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“Far more money has been lost by investors preparing for corrections, or trying to anticipate corrections, than has been lost in 

corrections themselves.” —Peter Lynch 

Sea of tranquility 

As though all of the high frequency traders, position traders, and high risk hedge fund managers decided to take the 

summer off all at the same time, the 3
rd

 quarter of 2016 was characterized by record low volatility. After the brief but 

extreme volatility at the end of the second quarter due to the Great Britain referendum on leaving the Eurozone (Brexit), 

volatility dropped off dramatically. The CBOE Volatility Index dropped and remained in the low single digits during the 

quarter other than a small spike in mid-September surrounding some uncertainly about Federal Reserve actions on 

monetary policy. 

The low volatility of last quarter is surprising given that this is an election year, and it is certainly no ordinary election 

year. The policy differences among each candidate are enormous, and significant controversies surround each 

candidate. The chart below shows how volatility thus far has remained significantly below the average of past election 

years. We think that this could change as we get closer to November 8 with some potential market softness, but that 

could wane as the election passes and uncertainty ends. 

 

Capital markets returns 

U.S. and International Small Cap and Emerging Markets asset classes led broader global capital markets benchmarks 

during the quarter as depicted in the accompanying cart. International asset classes outpaced all but U.S. small cap 

stocks for the quarter, which isn’t terribly surprising given the downdraft in many international markets the previous 

quarter due to Brexit. Emerging Markets has been the leading broader asset class year-to-date. We have been 

underweight this asset class and will likely remain so as we believe China still poses some systemic risk to global capital 
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