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Late quarter concerns over 
the fate of Greece led to 
heightened volatility and low 
returns for equity investors 
in Q2. As Q3 began, the 
situation in Greece calmed 
as negotiations continued 

and market participants were convinced that the 
can had been effectively kicked down the road 
again. Expect these ongoing bouts of fear and calm 
over Greece and the greater Eurozone economy 
to continue for the foreseeable future. Despite the 
ongoing drama overseas, foreign equity markets 
were leading performers in Q2. Those funds 
investing in small and mid-cap stocks performed 
best. This performance was uniform over the 
Growth, Blend and Value styles with funds in these 
categories returning 3.68%, 3.59% and 3.70%, 
respectively in the quarter. As of 6/30/15, these 
categories also top the Morningstar ranks of the 
fund groups we actively follow. Large-cap funds in 
the foreign categories also posted returns in the 
1.0% to 1.5% range depending on style. Year-to-
date, the large-cap funds trail small / mid-caps, but 

far outperform U.S.equity managers. News we’ve 
rarely been able to report over the past six years. 
Investors have noticed as fund flows into foreign 
categories have been strong year-to-date as well. 
Per data from Lipper, International equity funds 
saw inflows of $133.5 billion through June 17th, 
compared with $72 billion during the same period 
in 2014. Years of lagging relative performance (which 
has led to lower relative valuations) and central 
banks that are in overdrive to stimulate foreign 
economies has attracted investor attention this year.

Fixed-income funds suffered in Q2 as the 10-
year treasury had its largest one-quarter rise 
since 2013. Yields on the key benchmark rose 
from 1.93% ending Q1 to 2.33% on June 30th. 
This led to a 1.68% decline in Q2 for the Barclays 
Aggregate Bond index and an average loss of 
1.50% for funds in Morningstar’s Intermediate Bond 
category. Year-to-date returns for both the index 
and category were flat. Bond market investors are 
anxiously awaiting the Fed meetings later this year 
to see if there will finally be a move to increase 
interest rates. Currently, there is much debate as 
to whether a rate hike will come in September, 

December or next year. There does seem to be 
consensus that any rate hike will be small and 
that the pace of future rate hikes will be very 
gradual. Historically, the first Fed rate hike hasn’t 
led to negative market returns, though it’s fair to 
say we’re in uncharted waters here based on the 
incredible amount of stimulus already in the system 
and the record amounts of global debt issued 
since 2008. Comments from the Fed following 
their June meeting seemed to indicate they’d be 
patient in raising rates and based on expectations 
in the futures market, the odds of a rate hike in 
September are less than 50%.  

Moving Overseas

In comparing recent returns from U.S. markets (S&P 
500 index) vs. foreign markets (MSCI ACWI ex 
USA index), there’s really been no comparison. As 
you’ll note from the chart on the last page of this 
report, the U.S. returns have been superior over all 
time periods. The numbers are especially favorable 
in the past five years as the U.S. economy emerged 
from the global financial meltdown of ’08 while 
much of the rest of the world remains mired in 
recession. Investors who’ve allocated a portion of 
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their portfolios to foreign equities are likely below 
their target allocations (unless they’ve regularly 
rebalanced their holdings) while other investors with 
no signifi cant foreign exposure may be asking why 
should I consider investing overseas. Here are fi ve 
reasons to consider:

1.) Greater Investment Opportunities. Most 
U.S. centric investors fail to realize how large the 
overseas opportunity really is. According to a recent 
report from Fidelity Investments on why investors 
should consider international equities today, non-
U.S. stocks represent 75% of the world’s gross 
domestic product (GDP), 74% of publicly listed 
stocks, and more than 50% of the global market 
cap. We recently met with a portfolio manager of a 
foreign equity fund that operates across all market 
caps.  He commented that his available universe 
for investment is made up of more than 40,000 
companies. Investors who shun foreign markets are 
potentially missing out on tremendous long-term 
opportunities.

2..) Market Leadership is Cyclical. If you 
remember our report last quarter, we showed a 
chart of how market leadership between active and 
passive (index) managers goes in cycles with each 
tending to outperform for a certain amount of time 
before the cycle reverts. The same principle applies 
historically between U.S. and foreign markets. In 
looking at the chart on this page, you’ll note how 
these cycles tend to last for several years or more 
before reverting. With foreign markets now lagging 
for six years, shifting some assets into foreign 
markets may now make sense before the cycle 
reverts as it has in the past.

