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Market Review

Global equity markets 
posted strong gains in Q3 
as fears over the immediate 
aftermath of the Brexit 
vote faded. Risk was 
rewarded in the quarter 
as the NASDAQ gained 

9.69% while the small-cap Russell 2000 gained 
9.05%. While lagging, the S&P 500 and Dow Jones 
Industrials also posted gains of 3.85% and 2.78% 
respectively. Most of the gains came early in the 
quarter as investors cheered the results from the 
July and August payroll reports which indicated 
job creation was on stable footing after worries 
in the spring over a potential slowdown in hiring. 
Concerns over higher interest rates and their 
potential negative impact on stock prices emerged 
in September. Several voices on the Federal 
Reserve were outspoken in their support for a 
near-term interest rate hike. Ultimately, the Fed 
declined to raise rates at their September meeting 
and the market now places greater than a 50% 
chance of a rate hike in December. From a sector 
perspective, technology shares surged during 

the quarter while safe-havens like utilities and 
telecomm (which performed very well during the 
first half of the year) declined in response to rising 
bond yields.   

We’ve written in the past regarding the positive 
impact of stock buybacks on the equity market. As 
you can see from the chart on this page, an ever 
increasing amount of capital devoted to buybacks 
has coincided with a rising S&P 500. Not shown 
here, but also highly impactful have been dividend 
payments. According to research from Barclays, 
dividend payments to investors have increased by 
more than 100% since 2009, reaching $98 billion 
in Q3. The combined amount of capital returned 
to shareholders from buybacks and dividends 
could reach $1 trillion in 2016, for the first time 
ever. There are two red flags to monitor though. 
First, back to the buyback chart and you’ll note 
the decline from Q1 to Q2. Second quarter 
purchases of stock fell 21% to a two year low of 
$127.5 billion according to research from S&P. If 
stock buybacks continue to decline, this would 
likely have a negative impact on equity indexes 
which currently trade at lofty valuations. Second, 

while companies have generously enhanced 
their buybacks and dividend payouts in recent 
years, they may not be able to push them higher 
for much longer. 2016 is likely to be the second 
consecutive year that corporations in the S&P 500 
are paying out more to shareholders than they 
earn. While this isn’t unprecedented (as there have 
been six previous instances during the previous 
50 years), it has never happened more than two 
years in a row. History would imply some level 
of pullback in 2017 for aggregate payouts to 
shareholders and less fuel to push stock prices 
higher. 

Backing Down on BuyBacks: 
s&P 500 repurchases fall 21% after near-record first quarter

Source: Bloomberg, S&P Dow Jones Indices



Global Growth Continues to slow 

Over the near term, we have been inundated 
with stories of low global growth. One of the 
primary culprits to this decline has been China. As 
China’s Gross Domestic Product (GDP) growth 
has trended down from its high of 14.2% in 2007 
to an estimated 6.3% for 2016 and 6.0% in 20171, 
the rest of the world has ultimately followed suit. 
Back during the 2008/2009 credit crisis, global 
GDP growth contracted nearly 3% in 2009, and 
then sprung back to 3.1% growth in 20102. More 
recently, worldwide growth for 2016 is expected 
to remain tepid at 3.3% and 3.4% in 20172. This 
average amount is skewed upward by China’s still 
sizable growth rate since Deutsche Bank estimates 
the U.S., Eurozone, the U.K., and Japan will all come 
in at 2% or less growth in 2017.

This slide has been blamed on many factors 
including a faltering global trade climate, 
geopolitical tensions, Britain’s vote to leave the 
European Union, and a low for longer interest 
rate environment. In our opinion, global growth 
over the past fi ve decades has primarily been 
fueled by a worldwide debt explosion. In addition 
to enormous spending growth, the 2008 credit 
crisis was underwritten by more public debt. 
We ultimately believe a debt problem cannot be 
solved with additional debt. Strikingly, since 2000, 
the International Monetary Fund says the world’s 
outstanding debt has doubled to an unfathomable 
$152 trillion at the end of 2015 or 225% of global 
GDP. How much more can be added to the 
current debt situation? We don’t know. What we 
do believe is that the extended low interest rate 
environment has led to a type of global interest 

rate fatigue where even negative interest rates 
have been concocted and accepted in some circles. 
Investors in search of income have needed to seek 
yield in historically risky areas of the market such 
as dividend stocks, real estate strategies, and high 
yielding bonds. As we just witnessed in Q3, these 
sectors of the markets are especially sensitive and 
vulnerable to rising interest rates.

