
SLOW BUT STEADY
Despite an abundance of geopolitical headwinds, asset-class 
returns were nearly universally positive in the last quarter—and 
year-to-date—as corporate profit growth resumed, following a 
two-year period of stagnation. While much has been said about 
slow economic growth in the aftermath of the global financial 
crisis, the absence of a boom in the current cycle dramatically 

To Our Clients:

It's been a busy spring. Since my last letter to you, we welcomed 
a new CEO to our firm and, separately, appointed a new chair 
to our Private Client Investment Policy Group. We also saw 
further appreciation in global assets, following a recovery in 
corporate profits amid slow but steady economic growth. 
And, of course, we continue to develop and evolve investment 
strategies designed to benefit our clients during the inevitably 
less hospitable conditions of seasons ahead. 

FRESH PERSPECTIVES

On May 1, we announced Seth Bernstein as the fourth CEO in 
our firm’s 50-year history and, only coincidentally, the second 
named Bernstein. At the same time, Robert Zoellick became 
the nonexecutive chairman of our board. Seth and Bob follow 
Peter Kraus, who served us in both capacities for nearly nine 
years and delivered great value to our clients and shareholders. 
This change, and the governance best practice of unbundling 
the chairman and CEO roles, comes with Peter’s employment 
agreement nearing its end and the company on solid footing. 

There are many ways to measure the performance of a business, 
but what your clients think about you is most important. On that 
score, I am pleased to report that Bernstein’s client retention 
rate marked an all-time high in 2016, improving on the record 
levels achieved in each of the two prior years. We believe 
that this reflects not only solid performance but, even more 
important, how we integrate wealth strategies with investment 
implementation to meet individual client objectives and make 
money meaningful. 

One of the leaders in our business who has shaped the firm 
today is Kathy Fisher. Effective July 1, Kathy will become head 
of Wealth and Investment Strategy and chair of our Investment 
Policy Group. She takes over for Seth Masters, who earlier this 
year, announced his retirement after 27 extraordinary years at 
Bernstein. Seth’s contributions to our firm are too numerous to 
count, though his bold Dow 20,000 prediction in 2012 certainly 
got the most attention. If you ask him, though, he’ll tell you that 
the part of his legacy of which he is most proud is the cultivation 
of the talented team that will carry it on.
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Why Returns Should Decelerate:

■ Rising rates are a headwind for bond appreciation

■ Above-average equity valuations make multiple expansion less likely

■ Pace of corporate profit growth will moderate

Past performance is not necessarily indicative of future results. There is 
no guarantee that any estimates or forecasts will be realized. 
100% risk-mitigating allocation is all bonds; conservative is 30% 
stocks/70% bonds; moderate is 60% stocks/40% bonds; growth is 80% 
stocks/20% bonds; and 100% return-seeking allocation is all stocks. Stocks 
modeled as 21% US diversified, 21% US value, 21% US growth, 7% US 
small-/mid-cap, 22.5% developed international, and 7.5% emerging market. 
Bonds modeled as intermediate-term diversified municipals.
*Represents projected median compound annual growth rates over the 
next five years 
†Normal conditions reflect AB’s estimates of equilibrium capital-market 
conditions, which are typically close to a very long-term historical average.
Based on Bernstein’s estimates of the range of returns for the appli-
cable capital markets as of December 31, 2016. Data do not represent 
past performance and are not a promise of actual future results or a range of 
future results. See Notes on Wealth Forecasting System for further details.
Source: Lipper, MSCI, Russell, S&P, and AB

The Past Is Unlikely to Be a Prologue
Projected Median Five-Year Annualized Index Return*
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cash flows over the course of a given year. We also took steps 
to enhance diversification and efficiency in our multi-manager 
hedge-fund services.

Finally, we continue to develop new research-driven investment 
strategies that seek to capitalize on unique return sources 
outside traditional asset classes, with the goal of improving 
overall risk and return trade-offs. Your Bernstein advisor can 
discuss these in more detail to determine if any are right for you.

Life, business, and markets are unified by the idea that change 
is the only constant. What matters, of course, is how you prepare 
for it. Bernstein clients benefit from a global firm singularly 
devoted to helping them meet their financial goals. While that’s 
not new, it’s never been more important. As I enter my 20th year 
at our firm, I couldn't be more proud than to be on your team. On 
behalf of everyone at Bernstein, thank you for your trust and the 
opportunity to serve you.

Have a great summer.

David Barnard

reduces the probability of a bust. This suggests that the current 
cycle, despite its age, has room to run and that any (inevitable) 
pullbacks should be short and shallow.

In our recently published paper “Follow the Earnings,” Kathy 
explores the mid-cycle intersection of growth and returns 
across major markets around the world. She also incorporates 
perspective on the historically low level of volatility that 
prevails and whether it is indicative of investor complacency 
or a reasonable assessment of risk amid countervailing forces. 
Kathy once again makes the case that while the probability 
of a sharp, sustained pullback is low, future returns for stock 
and bond indexes from today’s starting point are likely to be 
below historical averages (Display 1) and much less than those 
just experienced. 

There’s always risk to any forecast. In our view, policy missteps 
represent the greatest downside risk while an extended period 
of slow growth could have an unexpected benefit. After nearly a 
decade when support for the economy has been borne entirely 
(and atypically) by central banks around the world, investor 
hopes for relief in the form of infrastructure spending and 
regulatory and tax reform seem to be fading, especially in the 
US. We don’t believe that a clean handoff between monetary 
and fiscal policy was ever reflected in asset prices, though an 
outright mistake could surprise markets. But the most likely 
outcome of a continuation of muted growth, low inflation, and 
correspondingly low interest rates provides support for stocks 
at current valuation multiples, which reflect an expectation for 
higher rates that have yet to materialize (Display 2). 

RELENTLESS INGENUITY
Among Peter’s lasting contributions to our firm are the cultural 
pillars of relentless ingenuity. He talked about them frequently as 
a mantra to guide how we work and think about our responsibility 
to clients. And while seemingly timeless in their relevance, 
today’s investment setting makes these ideas more important 
than ever. 

In just the last three months, we’ve introduced an investment-
grade bond strategy that matches maturities to specific payment 
obligations such as taxes. In a low-rate environment, this is a big 
benefit for business owners and others benefiting from large  

As of June 19, 2017
Past performance is not necessarily indicative of future results. There is 
no guarantee that any estimates or forecasts will be realized.
Chart trend line is for 1978–2007.
Source: Bloomberg, S&P, Thomson Reuters Datastream, and AB

Something's Got to Give
P/E Multiples and Interest Rates Since 1978
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