3.) Better Relative Valuations. Not only do both 
developed market and emerging market indexes 
trade at lower relative valuations based on price / 
earnings ratios (P/E) vs. the S&P 500, but they also 
trade at lower P/E ratios in comparison to their 
historic averages. 

4.) Higher Income. We’ve touched on this theme 
in the past. Per the chart on this page, the current 
U.S. market dividend yield is 2.0%, while fi xed-
income (10 Yr. Treasuries) yields 2.4%, the MSCI 
Emerging Market (EM) index is 2.6% and the MSCI 
EAFE Index is 3.0%.

5.) Performance & Further Stimulus. 
Performance of foreign markets during the fi rst half 
of 2015 has been far superior compared to U.S. 
This alone isn’t a reason to increase your allocation 
to overseas investments, but you should take note. 
In addition, at least 30 foreign central banks around 
the world are engaged in some sort of monetary 
stimulus program to aid their struggling economies. 
This stimulus isn’t expected to end any time soon 
and as we’ve seen from experience in the U.S., 
central bank stimulus is very supportive of higher 
stock prices.

Is Financial News Bad for You?

You’ve probably heard this before, but it bears 
repeating. Paying too close attention to the fi nanicial 
news (like the entertainment channel CNBC) 
can hurt your returns by fostering a short-term 
trading mentality that may keep you from reaching 
your long-term goals. A psychologist named Paul 
Andreassen ran a number of experiments in the 
1980s. He showed, “that paying close attention to 
fi nancial news can lead investors to trade too much 
and to earn lower returns than those who tune 
out the news.”  The key is to be well-informed, yet 
detached. Don’t let news events — like the Greek 
crisis or recent crash in Chinese stocks — dictate 
buy and sell decisions. To achieve long-term returns, 
investors need to have patience and let the potential 
of compounding returns do its thing. That’s hard to 
do if you’re scared about what’s in the headlines.

There’s another problem with the news. It’s about 
what already happened. Successful investing, though, 
isn’t about what’s happened. It’s about what’s going 
to happen. Here’s an example from a recent Wall 
Street Journal story (company names removed). Source: FactSet as of 6/30/15

Source: Fidelity Investments and FactSet as of 3/31/15



The author writes about Company X’s earnings 
report. He notes that it trades for a lower valuation 
compared with Company Y’s stock. Yet according 
to the author, “the difference maps almost exactly 
the gap between Company X’s 8.75% return on 
equity and Company Y’s 11%.”  In other words, 
Company X is not as profitable as Company Y and 
thus deserves a lower valuation. Fair enough, but 
here’s where the author errs. He concludes that 
while Company X’s profitability is moving in the 
right direction, it’s not as profitable as company Y 
and therefore the stock shouldn’t be bought. He 
implies you want to buy Company X stock after its 
profitability reaches the same level as Company Y. 
That’s not the way prudent investors think. If you 
wait for that, Company X’s stock will be higher. A 
good investor would own Company X stock on 
the thesis that Company X will close the gap to 
Company Y’s profitability level over time. It doesn’t 
make any sense to wait until you can see it in the 
numbers. By that time, the opportunity will most 
likely have passed.

The financial news often gets things wrong or at 
least presents events in a misleading way. The best 
example of this is to look at any daily summary of 
the previous day’s market action. There is always a 
reason given for the market’s move that day. They 
never say, “We don’t know”, even though that would  
most likely be the right answer. The truth is that 
it’s mostly random. The financial media can’t admit 
this. So you see a lot of made-up narratives, abuse 
of statistics and flat-out misunderstandings. For an 
example of the last one, let’s look at Greece. A 
recent column in Barron’s comparing the finances of 
Greece to the U.S. states “A similar financial calamity 

could happen here.” It then goes on to cite debt-to-
GDP ratios of Greece and compares them to the 
U.S. The author seems to have no idea how these 
monetary systems work. A comparison between 
the two isn’t relevant. Greece does not issue its own 
currency. The U.S. does. Put another way, Greece 
can run out of euros. The U.S. can never run out of 
dollars as it will simply print more. Is it logical, then, 
to compare the two?  No. The U.S., the U.K. and 
Japan are all examples of sovereign issuers of their 
own money. Eurozone countries are not. The “debts” 
of the U.S., U.K. and Japan have zero credit risk. Each 
government can pay all of the obligations at par. No 
Eurozone country can make that claim. Not even 
Germany. German bonds may be low risk, but they 
are not free of credit risk in the way U.S., U.K. and 
Japanese bonds are. The bottom line here is you 
can’t blindly trust what you read in the news. 