December Mistake upcoming? 

Despite the strong quarter for equities, the fi nal 
month of September was weak as talk of the next 
rate increase from the Federal Reserve ramped up. 
As you’ll recall, the Fed fi nally implemented a small 
rate increase of 0.25% at their December 2015 
meeting. The S&P 500 index then proceeded to 
decline by 10% into mid-February before stabilizing. 
Nine months ago in these pages we argued that the 
Fed raised rates simply to get off of the 0% policy in 
place since the fi nancial crisis and that the case for 
further rate hikes wasn’t justifi ed by the economic 
data. We feel the same way today. This year will go 
down as the weakest for GDP growth since the 
great recession ended in 2009. Another key, yet lesser 
quoted, measure of economic growth is GDI or 
Gross Domestic Income. While GDP measures what 
the economy produces (goods, services, techonolgy, 
etc.), the GDI measures what the economy makes 
(measuring wages and profi ts). The growth rate of 
GDI as of Q3 was down to just 1% on a four-
quarter trailing basis, the slowest pace in the last 
seven years. The September jobs report was slightly 
below consensus and prior months were revised 
lower, thus taking some of the shine off the numbers 
originally reported in July and August. In fact, the 
average monthly payroll gain this year is 178,000 jobs, 

compared to 229,000 per month in 2015 according 
to Gluskin, Sheff research. The unemployment rate 
has risen from a low in May of 4.7% to 5.0% in 
September. Fed Chief Janet Yellen was quoted as 
saying the labor market had “room to run” at the last 
meeting. It would seem to us that the entire economy 
has room to run before any true worries about 
infl ation or growth overheating come into play. Yet, 
a growing number of Fed offi cials continue to raise 
the prospect of another rate hike in December. For 
a Fed that claims to be dependant on the economic 
data, they’re apparently not looking at the statistics 
we quoted above. The reality is that the Fed should 
have allowed interest rates to normalize years ago 
when they had the chance. Instead, the Fed and other 
world central banks have allowed the imbalances in 
the fi nancial system to become so great that even the 
hint of a tiny rate increase can distress the markets. 
Should the Fed move ahead with a December rate 
hike, the market reaction will likely 
be similar to early this year as the data to support a 
move just isn’t there.

us unEMPLoyMEnT RaTE

Source: www.tradingeconomics.com / U.S. Bureau of Labor Statistics



More Bad news on saving Rates 

A recent survey relaying the troubles of the 
average saver came out with this alarming headline:  
“69% of American’s Have Less than $1,000 
in Savings”. The study was specifi c to savings 
accounts and not overall retirement savings. In 
other words, looking at someone’s immediate cash 
on hand or emergency savings. The survey from 
GoBankingRate.com followed up on their original 
2015 survey where they found among 5,000 
respondents that 62% had less than $1,000 in 
savings. The most recent update with 7,000 survey 
takers was even worse with a whopping 69% 
claiming less than $1,000 in savings. As you can 
see from the chart on this page, the survey also 
revealed a stunning 34% with no savings at all (up 
from 28% in 2015).   

Other selected fi ndings (quoted directly) from the 
survey included:

Overspending might play a role in young 
adults’ low savings rate. A survey by TD 
Ameritrade found more than nine in 10 
millennials overspend, fall short on savings or 
take on additional debt at least once a month 
per year. One reason could be because they 
feel pressured to develop certain spending 
habits.For example, the survey found 52% of 
millennials feel pressure to keep up with their 
friends due to always going out, and 46% feel 
the pressure because of social media posts.

Older millennials (ages 25 to 34) seem to 
be doing a better job of saving money than 
younger millennials and even Gen Xers (ages 
45 to 54). The GOBankingRates survey found 
a greater percentage of older millennials have 
$1,000 or more saved than older Gen Xers 
ages 45 to 54—33% versus 30%. Gen Xers 
might have less money in savings accounts 
because they have more demands on their 
budgets and are prioritizing other types of 
savings.

