
negative and bonds were the standout asset class for the year. 
With volatility resurging, many investors in diversified asset 
allocations understandably feel like they haven’t made much 
progress of late. But when the last two years are considered 
within the context of the last five—a more appropriate period 
for evaluating a long-run investment—the picture looks quite a 
bit different, and more encouraging. 

At the beginning of 2012, our Capital Markets Engine (CME)1 
predicted a median 5.8% return for a moderate growth 
allocation of global stocks and tax-exempt bonds. Five years 
later, Bernstein client accounts that were similarly allocated 
actually experienced returns of 7.1% after fees. This compares 
favorably to an index of global stocks and municipal bonds that 
returned 6.5% before fees.2 In both cases, much of the upside 
was driven by very strong stock returns in 2013, just a few years 
ago. And that’s the point: As much as 2016 showed how a few 
weeks can make or break any given year for an investor, so too 
can any one year in the context of a long-term time horizon. 

To Our Clients:

History will inevitably remember 2016 for its seismic shifts in the 
political landscape. For investors, the year also seems destined 
to be memorialized for its lessons in timing and turning points. 
And here at Bernstein, last year will mark the last time we used 
“nearly” when credentialing our 50 years of experience. 

While the results of the UK Brexit referendum and the election 
of Donald Trump as President of the United States were both 
considered surprises, the global markets’ reaction to the news 
was even more so. In simple terms, the positive response in 
the prices of risk assets like stocks was driven by optimism for 
accelerated growth following change in the status quo. 

It’s easy to imagine how lower taxes, less regulation, and fiscal 
spending could improve nominal growth. But even if fully enacted, 
what is the outlook for real growth (adjusted for inflation) given 
tight labor conditions, higher interest rates, and a stronger US 
dollar? What about policy risks around immigration and trade? 
And how much good news is already reflected in current asset 
prices? These are among the things we’re thinking about as we 
begin our sixth decade serving clients. 

For more on our outlook and what’s driving it, please see  
“THE RETRO NORMAL: Investing in the Changing Landscape.”

THE LONG RUN 
Last year was a good example of the unevenness typical of 
annual returns. Global stocks were up 8%, but nearly all the 
year’s gains occurred in a combined two-month span following 
the aforementioned votes. This followed a rough start when fears 
about China’s growth and plunging oil prices caused stocks to fall 
more than 10% in the first six weeks of 2016 (Display 1). Taken 
as a whole, investment year 2016 was an important reminder 
of the perils of consensus thinking (China didn’t collapse, and 
oil prices went on to double) and market timing and how both 
can cause investors to miss precious windows of opportunity.

Stock gains in 2016, and modest bond losses, were also 
a big reversal from 2015 when global equity indexes were 

NO SURPRISE, TIMING IS EVERYTHING 

1 Bernstein’s proprietary Capital Markets Engine is a robust statistical tool that forecasts the range and probabilities of returns for asset classes like stocks and bonds. 
The model incorporates current price levels and economic conditions as the starting point and then simulates thousands of possible outcomes for future returns and 
volatility. There is no guarantee that the CME’s predictions will be realized.

2 Annualized return for the last five years for an allocation of 60% to the MSCI All Country World Index and 40% to the Bloomberg Barclays 1–10-Year Municipal 
Bond Index.  

Through December 31, 2016, unless otherwise noted
Past performance is not necessarily indicative of future results or 
a range of future results. There is no guarantee that any estimates or 
forecasts will be realized. 
Global Stocks represented by the MSCI All Country World Index. Muni Bonds 
represented by the Bloomberg Barclays 1–10-Year Municipal Bond Index
Source: Bloomberg Barclays, MSCI, Standard & Poor’s, and AB
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MAKING MONEY MEANINGFUL
In the 50 years we’ve been serving clients, investing has never 
been easy. That’s as true today as ever. And while much has 
changed over the last five decades, our business focus—
investment research and management—is one thing that hasn’t. 
Today, we are over 3,000 employees, in more than 20 countries 
around the world, all single-mindedly serving our investor clients. 
And for the individuals, families, and nonprofits among them, 
while we are in the business of money management, our goal is 
much more ambitious: making money meaningful. 

On behalf of everyone at Bernstein, I thank you for your long-
standing trust in us and welcome the opportunity to serve you 
in the years ahead.

Best wishes for a happy and prosperous New Year.

David Barnard

Timing is indeed everything. Because of that, and the enormous 
cost of getting it wrong, we don’t recommend trying it. Instead, 
we look to add value where the risk/return trade-off is more 
prudent over our clients’ long-run time horizons. 

TURNING POINTS
Over the next five years, we forecast more modest returns for 
capital-market indexes versus the last five, given current stock 
price levels and still-low bond yields. The CME median forecast 
for a moderate growth index allocation is now 4.5%. Of course, if 
the bull case around improving growth plays out, there could be 
some upside to our outlook. But the risk that it doesn’t, or that it’s 
already reflected in current asset values, is also a possibility and 
increases the likelihood of more volatility than normal. 

While our outlook is admittedly sober, we are unusually 
optimistic about our ability to help clients do better than the 
markets with research-driven security selection. We believe 
some of the factors that have helped buoy asset values over 
the last several years have also served to reduce the efficacy of 
active management within asset classes. In other words, recent 
investment success has been more about participation than skill. 
We think that’s changing. 

One way to look at this is the relationship between monetary 
stimulus and stock-picking success. For the last several years 
actual interest rates have been lower (more stimulative) than the 
Taylor rule3 would posit. And while this has aided asset prices, it 
has distorted asset characteristics like yield and stability, and has 
made it difficult for active managers to outperform (Display 2). 
History suggests this won’t last long, and active stock managers 
should benefit when it reverses. 

We saw encouraging signs of this thesis playing out in the last 
two months of 2016. In November alone, our Strategic Equities 
service (large-cap US stocks) outperformed the S&P 500 by 
more than 1%. Of course, higher rates have hurt bond prices, 
but we don’t expect yields to rise as quickly as they did toward 
the end of 2016. And while November was clearly a painful 
month for tax-exempt bonds, we recommend staying the course. 
We believe much of the already realized price decline will be 
recouped in the quarters ahead as coupon payments come in.

3 The Taylor rule is a formula that prescribes the federal funds rate based on prevailing economic conditions.

As of December 31, 2016
Past performance is not necessarily indicative of future results or 
a range of future results. There is no guarantee that any estimates or 
forecasts will be realized. 
Source: Bureau of Economic Analysis, Bureau of Labor Statistics, 
Congressional Budget Office, Deutsche Bank, FactSet, Federal Reserve 
Bank, Haver Analytics, Standard & Poor’s, and AB
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Deviation from Taylor Rule
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