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Value Blend Growth
“It isn’t the mountain ahead that wears you out; i1t’s the Large | -0.20% 1.10% 1.50%
gran of sand in your shoe.” Small | -8.60% -7.40% -6.10%
- RoBerT W. SERVICE
The equity markets climbed to their highest levels in history during
the third quarter. The third quarter 2014 saw the return of volatility Value Blend Growth
; ATl - . T have fe . a1 ahe o —
n the llIl(.lI.lLI.:.ll mar kets.. We have talked about an dbsencelol (19\4 n Large 3.10% 3.30% 7.00%
side volatility in the equity markets for several quarters. With hints
of evidence that global GPD may be slowing, notably the Eurozone, Small -4.70% -4.40% -4.0%
the global markets experienced wide swings in price changes. Ad-
ditionally, the markets seem to be pricing risks with more discretion ‘We have been actively over-weighting our US equity allocation in our
as riskier assets such as US small cap stocks (Russell 2000 index model portfolios to large cap stocks during the current market cycle. With
-7.40%) experienced significantly larger losses during the quarter the sale of the balance of our small cap growth position i July of 2014, we
than the US broader market (S&P 500 1.10%). have the smallest allocation to small cap stocks in our memory. To date we

. o : have only a 1.50% allocation to US small value stocks in our 100% equity
As we complete this writing on October 10, the equity markets allocation. This has proved to be a positive for performance year to date

have continued their sell-off. The major averages are approaching and our expectations are for continued large cap stock out-performance for

a 5% decline from the peak. Long-term an annual peak to trough e YT oy —

decline of approximately 14% is average. We are not alarmed by

this move. In fact a move down of 10-15% from peak levels may US fixed income experienced positive returns in the 3rd quarter. The

be helpful to attract some capital that remains on the sidelines and 10-year treasury yield was relatively flat during the quarter; i.e. 9/30/2014
serve as a reminder that the equity markets do experience price vield of 2.52% versus a 6/30/2014 yield of 2.53%. Surprisingly to most, the
swings. 10-year treasury has provided a strong return of 6.93% year to date. Drop-

. . : : : ping yields across the board have boosted bond prices and provided more
Due to the economic concerns in Europe, the international equity

attractive total returns than many anticipated beginning 2014.
markets were under-performers for the quarter. Germany is the

driver for the European economy. There was weakness in eco- Year to date total returns for fixed income mvestors have been attractive.
nomic output for Germany during the 3rd quarter and it dragged Emerging market returns are leading all asset classes with a total return of
markets down with it. The German market in dollar terms was 8.09%; followed by municipals 7.209% and mortgage -backed debt at 4.20%.
down -11.20% during the quarter.
Index Bond Description 3Q14 | YTD
Index Description 3Qu4 IO'YI: An- Gbl High Yield | Global Low Quality -3.3 2.6
nualized
- — MBS Mortgage Backed 0.2 4.2
Russell 2000 Small US Stocks -7.40 9.10% -
— - Gbl Corporate | Global Corporate -2.3 2.9
S&P 500 Large US Stocks 1.10 7.40% -
- = Barclays Agg. A Market Weighted Blend 0.2 4.1
MSCI EAFE International Stocks -5.80 7.40% = - — -
- — - = Municipal Intermediate-Term Municipals 1.5 7.2
Diversified EM | Emerging Markets Stocks -3.40 11.50% -
Treasury US Treasuries 0.3 3.1
Drilling down to a deeper view of the US equity markets shows an even EMD Emerg Markets Local Currency | -5.7 0.0
larger disparity in US equity returns. For the quarter, there was a 10.10% — T - - - " -
return differential between large cap growth 1.50% and the least perform- I1PS US Treasury Inflation Protected | -2.0 8.7
ing small cap growth -8.60%. Year to date performance differences are EMD USD Emerg Market Debt - US § -0.6 8.0
ej:'t;lz)(l;rgcr with large blend stocks at 8.309% and small cap growth stocks at Gbl Sov Global Government Debt 5.3 0.3
=X 0.

JP Morgan Insight 4Q2014 P. 31

.':Juﬂl



,

REQUIRED DISCLOSURES

Views expressed in this newsletter are the current opinion of the
author, but not necessarily those of Raymond James & Associ-
ates. The author’s opinions are subject to change without notice.
Information contained in this report was received from sources
believed to be reliable, but accuracy is not giuaranteed. Past
performance is not indicative of future results. This is not a rec-
ommendation or a solicitation to buy or sell any security. Invest-
ments and strategies mentioned may not be suitable for all inves-
tors. Investing always involves risk and you may incur a profit or
loss. No investment st_rateg?/ can guarantee success. International
investing involves additional risks such as currency fluctuations,
differing financial accounting standards, and possible political and
economic instability. These risks are greater in emerging markets.
There is an inverse relationship between interest rate movements
and bond prices. Generally, when interest rates rise, bond prices
fall and when interest rates fall, bond prices rise.

Diversification and strategic asset allocation do not ensure a
profit or protect against a loss. Investments are subject to market
risk, including possible loss of principal. Gross Domestic Product
(GDP) is the annual market value of all goods and services pro-
duced domestlca_IIK by the US. Alternative investment strategies
involve greater risks and are only appropriate for the most sophis-
ticated, knowledgeable and wealthiest of investors. High-yield
bonds are not suitable for all investors. When appropriate, these
bonds should only comprise a modest portion of your portfolio.

The S&P 500 is an unmanaged index of 500 widely held stocks.
The MSCI Emerging Markets Index is designed to measure equity
market performance in global emerging markets. The Russell
2000 index is an unmanaged index of small cap securities which
%enerall involve greater risks. Barclays Capital U.S. Aggregate
ond Index is made up of the Barclays Capital U.S. Government
| Corporate Bond Index, Mortgage-Backed Securities Index, and
Asset-Based Securities Index, including securities that are of
investment grade quality or better, have at least one year to
maturity, and have an outstanding par value of at least $100

million. The MSCI EAFE (Europe, Australia, and Far East) index is
an unmanaged index that is generally considered representative
of the international stock market. These international securities
involve additional risks such as currency fluctuations, differing
financial accounting standards, and possible political and eco-
nomic instability. The Dow Jones-UBS Commodity Index aims to
provide broadly diversified representation of commodity markets
as an asset class. It is not possible to invest directly in an index.
The Vanguard REIT Index is a real estate investment trust fund
that offers investors wide exposure in the real estate sector at a
low price. The fund holds each of its stocks in approximately the
same proportion as the weighting in the MSCI US REIT Index. It
is not possible to invest directly in an index.

The NASDAQ Composite Index is an unmanaged index of all
stocks traded on the NASDAQ over-the-counter market. The Dow
Jones Industrial Average is an unmanaged index of 30 widely held
securities.

The value of fixed income securities fluctuates and investors may
receive more or less than their original investments if sold prior to
maturity. Bonds are subject to price change and availability.

This analysis does not include transaction costs and tax consider-
ations. If included these costs would reduce an investor’s return.
As federal and state tax rules are subject to frequent changes,
you should consult with a qualified tax advisor prior to making
any investment decision. Raymond James does not provide legal
or tax advice on these or any other transactions.

Certified Financial Planner Board of Standards Inc. owns the
certification marks CFP®, CERTIFIED FINANCIAL PLANNER™
and federally registered CFP (with flame logo) in the U.S., which
it awards to individuals who successfully complete CFP Board's
initial and ongoing certification requirements.
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