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Fear of Heights  

On August 12, for the first time in 17 years, all 

three of the major US stock indexes—the Dow 

Jones Industrial Average, the Standard & Poor’s 

500, and the NASDAQ Composite—moved into 

new all-time high ground on the same day. 

As the global economy continues to grow—and 

as our domestic economy grows with it, however 

slowly these days—it is unremarkable that 

corporate earnings, dividends, and cash flows 

continue their historical tendency toward long-

term improvement. 

And since the returns of mainstream equities 

have historically been positive about 70 percent 

of the time (at least since 1926), it is equally 

unremarkable that growing earnings and 

dividends have manifested from time to time as 

new highs in companies’ stock prices. They have 

been doing so all of your life and mine. 

What was somewhat remarkable on August 12 

was simply that these three indexes of quite 

different groups of equities entered new high 

ground on the same day. As noted, this 

coincidence is sufficiently rare that it last took 

place on December 31, 1999. 

The question was and is this: what, if anything, 

ought the long-term investor infer from this 

event? 

Left to one’s own devices—and perhaps after 

conferring with a financial planner in whom one 

has confidence—one might decide that new 

highs in all three indexes suggest that earnings 

and dividend improvements may be broadening 

and resuming their long-term upward trends, 

however gradually.  

And since one’s family’s personal financial goals 

might not be achievable by holding fixed income 

investments at today’s extraordinarily low 

interest rates, mainstream equities may seem 

the preferred course for many investors to be 

following for the longer term. 

There would, of course, be no way of knowing 

any of that for sure, but it seems like a 

reasonable reading of the situation—unless and 

until one picked up a newspaper, turned on the 

television, or both.  

Financial journalism seems to have greeted the 

aforementioned trifecta of new highs with 

spasms of incipient catastrophe. Since the very 

 

moment of the breakout, the media has been full 

of dire predictions. Their common theme seems 

to be that the new highs are an unalloyed bad 

thing, signaling that equities have become 

hideously overvalued, and that the individual 

investor—who was in a state of existential terror 

as recently as the Monday after the Brexit vote—

has become absurdly complacent and heedless 

of risk in just six weeks. 

The instances of these media warnings have 

been far too numerous—and their rationales too 

tortured—to be reported here, much less 

rebutted. (As to that, you and your advisor are 

more than capable of making your own good 

decisions.) There was recently an excellent 

example of the phenomenon, which appeared 

on Yahoo Finance and was titled “This is the 

scariest day for investors in 17 years.” 
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The purported thesis of this screed was as 

follows: simply because the last time all three 

indexes made simultaneous new highs was just 

prior to the major market top that ended the 

dot-com bubble, this latest similar trifecta of 

new highs must presage a similar cataclysm. The 

piece then goes on to cite not a single economic 

or market similarity between that environment 

and the current one—perhaps because, in fact, 

there is none. 

It’s just a recitation of all the bad things that 

happened shortly after the last trifecta—

including, bizarrely, the number of moribund 

dot-com companies that bought $2 million Super 

Bowl ads. The piece ends, and I quote, “Be afraid. 

Be very afraid.” 

You cannot make this up. This is financial 

journalism in the second decade of the 21st 

century. This is what media does to us, all day 

every day, to the point where we may not even 

be aware of it. It doesn’t reason. It doesn’t 

report. It doesn’t even tell us exactly what to be 

afraid of, much less why. It just says, “Be afraid.” 

We here as your advisors certainly have a better 

strategy…  

© September 2016 Nick Murray. All rights reserved. Reprinted by 

permission. 

 

Past Performance Is No Guarantee  

We at Rockwood often counsel that “past 

performance is not an indicator of future 

outcomes” when it comes to mutual funds. 

Investors are often drawn to funds with 

favorable track records and judge funds by 

performance metrics. They believe this is a 

sound strategy that will result in a favorable 

financial outcome. However, data shows that in 

reality, exactly the opposite is true. 

 

 

S&P’s Aye Soe reviewed the performance of 641 

actively managed stock mutual funds, to 

understand whether top-performing funds 

maintained their status over time. Among the 

funds with top-quartile returns through March 

2014, only 7.3 percent of them remained in the 

top quartile in March 2016. In other words, 92.7 

percent of top-performing funds from 2014 

failed to deliver top returns just two years later. 