Growth Continues for target-Date Funds

Morningstar recently published a wide ranging 
review of target-date fund utilization within 
retirement plans with data through 2014. Target-date 
funds are designed to be a one-decision investment 
for plan participants. These asset-allocation funds 
invest in global stocks, bonds and other asset 
classes, gradually shifting the mix toward a more 
conservative allocation as they approach the “target” 
year in its name. The industry term for this shift in 
assets over time is called a “glide path”. The goal 
is for Investors to choose a fund closest to their 
expected retirement date, whether five, 10, or 
more than 45 years away (fund options currently 
in the market place extend to 2060). This strategy 
contrasts with a “target-risk” or “lifestyle” strategy 
that may invest in many of the same asset classes, 

but keeps the allocation constant for investors no 
matter their age. 

According to Morningstar, target-date funds held 
$670.6 billion in total assets as of 12/31/14, more 
than four times the $160 billion at the end of 
2008. Other vehicles known as collective trusts 
that are designed mainly for retirement plans at 
large companies (but invested similarly) hold an 
estimated $300 billion as of 12/31/14, putting the 
total size of the market at about $1 trillion. Target-
date products make up an estimated 20% of the 
defined-contribution retirement market, which 
includes 401(k)s and other employer-sponsored 
plans. An estimated 41.8% of 401(k) contributions 
this year will go into target-date funds, rising to 
63.4% by 2018, projects Cerulli Associates, a Boston 
consulting firm. At Vanguard, the largest manager 
of defined-contribution assets at $600 billion as of 
12/31/14, 31% of all participants were invested in a 
single target-maturity fund or similar investment at 
the end of last year. Vanguard estimates that 58% of 
its plan participants and 80% of new plan entrants 
will be entirely in target-date funds or comparable 
investments by 2018. Here are some other findings 
from Morningstar:

Investors added approximately $49 billion 
in new assets to these funds in 2014, which 
represented an 8% growth rate. On average, 
target-date funds accounted for nearly 30% 
of the net inflows to the respective mutual 
fund firms last year.

Vanguard became the largest provider of 
target-date funds in mid-2014. Combined 
with Fidelity and T. Rowe Price, these firms 



control an estimated 71% of industry assets in 
target-date funds.

Fee levels are improving for the average 
investor in these vehicles. The asset-weighted 
expense ratio of target-date funds fell to 
0.78% last year from 0.84% the year prior. As 
with other mutual fund strategies, the target-
date marketplace still offers a wide variety of 
share classes and fee structures. 

While the asset allocations for these funds 
continue to favor U.S. equities, other asset 
classes are gradually growing in importance 
within the portfolios. These asset classes 
include foreign equity, non-traditional fixed-
income and alternatives

The average fund’s allocation to equities along 
the glide path increased by approximately 4% 
in 2014 compared to the year before.

Our portfolio Strategy & allocation Outlook

Here’s our current thinking on how to position 
portfolios at the midway point in this year:

Fixed-Income:  We expect the low return 
environment for bonds to continue with interest 
rates likely to drift higher. While the asset class offers 
diversification and a hedge in the portfolio to equity 
risk, our expectations remain low. 2015 is shaping up 
like 2013 where the mid-year spike in rates led to 
essentially flat returns in most of the fixed-income 
sub-sectors. As the box scores below indicate, 
returns have been flat for core fixed-income this 
year and very low for the trailing three year period. 
We’re gradually lowering our exposure to traditional 
fixed-income funds (think funds that benchmark 
to the Barclays Aggregate Index) in favor of more 
flexible strategies with similar volatility profiles. 
Of increasing concern is the high yield market 
where investors are simply not being adequately 
compensated for the risks they are taking on.

U.S. Equity:  We continue to favor a mix of index 
and active managers within equity segments of 
the portfolios. The S&P 500 index is essentially flat 
for the year, but there is great disparity in sector 
performance. Healthcare is up 6.5% this year, while 
Utilities as a group are down 5.2%. For the trailing 
12 months ending 6/30/15, Healthcare was again the 
top sector with a gain of 26.2%, while Energy was 
the worst performer at -11.1%. As the disparities in 
sector performance grow, this benefits good stock 
pickers and active managers. 