Women are more likely than men to have 
nothing set aside in savings—42% of women 
have $0 set aside in a savings account, 
compared with only 28% of men, the survey 
found. But, an almost equal percentage 
of women and men—35% and 36%, 
respectively—have less than $1,000 saved. 
Still, men are more likely to have more than 

$10,000 in savings. These fi ndings mirror the 
results found in a recent GOBankingRates 
survey that examined retirement savings, 
specifi cally. According to the survey, women are 
less prepared for retirement than men—38% 
of women said they don’t have retirement 
savings compared with only 30% than men. 
Furthermore, only 9% of women have 
$300,000 or more saved for retirement, while 
16% of men have $300,000 or more.

The survey is a good reminder that non-retirement 
savings can’t be overlooked in your fi nancial plan. 
Having an emergency fund set aside to deal with 
life’s unpredictable expenses is a must, no matter 
what your age or level of savings may be.

our portfolio strategy & allocation outlook

Our privately managed portfolios are positioned 
to play defense heading into Q4. Cash levels are 
slightly higher than normal based on recent shifts 
we’ve made to our target allocations. We’re also 
operating at the low end of our long-term strategic 
ranges for US equity across all portfolios. This is a 
time to be very selective in approaching the equity 
markets. As of quarter end, the S&P 500 has an 
18.3X forwards price-to-earnings ratio, well above 
the 15X trailing 10-year average. In the current 
environment where interest rates remain ultra-low 
and equity valuations high (combined with the 
high level of uncertainty over the Fed’s next move 
and global politics), we prefer to err on the side 
of caution with client assets. We should emphasize 
that our concerns over near-term upside in the 
major equity market averages (pure beta strategies, 
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index funds, etc.) are much greater than our 
concern for our active managers to take advantage 
of the expected volatility. This market environment 
is setting up very nicely in our opinion for active 
management to take advantage of individual 
opportunities that can be found through vigorous 
research. We continue to believe that the potential 
for higher market volatility in Q4 will present 
multiple opportunities for our active managers to 
add value. This is especially true within the foreign 
equity segment of our portfolios, which has a 
higher percentage allocation to active management 
in comparison to our US equity segment. The three 
active managers we utilize in the foreign 

segments across our portfolio strategies each 
had strong Q3 performance and we expect the 
environment for stock-pickers to remain favorable.

As Q3 has ended, it’s now time again to roll out 
our recommended reading list. Below is the tenth 
edition (has it really been that long?) of the list. 
This year we break with tradition and will only 
recommend two books (although we mention a 
third). While a few titles we read could have fi lled 
a third spot, they just didn’t rise to the level of a 
recommendation. Instead we offer two titles by 
authors who are engaging to read and stand out 
for their unique approach to investing. 

1. 100 Baggers: Stocks That Return 100 to 
1 and How to Find Them. By Chris Mayer. 
Inspired partly by his love of the long out of 
print classic (but back in print now) “100 to 
1 in the Stock Market” by Thomas Phelps, 
Mayer performed an exhaustive study 
to determine which characteristics were 
common in stocks that return $100 for every 
$1 invested. Investing in stocks with these key 
characteristics and holding for the long-term 
are key to achieving this truly remarkable 
growth of capital.

2. Outrunning the Bear. By Greg Miller. Inspired 
by the desire to grow capital without the 
inherent volatility of the stock market, 
Greg discovered convertible bonds and 25 
years later runs one of the leading wealth 
management fi rms dedicated to investing 
in convertibles. These securities offer the 
potential upside of stocks with bond type 
volatility. This easy to read book is a great 
introduction to an asset class most investors 
have never considered, but defi nitely should.    

Please let us know if you’d like to discuss your 
personal investing goals and fi nancial planning 
needs.

Matthew H. McPhail, CFA, AIF®

Chief Investment Offi cer

inTERnaTionaL MaRkETs REMain inEXPEnsiVE RELaTiVE To us MaRkETs

Source: Invesco, Compustat, MSCI
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1 Deutsche Asset Management projection as of 9/30/16
2 http://data.worldbank.org/indicator/NY.GDP.PCAP.KD.ZG

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 Advisors. 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. 
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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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