Expanding the view to the top half of funds by 

performance, only 27.4 percent stayed in the top 

half after two years. Soe further tracked 

performance over a four-year period, and she 

found that of funds in the top quartile in March 

2012, only .3 percent were in the top quartile in 

March 2016—99.7 percent of top funds didn’t 

deliver top returns four years later. The inability 

of active managers to persistently best their 

peers and the market has been extensively 

studied and quantified. The diversified and low-

cost portfolios we construct are scientifically 

engineered—we’re not making bets on 

continued performance of any one fund. Instead, 

by investing in 12,000+ stocks around the world, 

we ensure that you receive the rewards you are 

entitled to and benefit from the growth in each 

and every sector, asset class, and country.
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Negative Real Returns 

Nominal interest rates are currently below zero 

in many countries, including Germany, Denmark, 

Switzerland, Sweden, and Japan. These levels 

have turned on its head the common belief that 

zero is the lower bound for such rates. While 

negative nominal rates are a relatively new 

phenomenon, periods of widespread negative 

real returns across countries have been quite 

common. 

In 1970, a loaf of bread cost 25 cents. A gallon of 

gas cost 36 cents. Today, an average loaf of 

bread and a gallon of gas each cost around two 

dollars.1 When the prices of goods and services 

increase, consumers can buy fewer of them with 

every dollar they have saved. This is called 

inflation, and it eats into investors’ returns. 

Real rates of return are adjusted for inflation, so 

they account for changes in the purchasing 

power of a dollar over the life of an investment. 

Because inflation affects the cost of living, 

investors must consider the inflation-adjusted—

or real—return of their investments.  

Exhibit 1 shows the annual real returns on one-

month US Treasury bills. From 2009 to 2015, the 

annual real return was negative. This 

circumstance is not unprecedented. The US has 

had negative real returns in over a third of the 

years since 1900. And negative real returns on 

government bills are not exclusive to the US. All 

countries listed in Exhibit 2 have had negative 

real returns on their respective government bills 

in at least one out of every five years from 1900 

to 2015.  

In the current low-yield environment, rolling 

over short-term bills may not seem appealing to 

investors keen on protecting their purchasing 

power. Exhibit 3 shows that the return of one-

month US Treasury bills has not kept pace with 

inflation2 over the past 10 years. But even when 

the real return on bills is negative, a relatively 

common occurrence, bond investors may still 

achieve positive expected real returns by 

broadening their investment universe. The bond 

market is composed of thousands of global 

bonds with different characteristics. Many of 

those bonds allow investors to target global term 

and credit premiums, which in turn may provide 

positive real returns even in low-interest-rate 

environments. Exhibit 3 also shows that the 

Barclays Global Aggregate Bond Index has 

outpaced inflation while maintaining low real 

return volatility of 3.4 percent annualized over 

the past 10 years. 

Global portfolios can also play an important role 

in the pursuit of increased expected returns. 

Even if the expected real returns of bonds in one 

country are negative, another yield curve may 

provide positive expected real returns. The 

flexibility to pursue higher expected returns by 

investing in bonds around the world can be an 

important defense against low, and even 

negative, yields. 

The goal of many investors is to grow some (or 

all) of their savings in real terms. Even in a low-

interest-rate environment, there may be bond 

investments that can still achieve this goal. In 

particular, investors who target global term and 

credit premiums should be better positioned to 

pursue higher expected returns.
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Rockwood Wealth Management, LLC (RWM), a Pennsylvania limited liability company, is a fee-only wealth advisory firm specializing in personal 
financial planning and investment management. Rockwood Wealth Management, LLC, is a US Securities and Exchange Commission (SEC) 
Registered Investment Advisor. A copy of RWM’s Form ADV-Part II is provided to all clients and prospective clients and is available for review by 
contacting the firm. Indices are not available for direct investment; therefore, their performance does not reflect the expenses associated with 
the management of an actual portfolio. Past performance is not a guarantee of future results. 

 
From Negative Real Returns: 
1. Source: Bureau of Labor Statistics.  

2. Measured as changes in the Consumer Price Index (CPI), which is defined by the US Department of Labor, Bureau of Labor and Statistics. 
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