market 
performance in those countries or regions.

The Dow Jones Industrial Average is a price-weighted average of 30 blue-chip stocks that 
are generally the leaders in their industry. 

The FTSE National Association of Real Estate Investment Trusts (NAREIT) Equity REITs 
Index is an index consisting of certain companies that own and operate income-producing 
real estate that have 75% or more of their respective gross invested assets in the equity or 
mortgage debt of commercial properties.

The Gold Spot price is quoted as U.S. dollar per troy ounce.

The JPMorgan Domestic High Yield Index tracks the investable universe of domestic 
below-investment-grade bonds in the United States.

The JPMorgan EMBI Global Diversified Bond Index is a uniquely weighted version of the 
EMBI Global Index, which limits the weights of those countries with larger debt stocks 
by only including specified portions of these countries’ eligible current face amounts of 
debt outstanding. 

The MSCI EAFE Index is designed to measure developed market equity performance, 
excluding the U.S. and Canada.

The MSCI Emerging Markets (EM) Index is designed to measure global emerging market 
equity performance.

The MSCI World Index is designed to measure global developed market equity performance.

The Merrill Lynch AAA Municipal Indices measure the performance of U.S. tax-exempt 
bonds rated AAA.

The Merrill Lynch BBB Municipal Bond Index is an index designed to measure the 
performance of below-investment-grade municipal bonds. BBB is the highest grade 
of rating by Moody’s that is considered below investment grade.

The MSCI Italy, MSCI Germany, MSCI United Kingdom, MSCI Canada, MSCI France, 
MSCI U.S., MSCI Thailand, MSCI Poland, MSCI Mexico, MSCI Korea, MSCI Russia, 
MSCI Argentina and MSCI Europe ex. U.K. represent equity market performance in 
those countries or regions.

SBBI U.S. Large Company Stock Index is an unmanaged index of stocks of large  
U.S. companies.

SBBI U.S. Long-Term Government Bond Index is an unmanaged index generally 
representative of the bond market.

SBBI U.S. Small Company Stock Index is an unmanaged index of stocks of small  
U.S. companies.

SBBI U.S. (30-day) Treasury Bills is generally representative of the rate of return on 
a savings investment.

Swiss Re Cat Bond Index is constructed to track the total return for U.S. dollar- 
denominated catastrophe bonds.

The Russell 1000 Index measures the performance of large-capitalization stocks.

The Russell 1000 Growth Index measures the performance of those Russell 1000 
companies with higher price-to-book ratios and higher forecasted growth values. 

The Russell 1000 Value Index measures the performance of those Russell 1000 
companies with lower price-to-book ratios and lower forecasted growth values. 

The Russell 2000 Index measures the performance of small-capitalization stocks.

The Russell 2000 Growth Index measures the performance of those Russell 2000 
companies with higher price-to-book ratios and higher forecasted growth values. 

The Russell 2000 Value Index measures the performance of those Russell 2000 
companies with lower price-to-book ratios and lower forecasted growth values. 

The Russell Midcap Index measures the performance of mid-capitalization stocks. 

The Russell Midcap Growth Index measures the performance of those Russell Midcap 
companies with higher price-to-book ratios and higher forecasted growth values. 

The Russell Midcap Value Index measures the performance of those Russell Midcap 
companies with lower price-to-book ratios and lower forecasted growth values. 

The S&P 500 Index is a market-capitalization-weighted index of the 500 largest domestic 
U.S. stocks.

Shiller Home Price Index tracks changes in home prices throughout the United States. 

Treasury Inflation Protected Securities is generic U.S. Government inflation-index bonds.

The U.S. existing home sales median price tracks changes in residential property prices 
of existing single-family homes, condos and co-op sales. 

Indices are unmanaged and cannot be purchased directly by investors. Index performance 
is shown for illustrative purposes only and does not predict or depict the performance of 
any investment. Past performance does not guarantee future results.
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Special Risks

Alternative asset classes may be volatile and are subject to liquidity risk. Commodity-linked investments are considered speculative and have substantial risks, including the risk of loss of a significant portion of their principal value. Prices of 
commodities and commodity-linked investments may fluctuate significantly over short periods due to a variety of factors, including agricultural, economic and regulatory developments. Foreign investments may be volatile and involve additional 
expenses and special risks, including currency fluctuations, foreign taxes and political and economic uncertainties. Emerging and developing market investments may be especially volatile. Investments in securities of growth companies may be volatile. Investing in 
MLPs involves additional risks as compared to the risks of investing in common stock, including risks related to cash flow, dilution and voting rights. Each Fund’s investments are concentrated in the energy infrastructure industry with an emphasis on securities issued by 
MLPs, which may increase volatility. Energy infrastructure companies are subject to risks specific to the industry such as fluctuations in commodity prices, reduced volumes of natural gas or other energy commodities, environmental hazards, changes in the macroeconomic 
or the regulatory environment or extreme weather. MLPs may trade less frequently than larger companies due to their smaller capitalizations which may result in erratic price movement or difficulty in buying or selling. Additional management fees and other expenses are 
associated with investing in MLP funds. Fixed income investing entails credit risks and interest rate risks. When interest rates rise, bond prices generally fall. Below-investment-grade (“high yield” or “junk”) bonds are more at risk of default and are subject to liquidity 
risk. Event-linked securities otherwise known as Cat Bonds are fixed income securities for which the return of principal and interest payment is contingent on the non-occurrence of a trigger event that leads to physical or economic loss. If the trigger event occurs prior to 
maturity, event-linked securities may lose all or a portion of its principal and additional interest. Investments in securities of real estate companies may be especially volatile. Because they do not have an active trading market, shares of Real Estate Investment Trusts (REITs) 
may be illiquid. The lack of an active trading market may make it difficult to value or sell shares of REITs promptly at an acceptable price. Senior loans are typically lower rated and may be illiquid investments (which may not have a ready market). A portion of a municipal 
bond fund’s distributions may be taxable and may increase taxes for investors subject to the alternative minimum tax (AMT). Capital gains distributions are taxable as capital gains. 

This presentation has been filed as a complete presentation and is designed to be presented in its entirety in the order shown. The views contained in the preceding document represent the opinions of OppenheimerFunds as of 12/31/15, are subject to change based on 
subsequent developments, are not intended as investment advice, and are not intended to predict or depict the performance of any investment. Consult your financial advisor.

Shares of Oppenheimer funds are not deposits or obligations of any bank, are not guaranteed by any bank, are not insured by the FDIC or any other agency, and involve investment risks, including the possible loss of the principal amount invested.

Before investing in any of the Oppenheimer funds, investors should carefully consider a fund’s investment objectives, risks, charges and expenses. Fund prospectuses and 
summary prospectuses contain this and other information about the funds, and may be obtained by asking your financial advisor, visiting oppenheimerfunds.com or calling  
1 800 CALL OPP (225 5677). Read prospectuses and summary prospectuses carefully before investing.
Oppenheimer funds are distributed by OppenheimerFunds Distributor, Inc. 
225 Liberty Street, New York, NY 10281-1008 
© 2016 OppenheimerFunds Distributor, Inc. All rights reserved.
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