Foreign Equity:  Based on the reasons we cited 
above, we’re gradually increasing our exposure 
to foreign markets. While there’s no shortage 
of concerns regarding overseas markets and 
economies, these concerns are exactly what leads to 
lower valuations and better long-term opportunities. 
In addition, these markets are less researched 
and not as efficient as those in the U.S. Talented 
active stock-pickers should be able to provide very 
competitive returns in this environment.

Please let us know if you’d like to discuss your 
personal investing goals.

Matthew H. McPhail, CFA, AIF®

Chief Investment Officer

Source: Morningstar as of 5/31/14



Market Scoreboard 

Morgan Stanley Capital International (MSCI) World Index is an unmanaged index of equity securities in the developed markets

Morgan Stanley Capital International (MSCI) Emerging Markets Index is an unmanaged index of emerging markets common stocks

Morgan Stanley Capital International Europe, Australasia, Far East (MSCI EAFE) Index is an unmanaged index of equities in the developed markets, excluding the U.S. and Canada

 S&p 500    

 DJIa
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 Barclays aggregate Bond  

 Bloomberg Commodity tR

Q1 2015 

0.28

-0.29

1.75

0.42

0.53

 -1.68

  4.66

YtD

1.23

0.03

5.30

4.75

4.03

-0.10

-1.56

1 Year

7.42

7.21

13.13

6.49

-5.26

1.86

 -23.71

3 Year

17.32

13.78

19.34

17.83

9.45

1.83

-8.77

5 Year

17.34

15.41

18.78

17.09

7.76

3.35

-3.91

Index Returns (%)

Source: Morningstar as of 6/30/15

10 Year

7.89

8.32

9.26

8.41

5.54

4.44

-2.62

S&P 500 TR:  A market capitalization-weighted index of 500 widely held stocks often used as a proxy for the large-cap segment of stock market. 

Russell 2000 TR:  Consists of the smallest 2000 companies in the Russell 3000 Index, representing approximately 7% of the Russell 3000 total market capitalization often used as a proxy for the small-cap segment of the stock market.

Barcap Aggregate Bond TR:  The Barclays Capital Aggregate Bond Index is a market capitalization-weighted index, meaning the securities in the index are weighted according to the market size of each bond type. Most U.S. traded investment grade 
bonds are represented. The index includes Treasury securities, Government agency bonds, Mortgage-backed bonds, Corporate bonds, and a small amount of foreign bonds traded in U.S.

MSCI EAFE NR USD:  Widely accepted as a benchmark for international stock performance, the EAFE Index is an aggregate of 21 individual country indexes that collectively represent many of the major markets of the world.

DJ US Industrials TR USD:  Computed by summing the prices of the stocks of 30 U.S. companies and then dividing that total by an adjusted value--one which has been adjusted over the years to account for the effects of stock splits on the prices 
of the 30 companies. 

NASDAQ:  Measures the performance of all issues listed in the Nasdaq Stock Market and is often used as a proxy for the large-cap technology segment of the U.S. stock market.

DJ/UBS Commodity:  The DJ-UBSCI is composed of futures contracts on physical commodities and is often used as a proxy for broad-based exposure to the commodity markets.

Disclosure: This information is intended solely to report on investment results, strategies and opportunities identified by Sentinel Pension Advisors, Inc. as of the date of this report. Opinions and estimates offered constitute our judgment and are subject to 
change without notice, as are statements of financial market trends, which are based on current market conditions. This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. References to specific securities 
are for illustrative purposes only and are not intended, and should not be, interpreted as recommendations to purchase or sell such securities. Past performance is not indicative of future results. Index information has been obtained from sources that we 
believe to be reliable; however, we do not guarantee the accuracy of such information. Diversification neither assures a profit nor guarantees against a loss in a declining market. The target date 
is the approximate date when investors plan to start withdrawing their money.  The principal value of target date funds is not guaranteed at any time, including at the target date.

Investment advisory services provided by Sentinel Pension Advisors, Inc., an SEC-registered investment adviser. Securities offered through Sentinel Securities, Inc. Member FINRA & SIPC. Sentinel 
Pension Advisors, Inc. and Sentinel Securities, Inc. are affiliated companies. Sentinel Benefits & Financial Group is the brand name for the Sentinel family of companies, which includes Sentinel 
Pension Advisors, Inc. and Sentinel Securities, Inc.
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